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Drop in World Production 

The year 1 9 7 9 was a better year than 
the previous.one for tea production 
in Sri Lanka, though world crop out­
put appears to have dropped by about 
1 9 m. kgs. Estimates of Sri Lanka's 
tea output in 1 9 7 9 are placed at about 
2 0 7 m. kgs. as compared with 1 9 9 
m. kgs., in 1 9 7 8 . This production 
level although an improvement over 
the last two years when compared 
with the output of the year 1 9 7 1 , 
1 9 7 2 and 1 9 7 5 when output was in 

, the region of 2 8 0 m. kgs. for the year 
is not as impressive. 

World production of tea in 1 9 7 9 
was trailing that of the previous year 
mainly because of the estimated drop 
in the North Indian crop due to 
accute drought conditions in these 
regions. Upto the end of December 
crop figures for North India were 

that aggregate exports in 1 9 7 9 - 8 0 may 
increase by 4 0 million kg. to about 
2 0 3 million kg. 

With an upward trend in prices and 
shipments of about 1 0 5 million kg. in 
October-March it is estimated that 
India's aggregate foreign exchange 
earnings may be in the region of Rs. 
3 4 0 - 3 j o cro-es in 1 9 7 9 - 8 0 . It is how­
ever, feared that there may be a 
decline in the unit value of exports 
if the shortages in packing materials 
are not eliminated. Difficulties in 
securing aluminium foil have been 
handicapping the despatch of tea 
against export contracts. The avail­
ability from indigenous sources has 
been badly affected by interruption to 
production at the large-sized plant in 
Calcutta. But, with a reduction in 
stocks and the brisk demand, India's 
tea estates are likely to get over fully 
the adverse effects of the depression 
in 1 9 7 8 - 7 9 . 

C R O P F I G U R E S O F M A J O R P R O D U C I N G C O U N T R I E S 
( I N MILLION KG.) 

Country 

SRI LANKA 
BANGLADESH 
SOUTH INDIA 
NORTH INDIA 
MALAWI " 
KENYA 
TANZANIA 
INDONESIA 
UGANDA 

1978 1979 

UPTO DEC. 198.9 206.4 
UPTO „ 36.5 35 -9 * 
UPTO „ 130.4 139 .0 * 
UPTO „ 440-9 4 0 7 . 7 * 
UPTO „ J I - 7 . 32 .6 * 
UPTO „ 93-4 99-3 
UPTO „ 17.2 1 8 . 0 * 
UPTO OCT. 59.0 5 9 . 8 * 
UPTO DEC. 10.9 1.6* 

Total 1018.9 • 1000 .3* 

. * Estimated 

estimated at 4 0 8 m. kgs. as against 
4 4 1 m. kgs. for the same period in 
1 9 7 8 . In Bangladesh too there was a 
slight fall in production up to the 
end of December, while in Uganda 
with the unsettled political conditions 
crop figures had dropped drastically. 
(See table above). 

In India however, tea estates were 
busy stepping up exports and also 
increasing sales in the domestic market 
with larger buying by overseas con­
sumers and a sharp increase in internal 
consumption. On the basis of the 
trends in shipments in April-Septem­
ber 1 9 7 9 and bidding at the auctions 
in subsequent weeks it is expected 

With the increase in the world crop 
in 1 9 7 8 and a general slackening 
throughout the year .following ' the 
panic buying experienced during the 
price boom in 1 9 7 7 there was a 
substantial rate of carrying over of 
stocks of unconsumed tea into 1 9 7 9 
both in the producing arid importing 

countries. In Sri Lanka too, the first 
half of 1 9 7 9 therefore recorded un-
remurierative prices especially when 
considered against the rising cost of 
production. The existing export 
duty and cess and Ad-Valorem Sales 
Tax levy that were in force took still 
more of the producer's margin. The 
result was that by the end of June nett 
sale averages were extremely de­
pressing when compared with those 
of 1 9 7 8 and the cost of production 
had reached around Rs. 1 2 / 5 0 per 
kilo. But the with reduction in export 
duty and Cess from Rs. 1 6 / 2 0 to Rs. 
1 1 / 4 0 a kilo and the revision of the 
A d Valorem Sales Tax, together with 
a greater interest in buying during 
the second half of 1 9 7 9 , producers 
enjoyed a better return than in the 
first half. 

A significant feature that was appa­
rent throughout the year was that the 
demand for Sri Lanka's best available 
teas, particularly during, the two 
Quality Seasons, was exceptienal and 
the top prices established during the 
year surpassed previous performances 
convincingly. This aspect clearly 
endorses the fact that good teas, even 
during a year of comparatively low 
prices, continue to be sought after. 

The trade warned, however, that 
whilst forecasting a generally stronger 
market in 1 9 8 0 , particularly better 
than in the first Quarter of 1 9 7 9 , there 
is no real shortage of very poor tea 
and an abundant supply of inferior 
teas could well mean depressed prices 
for these varieties. 

The annual average prices fetched 
by Sri Lanka's teas at the Colombo 
Auctions are shown in the table below. 

The continuous fall in the average 
price pet kilo over the last three years 
is seen in the table below, particularly 
in the gross average prices which fell 
from Rs. 1 6 / 0 5 per kilo in 1 9 7 7 to 
Rs. 1 2 / 1 9 kU° in 1 9 7 9 . 

A N N U A L A V E R A G E P R I C E S 

GROSS NETT 
> 

1977 1978 ' 9 7 9 1977 1978 1979 
H I G H 16.51 13.64 13-35 13.66 11.41 11.74 
M E D I U M 14 .80 10.69 10.42 1 2 . 1 8 9.58 9-97 
L O W 16.80 17-41 12.54 13.58 13.36 - 11.56 
TOTAL 16.05 14.09 1 2 . 1 9 13.15 11.55 1 1 . 1 4 . . ' 
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The trade saw optimistic signs in 
the tea market during 1 9 8 0 , at least 
during the first quarter. The reasons 
for this was that globally the large 
carry over stocks of unconsumed tea, 
that were in evidence at the beginning 
of' 1 9 7 9 , had been wiped out by the 
end of the year. The demand situation 
was therefore expected to be tighter 
in, world markets. Locally, with the 
Western Quality season about to set 
in the quality of offerings was improv­
ing and seasonal quality teas were 
expected to be on offer throughout 
the Colombo sales in February ahd-
March 1 9 8 0 . 

R U B B E R 

A g r e e m e n t o n N a t u r a l R u b b e r 

In our last issue we made a brief 
reference to the international, price 
stabilization agreement on natural 
rubber which was formally concluded 
on. October 6 , 1 9 7 9 , after nearly three 
years of-negotiations under U N C T A D 
auspices. This agreement will enter 
into force on October 1 , 1 9 8 0 once it 
is signed and ratified by a sufficient 
number of countries. The particular 
significance of this agreement is that 
it is the first o f 18 commodities under 
UNCTAD's Integrated Programme for 
Commodities (IPC) for which a new 
agreement has been concluded. This 
agreement foresees a close link to 
the proposed Common Fund, as it 
specifies that when the Fund becomes 
operationaland the International Rub­
ber Council, to be established by this 
Agreement, will take full advantage of 
its facilities. Conclusion of the agree­
ment thus 'represents a major step 
ahead in the implementation of the 
IPC and is expected to have a stimu­
lating effect on the negotiations on 
the other commodities being con­
ducted under that Programme. 

Natural rubber is a key commodity, 
in terms of value, taking second place 
after cotton among all agricultural 
raw materials traded on world mar­
kets. I t -is vital to the economies of 
the producing countries, all of which 
arte developing countries, providing 
a major source of government reve­
nue, foreign exchange and employ­
ment, " The bulk of natural rubber is 
exported to the developed countries 
where nearly two-thirds are uoed in 
the transportation industry. 

Historically international trade in 
natural rubber has been charac­
terized by short-term price instability, 
long-term declining price trends and 
competition from synthetic rubber. 
The agreement's main objective is to 
stabilize rubber prices at remunerative 
levels. This is to be done by means 
of an international buffer stock which 
will be the sole instrument for price 
stabilization. 

T H E BUFFER STOCK HAS A TOTAL SIZE OF UP TO 
550 ,000 TONS AND CONSISTS OF TWO PARTS: 
A NORMAL BUFFER STOCK OF 4 0 0 , 0 0 0 TONS AND 
A CONTINGENCY STOCK OF 150 ,000 TONS. 

COSTS OF THE BUFFET STOCK WILL BE SHARED 
EQUALLY BETWEEN PRODUCER AND CONSUMER 
COUNTRIES. 

T H E AGREEMENT HAS SEVEN PRICES: THE REFER­
ENCE PRICE WHICH IS AT MIDPOINT OF THE PRICE 
RANGE, AND THREE PRICES ABOVE AND' BELOW IT 
THEY ARE THE UPPER AND LOWER INTERVENTION 
PRICES, THE UPPER AND LOWER TRIGGER ACTION 
PRICES AND THE UPPER AND LOWER INDICATIVE 
PRICES. T H E LATTER INDICATES THE LIMITS OF THE 
PRICE RANGE. UPPER AND LOWER INTERVENTION 
PRICES ARE 15 PERCENT ABOVE OR BELOW TBE 
REFERENCE PRICE; THE REGION BETWEEN THEM 
BEING THE ZONE OF NON-INTERVENTION. T H E 
TRIGGER ACTION PRICES ARE 2 0 PERCENT ABOVE 
OR OELOW THE REFERENCE PRICE RESPECTIVELY AND 
WHEN PRICES KEEP WITHIN THE RANGE DELIMITED 
BY INTERVENTION AND TRIGGER PRICES, IT IS UP TO 
THE BUFFER STOCK MANAGER TO DECIDE IF HE 
SHOULD BUY OR SELL RUBOER. AT OR BEYOND 
THIS PRICE RANGE THE BUFFER STOCK MANAGER 
MUST ACT BY EITHER BUYING OR SELLING RUBBER 
USING THE RESOURCES AVAILABLE FOR THE NORMAL 
BUFFER STOCK. 

WHEN THE BUFFER STOCK REACHES THE LEVEL 
OF 4 0 0 , 0 0 0 TONS, THE COUNCIL WILL MEET TO 
DECIDE AT WHAT PRICE TO BRING THE CONTINGENCY 
STOCK INTO OPERATION I N ORDER TO DEFEND THE 
LIMITS OF THE PRICE RANGE. UNLESS THE COUNCIL 
DECIDES OTHERWISE, THE CONTINGENCY STOCK 
WILL %COME INTO ACTION MIDWAY BETWEEN THE 
TRIGGER AND INDICATIVE PRICES. 

T H E REFERENCE PRICE UPON ENTRY INTO FORCE 
OF THE AGREEMENT WAS SET AT 210- MALAYSIAN/ 
SINGAPORE CENTS PER KILOGRAMME. UPPER 
AND LOWER INDICATIVE PRICES WERE SET AT'270 
AND 150 MALAYSIAN/SINGAPORE 'RESPECTIVELY; 
BOTH PRICES WILL BE REVIEWED AND IF NECESSARY 
REVISED EVERY-30 MONTHS. 

AT THE TIME OF NEGOTIATING, THE RUBBER 
AGREEMENT, THE PRICE OF NATURAL RUBBER WAS 
285 MALAYSIAN-SINGAPORE CENTS. I F THE PRICE 
SHOULD STILL BE OUTSIDE THE RANGE SPECIFIED 
I N THE AGREEMENT WHEN IT COMES INTO FORCE, 
THE INTERNATIONAL RUBBER COUNCIL WOULD BE 
EMPOWERED TO ADJUST THE P'RICE RANGE." 

The agreement has two unique 
features: it is the first time that 
governments of consumer counties 
commit themselves to share equally 
the costs of buffer stocking through 

direct contributions, and it is the 
first time that a price range has been 
tied so closely to the market and that 
an automatic system for price revision 
has been incorporated, thus pre­
cluding lengthy discussions on this 
which has been a very difficult 
issue. 

O n ; of the major reasons for 
successful conclusion is regarded as 
effective producer association, in 
which producers were well-organized 
and co-ordinating their positions 
throughout the negotiations. A n 
even more apparent factor appears 
to be the realisation of consumer 
countries that according to all present 
indications there will be a substantial 
shortage of natural rubbc: by the 
1 9 8 0 s , while petroleum shortages will 
further aggravate the situation. Con­
sumers therefore appeared keen to 
conclude the agreement with the hope 
of assuring reasonable and steady 
prices which would encourage pro­
ducers to step up replanting and also 
to undertake new plantings of rubber. 

An additional reason for the'con­
sumer countries interest in the agree­
ment was the fact that natural rubber 
is recommendablc from the eco­
logical and energy-saving point of 
view, since all the* feed stocks for the 
production of synthetic rubber are 
derived from petroleum or natural 
gas. These feed stocks, for which 
all indicators point to a steady price 
rise, could be used for producing 
other essentials. Volatile prices, how­
ever, tend to minimize the usage of 
natural rubber vis-a-vis synthetic 
rubber. A t times of high prices con­
sumers are encouraged to switch to 
synthetic, rubber, whereas in times of 
low prices they may not make the 
parallel switch out of fear of another 
upswing in prices of natural rubber. 
On the other hand stability of rubber 
prices could make advance planning 
on the part of consumers as well as 
producers possible and can encourage 
demand and supply of natural rubber 
grow in a more balanced way. • 

E c o n o m i c R e v i e w , F e b r u a r y 1980 23 


