TEA

Tea Sector Performance
& Recent Trends:

An Overview

Alean growth of 1.8 percent recorded in agricul-
tural output in the year 2000 seem to be a far
lower rate when compared to the 4.5% growth
recorded during the year 1999. The major contri-
bution of this growth was made by tea and coco-

nutoutput.

On parwith the open economic policy the meas-
ures taken by the Govemment have helped the
industry in a big way continuing the upward
trend since 1993, tea production recorded an
output of 284.5 kg. At the end of 2000 the produc-

| tionfurtherincreased by 7.7 per cent surpassing

the 300 million kg. mark for the first time and
reached a new peak output level of 306 million
kg. In the meantime a 17.7 per cent increase
recorded in the price level.

The agricultural policy of the government fo-
cussed on allowing greater participation of the
private sector in production and marketing of tea
while the govemment acted as afacilitator in the
development of the sector.

Privatisation of the regional plantation compa-
nies, which began in 1995 is being progressed
steadily throughout this period. Under the dives-
titure Plan 51 per cent of the stock of these Com-
panies was sold to the management companies
while 10 per cent of the stock in each company

was gifted to the employees of the estates and the
balance 20 per cent was to be issued as an initial
Public Offering (IPO) and the remaining 19 per cent
was to be sold through the stock market. Atend of
2000, the privatisation of 8 companies had been
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completed and all shares were fully sold. In an-
other 8 companies, 19 per cent of the stock is still
with the government, while in 4 companies 39 per
cent of the stock in with the government.

During the year 2000 Malwatta Valley Plantation
Ltd., sold 20% of its shares in an IPO and reduced
the govemment stake further. Depending on market
conditions the balance shares will be sold through
the stock market in the future. According to the
Central Bank, since tea prices remain favourable
at present, the plantation companies should seri-
ously think of building up a self-generated capital
development fund for long-term investment in the
sector. Such investment
would make the com-

with a share of 27% and 18% respectively
increased by 3% and 5% respectively in 2000.

The tea small holder sector, accounting for 60%
of the total output significantly improved its per-
formance recording an increase of 12% in 2000
to 84 million kgs. Plantation companies, which
accounted for the balance output recorded only a
growth of 2 percent. The yield in the small holder
sectorimproved by 2% over the preceding year
to reach anew record of 2,216 kg per hectare in
2000. The average national yield of tea was
1,618 kg. per hectare. The yield in the estate
sector is estimated to have improved by 6% to
1,151 kg. per hectare, mainly on account of
improved management in estates under the
privatised plantation companies. However, av-
erage yield in the estate sector plantations re-
mained far below that of the small holder sector,
as alarge extent of tea in the estate sectoris still
under low yielding seeding tea, comparedto the
high yielding Vegetative Propagated (VP) tea of
small holder.

The production of CTC (Cut tear and Curl) tea
which enjoyed a good popularity, declined by
4% to 17.5million in year 2000. The high cost of
production of local CTC teas cannot compete
with low priced varieties available in the global
CTC markets. The import of CTC tea to Sri
Lanka for blending and re-exporting purposes
amounted to 2.8 million kg in 2000 recording
62% increase compared to 1999. However, the
total quantity of tea imported for blending ac-
counted below 1% of domestic production.

! o Table 1 SRI LANKA TEA EXPORTS - 2001
panies resilient when
the prices take down-
tum. Description Quantity (Kgs) Value Approx.Av.Unit
(Jan.-June 2001) (Rs Mn) Value per kg
(Rs cts)
Production in year
2000 Tea Bulk 87,701,175 15,694 178.94
. Teain Packets 43,037,946 8,814 204.79
Therecorded highyield | Teain Bags 6,652,604 3,074 461.99
in tea production was | Instant Tea 906,888 506 558.12
Green Tea 408,662 200 489.11
mainly supported by | 5y 7o 6,542,179 1,989 304.06
the increased fertilizer
application and favour- | Total 145,249,542 30,217 208.44
able weather conditions
revailed during the | 1€ mported/Re Exported 3,096,681 1,222 394.45
pré uring e | Grand Total 148,346,223 31,498 21232
year. This record per-
RATIOP I pocicadt ?nua%l:;m a0 88,793,627 13,725 54
i i eain 793, ; 154,57
w t'g'”!y reflectedin | 7 . i Packets 29,960,860 5,208 176,83
anotable improvement | rea i Bags 6,536,506 2,509 38382
inthe production of low | Instant Tea 670,510 330 49185
elevation teas whose | Green Tea 306,241 14 373.53
output accounting for Other Tea 4,237,726 1,106 260.88
54% of the total yield. | total 130,505,470 23,082 176.88
This recorded by 12%
in 2000 to 166 million | Teaimportedire-exported 3,884,581 981 25242
kg. Production in high Grand Total 134,390,051 24,062 179.04 |

and medium elevations

Source: News Letter Forbes & Walker Tea Brokers (Pv) Ltd. August 2001
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Major Importers of Sri Lanka Tea - January-June - 2000/2001 (In Kgs.)
Major Country | Bulk Tea Packetad:ff'ea “Tea Bags, | Instant Tea 'Otéler Tea | Total 2001| Total 2000
cis 16,153,164 | '10,020,942 1,885,937 84,435(A) | 32,192,233 26,110,318
1,839,928(B) :
o 2,207,835(C)
UAE 13927857 | 4610313 | . 204,166 22381(A) | 20,337,707 | 20,397,677
o 117,120(8)
1,455,870(C)
Syria 8,829,721 | 2,642,289 135890 | 34,147 1,081(A) | 11,701,430| 8,177,609
33,852(B)
24,450(C)
Libya" - 10,885,429 7 10,885,500 | 1,681,586
Turkey 4,236,576 | 1,877,518 70,345 127,314(8) | 8,306,077 | 10,378,113
. ' 2,034,580(C)
Iran 5974,008 | 1,563,338 2,736 1,252(8) | 7,571,321| 6,478,997
. 24,897(C)
Saudi Arabla | 2,993,095 | 1,198,485 331,892 28,405(A) | 4,607,439} 5,733,101
21,467(B)
34,085(C)
uK 7,765,712 49,230 30939 | 32715 20,858(A) | 4,238,135| 4,909,888
18,650(B)
31,234(C)
Jordon 1637492 | 1,997,046 378,078 17,040(A) | 4,030,531 3,398,488
38(C)
837(C)
Iraq 2,649,692 | 1,041,875 3,038 23000(C) | 3717.605| 5420748
Japan 3,037,838 54,680 201,169 | 210,433 1,281(A) | 3569677 | 3,212,650
) 14,420(8)
49,826(C)
Chile 3,055,004 22,062 5,786 . 110,400(B) 3,193,259 | 2,871,281.00
7(C)
(A) Graen Tea (B) Tea imported/Re-exported (C) Other Tea

Inthe year 2000 the annual average price atthe
Colombo tea auctions improved by 18% to Rs
135.53 perkg. continuing the upward trend that
prevailed in the previous year. Production short
fallin Kenya active participation of Russia atthe
Colombo auctions the rupee deterioration against
US dollar and the healthy climate were the ma-
jor contributory factors for this gain.

The quantity sold at the Colombo auctions in-
creased by 6% to 277 million kg in 2000, while
volume of export increased by 7% to 288 mil-
fion kg. As such the export eaming from teawas
up by 22% to Rs 53,1333 million. Out of total
exports Russia's purchase of Sri Lankan tea
accounted t0 16% of the total export. However,
the value addition of the tea export still not much
improved and remained at 37% since 1999. On
the other hand 63% of the tea exports were still
inbulk form. Share of teain packs and tea bags
were only 30% and 4% respectively. But the
63% bulk tea exports amounted to 183 million

ka.

Sri Lanka Tea Exports - Jan/June 2001

Exports of 148.3million kgs for the period January/
June 2001 shows an increase of 13.9 million kgs
when compared with the 134.3 million kgs. ex-
ported during 2000. Exports to Libiya shows the
largest growth of 9.2 million kgs when compared
with the same period last year. However, total ex-
ports to all destinations show only an increase of
13.9 million kgs. The alarming factor in analysing
the exports during this period is that out of the top
twelve destinations five destinations recorded a de-
cline inimports when compared tolast year. -

The average approx. unit FOB value of total ex-
ports inclusive of impois for re-exportin US$ terms

. for January/June 2001 of $2.35 shows an increase

against the $2.28 of last year.

Export of tea in packets shows an increase of
13.07 million kgs when comparedtolast year. This
form of exports has contributed the most towards
the growth of exports for the first half of the year

2001. However, the approximate unit FOB value
per kg has only appreciated marginally 10 $2.27
this year from $2.25 of last year. (Table 1)

Revenue generated for the first half of the year|
shows an increase of 30.9% when compared
with last year.

Contribution of Tea to GDP

Tea remains as the major single product that
made the highest contribution to the Gross Do-
mestic Product during tha past several years
(Table 3).

Table 2 shows the contribution to GDP by agri-
cultural sector as awhole and the contribution of
sub sectors including tea sector. Accordingly in
rupee terms the tea sector contribution in the
GDP remained around 15% -17% during the
last.5 years, For decades tea seclor has been
the life line of Sri Lanka's economy through Its

" contributions to foreign exchange eamings, em-
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WORLD EXPORTS WORLD TEA SCENARIO
ntry to 2001 2000 +- % World Crop (M Kg) -
india 65 66. KK i Country Janto | 2001 +- % Total 2000
India May 2042 | 2069 | 27 | 1.3 846
R s oy S84 & . 86 1 90 |02 ] 22 5
South India a7 26| 52 12
Kenya May 1356 | 914 | 442 | 484 236
%8 | 264 04 | 15 42
¥a il 698 4 Malawi May
132, i
- e x S Lanka 1352 | 1325 2 20 306
Uganda March 65 | 65 00 | 00 29 |
82f o 12 Zimbabwe 106 | 104 02 | 19 2
7. i) 5.1

Source: Indian Tea Association

ployment, output and the general welfare of its
peoples. This trend is most likely to continue in
the future too, since there are no immediate signs
for a major shift in this situation. In terms of
sustainability, tea cultivation can be termed as a
goldmine of Sri Lanka. The total investmentin
the tea sector could be identified as the largest
investment so far made although a major portion
of that investment was made during the latter
part of the 19" century and early part of the
twentieth century. Our ancestors had made a
great sacrifice for tea cultivation, by leaving their
native lands at the height of the tea boom during
the latter part of the 19" century. As aresult a
grocery store in England in 1860 had a banner
which read *Drink Ceylon Tea to improve your
brain” (W.A. Wijewardene, at the tenth Annual
General Meeting of the Private Tea Factory
Owners Association) and that tea had a stimu-
|ated effect on the body.

However, it is argued that the tea sector faces
good times and bad times. For instance the tea

| 'sector came under strain due to Sri Lanka's

failure to comectly identify the changing consump-
| tion pattem of beverages in the world. In an age
| of world trend for natural or organic food
| and drink the tea industry has a great op-
portunity as a chemical free drink. But we
have not been able to cater to this vacuum due
to our traditional system of marketing of tea.

Sri Lanka has been producing and exporting
traditional orthodox black tea from the day we

Table 2

World Average Auction Prices (per kg.) January-May

85, 50 [} 10. 85 5. [} 10.
North indla 74! [ 8 121 i 66 8 121
Sou Inda . 23 0 X A b
Cents 105 12051 1 1244 @2 52, L)
Conla EC ®] 7 CED D 7]
Lanka Rs 1w 131 16 1267, M mn 1 197,

began this industry, when there was a very high
demand in the west for it. Since around 1960s
specially westem consumers shifted the pattem of
tea consumption from the authordox black tea to
instant tea, thereby moving away from Sri Lankan
tea products. Consequently Sri Lanka had to de-
pend on other destinations such as Pakistan the
Middle East and Russia to sell its tea. No serious
efforts were taken to adjust its production to cater to
this new consumer segment.

Tea Development Project (TDP)

The TDP, which commenced operations in 1999
by the government as a follow up of the Small
Holder Tea Development Project, completed its first
year of operations in 2000. During the year, a good
response was shown by tea smaliholders and fac-
tory owners to obtain loans under the credit scheme.
This was mainly due to the increase in prices for
tea in world markets and the favourable weather
conditions for planting tea. As aresult, the Partici-
pating Financial Institutions (PFls) were able to
disburse loans surpassing the targets set for the
year. The banks disbursed a total sum of Rs 337
million in 2000, which was 117 per cent above the
target for disbursements during the year.

Contribution of Tea in GDP (RsMn)

The activities eligible for financing under the
project are replanting of tea, establishment of tea
nurseries, rehabilitation and modemisation of tea
factories, purchase of vehicles and construction
of green leaf collection centres, As in the case of
the previous credit scheme for smallholder tea
development, amajority of the loans had been
granted for factory rehabilitation, which was 50
per cent more than the amount targeted for it. A
lower level of loans had been granted for estab-
lishment of tea nurseries due to the difficulties in
providing collateral acceptable to PFls, such as
mortgage of properties, ec. by the Tea small-
holders engaged in development of tea nurser-
ies.

The performance of PFls shows that DFCC

Bank (DFCC) accounted for 41.7 per cent of |

total loan disbursements in 2000. Hatton Na-
tional Bank (HNB) (16.4 per cent), Commercial
Bank (16 per cent), National Development Bank

(NDB) (10.7 per cent), Sampath Bank (8.9 per |

cent) and Bank of Ceylon (BOC) (6.3 per cent)

accounted for the balance disbursements. Two

new PFls, Bank of Ceylon (BOC) and

Kandurata Development Bank (KDB), having

satisfied the eligibility criteria for admission as

PFls, were admitted under the scheme during
the year.

Upto the end of 2000, PFls together ap-
proved 568 loans amounting to Rs 506

million and disbursed 499 loans amount-
Mece b Lo L 1999 | 2000 | o0 10Rs 372millon. Ofthese, the Centra
Bank has refinanced 236 loans amounting
Agriculture, Forestry & Fishing 156,108 160,753 | 164,804 | 172238 | 175317 | toRs217million.
(22%) (22%) (21%) @1%) | (20%)
Tea 122,594 126107 | 128337 | 133952 | 136212 | Reference
Rubber 10,332 11,069 11,195 11341 | 1222
GDP 695,934 739763 | 77479 | 808340 | 857,035 | 1 \eekly TeaReportForbes & Walker
Contribution by tea for GDP % 1761 170 16.56 1857 589 | 2 Annual Report Central Bank of i
Lanka
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