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ABSTRACT

In this paper an attempt has been made to assess the impact of

selected multilateral and bilateral trade agreements/relations on tea trade

direction, with focus on India’s tea trade direction. And identify how

such trade agreements are affecting the efficient supplier in global tea

trade.     Assessment has been made in terms of trade creation and diversion

effect of    multilateral and bilateral trade agreements/relations.  The

available literature on the subject shows that increase in tea export

supply of Kenya and Vietnam, stagnant in tea import in traditional tea

importing countries such as U.K, aggressive marketing strategy by Kenya

and Vietnam and decline in India’s global tea competitiveness are

responsible factors for India’s poor performance of its tea exports.

However, the present study assumes that there are hardly any study who

attributed to the  role of new global    trade policy such as establishment

of WTO, Regional Trade Agreements (RTAs) and bilateral trade policies,

which   also influe the  direction of tea trade and export performance. In

this context, the present study considers the role of trade policy on

direction of tea trade and export performance.    The study points out,

such trade agreements/relations among the major tea exporting and

importing countries have been diverting   global tea trade in general

and India’s tea trade in particular and affected the efficient tea supplier

such as India in the global tea market. Such developments made the

India to search for new market for its tea exports.    Such developments

would be difficult for small  developing  nations to search for new

markets. In India, tea is mainly produced by small growers. In such a

global trade environment,   riddled by    complex preferences,  the

exporters, particularly traditional commodity exporters,  may find it

difficult  to seek for new markets and adjust with new markets. It is

important on the part of state to keep track on such trade integration

among the nations of the world and assist small growers.
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1. Introduction

The establishment of WTO in 1995 and the mushrooming

regional/preferential  and bilateral trade agreements  between  the

countries since 2000 are  influencing   the trend and pattern  of

international trade. The UNCOM trade data indicates that the share of

merchandise export by developing countries in world merchandise

export has increased from 29.55 per cent during 1996-2000 to 39.19 per

cent during 2006-10. The trade between developed countries has been

declining and the trade between developing countries has been on the

increase.   The data from World Trade Report (WTR) 2011 shows that

the value of world trade between members of preferential trade

agreements (PTAs) increased as the number of PTAs. Intra-PTA trade

represented about 35 per cent of total world merchandise trade in 2008,

compared with 18 per cent in 1990.

Such emerging trends in world trade posed both challenges and

opportunities for both the  member countries and non-member countries

of the trade blocks.  According to  Viner’s (1950) analysis of Custom

Union, preferential trade allows some domestic production to be replaced

by imports from  most efficient producers from partners  resulting in

trade creation and welfare gains. At the same time, the PTA also

discriminates non members, leading to a  reduction in imports from

most efficient non-member countries. The second effect which harms

welfare is known as trade diversion. Viner showed that Custom Union

could have welfare increasing effects in some circumstances  where as, it



6

could be welfare reducing in  other circumstances. The literature on

empirical testing of Viner theory (Bhagawati and Panagariya 2003, Chang

and Winters  2002,  Romalis, 2007) reveals that the preferential trade

affects the most efficient suppliers. However, studies examining the

impact of PTAs on trade creation and diversion are not conclusive (WTR

2011). The study by Freund and Ornelas 2010,  suggests that trade

diversion may play a role in some agreements and in some sectors, but it

does not emerge as a key effect of preferential agreements.

It seems that RTAs/PTAs along with changing  bilateral   trade

policy  between the nations, influence  the   non-member countries  of

trade blocks to search for   new markets for their products.  Such trends

in the global market   forced many countries of the world to create new

trade blocks or be the member of the already existing trade blocks.

According to Baldwin and Jaimovich 2010, “ Exporters in non-member

countries push their governments to join existing PTAs or create new

ones to counteract the potential damage caused by preferential trade

liberalisation”. As bilaterals   multiply, countries begin to feel that they

are being frozen out of markets within those bilaterals. They then begin

plotting their own, going with politically pliable partners. So more

bilaterlas started. And, pretty soon we have the phenomenon we see

today: an escalations of bilaterals (Bhagawati, 2002).  In such a global

trade environment,   riddled by    complex preferences,  the exporters,

particularly traditional commodity exporters,  may find it difficult  to

seek for new markets and adjust with new markets.

In this context the present paper makes an attempt to examine the

impact of such trends on the direction of India’s trade in tea, as India’s

tea export is witnessing major changes in its export direction. According

to UNCOM Trade data, during 1988, USA (18.43%), USSR (13.80%),

Japan (10.65%), Germany (6.11%) and U.K (5.7%) together accounted

for 55 per cent of India’s total export. In 2009, these   countries’ share

came down to 20 per cent (USA 10.82%, USSR 0.55%, Japan 1.82%,
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Germany 3.31% and U.K 3.69%). When it comes to specific commodities

such broad trends becomes especially evident.

For instance in case of tea, until 1991,   most of the   Indian tea was

exported  to USSR, UK and Egypt.  In recent years, India lost the

traditional tea markets  such as  USSR and Egypt. Over the years other

major tea exporting countries such as Sri Lanka and Kenya captured the

markets of USSR and Egypt. The UNCOM trade data shows that, in

recent years, demand for tea from USSR  is being met by Sri Lanka not

withstanding the fact that  Sri Lankan tea is more expensive than Indian

tea. Most of the UK and Egypt  tea demand is met by Kenya despite tea

from Kenya is expensive than Indian tea and, Vietnam is least cost tea

exporting county of the world.  Here arise questions; does the

improvement in bilateral trade relationship  between USSR and  Sri

Lanka, and Egypt becoming member of COMESA (Common Market for

Eastern and Southern Africa) and UK trade preference for Kenya resulted

in India to lose its traditional tea export markets ?  Do such market

integration made the Indian tea to search for new markets? In such trade

blocks and change in bilateral relations among the countries, what about

the destiny   of small non-member country of the trade blocks, whose

export earnings depend upon exporting few agricultural commodities?

This questions the basic philosophy of free trade that trade benefits all

trading countries in the international market.

In this context, the present study makes an attempt to assess the

impact of market integration on global tea trade mainly emphasising on

India.  Assessing the impact of trade integration of all plantation

commodities’ trade is beyond the scope of the present study.  Tea is

considered for the present study.   Tea is mainly grown in developing

countries and this sector is source of livelihood for millions of poor

households. In countries such as Malawi, Kenya, Sri Lanka, and Uganda,

tea is  an important foreign exchange earner. Particularly, small countries

like Malawi and Uganda, the export dependency of tea is quite high.  In
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this context, the question comes as to how are the small countries cope

up  with the new trading environment under the mushrooming trade

blocks.

The present study, therefore, is an attempt at assessing the impact

of    market integration and bilateral trade policy on tea trade which is an

under-researched issue.  In this context, an attempt is made to answer the

following researchable questions.  How does market integration among

the countries of the world help in influencing  India’s directions of trade

in tea and other major tea exporting countries of the world? What are the

emerging challenges? What policy interventions are needed?

In the present paper, the impact of regional/preferential and

bilateral trade agreements between countries on tea export and import

direction is analysed in terms of trade creation and trade diversion.

Trade creation and trade diversion are measured in terms of changes in

trade volume with the member countries of  the trade blocks and with

non-member countries of the trade block. Along with change in trade

volume, change in direction of trade, compound annual growth rate

(CAGR), export unit value (EUV) and  import unit  value (EUV) have

also been estimated. To measure the export and import price of tea,

export unit value (EUV) and import unit value (IUV) have been

calculated with help of  UNCOM  trade  and FAO trade data. The tariff

profiles of tea importing countries concerned have been sourced from

WITS and WTO. The merchandise and tea trade   metrics of  trade blocks

has been sourced from UNCTAD trade stat.

Black  tea and Green tea are two varieties, which are mainly traded

in the world. Except China and Vietnam, other major tea exporting

countries such as   Sri Lanka, Kenya and India mainly (around 98 per

cent ) trade in black tea. The tea importing countries,  that are considered

for the study  such as Pakistan, Egypt, U.K, Russian Federation, UAE,

Saudi Arabia and Sudan mainly import (95 to 99 per cent ) black tea.

Though there is quality variation in black tea, due to non availability of



9

trade data on quality wise, the study considers black tea as a homogenous

commodity.  Compared to tea export by Germany, U.K, Belgium and

France, the countries  that are considered for the present study mainly

trade in low quality tea.  The study assumes that there is not much

difference in traded black tea among the countries considered for the

study.

The remainder of this paper is organised as follows. Section- 2

discusses the changing tea trade direction among major tea exporting

countries of the world.    Multilateral and Bilateral  trade agreements/

relations among major tea exporting and importing countries, considered

for the present study  and tea trade direction has been discussed in

section -3. In this section, tea trade among  Common Market for Eastern

and Southern Africa (COMESA)   member nations,  tea trade between

Sril Lanka and Russian federation, tea trade between Pakistan and Kenya

and tea trade between Kenya and U.K  have been discussed.  Finally,

section - 4 provides concluding remarks.

2.  Changing Direction of Trade in Tea

This   section examines the trend in the direction of tea export and

import  of  major tea exporting and importing countries of the world

since 1991. The analysis focuses more on India tea trade direction.

Appendix  tables from 1 to 10    illustrates tea trade direction  of major

tea exporting and importing countries of the world since 1991.  A

comparison is made between 1991 and with the latest available data

from UNCOM Trade and FAO trade data base.   Due to non availability

of data since 1991 for some countries, the available data of the nearest

year is considered for the study.

Tea is mainly produced in China, India, Sri Lanka, Kenya, Vietnam

and Indonesia. These countries are major tea exporting counties too.

Though, U.K, France, and Germany do not produce tea in their home

countries, they export substantial quantity of value added tea to the
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world.   From the direction of exports of major tea exporting countries of

the world, we find that during 1991, tea export by these countries was

more concentrated towards a  few countries. But in recent years, tea

export by major tea exporting countries has been  scattered among

many countries. This has made it necessary for these countries to search

new market for tea.   For instance, except U.K, in case of rest of major tea

exporting countries,  we find that since 1991,   the percentage share of

top five export destinations in their total tea export to the world  has

come down. In the case of India, the decline in percentage share of top

five export destinations in total tea export is the highest.  If we consider

percentage share of top two export destinations in total tea exports in

respective major tea exporting countries, particularly, in the case of

Kenya, Vietnam and India, the percentage share of top two export

destinations in their total tea export to the world was around 60 per cent

during 1991. However, in recent years, among the above said countries,

it has come down to   35.8 per cent, 40.72 per cent and 27.35 per cent

respectively. The tea export direction tables  also reveal that, not only

has the percentage share of top  tea export destinations of  major tea

exporting countries has come down, but the tea  export destinations of

major tea exporting countries  has also changed drastically. For instance,

in case of India, during 1991, former USSR (48.07 %), U.K (11.33 %),

Iran (8.84 %), Germany (4.86 %) and UAE (3.90 %) were major tea

export destinations (Appendix Table-1).  In recent years, though the

import of tea by Russian federation, Egypt and Germany from the world

has increased in absolute terms, the percentage share of India’s tea export

towards these countries has been on a decline. In recent years, USA, Iraq,

Australia and Kazakhastan have  emerged as major tea export destinations

for  India’s tea.   While the share of these countries during the year 1991

was negligible, it increased to  20.82 per cent in 2010.  The share of UAE

increased from 3.90 per cent during 1991  to 11.84 per cent during

2010. On the other hand, the share of  Russian federation  in India’s tea

export came down from 48.07 per cent  during 1991 to 15.51 per cent
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during 2010. Such changes in export direction can be seen in case of

other major tea exporting countries also.  The study also looked into the

variety wise tea export and import of major tea exporting and importing

countries of the world. Black and Green tea are two varieties, which are

mainly traded in the world. Except China and Vietnam, in  rest of the

major tea exporting countries, black tea  exports consists of more than

98 per cent  of their total tea export.  Using UNCOMTRADE data,

variety wise tea export and import under HS- 6 digit classification is

obtained.  The variety wise tea export direction   of major tea exporting

countries gives a similar trend.

Looking into the direction of tea export of India since 1991, a

question arises in terms of the factors responsible for India to lose its

traditional tea markets and emergence of new markets.  Is there any

decline in  tea import of countries such as Russian federation or  increase

in tea import in new major tea trading partners of India such as USA,

Iraq, Australia and Kazakhastan in recent years?  Are there entries of new

tea exporting countries or increase in export supply in major tea

exporting countries?  Has Indian tea become relatively uncompetitive

in the international market?  Do the new global trade policy such as

establishment of WTO, Regional Trade Agreements (RTAs) and bilateral

trade policies  influence direction of tea trade?   The available literature

(Nayyar 1976,  Dindsa 1981, Bhattacharya 2004 and Nagoor 2009)

shows that increase in tea export supply of Kenya and Vietnam, stagnant

in tea import in traditional tea importing countries such as U.K,

aggressive marketing strategy  adopted by Kenya and Vietnam and  a

decline in India’s global tea competitiveness are responsible factors for

India’s poor performance of its tea exports. However, there is hardly any

study that explored the role of new global    trading environment such as

establishment of WTO, Regional Trade Agreements (RTAs) and bilateral

trade policies, which  are also influencing the  direction of tea trade and

export performance. In this context, the present study considers the role

of trade policy on direction of tea trade and export performance.
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3.     Trade Integration and Direction of Tea Trade

Looking into global trade integration from the last two decades,

establishment of WTO in 1995 is considered as a  land mark in the

history of global trade. The data from World Trade Reports (WTR, 2011)

shows that from the 1950s onwards, the number  of active PTAs increased

more or less continuously to reach 70 in 1990. Thereafter, PTAs activity

accelerated noticeably, with the number of PTAs more than doubling

over the next five years and more than quadrupling until 2010 to reach

close to 300 PTAs presently in force.   In this context, this section

examines the role of such trade policies on direction of tea trade.  The

study considers selected  PTAs and bilateral trade relations in the major

tea exporting and importing countries of the world.

COMESA Free Trade Agreements and Tea Trade

The Common Market for Eastern and Southern Africa (COMESA)

is a free trade area with twenty members. COMESA was formed in

December 1994. Nine of the member states (Djibouti, Egypt, Kenya,

Madagascar, Malawi, Mauritius, Sudan, Zambia and Zimbabwe) formed

a free trade area in 2000, with Rwanda and Burundi joining the FTA in

2004 and the Comoros and Libya in 2006. COMESA is one of the

pillars of the African Economic Community. In 2008, COMESA agreed

to an expanded free-trade zone including members of two other African

trade blocs, the East African Community (EAC) and the Southern Africa

Development Community (SADC) (Wikipedia, 2012).

The Merchandise and Tea  Exports among COMESA FTA Member
Nations

The growth rate of Merchandise exports and tea exports of

COMESA FTA member nations is presented in Table 1.  Table 1 shows

the percentage share of merchandise exports and tea exports of COMESA

in its total export to world during 1995-2000  and  2001-2010 .  During

post COMESA Free Trade Agreements, the tea trade among COMESA
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   Table 1: Merchandise and  tea trade flow among of COMESA FTA
member nations

1995-2000 2001-2010

Compound annual growth rate of
COMESA merchandise export to the world 0.61 19.8

Compound annual growth rate of
COMESA merchandise export to
COMESA -1. 9 23.2

Proportionate share of merchandise
export  among COMESA nations to
COMESA nations together  merchandise
export to world 5.8 6.0

Compound annual growth rate of
COMESA tea export to the world 4.41 10.62

Compound annual growth rate of
COMESA tea export to COMESA 11.2 13.27

Proportionate  share of tea export
among COMESA nations to   COMESA
nations together tea export to world 20.00 23.86

Compound annual growth rate of
Kenya tea exports to COMESA 6.8 19.6

Compound annual growth rate of
Kenya tea exports to Egypt 5.17 23.52

Percentage share of  COMESA in
Kenya’stotal tea export 16.77 21.21

Percentage share of  Egypt in Kenya’s
total tea export 20.90 24.98

Compound annual growth rate of   Malawi
tea exports to COMESA 46.53 26.63

Compound annual growth rate of   Malawi
tea exports to Kenya

Percentage share of  COMESA in

Malawi’s total tea export 6.13 9.63

Source: Calculated from UNCTAD trade data
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nations has shown higher export growth rate of 13.27 per cent per annum

compared to  11.2 per cent during 1995-2000. The similar trend could

be seen in  merchandise exports among COMESA nations.  The growth

rate of tea exports among COMESA nations during 2001-10 is higher

than their tea export to the world.  Increase in tea trade among  COMESA

FTA member  nations is known as  trade creation effect of FTA.

Among COMESA FTA member nations, Kenya is a major tea

producing and exporting country of the world.  Malawi  is another tea

producing and exporting country in the region.  Egypt is also a major

tea importing country of the world. The FAO data shows that during

2010,   Kenya produced    8.86 per cent   of world tea   production and

accounted for 16.68 per cent of world tea export.

In this context, the study tries to answer these questions  — Has

the  COMESA FTA   increased Kenya and Malawi tea export to COMESA

FTA member nations. Does the imposition of tariff on non-member

countries and tariff preference among the free trade block members

diverted the tea import of  the members of the FTA?  Though all the

COMESA  FTA member countries trade in tea, the study  considers only

the major tea trading nations such Kenya, Egypt, Malawi and Sudan of

the COMESA FTA  region. The analysis is made with the help of

UNCTAD, FAO,WTO and WITS trade, production and tariff data.    The

tea trade flow between Kenya and other   COMESA FTA   member

nations is  evident in Table 2 .   As mentioned earlier, Egypt is a major tea

importing country of the region.   The UNCTAD trade data shows that

Egypt tea import increased from 89.90 million dollars during 1992 to

99.82 million dollars during 2001 and further increased to 221.62

million dollars in 2010.    The tea import direction of Egypt (Table-3)

shows that since 2001, its  tea import both in terms quantity and value

from Kenya has been on increasing.    During 2010, Egypt tea import

from Kenya increased to 184 million dollars, compared to 49.8   million

dollars in 1992 and 93.6 million  dollars during 2001.  Similar trend can
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be seen in terms of quantity also. The additional increase in tea import

of Egypt from Kenya  is called trade creation.  The Egypt tea import

from Malawi has also been increased. Malawi is another member country

of COMESA FTA.

Table 2: Kenya   tea exports to COMESA FTA members (In million
dollars)

Countries 1992 1997 2001 2005 2008 2010

Egypt 38.38 50.94 86.67 113.10 215.91 207.91
(13.25) (12.33) (19.31) (19.97) (23.18) (17.87)

Sudan 5.06 16.65 15.28 19.84 45.28 72.95

(1.75) (4.03) (3.41) (3.50) (4.86) (6.27)

Djibouti 1.38 1.55 0.64 0.48 2.32 2.67
(0.48) (0.38) (0.14) (0.09) (0.25) (0.23)

World 289.67 413.01 448.75 566.36 931.58 1163.63
(100) (100) (100) (100) (100) (100)

 Source: UN COM trade .
Note : Fig in the bracket shows percentage share in Kenya  total  tea

exports.

Here the question arises, has such trade creation occurred at the

cost of trade diversion with other countries?  The Egypt import direction

(Table-3 ) reveals that in recent years more than 80 per cent of Egypt

import demand is met by Kenya.   During 2001, 93.82 per cent of   Egypt

tea import demand and during 2010, 83.04 per cent   of   Egypt tea

import demand is met by Kenya. It was not the case earlier.  During

1990s,   Sri Lanka and India together met around 20 per cent of Egypt

tea import demand.    During 2001, these countries’ share has come

down to around 3 per cent. Further it has come down to less than one per

cent during the  year 2002 and 2003. In absolute  terms there is drastic

decline in value and quantity of Egypt tea import from Sri Lanka and

India during 2001, 2002 and 2003.  These years are  the initial years of

the COMESA FTA.  The import replacement of Sri Lanka and India by
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Kenya in Egypt’s overall tea import is known as trade diversion. The

UNCTAD data on Egypt tea  tariff  profile (Table-4) shows that  during

these years of 2001,2002 and 2003 Egypt imposed 30 per cent of MFN

applied tariffs and under COMESA FTA,  preferential tariffs was extended

to FTA members nations. Does this tariff preference for Kenya under

Table 4: Tea tariff profile of Egypt

Year Preferential/Regional MFN Rate Custom
Trade Agreements Tariffs  (Applied)  clearance

charge
Name of the RTAs/PTAs Tariff

preference

1995 World 30

1998 World 30 2

2002 World 30

2004 World 5

2005 World 5

COMESA 2

Ethiopia 4.5

Uganda 1.0

League of Arab States 0

2008 World 2

COMESA(Republic), 0

Ethiopia 1.8

Uganda 0.4

League of Arab States 0

COMESA entire 0.4

2009 World 2

COMESA(Republic), 0

Ethiopia 1.8

Uganda 0.4

League of Arab States 0

COMESA entire 0.4

Source: WITS
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FTA, reduce the Egypt tea import from India and Sri Lanka?   However,

Egypt MFN applied tariffs have been reduced to 2 per cent during 2008

and 2009, Sri Lanka and India could not increase their share in  Egypt

tea import demand. It seems that by 2008 and 2009,   Kenya had captured

the Egypt tea market.  To   measure the cost of Egypt tea import   from

Kenya, Sri Lanka and India, Egypt tea import unit value from Kenya, Sri

Lanka and India has been  calculated by using UNCTAD trade data in

Table 5.

From   UNCTAD trade data,   in case of Egypt tea import, it seems

that the  years  2004, 2005 2006 and 2007 were not normal years,  as

Egypt tea imports were very low during these years. Table 5 reveals that

in all the years shown in  table,   Egypt’s tea import from Kenya was

costlier than India. Except in the year 2003, in rest of the years shown in

the Table 5 Egypt tea import from Kenya was costlier than Sri Lanka. It

seems that the COMESA FTA replaced the efficient supplier such as Sri

Lanka and India by member nation Kenya. The loss of Egypt tea market

in case of Sri Lanka and India,  made these countries to search new

markets.  The tea export direction of  Sri Lanka (Appendix Table 2) and

India (Appendix Table 1) reveal that during 1991, Sri Lanka exported

7.8 per cent  of its total tea exports to Egypt. Since 2001,   Sri Lanka tea

exports to Egypt has come down drastically. Similar trend can be seen in

case of India also.

 Sudan is another major tea importing country  of the COMESA

FTA region.  In post COMESA FTA period, most of Sudan tea import

demand is met by Kenya and Egypt.  The tea import direction (Appendix

Table 9) of Sudan shows that during    2009,  96.81  per cent of  its  tea

import demand is   met by  Kenya compared to 67.54 per cent during

1995.  On the other hand, Sudan tea import from non member countries

of   COMESA FTA has been on  a  decline. For instance,  during 1995,

24.27 per cent of Sudan tea import demand is met by Bangladesh, its

share in recent years is almost nil.
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Malawi is another tea exporting country of the region. During

post COMESA FTA period,  its tea export  to COMASA members

countries has been  increasing (Table-6) both in terms of percentage

share and in terms of absolute value as well. The tea export direction of

Malawi shows that among COMASA FTA member nations, the share of

Kenya in Malawi tea export has increased from 0.07 per cent during

1991 to 7.94 per cent during 2001 and further increased to 14.20 per

cent during 2010. The tea tariff profile of the Kenya (Table7) shows that

it imposes 25 per cent MFN applied tariff on Non-COMESA member

nations and   imposes no tariffs for   COMASA FTA member  nations.    It

shows that the formation of COMESA FTA during 2000 increased tea

trade among its FTA member nations at the cost of efficient tea trade

suppliers such as India and Sri Lanka.

Table 6:    Malawi tea exports to COMESA FTA members ( In  million
dollars)

Countries 1991 1996 2001 2005 2008 2010

So. African
Customs 4.19 6.34
Union  (11.77)  (27.35)

Egypt 0.07 0.10 0.69 0.14 0.59
(0.20)  (0.42)  (1.99)  (0.39)   (0.73)

Kenya 0.03 0.36 2.76 4.85 3.85 11.47
(0.07)   (1.54)   (7.94)   (9.81)   (10.45)    (14.20)

World 35.58 23.19 34.76 49.46 36.86 80.78

 (100)   (100)  (100)   (100)   (100) (100)

Source : WITS.

Note: Fig in the bracket shows percentage share in Malawi   total tea

exports
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Table 7:  Tea tariff profile of   Kenya

Year Preferential/ MFN MFN Custom
Regional  Trade rate duties  duty VAT
Agreements Tariffs (applied)

1994 World 50

PTA 14
2000 World 15
2001 World 15
2004 World 15

16
2005 World 25

COMESA Free
Trade Area 0

2006 World 25

COMESA Free
Trade Area 0

2007 World 25

Preferential tarrif for
COMESA countries
members of the FTA 0

2008 World 25
Preferential tarrif for
COMESA countries
 members of the FTA 0

2009 World 25

Preferential tarrif
for COMESA
 countries members
 of the FTA 0

2010 World 25

Preferential tarrif for
COMESA countries
members of the FTA 0

Source : WITS.
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Tea Trade between Sri Lanka and Russian Federation

The post USSR disintegration  period shows large change in

India’s trade with Russian federation and    Sri Lanka tea trade with

Russian federation. Former USSR was a major  tea market for Indian

tea. During 1980s, most of USSR tea import demand was  met by India.

In recent years, India’s  tea export share in Russian federation tea

import  has  reduced drastically. While Sri Lanka increased its tea

export share in Russian federation tea import substantially (Appendix

Table 10).       From FAO trade data,  the tea export from  India and Sri

Lanka to Former USSR and Russian federation has been shown in

Table 8.  Since, trade direction data from UNCTAD from 1986 are not

available, for comparison of India and Sri Lanka tea trade with  Former

USSR and Russian federation, the tea trade data from FAO stat has

been considered and shown in the Table 8. The FAO trade data shows

that during 1986-91,   48.78 per cent of  India’s tea exports was towards

former USSR, reduced to 33.53 per cent during 1992-2000 and further

reduced to 16.37 per cent during 2001-09 (Table 8). The compound

annual  growth rate during 1986-91 and 1992-2009  of India and Sri

Lanka  tea exports towards  former USSR and Russian federation  has

been shown in   Table 8.  During 1986-91, the compound annual

growth rate of India’s tea exports towards Former USSR,  was 9.23 per

cent, it has  reduced to -4.13 per annum during 1992-2009. The

UNCTAD trade data are available from   the year 1995. The tea trade of

India, Sri Lanka and Russian federation  has   been  depicted in Table

9.  During 1995-2010, the compound annual average growth rate of

India’s tea exports towards Former USSR, was -4.55 per cent. While,

compound annual  growth rate of India’s total tea exports during 1995-

2010,  was 3.51 per cent per annum. The similar trend can be seen in

the case of India’s merchandise export to  Russian federation. During

1995-2010, India’s merchandise export to the world experienced  a



23
Ta

bl
e 

8:
 I

nd
ia

 &
 S

ri
 L

an
ka

 te
a 

ex
po

rt
 to

 R
us

si
an

 fe
de

ra
ti

on

Y
ea

r
In

di
a 

to
 R

us
si

an
 f

ed
er

at
io

n
Sr

i 
L

an
ka

 t
o 

R
us

si
an

 f
ed

er
at

io
n

%
 o

f 
 R

us
si

an
 f

ed
 s

ha
re

C
G

A
R

 o
f 

In
di

a 
te

a
 %

 o
f  

R
us

si
an

 fe
d 

sh
ar

e 
in

  C
G

A
R

 o
f  

 S
ri

 L
an

ka
in

 I
nd

ia
’s

 t
ot

al
 t

ea
  

ex
po

rt
ex

po
rt

 t
o 

R
us

si
an

 F
ed

 S
ri

 L
an

ka
 to

ta
l t

ea
te

a 
ex

po
rt

s 
to

 R
us

si
an

an
d 

W
or

ld
   

ex
po

rt
 F

ed
 a

nd
 W

or
ld

A
vg

 1
98

6-
91

   
  4

8.
78

9.
23

   
   

  (
4.

23
)

   
   

3.
48

35
.2

0 
   

  (
6.

48
)

A
vg

 1
99

2-
20

00
   

  3
3.

54
8.

61
   

   
   

(4
.5

8)
   

  1
3.

89
35

.7
4 

   
  (

15
.4

2)

A
vg

 2
00

1-
20

09
   

  1
6.

37
3.

30
   

   
   

 (
7.

59
)

   
  1

3.
87

9.
38

   
   

(5
.7

8)

A
vg

19
92

-2
00

9
   

  2
5.

41
-4

.1
3 

   
   

  (
2.

21
)

   
13

.8
8

16
.6

0 
   

   
(6

.8
3)

So
ur

ce
 : 

FA
O

 S
ta

tis
tic

s 
(h

ttp
//w

w
w

.f
ao

.o
rg

/c
ro

p/
st

at
is

tic
s/

en
/)

  N
ot

e 
:  

i)
 T

he
  d

at
a 

fo
r t

he
 y

ea
r 1

98
6-

91
 p

er
ta

in
in

g 
to

 U
SS

R
ii)

  
 F

ig
ur

es
 i

n 
th

e 
br

ac
ke

t 
sh

ow
s 

 C
A

G
R

 o
f 

 t
ot

al
 t

ea
 e

xp
or

ts
 o

f 
In

di
a 

an
d 

Sr
i 

L
an

ka
 r

es
pe

ct
iv

el
y.

 i
ii)

  
T

he
 d

at
a 

on
  

te
a

ex
po

rt
s 

fr
om

  
Sr

i L
an

ka
 to

 R
us

si
an

 f
ed

er
at

io
n 

fo
r 

th
e 

 y
ea

r 
20

06
 a

nd
 2

00
8 

ar
e 

no
t a

va
ila

bl
e.



24

growth rate of  15.47 per cent per annum. While India’s merchandise

export to Russian federation experienced  a growth rate of 1.32 per

annum (Table 9).  The tea trade relations between   Sri Lanka and Russian

federation show that during 1986-1991,  3.48 per cent of  Sri Lanka’s

total tea exports was towards former USSR, increased to 13.88  per cent

during 1992-2009 (Table 8  FAO data).  Since 2001, Sri Lanka tea exports

to Russian federation has been increased substantially both in terms of

quantity and value.

The tea import direction of Russian federation (Table 10) shows

that during 1986, its (Former USSR) 79.39 per cent of tea import demand

was  met by India. Since 2001, the share of Indian tea to Russian

federation’s  total tea import is on  a decline. Although, in recent years,

Russian federation tea  import has been on increasing (Appendix Table

10). The Russian federation tea import from Sri Lanka shows that during

1986, Sri Lanka met only 1.24 per cent of  former USSR tea import

demand. In recent years, around 50 per cent of Russian federation tea

import demand is met by Sri Lanka.   To measure the cost of Russian tea

import, the tea import unit value has been calculated in Table 11.  Table

11   reveals that in all the years shown in the table,   Russia’s  tea import

from   Sri Lanka was costlier than India.

Table 9: Compound  annual growth rate of  tea and mate and
merchandise exports of India and  Sri Lanka towards
Russian federation during the year 1995-2010

Country Tea and Mate  export Merchandise exports

 to Russian federation  to  Russian federation

India -4.55         (3.51) 1.32     (15.47)

Sri Lanka 8.83          (7.08) 9.4        ( 5.04)

Source:  Calculated from UNCTAD trade data.  Note: Figures in the bracket

show  CAGR of   exports  of India and Sri Lanka to the  world.
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The above discussion shows that  India is  losing its Russian tea

market.  A similar trend can be seen in India’s Merchandise exports  to

Russian federation. Since, former USSR’s disintegration  in 1991, Sri

Lanka has been  increasing  its tea exports and merchandise exports to

Russian federation.    This seems that one of the prime reasons, why India

lost the  Russian tea market is  due to the increased exports from Sri Lanka

and after  Russian disintegration in 1991, there has been drastic change in

bilateral trade relations between India and the Russian federation. At

the same time, India’s bilateral trade  relationship  with USA, Australia,

Kazakastan   and some of  Arab countries has been improved.   During

Table 10: Russian federation tea import from India, Kenya and Sri
Lanka

Year   % share  in Russian federation  total tea  import

India Kenya Sri Lanka

1986 79.39 1.24

1987 73.51 2.82

1988 63.99 2.19

1989 57.17

1998 68.85 0.12 20.75

1999 33.98 0.17 14.16

2000 73.05 0.07 17.61

2001 46.64 1.14 36.25

2002 32.36 3.97 43.08

2003 25.67 5.67 47.32

2004 19.60 6.25 50.76

2005 15.88 7.79 47.90

2006 17.75 7.29 50.89

2007 20.94 6.99 49.50

2008 19.92 7.93 49.18

2009 22.63 8.11 42.98

Source :  Calculated from  FAO STAT.
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Table 11: Russia federation tea   import unit value  from India &
Sri Lanka (US dollar per k.g)

Year India Sri Lanka

1996 1.30 2.25

1997 1.74 1.89

1998 2.08 2.20

1999 1.87 1.57

2000 1.45 1.44

2001 1.34 1.37

2002 1.32 1.54

2003 1.29 1.67

2004 1.33 2.07

2005 1.37 2.12

2006 1.65 2.49

2007 2.03 2.99

2008 2.22 3.86

2009 2.47 3.96

2010 2.71 4.41

Source:  Calculated from UNCOM trade.

this period there was an increase in tea import demand from UAE, Saudi

Arabia and USA. It seems that India’s improved trade relationship  with

these countries helped to access the  growing tea market  of  UAE, Saudi

Arabia and USA.  Data from UNCOM trade show that India is a major tea

exporting country of UAE, Saudi Arabia and USA in recent years.     As

mentioned earlier, India’s loss of its traditional tea markets to the Russian

federation and Egypt, is captured by Sri Lanka and Kenya respectively.

With improvement in trade relationship between USSR and Sri Lanka,

most of the USSR tea demand, in recent years is met by Sri Lanka.

Although, Sri Lankan tea is expensive than Indian tea.

Tea Trade between UK and Kenya

 UK was another major tea market for India during 1980s. In recent

years India’s tea export share in  UK’s total tea import has been declining.
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The tea import direction of   UK shows that around 50 per cent of its

import demand is met by Kenya in recent years, while India is not able

to improve its share in UK import.  During 2010, India met only 15.09

per cent of UK import demand (Table 12). The  UK tea import unit value

from India, Sri Lanka and Kenya shows that Indian tea is expensive than

Kenya tea (Table 13).    Has the UK trade preference for Kenya under

General System of Trade Preference (GSTP) under WTO helped Kenya

to increase its tea export to U.K?

Table 13:  UK   tea  import unit value  from India, Kenya and  Sri
Lanka  (US dollar per k.g)

Year India Kenya Sri Lanka

1993 1.95 1.92 1.70

1994  1.92   2.02 1.64

1995 1.92 1.82 1.77

1996 2.01 1.75 2.13

1997 2.17 2.03 2.41

1998 2.36 2.12 2.58

1999 2.41 2.03 1.99

2000 2.41 2.14 1.87

2001 2.10 1.77 2.11

2002  1.95 1.70 1.90

2003 2.01  1.68 1.82

2004 2.35 1.82 2.26

2005  2.18 1.64 2.60

2006  2.18  2.01 2.72

2007  2.44 1.75  3.50

2008  2.62  2.27 4.10

2009 2.70   2.44 4.59

2010 3.03   2.69  5.18

2011 3.11 2.99 6.03

Source:  Calculated from UNCOM trade.
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Tea Trade between India and Pakistan

Pakistan is a major tea importing country of the world.  According

to FAO trade data, during 2001-09, Pakistan imported 5.54 per cent of

world tea import. Although, Pakistan is a  major tea importing country

of the world and, India being its neighbour,  its tea import from India is

very less. During the year 2009, only 8.63 per cent of Pakistan tea

import demand is met by India. However,   Most of Pakistan’s tea import

demand is met by Kenya. During 2009, 67.11 per cent of Pakistan tea

import demand is   met by Kenya (Table 14).  The Pakistan tea import

unit value shows that, its tea import from Kenya is expensive than India

(Table 15). It’s a matter of concern, as to whether the strained relationship

between India and Pakistan  is the main cause  for Pakistan’s  less tea

import  from India?

 It follows from the above discussion that such market integration

and bilateral trade policies between the nations made India to explore

and access new markets.  We also  find that it is equally true for other tea

exporting developing countries of the world. However, such a trend is

not reflected in case of Belgium and U.K (Appendix Table 6 and 8).

Table 15: Pakistan  tea  import unit value  from India, Kenya and
Sri Lanka (US dollar per k.g)

Year India Kenya Sri Lanka

2003 1.13 1.79 1.97

2004 1.01 1.84 2.20

2005 1.10 1.80 2.15

2006 1.38 2.11 2.32

2007 1.42 2.03 2.29

2008 1.89 2.54 2.87

2009 2.27 2.73  2.97

2010 2.43 3.00  2.78

Source:  Calculated from UNCOM trade.
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India’s Import of Tea

 According to FAO data,  India imported 2.19 per cent of world tea

import during 2009.  According to UNCOM trade data, around 72  per

cent of tea import demand is met by   Nepal  (44.16 %) and Kenya

(27.78%), although Nepal and Kenya tea is expensive than India’s other

two tea trade partners such as  Vietnam and Indonesia. Here the question

arises, why is India importing expensive  tea from Nepal and Kenya.

This is because India has given preferential  market access to Nepal

under Generalized System of Preference (GSP), and India imposes zero

tariffs on tea imports which are used for re-exports. In the case of Indonesia

and Vietnam, India imposes MFN applied tariffs of 100 %, making tea

imports  from  these countries relatively expensive. Under India-ASEAN

FTA, applied MFN tariff  rate on tea will be brought down from 100 %  to

50 % by 2019. Vietnam and Indonesia are members of the ASEAN group.

It is important to note that trade integration between India and ASEAN,

might  keep Nepal out  from  India’s tea import basket. UNCOM trade

data shows that, during   the year 2010,   92 per cent of Nepal tea export

was towards India. Once low priced tea imports from ASEAN starts

entering into Indian market, Nepal may lose Indian tea market ( Nagoor

and Nalin 2010).    In such a scenario, it would be difficult for Nepal tea

exporters to search for new markets. The performance of Nepal tea export

may get affected.  This is also true in case of Uganda and  Malawi tea

exports.

4. Conclusions

It shows that the regional trade integration and bilateral trade

relations among the nations   posed challenges for  non-member countries

of the trade blocks. Such trends in the global market   forced many

countries of the world to create new   trade blocks or be the member of

the already existing trade blocks. Such trade blocks, are affecting the

trade performance of  non-member countries of the trade blocks. Though

WTO has the clauses, such Non-discrimination and Most Favored Nation
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(MFN) clauses, and aims free and fair  trade, the regional and bilateral

trade agreements are  diverting   the trade of non-member countries of

the trade block.  Such developments would be difficult for small

developing  nations to search for new markets. In India, tea is mainly

produced by small growers. In such a global trade environment, riddled

by complex preferences,  the exporters, particularly traditional

commodity exporters,  may find it difficult  to seek for new markets and

adjust with new markets. It is important on the part of state to keep  a

track on such trade integration among the nations of the world and

assist small growers.
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