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Introduction

recent achievements, the plantations are faced with low productivity, high cost of

production, inadequate fertilizer application, and low profitability.

During this time, the smallholder sector expanded, reducing the importance of RPCs as

producers of tea. Today, 75% of the production of tea takes place in the smallholder

sector despite the small size of holdings with a majority of them owning less than one

acre. Apart from the larger area cultivated, the higher clonal variety of tea and productivity

are also responsible for the higher production of teas by smallholders compared to large

tea plantations. However, this changing production structure has made it more

challenging to reach out to farmers in the provision of training and other services while

addressing issues such as increasing cost of production and paying a fair wage to

workers.

The tea industry is increasingly under threat on many fronts. A range of complex

domestic and global issues have affected the quality and quantity of tea produced and

exported while increasing international competition has had a significant impact on

price and profitability.  One of the key issues confronting the tea industry is its decline in

productivity. The average productivity of the tea industry in Sri Lanka, especially in tea

plantations, remains lowest amongst tea producing countries such as Kenya, India and

Indonesia. There are several causal factors for the low productivity and production. The

most important of them include: inadequate replanting, inconsistent fertilizer

applications, aging and debilitating  of tea bushes, soil erosion, high wages, lack of

worker and staff training, shortage of labour, living and working environment, high cost

of production and low profitability (Kelegama, 2010).

Tea production is also influenced by the agricultural condition of estates, the topography

of the tea lands, and other environmental and climatic conditions in the estates. In recent

times, climatic changes that are taking place in the world including tea growing areas

have changed the quality of the tea that is being produced. A clear understanding of

these changes and how these affect the tea industry are useful when planning for the

future of the industry. At the same time, changing buyer interests, increasing health and

environmental concerns, and stringent industry regulations have increased the number

and nature of standards governing the industry. The industry has to find ways to abide

by these standards while battling other issues such as low productivity and production

given that the industry is highly dependent on the global economy and world market

conditions.
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea
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plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the
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1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards

9

Introduction

are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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publication to mark 150 years of the tea industry in Sri Lanka. Dr. Kelegama, who was

the Executive Director (1995 - 2017) of the Institute of Policy Studies of Sri Lanka (IPS), a

leading economic research think tank in the country - intended to publish an edited

volume containing articles which address various economic aspects of Sri Lanka's tea
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stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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The start of  Sri Lanka's tea industry dates back to 1867, when James Taylor, a Scottish

planter, discovered that Sri Lanka had the perfect conditions to produce high quality tea

on a commercial basis. This was a saving grace for the country's export agriculture

sector which was about to  collapse when the coffee industry was afflicted by a disease.

This discovery also helped to shape the country's economy over the years to come;

infrastructure development in the country was closely associated with the introduction

of tea plantations into the economy. Services such as banking, insurance and

transportation were developed initially to support the tea industry. Thus, the significance

of this industry to Sri Lanka's economy cannot be undermined.

The tea industry has played  an important role in the development of Sri Lanka's economy

since its establishment nearly 150 years ago. While its relative importance has waned

over the years due to rapid growth of the non-agricultural sector and lack of dynamism

in the tea industry, it remains a vital sector of the Sri Lankan economy in terms of its

contribution to the national output, employment and net foreign exchange earnings. Tea

is the third largest agricultural crop in Sri Lanka after paddy and coconut (Central Bank

of Sri Lanka [CBSL], 2016). As a whole, the agricultural sector contributed about 7.1% of

GDP in 2016, of which 9.2% was accounted for by tea (CBSL, 2016). The tea industry

provides employment directly and indirectly to a million people (De Alwis, 2011),

supporting livelihoods of poor communities in estates and  remote rural areas of the

country to gradually come out of poverty. At the farm level, tea is a cash crop that

generates income for both the farmers and workers, to pay for food, schooling and

healthcare (van Reenen, Panhuysen, & Weiligmann, 2010). In addition, the tea industry

also generates a significant amount of valuable foreign exchange. It was the highest

foreign exchange earner until about the 1980s when it was overtaken by foreign

employment, garments and tourism. In 2016, Sri Lanka exported approximately
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are put in place. The chapter presents the case for a gradual liberalization of import of
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industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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infrastructure development in the country was closely associated with the introduction

of tea plantations into the economy. Services such as banking, insurance and
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in the tea industry, it remains a vital sector of the Sri Lankan economy in terms of its

contribution to the national output, employment and net foreign exchange earnings. Tea

is the third largest agricultural crop in Sri Lanka after paddy and coconut (Central Bank

of Sri Lanka [CBSL], 2016). As a whole, the agricultural sector contributed about 7.1% of

GDP in 2016, of which 9.2% was accounted for by tea (CBSL, 2016). The tea industry

provides employment directly and indirectly to a million people (De Alwis, 2011),

supporting livelihoods of poor communities in estates and  remote rural areas of the

country to gradually come out of poverty. At the farm level, tea is a cash crop that

generates income for both the farmers and workers, to pay for food, schooling and

healthcare (van Reenen, Panhuysen, & Weiligmann, 2010). In addition, the tea industry

also generates a significant amount of valuable foreign exchange. It was the highest

foreign exchange earner until about the 1980s when it was overtaken by foreign

employment, garments and tourism. In 2016, Sri Lanka exported approximately
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288,771MT of black tea, with a value of USD 1,269 mn. This amounted to 12.3% of total

export earnings in that year (CBSL, 2016).

Sri Lanka has also played a major role in the global tea market for 150 years. Sri Lanka is

one of the major producers and exporters of tea in the world. "Ceylon Tea" fetches a

premium in the global market given the reputation it has established as a leading producer

of the world's best teas.  Sri Lanka  is the fourth largest tea producer in the world and

contributed to 6.5% of global production of tea after China (40.5%), India (23.3%) and

Kenya (8.6%) (Sri Lanka Tea Board [SLTB], 2014). Although China and India are the

biggest producers of tea, they are also the biggest consumers;  consuming more than half

of their production of tea. Whereas both Kenya and Sri Lanka export most of their tea,

given that the domestic consumption is relatively small compared to their total production.

Consequently, Sri Lanka exports as much as 90% of the tea produced (Institute of Social

Development [ISD], 2008). Currenty, Sri Lanka is the second largest exporter of tea to the

world market contributing to 17.3% of world tea exports. Sri Lanka's contribution to

global tea exports is surpassed only by Kenya, which contributes to 27.3 %  of tea exports.

Sri Lanka is still the market leader in terms of Orthodox Black Tea (a traditional method

of manufacturing which produces leafy types of tea), with a market share of 32%, while

Kenya is a predominantly a Crush, Tear and Curl (CTC) producer, manufacturing

granular tea particles more suitable for tea bags (Ali, Choudhry, & Lister, 1997; Senaweera,

2010; Ethulgala, 2009).

The tea industry has undergone a number of changes from the time of introduction of tea

to Sri Lanka under the British control to the present.  Under British colonial rule, large

scale tea plantations were established in the 1860s, which were serviced by immigrant

Indian labour. By the end of the 19th century, tea proved to be a success and the industry

became the mainstay of the economy and the country became one of the world's leading

tea producers. Soon after obtaining independence in 1948, almost 100 years of British

plantation ownership gradually ended. Periodic threats to nationalize the industry since

the late 1950s finally materialized in the mid 1970s with the Land Reform Law No. 39 of

1975.  The management of plantations was vested in the JEDB (Janatha Estates

Development Board) and the  Sri Lanka State Plantations Corporation (SLSPC). However,

due to political interference, over-manning and mismanagement, accompanied by low

productivity, massive financial losses were made by these state corporations during the

1980s. Their poor performance led to privatization in the early 1990s, whereby the estates

were formed into 23 Regional Plantation Companies (RPCs), and their management was

handed over to private management companies. Despite the restructuring and some
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Tea is not an indigenous plant to Sri Lanka but was introduced by the British from India

and China when Sri Lanka (then known as Ceylon) was under the British rule

(Vidanagamachchi, 1987). While experimental planting of tea is reported to have begun

as early as 1824 and 1839 when tea seeds were brought to Sri Lanka from China and

India respectively, commercial cultivation only began in 1867 (Wimaladharma, 2003).

The first commercial tea plantation was started on an experimental basis by James Taylor,

a Scottish planter on an estate known as 'Loolecondera' near Kandy (Sivaram, 2003).

Taylor played a significant role in the development of Ceylon Tea and is now considered

the 'father of the tea industry' in Sri Lanka. Before the introduction of tea, coffee was the

dominant cash crop (Sri Lanka Tea Board [SLTB], 2012), but when the coffee plantations

were struck by coffee rust (Hemileia Vastatrix) towards the end of the 1860s, British

planters switched to cultivation and production of tea (K. M. De Silva, 1981). By the

1890s almost all coffee plantations in Sri Lanka had been converted to tea (Emmet, 1967).

The availability of fertile land for tea cultivation in the highlands at practically no cost,

with ideal climatic conditions for growing tea, British capital and cheap imported labour

from India, and a readily available market in Britain for the product laid the foundation

for the industry (Manikam, 1995). The industry witnessed a rapid expansion in the late

18th century, and this brought a good deal of interest from large British companies,

which took over many of the estates (C. R. De Silva, 1987). Exports expanded with the

increasing demand for tea in the British market and rising prices. The colonial

administration gave every encouragement and assistance to investors, as the British

colonial policy was to run the colonies at a profit (M. Fernando, 2000). Infrastructure

such as roads and railways which were established at the height of coffee cultivation,

linking Colombo with the plantations in the hinterland to transport produce, were further

expanded and helped the rapid development of the tea industry (K. M. De Silva, 1981).

Following the independence in 1948, the newly elected government did not want to

change the status quo  (SLTB, 2012). The tea plantations and ancillary services continued

to be largely controlled by British interests, while the country maintained close relations

with the former colonial power, which was the main market (M. Fernando, 2000). However,

political groups with leftist leanings and trade unionists called for nationalization and

greater control of the commanding heights of the economy. These voices became much

vocal after the change of government in 1956. In anticipation of nationalisation, foreign
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phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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of this industry to Sri Lanka's economy cannot be undermined.

The tea industry has played  an important role in the development of Sri Lanka's economy

since its establishment nearly 150 years ago. While its relative importance has waned

over the years due to rapid growth of the non-agricultural sector and lack of dynamism

in the tea industry, it remains a vital sector of the Sri Lankan economy in terms of its

contribution to the national output, employment and net foreign exchange earnings. Tea

is the third largest agricultural crop in Sri Lanka after paddy and coconut (Central Bank

of Sri Lanka [CBSL], 2016). As a whole, the agricultural sector contributed about 7.1% of

GDP in 2016, of which 9.2% was accounted for by tea (CBSL, 2016). The tea industry

provides employment directly and indirectly to a million people (De Alwis, 2011),

supporting livelihoods of poor communities in estates and  remote rural areas of the

country to gradually come out of poverty. At the farm level, tea is a cash crop that

generates income for both the farmers and workers, to pay for food, schooling and

healthcare (van Reenen, Panhuysen, & Weiligmann, 2010). In addition, the tea industry

also generates a significant amount of valuable foreign exchange. It was the highest

foreign exchange earner until about the 1980s when it was overtaken by foreign

employment, garments and tourism. In 2016, Sri Lanka exported approximately
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288,771MT of black tea, with a value of USD 1,269 mn. This amounted to 12.3% of total

export earnings in that year (CBSL, 2016).

Sri Lanka has also played a major role in the global tea market for 150 years. Sri Lanka is

one of the major producers and exporters of tea in the world. "Ceylon Tea" fetches a

premium in the global market given the reputation it has established as a leading producer

of the world's best teas.  Sri Lanka  is the fourth largest tea producer in the world and

contributed to 6.5% of global production of tea after China (40.5%), India (23.3%) and

Kenya (8.6%) (Sri Lanka Tea Board [SLTB], 2014). Although China and India are the

biggest producers of tea, they are also the biggest consumers;  consuming more than half

of their production of tea. Whereas both Kenya and Sri Lanka export most of their tea,

given that the domestic consumption is relatively small compared to their total production.

Consequently, Sri Lanka exports as much as 90% of the tea produced (Institute of Social

Development [ISD], 2008). Currenty, Sri Lanka is the second largest exporter of tea to the

world market contributing to 17.3% of world tea exports. Sri Lanka's contribution to

global tea exports is surpassed only by Kenya, which contributes to 27.3 %  of tea exports.

Sri Lanka is still the market leader in terms of Orthodox Black Tea (a traditional method

of manufacturing which produces leafy types of tea), with a market share of 32%, while

Kenya is a predominantly a Crush, Tear and Curl (CTC) producer, manufacturing

granular tea particles more suitable for tea bags (Ali, Choudhry, & Lister, 1997; Senaweera,

2010; Ethulgala, 2009).

The tea industry has undergone a number of changes from the time of introduction of tea

to Sri Lanka under the British control to the present.  Under British colonial rule, large

scale tea plantations were established in the 1860s, which were serviced by immigrant

Indian labour. By the end of the 19th century, tea proved to be a success and the industry

became the mainstay of the economy and the country became one of the world's leading

tea producers. Soon after obtaining independence in 1948, almost 100 years of British

plantation ownership gradually ended. Periodic threats to nationalize the industry since

the late 1950s finally materialized in the mid 1970s with the Land Reform Law No. 39 of

1975.  The management of plantations was vested in the JEDB (Janatha Estates

Development Board) and the  Sri Lanka State Plantations Corporation (SLSPC). However,

due to political interference, over-manning and mismanagement, accompanied by low

productivity, massive financial losses were made by these state corporations during the

1980s. Their poor performance led to privatization in the early 1990s, whereby the estates

were formed into 23 Regional Plantation Companies (RPCs), and their management was

handed over to private management companies. Despite the restructuring and some
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Tea is not an indigenous plant to Sri Lanka but was introduced by the British from India

and China when Sri Lanka (then known as Ceylon) was under the British rule

(Vidanagamachchi, 1987). While experimental planting of tea is reported to have begun

as early as 1824 and 1839 when tea seeds were brought to Sri Lanka from China and

India respectively, commercial cultivation only began in 1867 (Wimaladharma, 2003).

The first commercial tea plantation was started on an experimental basis by James Taylor,

a Scottish planter on an estate known as 'Loolecondera' near Kandy (Sivaram, 2003).

Taylor played a significant role in the development of Ceylon Tea and is now considered

the 'father of the tea industry' in Sri Lanka. Before the introduction of tea, coffee was the

dominant cash crop (Sri Lanka Tea Board [SLTB], 2012), but when the coffee plantations

were struck by coffee rust (Hemileia Vastatrix) towards the end of the 1860s, British

planters switched to cultivation and production of tea (K. M. De Silva, 1981). By the

1890s almost all coffee plantations in Sri Lanka had been converted to tea (Emmet, 1967).

The availability of fertile land for tea cultivation in the highlands at practically no cost,

with ideal climatic conditions for growing tea, British capital and cheap imported labour

from India, and a readily available market in Britain for the product laid the foundation

for the industry (Manikam, 1995). The industry witnessed a rapid expansion in the late

18th century, and this brought a good deal of interest from large British companies,

which took over many of the estates (C. R. De Silva, 1987). Exports expanded with the

increasing demand for tea in the British market and rising prices. The colonial

administration gave every encouragement and assistance to investors, as the British

colonial policy was to run the colonies at a profit (M. Fernando, 2000). Infrastructure

such as roads and railways which were established at the height of coffee cultivation,

linking Colombo with the plantations in the hinterland to transport produce, were further

expanded and helped the rapid development of the tea industry (K. M. De Silva, 1981).

Following the independence in 1948, the newly elected government did not want to

change the status quo  (SLTB, 2012). The tea plantations and ancillary services continued

to be largely controlled by British interests, while the country maintained close relations

with the former colonial power, which was the main market (M. Fernando, 2000). However,

political groups with leftist leanings and trade unionists called for nationalization and

greater control of the commanding heights of the economy. These voices became much

vocal after the change of government in 1956. In anticipation of nationalisation, foreign
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Overview of the Tea Industry in Sri Lanka: Current

Status and Challenges

Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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Introduction

recent achievements, the plantations are faced with low productivity, high cost of

production, inadequate fertilizer application, and low profitability.

During this time, the smallholder sector expanded, reducing the importance of RPCs as

producers of tea. Today, 75% of the production of tea takes place in the smallholder

sector despite the small size of holdings with a majority of them owning less than one

acre. Apart from the larger area cultivated, the higher clonal variety of tea and productivity

are also responsible for the higher production of teas by smallholders compared to large

tea plantations. However, this changing production structure has made it more

challenging to reach out to farmers in the provision of training and other services while

addressing issues such as increasing cost of production and paying a fair wage to

workers.

The tea industry is increasingly under threat on many fronts. A range of complex

domestic and global issues have affected the quality and quantity of tea produced and

exported while increasing international competition has had a significant impact on

price and profitability.  One of the key issues confronting the tea industry is its decline in

productivity. The average productivity of the tea industry in Sri Lanka, especially in tea

plantations, remains lowest amongst tea producing countries such as Kenya, India and

Indonesia. There are several causal factors for the low productivity and production. The

most important of them include: inadequate replanting, inconsistent fertilizer

applications, aging and debilitating  of tea bushes, soil erosion, high wages, lack of

worker and staff training, shortage of labour, living and working environment, high cost

of production and low profitability (Kelegama, 2010).

Tea production is also influenced by the agricultural condition of estates, the topography

of the tea lands, and other environmental and climatic conditions in the estates. In recent

times, climatic changes that are taking place in the world including tea growing areas

have changed the quality of the tea that is being produced. A clear understanding of

these changes and how these affect the tea industry are useful when planning for the

future of the industry. At the same time, changing buyer interests, increasing health and

environmental concerns, and stringent industry regulations have increased the number

and nature of standards governing the industry. The industry has to find ways to abide

by these standards while battling other issues such as low productivity and production

given that the industry is highly dependent on the global economy and world market

conditions.
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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companies which owned the estates began to cut down on investment in replanting and

factory modernisation and neglected the plantations (Manikam, 1995). They also found

new investment opportunities elsewhere in some of Britain's colonies in East Africa,

which possessed suitable agro-climatic conditions with considerable virgin land for tea

cultivation (R. Fernando, 1994).

Until 1971, almost two-thirds of tea plantations were owned and managed by foreign

and local companies (Ranasinghe, 1995). With the emergence of a government with an

absolute majority in Parliament and many leftists occupying key ministries in 1970,

plantations were nationalised in the period 1972 to 1975 (Shanmugaratnam, 1997).

Nationalisation was the first major policy change to have a significant impact on the tea

industry (Wimaladharma, 2003). The Land Reform Laws of 1971 and 1975 limited private

holdings to a maximum of 20ha enabling the government to acquire more than 500 tea,

rubber and coconut estates owned by the foreign and local individuals and companies

(Ethulgala, 2009). The Land Reform Act allowed the state majority control of the

plantations and left about a third of the estates in private hands; 62% of tea land, 32% of

rubber land and 11% of coconut land came under the government control (Ranasinghe,

1995).

The tea industry thereafter broke up into two segments: the plantations consisting of

nationalised tea estates of over 20 ha of land and smallholder farmers with less than 20

ha. After several experiments with management, plantations were brought under two

state-owned corporations in 1977, Janatha Estate Development Board (JEDB) and Sri

Lanka State Plantation Corporation (SLSPC). They became two of the world's largest

agricultural corporations, producing two-thirds of Sri Lanka's tea and one-third of its

rubber (R. Fernando, 1995). The entire state sector was managed by these two corporations

until 1992 (Mohamed and Zoysa, 2008).

Estates neglected for almost two decades by companies in anticipation of nationalisation

were further run down after the take-over (Manikam, 1995). These two organisations

incurred heavy losses due to 'waste, corruption and inefficiency' (R. Fernando, 1994,

p.2). Combined with high taxes and falling international prices, these proved to be a

burden on the state. The government that came to power in 1977 liberalized the economy,

and took several measures to rehabilitate the tea sector, embarking upon a number of
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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recent achievements, the plantations are faced with low productivity, high cost of

production, inadequate fertilizer application, and low profitability.

During this time, the smallholder sector expanded, reducing the importance of RPCs as

producers of tea. Today, 75% of the production of tea takes place in the smallholder

sector despite the small size of holdings with a majority of them owning less than one

acre. Apart from the larger area cultivated, the higher clonal variety of tea and productivity

are also responsible for the higher production of teas by smallholders compared to large

tea plantations. However, this changing production structure has made it more

challenging to reach out to farmers in the provision of training and other services while

addressing issues such as increasing cost of production and paying a fair wage to

workers.

The tea industry is increasingly under threat on many fronts. A range of complex

domestic and global issues have affected the quality and quantity of tea produced and

exported while increasing international competition has had a significant impact on

price and profitability.  One of the key issues confronting the tea industry is its decline in

productivity. The average productivity of the tea industry in Sri Lanka, especially in tea

plantations, remains lowest amongst tea producing countries such as Kenya, India and

Indonesia. There are several causal factors for the low productivity and production. The

most important of them include: inadequate replanting, inconsistent fertilizer

applications, aging and debilitating  of tea bushes, soil erosion, high wages, lack of

worker and staff training, shortage of labour, living and working environment, high cost

of production and low profitability (Kelegama, 2010).

Tea production is also influenced by the agricultural condition of estates, the topography

of the tea lands, and other environmental and climatic conditions in the estates. In recent

times, climatic changes that are taking place in the world including tea growing areas

have changed the quality of the tea that is being produced. A clear understanding of

these changes and how these affect the tea industry are useful when planning for the

future of the industry. At the same time, changing buyer interests, increasing health and

environmental concerns, and stringent industry regulations have increased the number

and nature of standards governing the industry. The industry has to find ways to abide

by these standards while battling other issues such as low productivity and production

given that the industry is highly dependent on the global economy and world market

conditions.
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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companies which owned the estates began to cut down on investment in replanting and

factory modernisation and neglected the plantations (Manikam, 1995). They also found

new investment opportunities elsewhere in some of Britain's colonies in East Africa,

which possessed suitable agro-climatic conditions with considerable virgin land for tea

cultivation (R. Fernando, 1994).

Until 1971, almost two-thirds of tea plantations were owned and managed by foreign

and local companies (Ranasinghe, 1995). With the emergence of a government with an

absolute majority in Parliament and many leftists occupying key ministries in 1970,

plantations were nationalised in the period 1972 to 1975 (Shanmugaratnam, 1997).

Nationalisation was the first major policy change to have a significant impact on the tea

industry (Wimaladharma, 2003). The Land Reform Laws of 1971 and 1975 limited private

holdings to a maximum of 20ha enabling the government to acquire more than 500 tea,

rubber and coconut estates owned by the foreign and local individuals and companies

(Ethulgala, 2009). The Land Reform Act allowed the state majority control of the

plantations and left about a third of the estates in private hands; 62% of tea land, 32% of

rubber land and 11% of coconut land came under the government control (Ranasinghe,

1995).

The tea industry thereafter broke up into two segments: the plantations consisting of

nationalised tea estates of over 20 ha of land and smallholder farmers with less than 20

ha. After several experiments with management, plantations were brought under two

state-owned corporations in 1977, Janatha Estate Development Board (JEDB) and Sri

Lanka State Plantation Corporation (SLSPC). They became two of the world's largest

agricultural corporations, producing two-thirds of Sri Lanka's tea and one-third of its

rubber (R. Fernando, 1995). The entire state sector was managed by these two corporations

until 1992 (Mohamed and Zoysa, 2008).

Estates neglected for almost two decades by companies in anticipation of nationalisation

were further run down after the take-over (Manikam, 1995). These two organisations

incurred heavy losses due to 'waste, corruption and inefficiency' (R. Fernando, 1994,

p.2). Combined with high taxes and falling international prices, these proved to be a

burden on the state. The government that came to power in 1977 liberalized the economy,

and took several measures to rehabilitate the tea sector, embarking upon a number of
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

5

Introduction

promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.

17

Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by

iv
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).
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93%
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by

iv
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.

High

Medium

Low

Total

Bought leaf only

Own leaf & bought

leaf

Own leaf

Figure 6
Number of Factories by Type of Management and Elevation
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The start of  Sri Lanka's tea industry dates back to 1867, when James Taylor, a Scottish

planter, discovered that Sri Lanka had the perfect conditions to produce high quality tea

on a commercial basis. This was a saving grace for the country's export agriculture

sector which was about to  collapse when the coffee industry was afflicted by a disease.

This discovery also helped to shape the country's economy over the years to come;

infrastructure development in the country was closely associated with the introduction

of tea plantations into the economy. Services such as banking, insurance and

transportation were developed initially to support the tea industry. Thus, the significance

of this industry to Sri Lanka's economy cannot be undermined.

The tea industry has played  an important role in the development of Sri Lanka's economy

since its establishment nearly 150 years ago. While its relative importance has waned

over the years due to rapid growth of the non-agricultural sector and lack of dynamism

in the tea industry, it remains a vital sector of the Sri Lankan economy in terms of its

contribution to the national output, employment and net foreign exchange earnings. Tea

is the third largest agricultural crop in Sri Lanka after paddy and coconut (Central Bank

of Sri Lanka [CBSL], 2016). As a whole, the agricultural sector contributed about 7.1% of

GDP in 2016, of which 9.2% was accounted for by tea (CBSL, 2016). The tea industry

provides employment directly and indirectly to a million people (De Alwis, 2011),

supporting livelihoods of poor communities in estates and  remote rural areas of the

country to gradually come out of poverty. At the farm level, tea is a cash crop that

generates income for both the farmers and workers, to pay for food, schooling and

healthcare (van Reenen, Panhuysen, & Weiligmann, 2010). In addition, the tea industry

also generates a significant amount of valuable foreign exchange. It was the highest

foreign exchange earner until about the 1980s when it was overtaken by foreign

employment, garments and tourism. In 2016, Sri Lanka exported approximately
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are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.

10

Janaka Wijayasiri and Nisha Arunatilake with Saman Kelegama

References

Ali, R., Choudhry, Y., & Lister, D. (1997). Sri Lanka's Tea Industry: Succeeding in the Global
Market. Washington D.C.: World Bank.

Arunatilake, N. (2000).  The Effectiveness of  Welfare Programmes in Improving Estate
Profitability. Colombo: Institute of Policy Studies of Sri Lanka.

Arunatilake, N. (2001). Economic Impacts of Estate Welfare Programmes. In K. H.E.B., &
B. Sivaram, Human Perspectives in the Plantation Sector (pp. 138-149).
Battaramulla: Programme Support Group.

Central Bank of Sri Lanka. (2016). Annual Report. Colombo: Central Bank of Sri Lanka.

Central Bank of Sri Lanka. (2017). Annual Report. Colombo: Central Bank of Sri Lanka.

Colombo Tea Traders' Association. (2011). Annual Report & Accounts 2009/2010.
Colombo.: Colombo Tea Traders' Association.

De Alwis, H. (2011). Sri Lanka Tea Industry. Paper presented at the Twentieth Session of the
Intergovernmental Group on Tea, Colombo, Sri Lana. Retrieved from FAO: http:/
/www.fao.org/economic/est/est-commodities/tea/tea-meetings/
teaigg20/en.

De Zoysa, T. (2001). Liberalizing Imports of Foreign Orthodox Teas for Value Addition in Sri
Lankan Tea Exports. Colombo: Institute of Policy Studies of Sri Lanka.

Dunham, D., Arunatilake, N., & Perera, R. (1997). The Labour Situation on Sri Lankan Tea
Estates - A View to 2005. Colombo: Institute of Policy Studies of Sri Lanka.

Ethulgala, C. V. (2009). Governance: An Evaluation of the Tea Sector of Sri Lanka (MPhil).
Melbourne: Monash University.

Institute of Social Development. (2008). SustainabiliTEA: Report on the Sri Lankan Tea
Industry. Kandy: Institute of Social Development.

Kelegama, S. (2010). Productivity Decline in the Tea Plantations and a Possible Way
Forward. In S. Kelegama, & D. Gunawardena, Economic and Social
Development under a Market Economy Regime in Sri Lanka, Buddhadasa
Hewavitharana Felicitation Vol. 2. Colombo: Vijitha Yapa Publications.

Senaweera, L. (2010, August 31). Product Certification for Black Tea. Retrieved from Daily
News: http://www.dailynews.lk/2001/pix/PrintPage.asp?REF=/2010/
08/31/bus19.asp.

Sri Lanka Tea Board. (2009). Annual Report 2009. Colombo: Sri Lanka Tea Board.

Sri Lanka Tea Board. (2014). Statistical Bulletin. Colombo: Sri Lanka Tea Board.

Tea Research Institute. (2010). About Us. Retrieved from TRI: http://www.tri.lk/tri/
tri/7.

van Reenen, M., Panhuysen, S., & Weiligmann, B. (2010). Tea Barometer 2010. Leiden:
Tropical Commodity Coalition for Sustainable Tea, Coffee, Cocoa.

Wijayasiri, J. (2013). Food Standards and Governance in the Tea Industry in Sri Lanka: A Value
Chain Analysis (PhD Thesis). Melbourne: Monash University.

11

Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

2
Overview of the Tea Industry in Sri Lanka: Current

Status and Challenges

Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.

High

Medium

Low

Total

Bought leaf only

Own leaf & bought

leaf

Own leaf

Figure 6
Number of Factories by Type of Management and Elevation
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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The start of  Sri Lanka's tea industry dates back to 1867, when James Taylor, a Scottish

planter, discovered that Sri Lanka had the perfect conditions to produce high quality tea

on a commercial basis. This was a saving grace for the country's export agriculture

sector which was about to  collapse when the coffee industry was afflicted by a disease.

This discovery also helped to shape the country's economy over the years to come;

infrastructure development in the country was closely associated with the introduction

of tea plantations into the economy. Services such as banking, insurance and

transportation were developed initially to support the tea industry. Thus, the significance

of this industry to Sri Lanka's economy cannot be undermined.

The tea industry has played  an important role in the development of Sri Lanka's economy

since its establishment nearly 150 years ago. While its relative importance has waned

over the years due to rapid growth of the non-agricultural sector and lack of dynamism

in the tea industry, it remains a vital sector of the Sri Lankan economy in terms of its

contribution to the national output, employment and net foreign exchange earnings. Tea

is the third largest agricultural crop in Sri Lanka after paddy and coconut (Central Bank

of Sri Lanka [CBSL], 2016). As a whole, the agricultural sector contributed about 7.1% of

GDP in 2016, of which 9.2% was accounted for by tea (CBSL, 2016). The tea industry

provides employment directly and indirectly to a million people (De Alwis, 2011),

supporting livelihoods of poor communities in estates and  remote rural areas of the

country to gradually come out of poverty. At the farm level, tea is a cash crop that

generates income for both the farmers and workers, to pay for food, schooling and

healthcare (van Reenen, Panhuysen, & Weiligmann, 2010). In addition, the tea industry

also generates a significant amount of valuable foreign exchange. It was the highest

foreign exchange earner until about the 1980s when it was overtaken by foreign

employment, garments and tourism. In 2016, Sri Lanka exported approximately
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288,771MT of black tea, with a value of USD 1,269 mn. This amounted to 12.3% of total

export earnings in that year (CBSL, 2016).

Sri Lanka has also played a major role in the global tea market for 150 years. Sri Lanka is

one of the major producers and exporters of tea in the world. "Ceylon Tea" fetches a

premium in the global market given the reputation it has established as a leading producer

of the world's best teas.  Sri Lanka  is the fourth largest tea producer in the world and

contributed to 6.5% of global production of tea after China (40.5%), India (23.3%) and

Kenya (8.6%) (Sri Lanka Tea Board [SLTB], 2014). Although China and India are the

biggest producers of tea, they are also the biggest consumers;  consuming more than half

of their production of tea. Whereas both Kenya and Sri Lanka export most of their tea,

given that the domestic consumption is relatively small compared to their total production.

Consequently, Sri Lanka exports as much as 90% of the tea produced (Institute of Social

Development [ISD], 2008). Currenty, Sri Lanka is the second largest exporter of tea to the

world market contributing to 17.3% of world tea exports. Sri Lanka's contribution to

global tea exports is surpassed only by Kenya, which contributes to 27.3 %  of tea exports.

Sri Lanka is still the market leader in terms of Orthodox Black Tea (a traditional method

of manufacturing which produces leafy types of tea), with a market share of 32%, while

Kenya is a predominantly a Crush, Tear and Curl (CTC) producer, manufacturing

granular tea particles more suitable for tea bags (Ali, Choudhry, & Lister, 1997; Senaweera,

2010; Ethulgala, 2009).

The tea industry has undergone a number of changes from the time of introduction of tea

to Sri Lanka under the British control to the present.  Under British colonial rule, large

scale tea plantations were established in the 1860s, which were serviced by immigrant

Indian labour. By the end of the 19th century, tea proved to be a success and the industry

became the mainstay of the economy and the country became one of the world's leading

tea producers. Soon after obtaining independence in 1948, almost 100 years of British

plantation ownership gradually ended. Periodic threats to nationalize the industry since

the late 1950s finally materialized in the mid 1970s with the Land Reform Law No. 39 of

1975.  The management of plantations was vested in the JEDB (Janatha Estates

Development Board) and the  Sri Lanka State Plantations Corporation (SLSPC). However,

due to political interference, over-manning and mismanagement, accompanied by low

productivity, massive financial losses were made by these state corporations during the

1980s. Their poor performance led to privatization in the early 1990s, whereby the estates

were formed into 23 Regional Plantation Companies (RPCs), and their management was

handed over to private management companies. Despite the restructuring and some
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Tea is not an indigenous plant to Sri Lanka but was introduced by the British from India

and China when Sri Lanka (then known as Ceylon) was under the British rule

(Vidanagamachchi, 1987). While experimental planting of tea is reported to have begun

as early as 1824 and 1839 when tea seeds were brought to Sri Lanka from China and

India respectively, commercial cultivation only began in 1867 (Wimaladharma, 2003).

The first commercial tea plantation was started on an experimental basis by James Taylor,

a Scottish planter on an estate known as 'Loolecondera' near Kandy (Sivaram, 2003).

Taylor played a significant role in the development of Ceylon Tea and is now considered

the 'father of the tea industry' in Sri Lanka. Before the introduction of tea, coffee was the

dominant cash crop (Sri Lanka Tea Board [SLTB], 2012), but when the coffee plantations

were struck by coffee rust (Hemileia Vastatrix) towards the end of the 1860s, British

planters switched to cultivation and production of tea (K. M. De Silva, 1981). By the

1890s almost all coffee plantations in Sri Lanka had been converted to tea (Emmet, 1967).

The availability of fertile land for tea cultivation in the highlands at practically no cost,

with ideal climatic conditions for growing tea, British capital and cheap imported labour

from India, and a readily available market in Britain for the product laid the foundation

for the industry (Manikam, 1995). The industry witnessed a rapid expansion in the late

18th century, and this brought a good deal of interest from large British companies,

which took over many of the estates (C. R. De Silva, 1987). Exports expanded with the

increasing demand for tea in the British market and rising prices. The colonial

administration gave every encouragement and assistance to investors, as the British

colonial policy was to run the colonies at a profit (M. Fernando, 2000). Infrastructure

such as roads and railways which were established at the height of coffee cultivation,

linking Colombo with the plantations in the hinterland to transport produce, were further

expanded and helped the rapid development of the tea industry (K. M. De Silva, 1981).

Following the independence in 1948, the newly elected government did not want to

change the status quo  (SLTB, 2012). The tea plantations and ancillary services continued

to be largely controlled by British interests, while the country maintained close relations

with the former colonial power, which was the main market (M. Fernando, 2000). However,

political groups with leftist leanings and trade unionists called for nationalization and

greater control of the commanding heights of the economy. These voices became much

vocal after the change of government in 1956. In anticipation of nationalisation, foreign
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Overview of the Tea Industry in Sri Lanka: Current

Status and Challenges

Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.

High

Medium
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Total

Bought leaf only

Own leaf & bought

leaf

Own leaf

Figure 6
Number of Factories by Type of Management and Elevation
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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Source: Trademap Database.

Colombo Auction have been generally above average global prices (Colombo Tea Traders

Association [CTTA], 2011). The consolidated global price for tea in 2014 was US$2.72/

kg (World Bank, n.d.). The average price fetched at Colombo is above the global price and

other auction centres (Figure 9). There are several reasons for the high prices:

predominance of orthodox tea, strong international demand for Ceylon tea, high levels

of value addition, adherence to international standards, and extensive marketing/

promotional work by the industry and the SLTB.

Table 1
Major 10 Destinations of Ceylon Tea by Export Categories for the Year 2014

Total tea 
exports (% of 
total) 

 

Bulk Black Tea  
(% of total) 

 

Black tea less 
than 3kg (% of 
total) 

 

Bulk Green tea 
(% of total)

 

Green tea less 
than 3kg  
(% of total)

 

Russian 
Federation   
(14.18%) 

Russian 
Federation 
(18.41%) 

Turkey 
 (18.85%) 

United Arab 
Emirates  
(37.21%) 

Russian 
Federation 
(31.63%) 

Turkey 
 (12.98%) 

Iran, Islamic 
Republic of  

(17.87%) 

Russian 
Federation 

(9.19%) 

Libya, State of 
(13.79%) 

Ukraine  
(8.81%) 

Iran, Islamic 

Republic of  
(9.96%) 

Turkey 

 (8.40%) 

Iraq 

 (8.15%) 

Russian 

Federation 
(11.99%) 

Australia 

 (8.40%) 

Iraq (5.61%) United Arab 
Emirates 

(6.68%) 

Libya, State of 
(5.86%) 

France  
(5.91%) 

United States of 
America  

(8.07%) 
United Arab 

Emirates  
(5.48%) 

Azerbaijan  

(6.29%) 

United Arab 

Emirates  
(4.14%) 

Ukraine  

(5.60%) 

Netherlands  

(5.86%) 

Syrian Arab 

Republic  
(3.73%) 

Japan  

(4.73%) 

Jordan  

(4.07%) 

Taipei, Chinese 

(3.88%) 

United Kingdom 

(2.68%) 

Azerbaijan  
(3.29%) 

Syrian Arab 
Republic  

(4.49%) 

Australia 
 (3.45%) 

Germany  
(3.52%) 

France 
 (2.49%) 

Japan  
(3.08%) 

Iraq  
(3.62%) 

Syrian Arab 
Republic  
(3.17%) 

Italy 
(3.02%) 

Belarus  
(2.24%) 

Libya, State of 
(2.81%) 

Kuwait  
(3.23%) 

Lebanon  
(2.68%) 

United 
Kingdom 

(2.37%) 

Nigeria (2.13%) 

Kuwait  

(2.65%) 

Chile  

(2.69%) 

United States of 

America  
(2.59%) 

Malaysia  

(1.69%) 

Uzbekistan  

(2.06%) 
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The start of  Sri Lanka's tea industry dates back to 1867, when James Taylor, a Scottish

planter, discovered that Sri Lanka had the perfect conditions to produce high quality tea

on a commercial basis. This was a saving grace for the country's export agriculture

sector which was about to  collapse when the coffee industry was afflicted by a disease.

This discovery also helped to shape the country's economy over the years to come;

infrastructure development in the country was closely associated with the introduction

of tea plantations into the economy. Services such as banking, insurance and

transportation were developed initially to support the tea industry. Thus, the significance

of this industry to Sri Lanka's economy cannot be undermined.

The tea industry has played  an important role in the development of Sri Lanka's economy

since its establishment nearly 150 years ago. While its relative importance has waned

over the years due to rapid growth of the non-agricultural sector and lack of dynamism

in the tea industry, it remains a vital sector of the Sri Lankan economy in terms of its

contribution to the national output, employment and net foreign exchange earnings. Tea

is the third largest agricultural crop in Sri Lanka after paddy and coconut (Central Bank

of Sri Lanka [CBSL], 2016). As a whole, the agricultural sector contributed about 7.1% of

GDP in 2016, of which 9.2% was accounted for by tea (CBSL, 2016). The tea industry

provides employment directly and indirectly to a million people (De Alwis, 2011),

supporting livelihoods of poor communities in estates and  remote rural areas of the

country to gradually come out of poverty. At the farm level, tea is a cash crop that

generates income for both the farmers and workers, to pay for food, schooling and

healthcare (van Reenen, Panhuysen, & Weiligmann, 2010). In addition, the tea industry

also generates a significant amount of valuable foreign exchange. It was the highest

foreign exchange earner until about the 1980s when it was overtaken by foreign

employment, garments and tourism. In 2016, Sri Lanka exported approximately
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288,771MT of black tea, with a value of USD 1,269 mn. This amounted to 12.3% of total

export earnings in that year (CBSL, 2016).

Sri Lanka has also played a major role in the global tea market for 150 years. Sri Lanka is

one of the major producers and exporters of tea in the world. "Ceylon Tea" fetches a

premium in the global market given the reputation it has established as a leading producer

of the world's best teas.  Sri Lanka  is the fourth largest tea producer in the world and

contributed to 6.5% of global production of tea after China (40.5%), India (23.3%) and

Kenya (8.6%) (Sri Lanka Tea Board [SLTB], 2014). Although China and India are the

biggest producers of tea, they are also the biggest consumers;  consuming more than half

of their production of tea. Whereas both Kenya and Sri Lanka export most of their tea,

given that the domestic consumption is relatively small compared to their total production.

Consequently, Sri Lanka exports as much as 90% of the tea produced (Institute of Social

Development [ISD], 2008). Currenty, Sri Lanka is the second largest exporter of tea to the

world market contributing to 17.3% of world tea exports. Sri Lanka's contribution to

global tea exports is surpassed only by Kenya, which contributes to 27.3 %  of tea exports.

Sri Lanka is still the market leader in terms of Orthodox Black Tea (a traditional method

of manufacturing which produces leafy types of tea), with a market share of 32%, while

Kenya is a predominantly a Crush, Tear and Curl (CTC) producer, manufacturing

granular tea particles more suitable for tea bags (Ali, Choudhry, & Lister, 1997; Senaweera,

2010; Ethulgala, 2009).

The tea industry has undergone a number of changes from the time of introduction of tea

to Sri Lanka under the British control to the present.  Under British colonial rule, large

scale tea plantations were established in the 1860s, which were serviced by immigrant

Indian labour. By the end of the 19th century, tea proved to be a success and the industry

became the mainstay of the economy and the country became one of the world's leading

tea producers. Soon after obtaining independence in 1948, almost 100 years of British

plantation ownership gradually ended. Periodic threats to nationalize the industry since

the late 1950s finally materialized in the mid 1970s with the Land Reform Law No. 39 of

1975.  The management of plantations was vested in the JEDB (Janatha Estates

Development Board) and the  Sri Lanka State Plantations Corporation (SLSPC). However,

due to political interference, over-manning and mismanagement, accompanied by low

productivity, massive financial losses were made by these state corporations during the

1980s. Their poor performance led to privatization in the early 1990s, whereby the estates

were formed into 23 Regional Plantation Companies (RPCs), and their management was

handed over to private management companies. Despite the restructuring and some
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Tea is not an indigenous plant to Sri Lanka but was introduced by the British from India

and China when Sri Lanka (then known as Ceylon) was under the British rule

(Vidanagamachchi, 1987). While experimental planting of tea is reported to have begun

as early as 1824 and 1839 when tea seeds were brought to Sri Lanka from China and

India respectively, commercial cultivation only began in 1867 (Wimaladharma, 2003).

The first commercial tea plantation was started on an experimental basis by James Taylor,

a Scottish planter on an estate known as 'Loolecondera' near Kandy (Sivaram, 2003).

Taylor played a significant role in the development of Ceylon Tea and is now considered

the 'father of the tea industry' in Sri Lanka. Before the introduction of tea, coffee was the

dominant cash crop (Sri Lanka Tea Board [SLTB], 2012), but when the coffee plantations

were struck by coffee rust (Hemileia Vastatrix) towards the end of the 1860s, British

planters switched to cultivation and production of tea (K. M. De Silva, 1981). By the

1890s almost all coffee plantations in Sri Lanka had been converted to tea (Emmet, 1967).

The availability of fertile land for tea cultivation in the highlands at practically no cost,

with ideal climatic conditions for growing tea, British capital and cheap imported labour

from India, and a readily available market in Britain for the product laid the foundation

for the industry (Manikam, 1995). The industry witnessed a rapid expansion in the late

18th century, and this brought a good deal of interest from large British companies,

which took over many of the estates (C. R. De Silva, 1987). Exports expanded with the

increasing demand for tea in the British market and rising prices. The colonial

administration gave every encouragement and assistance to investors, as the British

colonial policy was to run the colonies at a profit (M. Fernando, 2000). Infrastructure

such as roads and railways which were established at the height of coffee cultivation,

linking Colombo with the plantations in the hinterland to transport produce, were further

expanded and helped the rapid development of the tea industry (K. M. De Silva, 1981).

Following the independence in 1948, the newly elected government did not want to

change the status quo  (SLTB, 2012). The tea plantations and ancillary services continued

to be largely controlled by British interests, while the country maintained close relations

with the former colonial power, which was the main market (M. Fernando, 2000). However,

political groups with leftist leanings and trade unionists called for nationalization and

greater control of the commanding heights of the economy. These voices became much

vocal after the change of government in 1956. In anticipation of nationalisation, foreign
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Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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Source: Trademap Database.

Colombo Auction have been generally above average global prices (Colombo Tea Traders

Association [CTTA], 2011). The consolidated global price for tea in 2014 was US$2.72/

kg (World Bank, n.d.). The average price fetched at Colombo is above the global price and

other auction centres (Figure 9). There are several reasons for the high prices:

predominance of orthodox tea, strong international demand for Ceylon tea, high levels

of value addition, adherence to international standards, and extensive marketing/

promotional work by the industry and the SLTB.

Table 1
Major 10 Destinations of Ceylon Tea by Export Categories for the Year 2014

Total tea 
exports (% of 
total) 

 

Bulk Black Tea  
(% of total) 

 

Black tea less 
than 3kg (% of 
total) 

 

Bulk Green tea 
(% of total)

 

Green tea less 
than 3kg  
(% of total)

 

Russian 
Federation   
(14.18%) 

Russian 
Federation 
(18.41%) 

Turkey 
 (18.85%) 

United Arab 
Emirates  
(37.21%) 

Russian 
Federation 
(31.63%) 

Turkey 
 (12.98%) 

Iran, Islamic 
Republic of  

(17.87%) 

Russian 
Federation 

(9.19%) 

Libya, State of 
(13.79%) 

Ukraine  
(8.81%) 

Iran, Islamic 

Republic of  
(9.96%) 

Turkey 

 (8.40%) 

Iraq 

 (8.15%) 

Russian 

Federation 
(11.99%) 

Australia 

 (8.40%) 

Iraq (5.61%) United Arab 
Emirates 

(6.68%) 

Libya, State of 
(5.86%) 

France  
(5.91%) 

United States of 
America  

(8.07%) 
United Arab 

Emirates  
(5.48%) 

Azerbaijan  

(6.29%) 

United Arab 

Emirates  
(4.14%) 

Ukraine  

(5.60%) 

Netherlands  

(5.86%) 

Syrian Arab 

Republic  
(3.73%) 

Japan  

(4.73%) 

Jordan  

(4.07%) 

Taipei, Chinese 

(3.88%) 

United Kingdom 

(2.68%) 

Azerbaijan  
(3.29%) 

Syrian Arab 
Republic  

(4.49%) 

Australia 
 (3.45%) 

Germany  
(3.52%) 

France 
 (2.49%) 

Japan  
(3.08%) 

Iraq  
(3.62%) 

Syrian Arab 
Republic  
(3.17%) 

Italy 
(3.02%) 

Belarus  
(2.24%) 

Libya, State of 
(2.81%) 

Kuwait  
(3.23%) 

Lebanon  
(2.68%) 

United 
Kingdom 

(2.37%) 

Nigeria (2.13%) 

Kuwait  

(2.65%) 

Chile  

(2.69%) 

United States of 

America  
(2.59%) 

Malaysia  

(1.69%) 

Uzbekistan  

(2.06%) 
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recent achievements, the plantations are faced with low productivity, high cost of

production, inadequate fertilizer application, and low profitability.

During this time, the smallholder sector expanded, reducing the importance of RPCs as

producers of tea. Today, 75% of the production of tea takes place in the smallholder

sector despite the small size of holdings with a majority of them owning less than one

acre. Apart from the larger area cultivated, the higher clonal variety of tea and productivity

are also responsible for the higher production of teas by smallholders compared to large

tea plantations. However, this changing production structure has made it more

challenging to reach out to farmers in the provision of training and other services while

addressing issues such as increasing cost of production and paying a fair wage to

workers.

The tea industry is increasingly under threat on many fronts. A range of complex

domestic and global issues have affected the quality and quantity of tea produced and

exported while increasing international competition has had a significant impact on

price and profitability.  One of the key issues confronting the tea industry is its decline in

productivity. The average productivity of the tea industry in Sri Lanka, especially in tea

plantations, remains lowest amongst tea producing countries such as Kenya, India and

Indonesia. There are several causal factors for the low productivity and production. The

most important of them include: inadequate replanting, inconsistent fertilizer

applications, aging and debilitating  of tea bushes, soil erosion, high wages, lack of

worker and staff training, shortage of labour, living and working environment, high cost

of production and low profitability (Kelegama, 2010).

Tea production is also influenced by the agricultural condition of estates, the topography

of the tea lands, and other environmental and climatic conditions in the estates. In recent

times, climatic changes that are taking place in the world including tea growing areas

have changed the quality of the tea that is being produced. A clear understanding of

these changes and how these affect the tea industry are useful when planning for the

future of the industry. At the same time, changing buyer interests, increasing health and

environmental concerns, and stringent industry regulations have increased the number

and nature of standards governing the industry. The industry has to find ways to abide

by these standards while battling other issues such as low productivity and production

given that the industry is highly dependent on the global economy and world market

conditions.
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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companies which owned the estates began to cut down on investment in replanting and

factory modernisation and neglected the plantations (Manikam, 1995). They also found

new investment opportunities elsewhere in some of Britain's colonies in East Africa,

which possessed suitable agro-climatic conditions with considerable virgin land for tea

cultivation (R. Fernando, 1994).

Until 1971, almost two-thirds of tea plantations were owned and managed by foreign

and local companies (Ranasinghe, 1995). With the emergence of a government with an

absolute majority in Parliament and many leftists occupying key ministries in 1970,

plantations were nationalised in the period 1972 to 1975 (Shanmugaratnam, 1997).

Nationalisation was the first major policy change to have a significant impact on the tea

industry (Wimaladharma, 2003). The Land Reform Laws of 1971 and 1975 limited private

holdings to a maximum of 20ha enabling the government to acquire more than 500 tea,

rubber and coconut estates owned by the foreign and local individuals and companies

(Ethulgala, 2009). The Land Reform Act allowed the state majority control of the

plantations and left about a third of the estates in private hands; 62% of tea land, 32% of

rubber land and 11% of coconut land came under the government control (Ranasinghe,

1995).

The tea industry thereafter broke up into two segments: the plantations consisting of

nationalised tea estates of over 20 ha of land and smallholder farmers with less than 20

ha. After several experiments with management, plantations were brought under two

state-owned corporations in 1977, Janatha Estate Development Board (JEDB) and Sri

Lanka State Plantation Corporation (SLSPC). They became two of the world's largest

agricultural corporations, producing two-thirds of Sri Lanka's tea and one-third of its

rubber (R. Fernando, 1995). The entire state sector was managed by these two corporations

until 1992 (Mohamed and Zoysa, 2008).

Estates neglected for almost two decades by companies in anticipation of nationalisation

were further run down after the take-over (Manikam, 1995). These two organisations

incurred heavy losses due to 'waste, corruption and inefficiency' (R. Fernando, 1994,

p.2). Combined with high taxes and falling international prices, these proved to be a

burden on the state. The government that came to power in 1977 liberalized the economy,

and took several measures to rehabilitate the tea sector, embarking upon a number of
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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8. Exporting

Despite its size, Sri Lanka is the fourth largest tea producer after China (40.5%), India

(23.3%) and Kenya (8.6%), with a share of 6.5% of world tea production in 2014 (TradeMap

Database). While both China and India are the largest producers, they consume most of

what they produce domestically. Sri Lanka, by contrast, is highly export-oriented with

almost 97% of tea exported, accounting for about 15.32% of global tea exports in 2014,

and second largest after Kenya (21.61%); China and India accounted for 14.21% and

10% of total world export of tea, respectively (TradeMap Database) (SLTB, 2014). From

1965, Sri Lanka was the largest exporter before Kenya took this coveted position in 2004

(Mohamed and Zoysa, 2008). Nevertheless, Sri Lanka remains the market leader in

terms of orthodox tea, whereas Kenya is predominantly a CTC producer. In 2014, Sri

Lanka exported 327million kg, which brought in Rs.212bn export earnings (SLTB, 2014).

Given the variety of tea produced, Sri Lanka exports to more than 160 countries (Trademap

Database, n.d.). As shown in Table 1, the top ten tea export markets for Sri Lanka are

Russia, followed by the Turkey, Iran, Iraq , UAE,  Syria, Azerbaijan, Japan, Libya, State

and Kuwait. By region, the Middle East and Russia are the largest markets for Sri Lanka's

tea exports, accounting for 50.57% and 14.18% respectively in 2014 (Figure 10).

Sri Lanka exports tea in a variety of ways: in bulk and value-added form (packets, tea

bags). While tea has traditionally been sold in bulk form, the industry over time has been

adding value to the product by exporting it in various forms, catering to the changing

Figure 10
Export Markets for Sri Lankan Tea by

Region (% of Total)

    Source: Compiled from SLTB, 2014.

Figure 11
Composition of Tea Exports,

by Type

Source: Compiled from Trademap Database.
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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recent achievements, the plantations are faced with low productivity, high cost of

production, inadequate fertilizer application, and low profitability.

During this time, the smallholder sector expanded, reducing the importance of RPCs as

producers of tea. Today, 75% of the production of tea takes place in the smallholder

sector despite the small size of holdings with a majority of them owning less than one

acre. Apart from the larger area cultivated, the higher clonal variety of tea and productivity

are also responsible for the higher production of teas by smallholders compared to large

tea plantations. However, this changing production structure has made it more

challenging to reach out to farmers in the provision of training and other services while

addressing issues such as increasing cost of production and paying a fair wage to

workers.

The tea industry is increasingly under threat on many fronts. A range of complex

domestic and global issues have affected the quality and quantity of tea produced and

exported while increasing international competition has had a significant impact on

price and profitability.  One of the key issues confronting the tea industry is its decline in

productivity. The average productivity of the tea industry in Sri Lanka, especially in tea

plantations, remains lowest amongst tea producing countries such as Kenya, India and

Indonesia. There are several causal factors for the low productivity and production. The

most important of them include: inadequate replanting, inconsistent fertilizer

applications, aging and debilitating  of tea bushes, soil erosion, high wages, lack of

worker and staff training, shortage of labour, living and working environment, high cost

of production and low profitability (Kelegama, 2010).

Tea production is also influenced by the agricultural condition of estates, the topography

of the tea lands, and other environmental and climatic conditions in the estates. In recent

times, climatic changes that are taking place in the world including tea growing areas

have changed the quality of the tea that is being produced. A clear understanding of

these changes and how these affect the tea industry are useful when planning for the

future of the industry. At the same time, changing buyer interests, increasing health and

environmental concerns, and stringent industry regulations have increased the number

and nature of standards governing the industry. The industry has to find ways to abide

by these standards while battling other issues such as low productivity and production

given that the industry is highly dependent on the global economy and world market

conditions.
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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companies which owned the estates began to cut down on investment in replanting and

factory modernisation and neglected the plantations (Manikam, 1995). They also found

new investment opportunities elsewhere in some of Britain's colonies in East Africa,

which possessed suitable agro-climatic conditions with considerable virgin land for tea

cultivation (R. Fernando, 1994).

Until 1971, almost two-thirds of tea plantations were owned and managed by foreign

and local companies (Ranasinghe, 1995). With the emergence of a government with an

absolute majority in Parliament and many leftists occupying key ministries in 1970,

plantations were nationalised in the period 1972 to 1975 (Shanmugaratnam, 1997).

Nationalisation was the first major policy change to have a significant impact on the tea

industry (Wimaladharma, 2003). The Land Reform Laws of 1971 and 1975 limited private

holdings to a maximum of 20ha enabling the government to acquire more than 500 tea,

rubber and coconut estates owned by the foreign and local individuals and companies

(Ethulgala, 2009). The Land Reform Act allowed the state majority control of the

plantations and left about a third of the estates in private hands; 62% of tea land, 32% of

rubber land and 11% of coconut land came under the government control (Ranasinghe,

1995).

The tea industry thereafter broke up into two segments: the plantations consisting of

nationalised tea estates of over 20 ha of land and smallholder farmers with less than 20

ha. After several experiments with management, plantations were brought under two

state-owned corporations in 1977, Janatha Estate Development Board (JEDB) and Sri

Lanka State Plantation Corporation (SLSPC). They became two of the world's largest

agricultural corporations, producing two-thirds of Sri Lanka's tea and one-third of its

rubber (R. Fernando, 1995). The entire state sector was managed by these two corporations

until 1992 (Mohamed and Zoysa, 2008).

Estates neglected for almost two decades by companies in anticipation of nationalisation

were further run down after the take-over (Manikam, 1995). These two organisations

incurred heavy losses due to 'waste, corruption and inefficiency' (R. Fernando, 1994,

p.2). Combined with high taxes and falling international prices, these proved to be a

burden on the state. The government that came to power in 1977 liberalized the economy,

and took several measures to rehabilitate the tea sector, embarking upon a number of
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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8. Exporting

Despite its size, Sri Lanka is the fourth largest tea producer after China (40.5%), India

(23.3%) and Kenya (8.6%), with a share of 6.5% of world tea production in 2014 (TradeMap

Database). While both China and India are the largest producers, they consume most of

what they produce domestically. Sri Lanka, by contrast, is highly export-oriented with

almost 97% of tea exported, accounting for about 15.32% of global tea exports in 2014,

and second largest after Kenya (21.61%); China and India accounted for 14.21% and

10% of total world export of tea, respectively (TradeMap Database) (SLTB, 2014). From

1965, Sri Lanka was the largest exporter before Kenya took this coveted position in 2004

(Mohamed and Zoysa, 2008). Nevertheless, Sri Lanka remains the market leader in

terms of orthodox tea, whereas Kenya is predominantly a CTC producer. In 2014, Sri

Lanka exported 327million kg, which brought in Rs.212bn export earnings (SLTB, 2014).

Given the variety of tea produced, Sri Lanka exports to more than 160 countries (Trademap

Database, n.d.). As shown in Table 1, the top ten tea export markets for Sri Lanka are

Russia, followed by the Turkey, Iran, Iraq , UAE,  Syria, Azerbaijan, Japan, Libya, State

and Kuwait. By region, the Middle East and Russia are the largest markets for Sri Lanka's

tea exports, accounting for 50.57% and 14.18% respectively in 2014 (Figure 10).

Sri Lanka exports tea in a variety of ways: in bulk and value-added form (packets, tea

bags). While tea has traditionally been sold in bulk form, the industry over time has been

adding value to the product by exporting it in various forms, catering to the changing

Figure 10
Export Markets for Sri Lankan Tea by

Region (% of Total)

    Source: Compiled from SLTB, 2014.

Figure 11
Composition of Tea Exports,

by Type

Source: Compiled from Trademap Database.

Other
industrialized

countries,
8%

Other, 16%

Russia,
14%

Europe,
11%

Middle East,
51%

24

Janaka Wijayasiri

Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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One of the critical factors affecting the long-term commercial viability of the Sri Lankan

plantation sector is the cost and availability of labour which directly have implications

on the overall productivity of the sector. Production capacity of leading plantation

companies in Sri Lanka has been threatened by low productivity of labour and a steady

drift away of labour from the sector. The total employment of labour and staff categories

has declined while there has been an outmigration of labour due to alternative work

opportunities available and long term aspirations of the younger generation for upward

social mobility. Addressing these issues remain a challenge.

The ability of the government to help the industry to address these issues in a timely

manner will determine the future of the tea industry. Over the years several insitutions

and associations were established to support the tea sector. Within the public sector,

there is SLTB, the Tea Research Institute (TRI), the Tea Small Holdings Development

Authority (TSHDA), which fall under the purview of the Ministry of Plantation Industries

(MPI). SLTB  established in 1976 is responsible for regulation, and development of the

tea industry as well as the promotion of Ceylon tea globally (SLTB, 2009). The TRI was

founded in 1925 by the planters of the day to support the tea industry with research

findings.  Since its establishment, it has been the only national body to generate and

disseminate new technologies related to tea cultivation and processing (TRI, 2010).

TSHDA is a semi-government organization established in 1975 to assist and support the

development of the small holder sector. All privately managed tea holdings with tea

lands of 50 acres or below and under the management of private ownership are entitled

to receive the services of the TSHDA.

In addition, there are a number of well-established private sector associations,

representing the different groups of the tea industry including producers, smallholders,

brokers, exporters, etc. These associations have a long history dating back to the beginning

of the tea industry in the country. The Planters’ Association of Ceylon (PAC) formed in

1854 represents the interests of 23 large RPCs, as well as individual planters in the

country. The Colombo Tea Traders’ Association (CTTA), formed in 1894, consisting of

both tea buyers and sellers, manages the Colombo auction through which 90% of the tea

is sold in the country on behalf of the SLTB. The main objective of CTTA is to promote the

common interests of sellers and buyers of tea and to uphold the good name of the Colombo

Tea Auction (CTA) (CTTA, 2011). Sri Lanka Federation of Tea Smallholder Development

Societies (SLFTSDS) was formed to represent the hundreds of thousands of smallholders

who are scattered across the tea growing areas in the island. Private Tea Factory Owners

Association (PTFOA) is a self-financed, organization, which was set up in 1982 to
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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promote, foster and protect the tea manufacturing industry and the interests of tea factory

owners of Sri Lanka. Tea Exporters Association (TEA) was set up in 1989 to represent

the interests of the exporters as the exporters felt their issues were not addressed at the

CTTA which represent all the stakeholders of the industry. Colombo Brokers Association

(CBA),  has a documented history of at least 100 years. CBA currently represents all of

the eight tea brokers and some of the rubber and produce (cinnamon, cardamom and

coconut) brokers.

Organization of the Book

The Institute of Policy Studies of Sri Lanka (IPS) has had a keen interest in the tea

industry over the years. Numerous studies on areas covering labour issues in the tea

plantations (Dunham, Arunatilake, & Perera, 1997), productivity in the tea plantations

(Kelegama, 2010), effects of social welfare programmes on profitability of estates

(Arunatilake, 2000; 2001); living wage of estate workers (IPS, 2017), implications of

liberalizing tea imports  (De Zoysa, 2001), food standards and their implications for the

tea industry (Wijayasiri, 2013) by the IPS researchers bear witness to this. As the tea

industry in Sri Lanka celebrated its 150th Anniversary in 2017, this volume will bring

together some of this research and add to the existing body of work by the Institute on an

industry which has contributed immensely to the social and economic development of

the country. This publication, which is a collection of papers by Sri Lankan academics

and practitioners from within and outside the IPS,  details the development of the tea

industry in Sri Lanka giving attention to the current challenges faced by the industry

and its future prospects, as the industry  celebrated 150 years since its establisment in

1867.

Chapter 2, the Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

by Janaka Wijayasiri, introduces the tea industry in Sri Lanka and provides the context

for the rest of the book. It   gives a brief historical overview and the importance of the

industry to the country. Specifically, it discusses the salient features of the industry in

terms of its production, manufacturing, marketing and exporting and highlights the

main challenges the industry faces including deterioration of tea quality, competition

from other producing countries, low land and labour productivity, rising cost of

production, and acute shortage of workers.

Chapter 3 on Winds of Change in the Tea Industry: From Nationalization to Privatization

by Rohan Fernando, details the transition of tea plantations from government to private

ownership. The chapter discusses the reasons for the privatization process and formation
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by



6

Janaka Wijayasiri and Nisha Arunatilake with Saman Kelegama

of 22 Regional Plantation Companies (RPCs) which now constitute the tea plantation

sector. The chapter also discusses the performance of the tea plantations under these

various ownership and management models.

With the decline of the plantation sector, tea smallholders emerged to play an important

role in the Sri Lankan tea industry, contributing to 74.5% of the total tea production in

the country. Chapter 4 on Issues and Challenges Encountered by Tea Smallholders in Sri

Lanka by Prasanna Perera discusses the key issues and challenges faced by the tea

smallholders in Sri Lanka. The information on tea smallholders is lacking in the country.

This chapter addresses this gap by a primary survey of smallholders in the Nuwara

Eliya District of Sri Lanka and several case studies to reveal the challenges faced by the

smallholder sector of the industry.  Despite the State sponsored activities, and

independent support provided to the smallholders, many farmers located in remote

areas have limited access to these resources. Further, the chapter finds a gap between

market realities, production interests, government policies and training on tea cultivation

techniques. This has resulted in low levels of productivity, loss of profit, and

environmental damage. The chapter calls relevant institutions to design comprehensive

strategies to reach out to all tea smallholders in the country.

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th Century. Initial waves of plantation workers left India to Sri

Lanka due to push factors such as severe unemployment, low wages, and indebtedness.

However changing attitudes, aspirations and experiences have shaped their current

approach to employment in the tea industry in Sri Lanka; many young members in the

plantation industry are not willing to take up employment in this sector any more, and

many choose to migrate away from the estates. Due to labour intensity of production,

despite evolution over a period of 150 years, labour still is a predominant factor in the tea

plantation sector. Chapter 5 on Labour Issues of Tea Plantations in Sri Lanka by Bilesha

Weeraratne focuses on key issues threatening the survival of the sector; pertaining to

labour shortages, high cost of labour and poor socio-economic conditions in the estates.

The chapter also discusses causes for high labour costs, namely low productivity and

union bargaining. Furthermore, the chapter highlights labour demand issues prevalent

in the sector in addition to the supply side issues with a discussion on alternative

models of production/remuneration.

Since its establishment in 1925, the TRI has been the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).

18

Janaka Wijayasiri

smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the
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cultivation and its processing. The Institute has been the driving force behind many of

the advances made and successes achieved in the development of Sri Lanka's tea industry.

In chapter 6 on The Tea Research Institute of Sri Lanka and Its Contribution to Tea

Research: Prospects and Challenges, M.A.B. Ranatunga and Sarath Abeysinghe describe

the history of tea research and the TRI, the expansion and evolution of its varied research

activities and facilities to cater to the evolving demands of stakeholders in the industry.

In addition, the chapter describes the Institute's contribution to significant advances

made in the tea industry during the past 92 years. The chapter further discusses the

main challenges confronting the tea industry and the strategic research approach of the

TRI in addressing them.

The quality of made tea is very sensitive to the climatic conditions under which tea is

grown. As such, climate change introduces uncertainty to the tea industry. Climate

refers to the meteorological condition - mainly rainfall, temperature, wind, in a given

region experienced over a long period of time.  Significant deviation in climatic conditions

is what is known as climate change. Growth of crops depends on many factors including

soil, environment and crop management. Of the environmental factors, temperature and

rainfall are two key determinants of crops growth in the tropical climate. As chemical

constituents of tea leaf vary with climatic conditions, climate change can affect the quality

characteristics of made tea (final product). In chapter 7 on Climate Change and Its

Implications on  the Tea Industry in Sri Lanka, M.A. Wijeratne analyses the impacts of

climate change on the tea industry of the country. In the chapter, he identifies vulnerable

tea growing regions in Sri Lanka and recommends appropriate adaptation measures to

minimize adverse impacts of climate change with a view towards sustainable

development of the tea industry.

At the other end of the tea value chain, the sale of tea is increasingly being governed by

both public and private standards. In recent times, the nature of standards has changed

both in form and scope. Chapter 8 on Food Standards Governing the Tea Value Chain in Sri

Lanka: Benefits, Costs and Challenges, by Janaka Wijayasiri details how the changes to the

standards environment have transformed recently. He points to four main trends in

standards, namely, a)increasing stringency of public mandatory standards; b) increasing

importance of private standards; c) a shift from product standards to process standards;

and, d) increasing scope of standards. These developments have affected the tea industry

in Sri Lanka. Currently, the industry not only has to meet public quality and safety

standards which are mostly mandatory in local context but also private standards set by
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the foreign buyers and/or third party organizations. These private standards are more

complex than the public standards, going beyond quality and safety concerns. Though

voluntary, private standards are increasingly important for supplying certain overseas

buyers and markets. The Chapter examines stakeholders' perceptions of food standards

governing the tea value chain - the costs, the benefits and challenges of compliance.

Despite the costs and challenges involved in complying with the standards, the chapter

argues that there are several benefits stemming from compliance which should be taken

into account when assessing the implications of standards for the industry.

Once the green tea leaf grown by plantations and smallholders has been processed into

black tea, it is channelled through the tea auction. Traditionally, tea has been traded

through auctions worldwide. There are 11 tea auction centers in the world, and the CTA

is the largest single origin black tea auction in the world. The tea auction consists of four

parties, namely sellers, brokers (auctioneers), buyers and regulatory authorities. Tea

broker plays a crucial role by providing multiple services to both the producers and

buyers. The price in the tea auction is a result of a complex interplay of numerous factors.

While there can be certain inherent flaws in auctions like cartelization,  its importance in

price determination cannot be denied. In the case of CTA, while its competitiveness has

been a subject of debate, Bandara Gajanayake's chapter 9 on the Colombo Tea Auction:

Major Marketing Mechanism to Dispose Bulk Tea provides a favourable assessment of

the system in bidding of tea in the country.

In the context of changes in consumer preferences, life styles and increasing competition

from other beverages in the global market, tea in its traditional form as a brewed beverage

is undergoing change. As a result, the Sri Lanka's tea industry is at crossroads and the

country's status as an exporter of bulk tea needs to be altered to that of an exporter of

value added teas, to ensure the future viability of the industry. However, stakeholders of

the tea industry with diverse agendas are divided on how best to achieve this. As a

result, there is no clear policy direction for the value addition process of the tea industry.

Chapter 10 on The Case for Liberalization of Tea Imports for Increasing Value Addition

and Enhancing Tea Exports of Sri Lanka, by Saman Kelegama argues that increasing

exports of value added teas by importing teas and blending with local teas and then re-

exporting these products as mixed blends will lead to a greater range of Sri Lankan tea

exports, including "Pure Ceylon Tea". Such a strategy would widen the existing consumer

base, allowing the industry to cater to a diverse range of tastes and prices. This  chapter

states that the imported teas will not depress the prices for the local teas and mixed

blends will not dilute the image of 'Pure Ceylon Tea',  if necessary statutory safeguards
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are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.

High

Medium

Low

Total

Bought leaf only

Own leaf & bought

leaf

Own leaf

Figure 6
Number of Factories by Type of Management and Elevation
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the
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producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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are put in place. The chapter presents the case for a gradual liberalization of import of

foreign teas until the regulatory framework is consolidated.

In chapter 11 on The Future of Sri Lanka's Tea Industry, H.N. Thenuwara examines the

prospects for the tea sector given the many challenges and opportunities facing it. He

notes that the demand has been gradually growing, and will continue to grow in the

future. While only a handful of countries including Sri Lanka are supplying significantly

to meet this demand, many of these countries have been raising their production in line

with the growing demand. Sri Lanka's supply of tea has also been growing over time,

but not as fast as the growth in global demand. This is due to the limitation in the

available arable land in the country. This limitation will also retard the growth of the

future supply of tea from Sri Lanka to the world. The slowdown in supply, coupled with

the high quality of tea has brought in a price advantage for Sri Lanka. This price

advantage may be maintained with continuing efforts in ensuring high quality of tea,

and efforts in marketing and branding. Trade and other industry policies may also be

designed with the objective of maintaining high quality of Sri Lanka tea. Adoption of

environmentally friendly production techniques will allow Sri Lanka's tea to establish

its reputation as a 'green' industry, and thereby continue to command a higher price.

The above chapters emphasize major issues facing the tea industry and its future

sustainability. The long-term sustainability of the industry depends upon factors such

as external demand shifts, competition from competing countries or international

competitiveness, internal costs, technological improvements and reinvestment. The tea

industry may not be able to exert any influence over some of the external factors but can

have control over internal factors such as productivity, domestic cost of production,

quality improvements and marketing - all of which affect the commercial viability and

long-term sustainability. Therefore, attention needs to be shifted in resolving these issues

systematically and in an economically feasible manner. These chapters examine, analyse

and discuss the issues in-depth, and policy makers, the private sector and other

stakeholders who have an interest in the tea industry can benefit from the contents of

this book, as the industry celebrates 150 years.
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2
Overview of the Tea Industry in Sri Lanka: Current

Status and Challenges

Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.
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Bought leaf only
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Figure 6
Number of Factories by Type of Management and Elevation
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the

30

Janaka Wijayasiri

producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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Tea is not an indigenous plant to Sri Lanka but was introduced by the British from India

and China when Sri Lanka (then known as Ceylon) was under the British rule

(Vidanagamachchi, 1987). While experimental planting of tea is reported to have begun

as early as 1824 and 1839 when tea seeds were brought to Sri Lanka from China and

India respectively, commercial cultivation only began in 1867 (Wimaladharma, 2003).

The first commercial tea plantation was started on an experimental basis by James Taylor,

a Scottish planter on an estate known as 'Loolecondera' near Kandy (Sivaram, 2003).

Taylor played a significant role in the development of Ceylon Tea and is now considered

the 'father of the tea industry' in Sri Lanka. Before the introduction of tea, coffee was the

dominant cash crop (Sri Lanka Tea Board [SLTB], 2012), but when the coffee plantations

were struck by coffee rust (Hemileia Vastatrix) towards the end of the 1860s, British

planters switched to cultivation and production of tea (K. M. De Silva, 1981). By the

1890s almost all coffee plantations in Sri Lanka had been converted to tea (Emmet, 1967).

The availability of fertile land for tea cultivation in the highlands at practically no cost,

with ideal climatic conditions for growing tea, British capital and cheap imported labour

from India, and a readily available market in Britain for the product laid the foundation

for the industry (Manikam, 1995). The industry witnessed a rapid expansion in the late

18th century, and this brought a good deal of interest from large British companies,

which took over many of the estates (C. R. De Silva, 1987). Exports expanded with the

increasing demand for tea in the British market and rising prices. The colonial

administration gave every encouragement and assistance to investors, as the British

colonial policy was to run the colonies at a profit (M. Fernando, 2000). Infrastructure

such as roads and railways which were established at the height of coffee cultivation,

linking Colombo with the plantations in the hinterland to transport produce, were further

expanded and helped the rapid development of the tea industry (K. M. De Silva, 1981).

Following the independence in 1948, the newly elected government did not want to

change the status quo  (SLTB, 2012). The tea plantations and ancillary services continued

to be largely controlled by British interests, while the country maintained close relations

with the former colonial power, which was the main market (M. Fernando, 2000). However,

political groups with leftist leanings and trade unionists called for nationalization and

greater control of the commanding heights of the economy. These voices became much

vocal after the change of government in 1956. In anticipation of nationalisation, foreign
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2
Overview of the Tea Industry in Sri Lanka: Current

Status and Challenges

Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.
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Figure 6
Number of Factories by Type of Management and Elevation
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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Source: Trademap Database.

Colombo Auction have been generally above average global prices (Colombo Tea Traders

Association [CTTA], 2011). The consolidated global price for tea in 2014 was US$2.72/

kg (World Bank, n.d.). The average price fetched at Colombo is above the global price and

other auction centres (Figure 9). There are several reasons for the high prices:

predominance of orthodox tea, strong international demand for Ceylon tea, high levels

of value addition, adherence to international standards, and extensive marketing/

promotional work by the industry and the SLTB.

Table 1
Major 10 Destinations of Ceylon Tea by Export Categories for the Year 2014

Total tea 
exports (% of 
total) 

 

Bulk Black Tea  
(% of total) 

 

Black tea less 
than 3kg (% of 
total) 

 

Bulk Green tea 
(% of total)

 

Green tea less 
than 3kg  
(% of total)

 

Russian 
Federation   
(14.18%) 

Russian 
Federation 
(18.41%) 

Turkey 
 (18.85%) 

United Arab 
Emirates  
(37.21%) 

Russian 
Federation 
(31.63%) 

Turkey 
 (12.98%) 

Iran, Islamic 
Republic of  

(17.87%) 

Russian 
Federation 

(9.19%) 

Libya, State of 
(13.79%) 

Ukraine  
(8.81%) 

Iran, Islamic 

Republic of  
(9.96%) 

Turkey 

 (8.40%) 

Iraq 

 (8.15%) 

Russian 

Federation 
(11.99%) 

Australia 

 (8.40%) 

Iraq (5.61%) United Arab 
Emirates 

(6.68%) 

Libya, State of 
(5.86%) 

France  
(5.91%) 

United States of 
America  

(8.07%) 
United Arab 

Emirates  
(5.48%) 

Azerbaijan  

(6.29%) 

United Arab 

Emirates  
(4.14%) 

Ukraine  

(5.60%) 

Netherlands  

(5.86%) 

Syrian Arab 

Republic  
(3.73%) 

Japan  

(4.73%) 

Jordan  

(4.07%) 

Taipei, Chinese 

(3.88%) 

United Kingdom 

(2.68%) 

Azerbaijan  
(3.29%) 

Syrian Arab 
Republic  

(4.49%) 

Australia 
 (3.45%) 

Germany  
(3.52%) 

France 
 (2.49%) 

Japan  
(3.08%) 

Iraq  
(3.62%) 

Syrian Arab 
Republic  
(3.17%) 

Italy 
(3.02%) 

Belarus  
(2.24%) 

Libya, State of 
(2.81%) 

Kuwait  
(3.23%) 

Lebanon  
(2.68%) 

United 
Kingdom 

(2.37%) 

Nigeria (2.13%) 

Kuwait  

(2.65%) 

Chile  

(2.69%) 

United States of 

America  
(2.59%) 

Malaysia  

(1.69%) 

Uzbekistan  

(2.06%) 
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Tea is not an indigenous plant to Sri Lanka but was introduced by the British from India

and China when Sri Lanka (then known as Ceylon) was under the British rule

(Vidanagamachchi, 1987). While experimental planting of tea is reported to have begun

as early as 1824 and 1839 when tea seeds were brought to Sri Lanka from China and

India respectively, commercial cultivation only began in 1867 (Wimaladharma, 2003).

The first commercial tea plantation was started on an experimental basis by James Taylor,

a Scottish planter on an estate known as 'Loolecondera' near Kandy (Sivaram, 2003).

Taylor played a significant role in the development of Ceylon Tea and is now considered

the 'father of the tea industry' in Sri Lanka. Before the introduction of tea, coffee was the

dominant cash crop (Sri Lanka Tea Board [SLTB], 2012), but when the coffee plantations

were struck by coffee rust (Hemileia Vastatrix) towards the end of the 1860s, British

planters switched to cultivation and production of tea (K. M. De Silva, 1981). By the

1890s almost all coffee plantations in Sri Lanka had been converted to tea (Emmet, 1967).

The availability of fertile land for tea cultivation in the highlands at practically no cost,

with ideal climatic conditions for growing tea, British capital and cheap imported labour

from India, and a readily available market in Britain for the product laid the foundation

for the industry (Manikam, 1995). The industry witnessed a rapid expansion in the late

18th century, and this brought a good deal of interest from large British companies,

which took over many of the estates (C. R. De Silva, 1987). Exports expanded with the

increasing demand for tea in the British market and rising prices. The colonial

administration gave every encouragement and assistance to investors, as the British

colonial policy was to run the colonies at a profit (M. Fernando, 2000). Infrastructure

such as roads and railways which were established at the height of coffee cultivation,

linking Colombo with the plantations in the hinterland to transport produce, were further

expanded and helped the rapid development of the tea industry (K. M. De Silva, 1981).

Following the independence in 1948, the newly elected government did not want to

change the status quo  (SLTB, 2012). The tea plantations and ancillary services continued

to be largely controlled by British interests, while the country maintained close relations

with the former colonial power, which was the main market (M. Fernando, 2000). However,

political groups with leftist leanings and trade unionists called for nationalization and

greater control of the commanding heights of the economy. These voices became much

vocal after the change of government in 1956. In anticipation of nationalisation, foreign
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Janaka Wijayasiri1

1. Introduction

The purpose of this chapter is to introduce the Sri Lankan tea industry and discuss its

main challenges, thereby providing context for subsequent chapters in the book. This

chapter will first provide a brief historical account as to how the tea industry emerged to

become a highly mature and well-established industry with an export-orientation.

Second, the chapter will underline the importance of the tea industry in its contribution

to Sri Lanka's national income, employment and foreign exchange earnings. Third, the

chapter will examine the major characteristics of the tea value chain and the stakeholders

involved in tea production, manufacturing, marketing and exporting. Fourth, the chapter

will highlight the main challenges the industry currently faces, which need to be addressed

to safeguard Sri Lanka's place in international tea production and trade.

2. Historical Background to the Tea Industry in Sri Lanka

The tea industry in Sri Lanka has a long history, spanning nearly 150 years, which can

be categorised into three broad phases: a) first phase (1867-1971/75), beginning with

the introduction of tea to Sri Lanka under the British control and its gradual growth to

become the leading export until the nationalisation of estates in 1971-75; b) second

phase (1971/75-1992), under the government control, which lasted until 1992; and c)

third phase  (1992 to present), with the active participation of the private sector in the

management of state-owned tea plantations (Yogaratnam, 2009).

1 This chapter is an update of a chapter from PhD dissertation on 'Implications of Food Standards on
Governance in the Tea Industry in Sri Lanka: A Value Chain Analysis' (Wijayasiri, 2013). The author
acknowledges the research assistance extended by Nuwanthi Senaratne of IPS in updating the
chapter.
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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Source: Trademap Database.

Colombo Auction have been generally above average global prices (Colombo Tea Traders

Association [CTTA], 2011). The consolidated global price for tea in 2014 was US$2.72/

kg (World Bank, n.d.). The average price fetched at Colombo is above the global price and

other auction centres (Figure 9). There are several reasons for the high prices:

predominance of orthodox tea, strong international demand for Ceylon tea, high levels

of value addition, adherence to international standards, and extensive marketing/

promotional work by the industry and the SLTB.

Table 1
Major 10 Destinations of Ceylon Tea by Export Categories for the Year 2014

Total tea 
exports (% of 
total) 

 

Bulk Black Tea  
(% of total) 

 

Black tea less 
than 3kg (% of 
total) 

 

Bulk Green tea 
(% of total)

 

Green tea less 
than 3kg  
(% of total)

 

Russian 
Federation   
(14.18%) 

Russian 
Federation 
(18.41%) 

Turkey 
 (18.85%) 

United Arab 
Emirates  
(37.21%) 

Russian 
Federation 
(31.63%) 

Turkey 
 (12.98%) 

Iran, Islamic 
Republic of  

(17.87%) 

Russian 
Federation 

(9.19%) 

Libya, State of 
(13.79%) 

Ukraine  
(8.81%) 

Iran, Islamic 

Republic of  
(9.96%) 

Turkey 

 (8.40%) 

Iraq 

 (8.15%) 

Russian 

Federation 
(11.99%) 

Australia 

 (8.40%) 

Iraq (5.61%) United Arab 
Emirates 

(6.68%) 

Libya, State of 
(5.86%) 

France  
(5.91%) 

United States of 
America  

(8.07%) 
United Arab 

Emirates  
(5.48%) 

Azerbaijan  

(6.29%) 

United Arab 

Emirates  
(4.14%) 

Ukraine  

(5.60%) 

Netherlands  

(5.86%) 

Syrian Arab 

Republic  
(3.73%) 

Japan  

(4.73%) 

Jordan  

(4.07%) 

Taipei, Chinese 

(3.88%) 

United Kingdom 

(2.68%) 

Azerbaijan  
(3.29%) 

Syrian Arab 
Republic  

(4.49%) 

Australia 
 (3.45%) 

Germany  
(3.52%) 

France 
 (2.49%) 

Japan  
(3.08%) 

Iraq  
(3.62%) 

Syrian Arab 
Republic  
(3.17%) 

Italy 
(3.02%) 

Belarus  
(2.24%) 

Libya, State of 
(2.81%) 

Kuwait  
(3.23%) 

Lebanon  
(2.68%) 

United 
Kingdom 

(2.37%) 

Nigeria (2.13%) 

Kuwait  

(2.65%) 

Chile  

(2.69%) 

United States of 

America  
(2.59%) 

Malaysia  

(1.69%) 

Uzbekistan  

(2.06%) 
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companies which owned the estates began to cut down on investment in replanting and

factory modernisation and neglected the plantations (Manikam, 1995). They also found

new investment opportunities elsewhere in some of Britain's colonies in East Africa,

which possessed suitable agro-climatic conditions with considerable virgin land for tea

cultivation (R. Fernando, 1994).

Until 1971, almost two-thirds of tea plantations were owned and managed by foreign

and local companies (Ranasinghe, 1995). With the emergence of a government with an

absolute majority in Parliament and many leftists occupying key ministries in 1970,

plantations were nationalised in the period 1972 to 1975 (Shanmugaratnam, 1997).

Nationalisation was the first major policy change to have a significant impact on the tea

industry (Wimaladharma, 2003). The Land Reform Laws of 1971 and 1975 limited private

holdings to a maximum of 20ha enabling the government to acquire more than 500 tea,

rubber and coconut estates owned by the foreign and local individuals and companies

(Ethulgala, 2009). The Land Reform Act allowed the state majority control of the

plantations and left about a third of the estates in private hands; 62% of tea land, 32% of

rubber land and 11% of coconut land came under the government control (Ranasinghe,

1995).

The tea industry thereafter broke up into two segments: the plantations consisting of

nationalised tea estates of over 20 ha of land and smallholder farmers with less than 20

ha. After several experiments with management, plantations were brought under two

state-owned corporations in 1977, Janatha Estate Development Board (JEDB) and Sri

Lanka State Plantation Corporation (SLSPC). They became two of the world's largest

agricultural corporations, producing two-thirds of Sri Lanka's tea and one-third of its

rubber (R. Fernando, 1995). The entire state sector was managed by these two corporations

until 1992 (Mohamed and Zoysa, 2008).

Estates neglected for almost two decades by companies in anticipation of nationalisation

were further run down after the take-over (Manikam, 1995). These two organisations

incurred heavy losses due to 'waste, corruption and inefficiency' (R. Fernando, 1994,

p.2). Combined with high taxes and falling international prices, these proved to be a

burden on the state. The government that came to power in 1977 liberalized the economy,

and took several measures to rehabilitate the tea sector, embarking upon a number of
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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Instant,
0.67%

Bags,
8.04%

Packets,
49.56%

Bulk,
41.73%

8. Exporting

Despite its size, Sri Lanka is the fourth largest tea producer after China (40.5%), India

(23.3%) and Kenya (8.6%), with a share of 6.5% of world tea production in 2014 (TradeMap

Database). While both China and India are the largest producers, they consume most of

what they produce domestically. Sri Lanka, by contrast, is highly export-oriented with

almost 97% of tea exported, accounting for about 15.32% of global tea exports in 2014,

and second largest after Kenya (21.61%); China and India accounted for 14.21% and

10% of total world export of tea, respectively (TradeMap Database) (SLTB, 2014). From

1965, Sri Lanka was the largest exporter before Kenya took this coveted position in 2004

(Mohamed and Zoysa, 2008). Nevertheless, Sri Lanka remains the market leader in

terms of orthodox tea, whereas Kenya is predominantly a CTC producer. In 2014, Sri

Lanka exported 327million kg, which brought in Rs.212bn export earnings (SLTB, 2014).

Given the variety of tea produced, Sri Lanka exports to more than 160 countries (Trademap

Database, n.d.). As shown in Table 1, the top ten tea export markets for Sri Lanka are

Russia, followed by the Turkey, Iran, Iraq , UAE,  Syria, Azerbaijan, Japan, Libya, State

and Kuwait. By region, the Middle East and Russia are the largest markets for Sri Lanka's

tea exports, accounting for 50.57% and 14.18% respectively in 2014 (Figure 10).

Sri Lanka exports tea in a variety of ways: in bulk and value-added form (packets, tea

bags). While tea has traditionally been sold in bulk form, the industry over time has been

adding value to the product by exporting it in various forms, catering to the changing

Figure 10
Export Markets for Sri Lankan Tea by

Region (% of Total)

    Source: Compiled from SLTB, 2014.

Figure 11
Composition of Tea Exports,

by Type

Source: Compiled from Trademap Database.

Other
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countries,
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Other, 16%

Russia,
14%

Europe,
11%

Middle East,
51%
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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companies which owned the estates began to cut down on investment in replanting and

factory modernisation and neglected the plantations (Manikam, 1995). They also found

new investment opportunities elsewhere in some of Britain's colonies in East Africa,

which possessed suitable agro-climatic conditions with considerable virgin land for tea

cultivation (R. Fernando, 1994).

Until 1971, almost two-thirds of tea plantations were owned and managed by foreign

and local companies (Ranasinghe, 1995). With the emergence of a government with an

absolute majority in Parliament and many leftists occupying key ministries in 1970,

plantations were nationalised in the period 1972 to 1975 (Shanmugaratnam, 1997).

Nationalisation was the first major policy change to have a significant impact on the tea

industry (Wimaladharma, 2003). The Land Reform Laws of 1971 and 1975 limited private

holdings to a maximum of 20ha enabling the government to acquire more than 500 tea,

rubber and coconut estates owned by the foreign and local individuals and companies

(Ethulgala, 2009). The Land Reform Act allowed the state majority control of the

plantations and left about a third of the estates in private hands; 62% of tea land, 32% of

rubber land and 11% of coconut land came under the government control (Ranasinghe,

1995).

The tea industry thereafter broke up into two segments: the plantations consisting of

nationalised tea estates of over 20 ha of land and smallholder farmers with less than 20

ha. After several experiments with management, plantations were brought under two

state-owned corporations in 1977, Janatha Estate Development Board (JEDB) and Sri

Lanka State Plantation Corporation (SLSPC). They became two of the world's largest

agricultural corporations, producing two-thirds of Sri Lanka's tea and one-third of its

rubber (R. Fernando, 1995). The entire state sector was managed by these two corporations

until 1992 (Mohamed and Zoysa, 2008).

Estates neglected for almost two decades by companies in anticipation of nationalisation

were further run down after the take-over (Manikam, 1995). These two organisations

incurred heavy losses due to 'waste, corruption and inefficiency' (R. Fernando, 1994,

p.2). Combined with high taxes and falling international prices, these proved to be a

burden on the state. The government that came to power in 1977 liberalized the economy,

and took several measures to rehabilitate the tea sector, embarking upon a number of
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).

15

Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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8. Exporting

Despite its size, Sri Lanka is the fourth largest tea producer after China (40.5%), India

(23.3%) and Kenya (8.6%), with a share of 6.5% of world tea production in 2014 (TradeMap

Database). While both China and India are the largest producers, they consume most of

what they produce domestically. Sri Lanka, by contrast, is highly export-oriented with

almost 97% of tea exported, accounting for about 15.32% of global tea exports in 2014,

and second largest after Kenya (21.61%); China and India accounted for 14.21% and

10% of total world export of tea, respectively (TradeMap Database) (SLTB, 2014). From

1965, Sri Lanka was the largest exporter before Kenya took this coveted position in 2004

(Mohamed and Zoysa, 2008). Nevertheless, Sri Lanka remains the market leader in

terms of orthodox tea, whereas Kenya is predominantly a CTC producer. In 2014, Sri

Lanka exported 327million kg, which brought in Rs.212bn export earnings (SLTB, 2014).

Given the variety of tea produced, Sri Lanka exports to more than 160 countries (Trademap

Database, n.d.). As shown in Table 1, the top ten tea export markets for Sri Lanka are

Russia, followed by the Turkey, Iran, Iraq , UAE,  Syria, Azerbaijan, Japan, Libya, State

and Kuwait. By region, the Middle East and Russia are the largest markets for Sri Lanka's

tea exports, accounting for 50.57% and 14.18% respectively in 2014 (Figure 10).

Sri Lanka exports tea in a variety of ways: in bulk and value-added form (packets, tea

bags). While tea has traditionally been sold in bulk form, the industry over time has been

adding value to the product by exporting it in various forms, catering to the changing

Figure 10
Export Markets for Sri Lankan Tea by

Region (% of Total)

    Source: Compiled from SLTB, 2014.

Figure 11
Composition of Tea Exports,

by Type

Source: Compiled from Trademap Database.
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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projects with funding from the World Bank (WB) and the Asian Development Bank

(ADB). Despite these measures, the two corporations continued to make heavy losses.

This was in contrast to the smallholder sector, which grew significantly particularly

after 1980, with the demand for low-grown tea from the Middle East, Russia and

Commonwealth of Independent States (CIS) (Mohamed and Zoysa, 2008). Many farmers

switched to tea from less profitable crops such as rubber, cinnamon, vegetables and

fruits, increased their tea holdings, leased land or encroached on government land for

tea cultivation due to high prices for low-grown teas (Government of Sri Lanka [GOSL],

1995). The government too, encouraged the expansion of the sector by setting up the Tea

Small Holdings Development Authority (TSHDA), and providing incentives, such as

subsidies for new planting, replanting, fertiliser, planting material, etc. (GOSL, 1995).

Due to the poor performance of state-run plantations which accounted for much of the

tea industry, the overall contribution of tea to the economy declined while industries

such as apparels took a more prominent place (R. Fernando, 1995). Sri Lanka also began

to lose its competitive edge and market share of world tea exports due to increases in cost

of production, low productivity, preference for Cut, Tear and Curl (CTC) teas and

emergence of low-cost producers (R. Fernando, 1995; Mohamed and Zoysa, 2008).

In the early 1990s, a restructuring programme was introduced under pressure from the

WB and ADB, which brought in the private sector to manage the 450 state-owned estates.

Privatisation was the second important policy change made in relation to the industry

(Ethulgala, 2009). Privatisation was expected to improve the commercial operation and

management of plantations by bringing in expertise from the private sector and ending

the regular supply of funds by government to cover the losses of the two corporations

(Mohamed and Zoysa, 2008). In 1992, the estates were amalgamated into 23 clusters,

each consisting of high and low productivity tea and rubber estates (Ranasinghe, 1995).

Their management was handed over to the private sector through competitive bidding

on a five-year lease, later extended up to 53 years in 1995 to encourage private investments

(United Nations Economic and Social Commission for Asia and the Pacific [UNESCAP],

1999).
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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After studying on how to make further improvements to the industry, restructuring of

the RPCs to allow the fuller participation of the private sector in their ownership was

recommended. Most estates were subsequently privatised in 1996-97 (UNESCAP, 1999).

The RPCs were capitalised and stocks were sold through the Colombo Stock Exchange,

with the government selling the majority of the shares (51%) to the private sector in

January 1996, 20% to the public in September 1997 and gifting 10% to employees in

December 1997 as the final step of the privatisation programme. The government retained

one Golden Share in the companies, giving it special rights (R. Fernando, 1995). This

move resulted in huge savings for the government and some companies managing the

estates started making profits.

3. Importance of Tea Industry to Sri Lanka's Economy

For the greater part of British colonial rule (1796-1948), and almost three decades after

independence, tea was the mainstay of Sri Lanka's economy. Forrest (1967, p.19), who

wrote the most authoritative historical account of the industry in 1967 to coincide with

its 100th anniversary, stated that 'tea is the life blood of Ceylon'. Although many

developments have taken place since this book was published, and the structure of Sri

Lanka's economy has changed drastically with the expansion of industrial and service

sectors of the economy, the role that the tea industry has played in Sri Lanka's socio-

economic development cannot be matched by any other sector (Ganewatte, 2002).

While its relative importance has gradually declined over time and it is no longer the

mainstay of the economy, tea remains a vital sector of the economy (Arumugam, 1995;

Ekanayake, 1995). As of 2014, the industry is the third-largest agricultural crop after

other food crops and paddy and coconut (Central Bank of Sri Lanka [CBSL], 2015). The

agricultural sector contributes about 10.1% of total GDP, of which tea comprises about

9.68% (CBSL, 2015).  Not only does this industry provide employment directly and

indirectly over one million people, which accounts for roughly 10% of the population, it

also generates significant valuable foreign exchange (De Alwis, 2011). In fact, it is

country's largest employer  and tea was Sri Lanka's main export until the 1980s, when it

was surpassed by apparel (SLTB, 2014). In 2014, Sri Lanka exported approximately

327,005 MT of black tea, which brought in Rupees 2,125,581 billion. This amounted to

14.63% of total export earnings in that year (CBSL, 2015).
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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Winds of Change in the Tea Industry: From

Nationalization to Privatization

Rohan Fernando

1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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4. Area of Production

Sri Lanka produces tea throughout the year on sloping terrains in the central highlands

and southern foothills, which have a cool and pleasant subtropical climate ideal for

cultivation. Tea is grown in 14 of the 25 districts across five provinces: Western, Central,

Figure 1

Extent of Tea Plantation by District

Source: MPI, 2014.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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Nationalization to Privatization

Rohan Fernando

1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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Tea-growing areas are broadly categorised by the elevation at which tea is grown by the

Sri Lanka Tea Board (2008): high-grown (from 1,200m upwards), medium-grown (600-

1,200 m) and low-grown (sea level to 600m). The extent of cultivation has steadily declined

in the aftermath of nationalisation of plantations in 1972-75 (Pitigala, 2000). This has

been more pronounced in the high- and medium-grown areas compared to low-grown,

which has seen a significant increase with the expansion of the smallholder sector.

Tea cultivation in Sri Lanka, as in other countries, is undertaken by plantation and

smallholder sectors. The plantation sector consists of 23 regional plantation companies

(RPCs) owned by large companies/conglomerates. Each plantation company owns

several estates, ranging on average from 240 to 400ha , each with its own labour force

living and working on the estate (Modder, 1999). RPC-owned estates are widespread,

growing tea at different elevations and other agricultural crops like rubber, coconut, etc.

They also own tea factories which are located on the estates and process their own tea

leaf as well as bought leaf supplied

by the smallholders.

In contrast, the smallholding sector

consists of approximately 400,000

farmers, who grow tea on 0.5 to 20.2

ha (Ministry of Plantation Industries

[MPI], 2014). According to the Tea

Control Act No. 51 of 1957, holdings

below 20.2ha are treated as

smallholdings (GOSL, 1995). In

2014, it is estimated that there are

400,000 smallholdings, covering

121,429ha. Of total holdings, 51%

are less than 0.5ha (MPI, 2014). The

Figure 2
Breakdown of Tea Land by Ownership -

Smallholdings and RPCs (% of Total)

Source: Compiled from SLTB, 2014.

Southern, Northern Western, Uva,   Sabaragamuwa. The total extent of land under tea

cultivation is approximately 187,000 ha in 2013, the world's third largest tea growing

area after China and India, (SLTB, 2014). Although tea is cultivated in 14 districts, it is

extensively cultivated in Nuwara Eliya, Ratnapura, Badulla, Galle, Matara, and Kandy

(Figure 1).
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the
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Nationalization to Privatization
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1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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smallholders either rely on family labour or hire workers to cultivate and harvest tea but

depend on bought-leaf factories (BLFs) to process leaf. While most small-holders are

found in the low country (for example, in the districts of Ratnapura, Galle, Matara,

Kalutara), plantations are located mostly in the high and medium elevations (Mohamed

and Zoysa, 2008).

Within the last two decades, the smallholder sector has emerged to play an important

role in the tea industry, which was previously dominated by the plantation sector. Of the

203,113ha cultivated with tea, 121,429ha (59.78%) are under smallholders while the rest

(81,684 or 40.22%) is under the management of RPCs and the state sector  (Figure 2) (MPI,

2014). The expansion of smallholdings was driven by the increase in demand for low

grown teas in the international markets, and considerable encouragement and support

from the state.

5. Production

Tea production continued to increase until 1965 and thereafter witnessed a gradual

decline (Ganewatte, 2002). There was a turnaround after privatisation in 1992 with a

steady increase in production (Pitigala, 2000). In 2014, Sri Lanka produced about 338

million kg (SLTB, 2014). Much of the increase in production came from low-grown areas

Figure 3
Green Leaf Production by Elevation

 (% of Total)

Figure 4
Contribution of Total Green Leaf

Production - Plantations and

Smallholdings (% of Total)

Source: Compiled from SLTB, 2014. Source: TSHDA, 2014.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).

Orthodox
93%
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.

High

Medium

Low

Total

Bought leaf only

Own leaf & bought

leaf

Own leaf

Figure 6
Number of Factories by Type of Management and Elevation
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the
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producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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6. Manufacturing of Made Tea

Sri Lanka mainly manufactures black tea. Black tea is further categorised on the basis of

the processing method into 'Cut, Tear and Curl' (CTC) and 'Orthodox Tea'.  In the case of

CTC, tea leaf undergoes the 'crush, tea, curl' process which produces small granules

(Ali, et al., 1997). This is now the most common type of tea sold in the international

Figure 5
Made Tea Production by Category

 (% of Total)

Source: Compiled from SLTB, 2014.

market and is known to be better suited for tea

bag (Institute of Social Development [ISD],

2008). In the orthodox process of production,

withered leaves are lightly crushed by a roller

producing a tea which is twisted and wiry in

appearance (Ali, et al., 1997). This a more

traditional means of manufacturing tea,

namely specialty teas (Ali, et al., 1997). While

Sri Lanka produces both categories, orthodox

tea accounts for 93% of total production

(Figure 5). CTC and green tea account for 6%

and less than 1% of total production,

respectively (SLTB, 2014).

According to the SLTB (2014), there are 717

tea factories in operation, though the number

where the smallholders are concentrated while slow growth in production has been due

to poor performance of the plantation sector (Yogaratnam, 2009). As shown in Figure 3,

low-grown teas account for 62% of total production; high and medium-grown teas for a

share of 23% and 15% respectively in 2014 (SLTB, 2014). High-grown tea was the leader

prior to 1985, but, with rising demand for heavy liquouring, low-grown teas overtook

the former (GOSL, 1995).

Two major factors underline the marked increase in the production of low-grown teas

since 1978 (GOSL, 1995): 1) the increase in demand for low grown teas; and 2) the

expansion of smallholdings and private factories in low country, compared to high- and

medium-grown teas which were under the state control. Currently, the smallholders

contribute as much as 73.2% of total production, with plantations accounting for 26%

(see Figure 4) (TSHDA, 2014).
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the
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grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the
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producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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of registered factories is much greater (899). There has been a steady expansion in the

number of operating factories, which is a cause of concern because there are more factories

in relation to supply of green leaf, leading to deterioration in the quality of tea. This is

most apparent in some low-grown areas where there is stiff competition between BLFs.

Attractive prices for low-grown teas and the availability of liberal credit facilities, etc.,

led to a substantial increase in the number of BLFs, to meet the rapid increase in

production of low-grown tea by smallholders (GOSL, 1995).

Source: SLTB, 2014.

Of the 717 operating tea factories, 386

are both own leaf and BLFs; 311 are only

BLFs while 78 factories are confined to

own leaf (Figure 6). Most BLFs are

located in low elevations while many of

the factories confined to own leaf are to

be found in high elevations. Factories

depending on own leaf and bought leaf

are equally distributed across low and

high elevations. Over time, the number

of high- and medium-grown factories

has fallen as a result of the decline in

the production of high- and medium-

Figure 7
Tea Production (% of Total Made Tea) -

Own Leaf and Bought Leaf

Source: Compiled from SLTB, 2014.
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Total

Bought leaf only

Own leaf & bought

leaf
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Figure 6
Number of Factories by Type of Management and Elevation

21

Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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other professionals. The task force considered three options for reforming the two

corporations:

i Continue with the current status of the two corporations with a complete
restructuring;

ii A gradual shift to private sector ownership and management, whilst
continuing the state ownership in the short term;

iii Immediate implementation of state ownership and private management,
leading to long term private sector ownership and management.

The third option was chosen as the most suitable for improving the performance of the

state plantations sector.

4. Privatization of Plantations

4.1  Introduction of Management Contracts

Although the WB, other donors and the task force appointed by the government preferred

full scale private sector management and the divesting of ownership of estates, there

was a degree of political and social pressure against such a move as the tea plantation

land was a very sensitive issue to the government of Sri Lanka (MoF, 1992; Fernando,

2004). Therefore, as an interim measure, the government introduced management

contracts to private companies in May 1991, with full scale private management and

ownership deferred for a later date. It was also felt that the period of the management

contract would be a good time for the government to evaluate this major shift in the

plantation sector policy.

Despite much opposition from social and political elements and other vested interests,

the government skillfully introduced management contracts to the estates hitherto owned

by the two large corporations. The government also built up a strong understanding

with the two major plantation trade unions - the CWC and Lanka Jathika Estate Workers

Union (LJEWU), both of which were led by two powerful cabinet ministers at that time to

implement this strategy without any disruption.

4.2 Formation of Regional Plantations Companies (RPCs)

The process of restructuring took place in a systematic way. There were 502 estates in

operation at the time of restructuring. Out of this, 449 of estates managed by the two

corporations were separated into 22 independent limited liability companies known as
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Source: Trademap Database.

Colombo Auction have been generally above average global prices (Colombo Tea Traders

Association [CTTA], 2011). The consolidated global price for tea in 2014 was US$2.72/

kg (World Bank, n.d.). The average price fetched at Colombo is above the global price and

other auction centres (Figure 9). There are several reasons for the high prices:

predominance of orthodox tea, strong international demand for Ceylon tea, high levels

of value addition, adherence to international standards, and extensive marketing/

promotional work by the industry and the SLTB.

Table 1
Major 10 Destinations of Ceylon Tea by Export Categories for the Year 2014

Total tea 
exports (% of 
total) 

 

Bulk Black Tea  
(% of total) 

 

Black tea less 
than 3kg (% of 
total) 

 

Bulk Green tea 
(% of total)

 

Green tea less 
than 3kg  
(% of total)

 

Russian 
Federation   
(14.18%) 

Russian 
Federation 
(18.41%) 

Turkey 
 (18.85%) 

United Arab 
Emirates  
(37.21%) 

Russian 
Federation 
(31.63%) 

Turkey 
 (12.98%) 

Iran, Islamic 
Republic of  

(17.87%) 

Russian 
Federation 

(9.19%) 

Libya, State of 
(13.79%) 

Ukraine  
(8.81%) 

Iran, Islamic 

Republic of  
(9.96%) 

Turkey 
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Australia 
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7. Marketing

From modest beginnings, the

Colombo tea auction has grown to

become the largest in the world

(Mohamed and Zoysa, 2008). Almost

98% of tea sold in Sri Lanka takes

place through the Colombo Auction

(Figure 8). Other methods of sales are

private and direct sales in which the

producer sells directly to the buyer,

by-passing the auctions.

In 2014, 337.5 million kg of tea was

sold, at an average of Rs.462.96/kg

(USD 3.04/kg)  (SLTB, 2014). In terms

of elevation, low-grown accounted

for the largest share of sales (63%)

and fetched the highest price

(Rs.488.21/kg or USD3.2/kg) in

2014; medium- and high-grown

accounted for 15.3% and 21.7%  of

sales at the Colombo Auction,

fetching Rs.413.91/kg (USD2.72/kg)

and 423.98/kg (USD.2.78/kg) in that

year (SLTB, 2014). Prices at the

Figure 8
Modes of Made Tea Marketing

(% of Total Sales)

Figure 9
Volume and Price of Annual Tea Sales at

Major Auction Centres

Source: Compiled from SLTB, 2014.

Source: Compiled from SLTB, 2014.

grown teas; there has been a corresponding increase in the number of low-grown factories

to meet the rise in demand (GOSL, 1995).

Of tea manufactured (1571.8 million kg) during 2014, bought-leaf, which is largely

smallholder leaf, amounted to 1118 million kg or 71%, underlying the importance of

smallholder contribution (SLTB,

2014). The quantity manufactured

using own leaf was only 355 million

kg (23%), as shown in Figure 7.
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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other professionals. The task force considered three options for reforming the two

corporations:

i Continue with the current status of the two corporations with a complete
restructuring;

ii A gradual shift to private sector ownership and management, whilst
continuing the state ownership in the short term;

iii Immediate implementation of state ownership and private management,
leading to long term private sector ownership and management.

The third option was chosen as the most suitable for improving the performance of the

state plantations sector.

4. Privatization of Plantations

4.1  Introduction of Management Contracts

Although the WB, other donors and the task force appointed by the government preferred

full scale private sector management and the divesting of ownership of estates, there

was a degree of political and social pressure against such a move as the tea plantation

land was a very sensitive issue to the government of Sri Lanka (MoF, 1992; Fernando,

2004). Therefore, as an interim measure, the government introduced management

contracts to private companies in May 1991, with full scale private management and

ownership deferred for a later date. It was also felt that the period of the management

contract would be a good time for the government to evaluate this major shift in the

plantation sector policy.

Despite much opposition from social and political elements and other vested interests,

the government skillfully introduced management contracts to the estates hitherto owned

by the two large corporations. The government also built up a strong understanding

with the two major plantation trade unions - the CWC and Lanka Jathika Estate Workers

Union (LJEWU), both of which were led by two powerful cabinet ministers at that time to

implement this strategy without any disruption.

4.2 Formation of Regional Plantations Companies (RPCs)

The process of restructuring took place in a systematic way. There were 502 estates in

operation at the time of restructuring. Out of this, 449 of estates managed by the two

corporations were separated into 22 independent limited liability companies known as
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Source: Trademap Database.

Colombo Auction have been generally above average global prices (Colombo Tea Traders

Association [CTTA], 2011). The consolidated global price for tea in 2014 was US$2.72/

kg (World Bank, n.d.). The average price fetched at Colombo is above the global price and

other auction centres (Figure 9). There are several reasons for the high prices:

predominance of orthodox tea, strong international demand for Ceylon tea, high levels

of value addition, adherence to international standards, and extensive marketing/

promotional work by the industry and the SLTB.

Table 1
Major 10 Destinations of Ceylon Tea by Export Categories for the Year 2014

Total tea 
exports (% of 
total) 

 

Bulk Black Tea  
(% of total) 

 

Black tea less 
than 3kg (% of 
total) 

 

Bulk Green tea 
(% of total)

 

Green tea less 
than 3kg  
(% of total)

 

Russian 
Federation   
(14.18%) 

Russian 
Federation 
(18.41%) 

Turkey 
 (18.85%) 

United Arab 
Emirates  
(37.21%) 

Russian 
Federation 
(31.63%) 

Turkey 
 (12.98%) 

Iran, Islamic 
Republic of  

(17.87%) 

Russian 
Federation 

(9.19%) 

Libya, State of 
(13.79%) 

Ukraine  
(8.81%) 

Iran, Islamic 

Republic of  
(9.96%) 

Turkey 

 (8.40%) 

Iraq 

 (8.15%) 

Russian 

Federation 
(11.99%) 

Australia 

 (8.40%) 

Iraq (5.61%) United Arab 
Emirates 

(6.68%) 

Libya, State of 
(5.86%) 

France  
(5.91%) 

United States of 
America  

(8.07%) 
United Arab 

Emirates  
(5.48%) 

Azerbaijan  

(6.29%) 

United Arab 

Emirates  
(4.14%) 

Ukraine  

(5.60%) 

Netherlands  

(5.86%) 

Syrian Arab 

Republic  
(3.73%) 

Japan  

(4.73%) 

Jordan  

(4.07%) 

Taipei, Chinese 

(3.88%) 

United Kingdom 

(2.68%) 

Azerbaijan  
(3.29%) 

Syrian Arab 
Republic  

(4.49%) 

Australia 
 (3.45%) 

Germany  
(3.52%) 

France 
 (2.49%) 

Japan  
(3.08%) 

Iraq  
(3.62%) 

Syrian Arab 
Republic  
(3.17%) 

Italy 
(3.02%) 

Belarus  
(2.24%) 

Libya, State of 
(2.81%) 

Kuwait  
(3.23%) 

Lebanon  
(2.68%) 

United 
Kingdom 

(2.37%) 

Nigeria (2.13%) 

Kuwait  

(2.65%) 

Chile  

(2.69%) 

United States of 

America  
(2.59%) 

Malaysia  

(1.69%) 

Uzbekistan  

(2.06%) 
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8. Exporting

Despite its size, Sri Lanka is the fourth largest tea producer after China (40.5%), India

(23.3%) and Kenya (8.6%), with a share of 6.5% of world tea production in 2014 (TradeMap

Database). While both China and India are the largest producers, they consume most of

what they produce domestically. Sri Lanka, by contrast, is highly export-oriented with

almost 97% of tea exported, accounting for about 15.32% of global tea exports in 2014,

and second largest after Kenya (21.61%); China and India accounted for 14.21% and

10% of total world export of tea, respectively (TradeMap Database) (SLTB, 2014). From

1965, Sri Lanka was the largest exporter before Kenya took this coveted position in 2004

(Mohamed and Zoysa, 2008). Nevertheless, Sri Lanka remains the market leader in

terms of orthodox tea, whereas Kenya is predominantly a CTC producer. In 2014, Sri

Lanka exported 327million kg, which brought in Rs.212bn export earnings (SLTB, 2014).

Given the variety of tea produced, Sri Lanka exports to more than 160 countries (Trademap

Database, n.d.). As shown in Table 1, the top ten tea export markets for Sri Lanka are

Russia, followed by the Turkey, Iran, Iraq , UAE,  Syria, Azerbaijan, Japan, Libya, State

and Kuwait. By region, the Middle East and Russia are the largest markets for Sri Lanka's

tea exports, accounting for 50.57% and 14.18% respectively in 2014 (Figure 10).

Sri Lanka exports tea in a variety of ways: in bulk and value-added form (packets, tea

bags). While tea has traditionally been sold in bulk form, the industry over time has been

adding value to the product by exporting it in various forms, catering to the changing

Figure 10
Export Markets for Sri Lankan Tea by

Region (% of Total)

    Source: Compiled from SLTB, 2014.

Figure 11
Composition of Tea Exports,

by Type

Source: Compiled from Trademap Database.
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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Regional Plantations Companies (RPCs). They comprised both tea and rubber lands,

whilst three companies were entirely tea and two companies comprised only coconut

lands. The government formed the 22 companies according to their historical profitability

to ensure uniform profits across the different companies. The non-profitable estates (53

in number) of the two corporations were excluded in the restructuring. Each RPC consisted

of around 12 to 29 estates.  Each RPC was given all or a part of the regional offices of

either of the corporations to carry out their functions. All assets and liabilities of the

estates and the regional offices were taken over by respective RPCs. Estate land was

given on a long-term lease to each RPC. All employees of the two corporations became

employees of the 22 RPCs, and all RPCs started off debt free. The Plantation Housing

and Social Welfare Trust (PHSWT) was also set up as a tripartite body comprising trade

unions, RPCs and government to provide social development facilities to the RPC estates.

The PHSWT took over the functions of the social development divisions of the JEDB and

SLSPC. This body later came to be known as the Plantation Human Development Trust

(PHDT).

4.3 Privatization Process

The entire restructuring of the two corporations, and all related work was handled by a

unit under the MoF known as the Plantations Restructuring Unit (PRU). The Deputy

Secretary of the Treasury was the Chairman of the PRU, which comprised of other senior

public servants. The Secretary to the Treasury and the Secretary to the Ministry of

Plantations Industries (MPI) provided the policy directives to the PRU and provided it

the much-needed authority. The operational work in the PRU was handled by a small

group of professionals supported by experts from the WB, USAID and ADB.

Coopers and Lybrand UK - now known as Price Water House Coopers (PWC) - was

selected as the consultants to value the RPCs and handle the bidding process. The

process adopted by the PRU was to select the Managing Agents (MAs) for the management

of the RPCs, which had been valued by PWC and evaluated on different criteria covering

technical and financial capabilities of the bidding companies. The financial/cost

proposal of the bidders related to a percentage share of the forecasted profits of the RPC

to which they were bidding for over the period of five and a half years (mid 1992 - 1997).

Foreign companies were excluded from the bidding. However, a few foreign companies

mainly from India had technical collaborations with the local companies and submitted
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8. Exporting

Despite its size, Sri Lanka is the fourth largest tea producer after China (40.5%), India

(23.3%) and Kenya (8.6%), with a share of 6.5% of world tea production in 2014 (TradeMap

Database). While both China and India are the largest producers, they consume most of

what they produce domestically. Sri Lanka, by contrast, is highly export-oriented with

almost 97% of tea exported, accounting for about 15.32% of global tea exports in 2014,

and second largest after Kenya (21.61%); China and India accounted for 14.21% and

10% of total world export of tea, respectively (TradeMap Database) (SLTB, 2014). From

1965, Sri Lanka was the largest exporter before Kenya took this coveted position in 2004

(Mohamed and Zoysa, 2008). Nevertheless, Sri Lanka remains the market leader in

terms of orthodox tea, whereas Kenya is predominantly a CTC producer. In 2014, Sri

Lanka exported 327million kg, which brought in Rs.212bn export earnings (SLTB, 2014).

Given the variety of tea produced, Sri Lanka exports to more than 160 countries (Trademap

Database, n.d.). As shown in Table 1, the top ten tea export markets for Sri Lanka are

Russia, followed by the Turkey, Iran, Iraq , UAE,  Syria, Azerbaijan, Japan, Libya, State

and Kuwait. By region, the Middle East and Russia are the largest markets for Sri Lanka's

tea exports, accounting for 50.57% and 14.18% respectively in 2014 (Figure 10).

Sri Lanka exports tea in a variety of ways: in bulk and value-added form (packets, tea

bags). While tea has traditionally been sold in bulk form, the industry over time has been

adding value to the product by exporting it in various forms, catering to the changing

Figure 10
Export Markets for Sri Lankan Tea by

Region (% of Total)

    Source: Compiled from SLTB, 2014.

Figure 11
Composition of Tea Exports,

by Type

Source: Compiled from Trademap Database.
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-

35

Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

Oxfam. (2002). The Tea Market: A Background Study. Retrieved May 10, 2017, from Oxfam:
http://www.globalcitizen.net/topic_1042_Tea/knowledge_papers_42688
_The%20Tea%20Market%20%E2%80%93%20A%20Background%20Study.

Pitigala, M. (2000). Plantations in Sri Lanka's Economy. In B. Sivaram, Plantation Manage-
ment in the New Millenium (pp. 22-50). Colombo: National Institute of Planta-
tion Management.

Ranasinghe, S. (1995, September). Land Reform in the 1970s, its Impact and Subsequent
Changes in the Management. Economic Review, 10-12.

Ratnayake, J. (2009, August 2), Productivity of Sri Lanka's Tea Lands Very Low Compared to
Competitors in Global Market. Retrieved May 5, 2017, from Island: http://
www.island.lk/2009/08/02/news10.htmlhttp://www.island.lk/2009/
08/02/news10.html.

Senadheera, A. (2007, June 26). Programme to Absorb New Generation into Tea Indus-
try. Island, p. III.

Shanmugaratnam, N. (1997). Privatisation of Tea Plantations. The Challenge of Reforming
Production Relations in Sri Lanka: An Institutional Historical Perspective.
Colombo: Social Scientists' Association.

Sivaram, B. (2003). Remembering James Taylor. In W. W. Modder, Twentieth Century
Research in Sri Lanka (pp. 383-384). Colombo: Tea Research Institute.

Sri Lanka Tea Board. (2008). Statistical Bulletin. Colombo: Sri Lanka Tea Board.

Sri Lanka Tea Board. (2009). Annual Report. Colombo: Sri Lanka Tea Board.

Sri Lanka Tea Board. (2012). Annual Report. Colombo: Sri Lanka Tea Board.

Sri Lanka Tea Board. (2014). Statistical Bulletin. Colombo: Sri Lanka Tea Board.

Sri Lanka Tea Board; Planters’ Association of Ceylon. (n.d.). Ceylon Tea Museum [Bro-
chure]. Colombo: Sri Lanka Tea Board; Planters Association of Ceylon.

Sunday Observer (2012, March 18). Tea Industry Calls for Higher Productivity and Market
Development. Retrieved May 20, 2017, from Sunday Times: http://
www.sundayobserver.lk/2012/03/18/fin31.asp.

Sunday Times (2007, September 23). Opportunity for Sri Lankan Brands. Sunday Times,
p. II.

Tea Research Institute. (2010).  Major Research Areas.  Retrieved July 2, 2013, from Tea
Research Institute: http://www.tri.lk/research-and-development/major-
research-areas#.

Tea Small Holdings Development Authority. (2009). Annual Report.  Battaramulla: Tea
Small Holdings Development Authority.

44

Rohan Fernando

their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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Regional Plantations Companies (RPCs). They comprised both tea and rubber lands,

whilst three companies were entirely tea and two companies comprised only coconut

lands. The government formed the 22 companies according to their historical profitability

to ensure uniform profits across the different companies. The non-profitable estates (53

in number) of the two corporations were excluded in the restructuring. Each RPC consisted

of around 12 to 29 estates.  Each RPC was given all or a part of the regional offices of

either of the corporations to carry out their functions. All assets and liabilities of the

estates and the regional offices were taken over by respective RPCs. Estate land was

given on a long-term lease to each RPC. All employees of the two corporations became

employees of the 22 RPCs, and all RPCs started off debt free. The Plantation Housing

and Social Welfare Trust (PHSWT) was also set up as a tripartite body comprising trade

unions, RPCs and government to provide social development facilities to the RPC estates.

The PHSWT took over the functions of the social development divisions of the JEDB and

SLSPC. This body later came to be known as the Plantation Human Development Trust

(PHDT).

4.3 Privatization Process

The entire restructuring of the two corporations, and all related work was handled by a

unit under the MoF known as the Plantations Restructuring Unit (PRU). The Deputy

Secretary of the Treasury was the Chairman of the PRU, which comprised of other senior

public servants. The Secretary to the Treasury and the Secretary to the Ministry of

Plantations Industries (MPI) provided the policy directives to the PRU and provided it

the much-needed authority. The operational work in the PRU was handled by a small

group of professionals supported by experts from the WB, USAID and ADB.

Coopers and Lybrand UK - now known as Price Water House Coopers (PWC) - was

selected as the consultants to value the RPCs and handle the bidding process. The

process adopted by the PRU was to select the Managing Agents (MAs) for the management

of the RPCs, which had been valued by PWC and evaluated on different criteria covering

technical and financial capabilities of the bidding companies. The financial/cost

proposal of the bidders related to a percentage share of the forecasted profits of the RPC

to which they were bidding for over the period of five and a half years (mid 1992 - 1997).

Foreign companies were excluded from the bidding. However, a few foreign companies

mainly from India had technical collaborations with the local companies and submitted
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Tea in bulk form is shipped to buyers abroad who blend and package for the retail

market (Ganewatte, 2002). Tea bags and retail packs produced in Sri Lanka are marketed

under Sri Lankan-owned brands, jointly owned brands and overseas-owned brands or

what are commonly referred to as 'private labels'. Sri Lankan-owned brands are those

labels which are completely owned and conceived by the local exporters. A number of

Sri Lankan-owned companies have established their own brands and distribute retail

products which are well established in many countries, especially in developing markets

like the CIS and Middle East. Jointly owned brands are co-owned by the local and

foreign companies. Private labels are owned completely by the foreign companies and

the local exporters pack on behalf of foreign companies according to their specifications.

Despite the increasing quantity of value-added products, there are only a small number

of companies that export products under their own brand names (Ganewatte, 2002).

The government over time has been promoting value addition amongst tea exporters by

offering various concessions (Ingall, 2006). However, there are several constraints that

prevent the expansion of tea bags and retail packs exports. These include competition

from established traders, especially multinational corporations with vast resources to

promote their brands, tariff and non-tariff restrictions on imports of tea bags and packets

(CTTA, 2011), inadequate cheap filler and CTC teas for blending, high investment costs

for plant and machinery, packaging, advertising and promotion, etc., and restrictive

policy on tea imports (M. J. Fernando, 2007; Ganewatte, 2002).

9. Major Challenges Facing the Tea Industry in Sri Lanka

During the last two decades, the industry has undergone major changes with the

privatisation of plantations and proliferation of smallholdings, as discussed. The

industry continues to face many emerging problems, which the remainder of this chapter

will highlight.

consumer demands (De Alwis, 2001). Sri Lanka exports a wide variety of tea packets (in

box board cartons, foil packs, soft wooden boxes, metal cans, ceramic jars, wooden

boxes, etc.) and a range of tea bags (single or double chambers, heat or non-heat sealed,

with or without tags, etc.) (De Alwis, 2001). Over the years, the share of bulk tea has

fallen, and in 2014, accounts for 41.73% of all tea exports (Figure 11). In comparison to

other tea-exporting countries, Sri Lanka adds more value to its tea (CTTA, 2011).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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Deterioration in the Quality of Tea

The quality of made tea is to a large extent determined by the quality of the green leaf

(GOSL, 1995). The leaf quality depends on the coarseness of the leaf and the extent of

damage caused by handling and transporting from the field to the factory. Generally

speaking, factories require the smallholders to supply 'two leaves and a bud' standard,

and can reject/deduct when there is a high percentage of coarse leaf and leaf damage.

The high standard of green leaf ensures a made tea of good quality which will receive a

favourable price at auction. However, the situation has changed in recent times, with an

increase in the production of poor quality tea.

There has been a fall in the quality of tea for a number of reasons: expansion in the

number of BLFs  and their capacities (Sunday Observer, 2012); entry of RPCs into the

bought-leaf market, which has further increased the demand for bought leaf (Island,

2012); the smallholders and green leaf collectors focusing more on quantity as opposed

to quality of the leaf (Morrell, 2012); shortage of labour; acceptance of poor leaf by factories;

inefficient manufacturing processes of some factories established hastily to make quick

money; increase in the reprocessing of refuse tea; and inadequacy of authorities to regulate

(GOSL, 1995). This problem is particularly acute in the low-grown areas, where the

majority of the tea factories are located.

In this context, the SLTB has introduced a number of projects, to improve the quality of

tea production and manufacturing. The industry has also called for closer monitoring of

tea factories that consistently sell at the bottom end of the market and to take corrective

measures (Island, 2012), punish those who are tarnishing the image of Ceylon tea

(Eheliyagoda, 2009), or suspend the setting up of new factories (Lanka Business Online,

2010).

Competition from Other Tea Producing Countries

According to FAO, international trade in tea is dominated by five major players (China,

India, Kenya, Sri Lanka and Indonesia). The five largest exporters accounted for more

than three-quarters of global tea exports in 2008 but their position is increasingly

threatened with the emergence of new producers like Vietnam, Cuba, Argentina, Brazil,

Peru, Uganda, Malawi and Malaysia (SLTB, 2008; Yogaratnam, 2010b). Sri Lanka's

share in world tea trade has dropped from 40% in 1970 (Ali, et al., 1997) to 20.63% in

2014 (TradeMap, n.d.). The growth in exports of tea during the past five years (2012-
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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2016) has also fallen by 4% (Trademap, n.d.).  Sri Lanka has lost its market share in

important tea-consuming countries like Pakistan and Egypt to its competitors (Kenya

and Indonesia), partly because of its uncompetitiveness and lack of CTC teas of required

quality and quantity (GOSL, 1995). Sri Lanka has also lost other markets such as the

USA to other tea competitors (Argentina, China and Indonesia) because Sri Lankan teas

are more expensive (GOSL, 1995).

Low Field Productivity

While the average productivity (yield per hectare) has gradually increased over time

(Mohamed and Zoysa, 2008), the productivity levels achieved by Sri Lanka (1,615kg/

ha) is one of the lowest compared to other major tea-producing countries (CTTA, 2011),

thereby contributing to the cost of production (SLTB, 2008). However, it has to be noted

that there are significant differences between smallholders and plantation-owned estates

in terms of yields. According to the MPI (2012), average productivity of the tea

smallholding sector in year 2011 was 1,974 kg/ha, while the figure for the RPCs was

1,483 kg/ha per hectare. Low land productivity in Sri Lanka is due to:

• Predominance of seedling tea - Seedling teas give a lower yield than

vegetatively propagated (VP) teas which are grown from leaf cuttings taken

from selected bushes of high yielding and disease/weather resistant strain.

• High ratio of vacant areas - The portion of vacant areas is high in many

plantations due to lack of infilling. Vacant plots reduce the density of tea

bushes/ha, which in turn lowers yields/ha (GOSL, 1995).

• Lack of planting/replanting of high-yielding varieties - Replanting has

been slow and far below recommended levels (L. I. De Silva, 2013), which is

of 2%. Replanting has been slow due to high cost of replanting and protracted

gestation period before a return can be realised (three to five years until new

bushes are ready for plucking), lack of disposable income, restrictions in

disbursement of subsidies for replanting, and high labour costs

(Amarasuriya, 2012; GOSL, 1995).

• Poor agricultural practices - Timely and appropriate application of fertiliser

and proper agronomic care of bushes have not always been strictly followed

in the past; these have contributed towards low land productivity, more

specifically in the plantations, though the situation has improved following

privatisation (Amarasuriya, 2012). Soil conditions are also not very fertile
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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Winds of Change in the Tea Industry: From

Nationalization to Privatization

Rohan Fernando

1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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due to cultivation practices undertaken over more than a century (Tea

Research Institute [TRI, 2010]).

Low Labour Productivity

Compared to other tea-producing countries, Sri Lanka's labour productivity is much

lower (GOSL, 1995). Labour productivity is much higher in smallholdings compared to

RPC-managed estates because most smallholdings utilise family labour, which not only

keeps the costs low but family members take a greater interest in obtaining higher yields

(Island, 2010). When labour is hired from outside, workers are paid by the smallholders

on the number of kilograms of leaf they pluck, so the workers work harder to improve

their incomes. This is not the case with workers in RPC estates, where labour unions

have strongly resisted higher working norms (GOSL, 1995).

There are several causes for lower labour productivity, including surplus labour in

some plantations (there are more workers than required in high-grown estates compared

to labour deficit situation in low- and mid-grown estates), wage increases (wages of

estate workers have been raised without corresponding increases in productivity until

recently), and low land productivity (Amarasuriya, 2012).

Plucking method also plays an important role in determining yields (Pitigala, 2000). The

type of plucking required for orthodox tea production - two leaves and a bud - limits the

leaf intake for production in order to ensure quality. In countries such as Kenya, which

predominantly produces CTC teas, there is less concern with the quality of plucking and

thus yields are higher.  Consequently, low land and labour productivity have given rise

to high cost of production (Ratnayake, 2009).

High Cost of Production

Compared to other tea growing countries, the cost of production in Sri Lanka is the

highest amongst tea-producing countries (Ali, et al., 1997; Mohamed and Zoysa, 2008;

Morrell, 2010b). The cost is USD3.11/kg compared to US$1.35 in Bangladesh, USD1.25

in India, USD1 In Kenya, and US$0.75 in Vietnam (Department of Census and Statistics

[DCS], 2014; ISD, 2008).

High cost of production is due to low yields and low labour productivity, which are far

below other countries, as well as increases in wages due to unionised pressure, fuel

prices and electricity costs, etc. (Mather, 2005; Yogaratnam, 2007). According to one
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the
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3
Winds of Change in the Tea Industry: From

Nationalization to Privatization

Rohan Fernando

1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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exporter, 'We are the highest cost producer in the world. Energy, fertiliser and labour

take up more than 70% of the cost of production' (Sunday Times, 2007). The high cost of

production is one of the most important challenges facing the Sri Lankan tea industry

because it makes the industry less competitive in the world market while lowering the

profitability of producers and manufacturers, thereby hindering new investments (Ali,

et al., 1997).

Decline and Volatility in Prices

Historically, the international tea market is characterised by a persistent oversupply,

keeping prices low (van Reenen, et al., 2010). World prices in real terms have been falling

since the 1980s due to continuing expansion of output in the face of sluggish demand

(Ali, et al., 1997;  GOSL, 1995; Yogaratnam, 2010). Despite the decline in real prices, there

has been steady increase in production, mainly from newcomers for reasons including

increasing producer prices due to depreciation of local currencies, inability of producers

to adjust long-term investments in plantations to respond to market demands in the

short term, and concentration of efforts to increase output and efficiency of production,

resulting in intense price competition (Ali, et al., 1997; GOSL, 1995). Consequently, tea

has become the cheapest beverage in the world (GOSL, 1995).

Due to adverse weather conditions in recent times, black tea prices rose to record levels

in 2009 and the economic downturn did little to dampen consumption (van Reenen, et

al., 2010). In fact, since 2009, the demand for black tea has exceeded supply, leading to

firming of prices (Food and Agricultural Organization [FAO], 2012). However, there is

concern that the high prices realised in 2009 could overstimulate production and lead to

a supply-demand imbalance, which is likely to adversely affect prices in the long term.

In the next ten years, FAO (2012) has estimated that the world black tea production will

grow at almost 1.9% annually to reach 3.28 million tonnes by 2021 and come into

equilibrium with demand at a price of USD2.75/kg - just under the current price

(USD2.85/kg in 2011). Another problem confronting the trade has been price volatility;

in the last two decades the annual average price has fluctuated between a high of

USD3.33/kg to a low of USD1.42/kg in 1980 terms (Yogaratnam, 2010).

Labour Shortages

Labour shortage is one of the more serious problems facing the tea industry (Mohamed

and Zoysa, 2008. This is an acute problem in a labour-intensive industry such as tea,
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the

30

Janaka Wijayasiri

producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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which requires large numbers of workers for plucking, pruning, weeding, fertilising,

etc., as well as working on the factory floor (ISD, 2008). Shortage of labour affects the

productivity and quality of the end product (TRI, 2010).

Due to changing socio-economic situation in Sri Lanka with the availability of other job

opportunities (for female workers in the apparel industry and in nearby cities and urban

areas with better pay and working conditions) and outside the country (employment in

the Middle East), combined with the social stigma attached to plantation work, there is

a poor inflow of workers into the industry, while there is an out-migration of existing

workers to non-estate jobs. There is reluctance on the part of the younger generation,

including the children of the estate workers, to follow in the footsteps of their parents. As

a result, plucking, pruning, fertiliser application, weeding and other field operations

have been adversely affected (Modder, 2001). It is also a problem for the smallholders:

larger smallholder 'estates' also depend on nearby plantations for labour, especially at

weekends for a considerable amount of pay (Kirindeniya, 2008).

Given the dire situation, it has become of utmost importance to mechanize the major

field operations in tea cultivation wherever possible (TRI, 2010). However, total

mechanisation is 'impossible', given the terrain of tea lands (Modder, 2001).

Mechanisation could also have an adverse impact on the quality of the end product

(Edirimuni, 2007). Nevertheless, limited mechanisation of some field operations through

the introduction of shear harvester and pruning machines developed by the TRI has

been undertaken (Dissanaike, 2000).  Plantation companies have improved the quality

of life by providing better housing, sanitation, health care and welfare facilities (Modder,

1999; Yogaratnam, 2007). These companies have also improved the working conditions

of their workers to instil professionalism and pride in their work and thereby retain

workers in the industry (Modder, 2001). MPI has also introduced a programme targeting

GCE (Ordinary Level) qualified children of tea smallholders who would be trained in

every aspect of the industry by experts to minimise the problem, at least with regard to

smallholdings (Senadheera, 2007).

Proliferation of International Standards

The minimum international standards for black tea which are the product standards

laid down by the SLTB are to be adhered (TradeStandards.org, n.d). In addition, the

30

Janaka Wijayasiri

producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which

31

Overview of the Tea Industry in Sri Lanka: Current Status and Challenges

has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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producers, manufacturers and exporters must increasingly comply with process

standards which buyers and countries alike have introduced to improve the quality of

tea and its production (Goonetilleke, 2006).

The industry initially applied for the ISO9001 certification for tea processing as some

buyers demanded it. Tea factories and warehouses owned by the manufacturers and

exporters have also initiated action towards obtaining HACCP and ISO22000

certifications to ensure safety of the tea manufactured and exported (Abeyakoon, 2007;

ISD, 2008). To meet HACCP and ISO22000, the industry had to upgrade factories, improve

their water supplies and hygiene with the provision of meal rooms and toilet facilities,

train factory staff and workers, and obtain certification (Goonetilleke, 2006). Though it is

still not compulsory to get HACCP or ISO22000, implementation of other international

food safety standards like Good Manufacturing Practices (GMPs), Good Hygienic

Practices (GHPs) and Standard Sanitary Operations (SSOPs) in factories have become a

necessity (Kithsiri, 2008).

In addition, consumers ad buyers in developed countries have been requiring tea

producers to comply with minimum social and environmental standards. This has

prompted many tea companies to sign up to codes of practices and standards such as

UN Global Compact, Fair Trade, and Ethical Partnerships, which are challenging to

comply (ISD, 2008).

10. Conclusion

The tea industry in Sri Lanka has a long history, and it has contributed greatly to the

country's economy since its establishment 150 years ago. Though its role has diminished

over the years, the industry still plays a vital part in the economy, contributing to the

national income and employment and generating valuable foreign exchange. Tea is

extensively cultivated in several districts and at elevations from high to low, producing

a range of teas with quality and flavours. Tea plantations and tea from high and medium

elevations, which once dominated the industry, have been overtaken by the smallholders

and low-grown teas, both in terms of the extent of tea cultivation and production with

greater demand and higher prices for low-grown teas. There has been a corresponding

expansion in the number and capacity of BLFs, especially in the low country to process

leaf from the smallholders. Teas are largely sold through the Colombo Auction which
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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other professionals. The task force considered three options for reforming the two

corporations:

i Continue with the current status of the two corporations with a complete
restructuring;

ii A gradual shift to private sector ownership and management, whilst
continuing the state ownership in the short term;

iii Immediate implementation of state ownership and private management,
leading to long term private sector ownership and management.

The third option was chosen as the most suitable for improving the performance of the

state plantations sector.

4. Privatization of Plantations

4.1  Introduction of Management Contracts

Although the WB, other donors and the task force appointed by the government preferred

full scale private sector management and the divesting of ownership of estates, there

was a degree of political and social pressure against such a move as the tea plantation

land was a very sensitive issue to the government of Sri Lanka (MoF, 1992; Fernando,

2004). Therefore, as an interim measure, the government introduced management

contracts to private companies in May 1991, with full scale private management and

ownership deferred for a later date. It was also felt that the period of the management

contract would be a good time for the government to evaluate this major shift in the

plantation sector policy.

Despite much opposition from social and political elements and other vested interests,

the government skillfully introduced management contracts to the estates hitherto owned

by the two large corporations. The government also built up a strong understanding

with the two major plantation trade unions - the CWC and Lanka Jathika Estate Workers

Union (LJEWU), both of which were led by two powerful cabinet ministers at that time to

implement this strategy without any disruption.

4.2 Formation of Regional Plantations Companies (RPCs)

The process of restructuring took place in a systematic way. There were 502 estates in

operation at the time of restructuring. Out of this, 449 of estates managed by the two

corporations were separated into 22 independent limited liability companies known as
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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(De Silva, 2016). However, it is important that evidence of such instances if found, be

dealt  by the authorities within the available legal framework.

The yields of a few randomly selected RPCs show a significant improvement in tea yield

(Morrell, 2017). However, it is unfair to state other RPCs whose yields have been low are

mismanaged. It is well-known that some of the tea estates in the Uva and Udapussellawa

regions have faced severe droughts from 1992. This has resulted in low yields and

spiraling COP making estates unviable with little or no cash surplus. Some of the

companies, which account for a majority of tea estates have also gone through very

challenging times, particularly in the last three years due to low tea prices, high wage

cost, and high cost of other inputs such as energy. In fact, due to the good relations

between the RPCs and joint trade unions, the wage increase, which should have come

into effect in April 2014, was extended due to poor tea prices and losses in the RPCs

during this period.

Commodity prices and climatic conditions play a major role not only in tea plantations,

but in any agricultural enterprise.For example, in 1994 all rubber estates and the RPCs

that had a majority of rubber lands made profits.This was used as a measure to give

those RPCs the option to purchase a majority stake in the profitable RPCs at par value.

However, the last three years have seen a large decline in rubber prices, and the RPCs

with a majority of rubber recording large losses. This situation makes it difficult to label

these estates as poorly managed. The same argument could be applied to the tea estates

that have made losses and reported low yields. Nevertheless, this does not refute the

argument that quality of management has varied amongst different RPCs (Morrell, 2017).

However, this is to be expected in a privatized environment, where different styles of

management are being practiced.

5.4  Replanting

Many RPCs have not maintained the accepted norm of replanting 3% of its total hectarage

each year due to reasons enumerated above. Whilst this is a cause for concern, it is

important that this issue would be addressed within the larger macroeconomic

environment in Sri Lanka. From an investor's perspective, rate of return from replanting

of tea in the high and mid grown is longer than that in the low grown areas. In the

current context, returns may even be negative in the high and mid grown estates due to
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has emerged as the largest tea auction in the world, fetching the highest average prices

for tea. Teas are bought by traders, namely the exporters who ship them in bulk and

value-added forms, either under their own brands or private labels of buyers abroad. In

fact, over 90% of the tea produced in Sri Lanka is exported, making the industry highly

export-oriented. The industry faces a number of difficulties with deterioration of tea

quality, competition from other tea producing countries, low land and labour

productivity, rising cost of production and acute shortage of workers, which require

urgent attention in order to ensure sustainability of the industry in the future.
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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other professionals. The task force considered three options for reforming the two

corporations:

i Continue with the current status of the two corporations with a complete
restructuring;

ii A gradual shift to private sector ownership and management, whilst
continuing the state ownership in the short term;

iii Immediate implementation of state ownership and private management,
leading to long term private sector ownership and management.

The third option was chosen as the most suitable for improving the performance of the

state plantations sector.

4. Privatization of Plantations

4.1  Introduction of Management Contracts

Although the WB, other donors and the task force appointed by the government preferred

full scale private sector management and the divesting of ownership of estates, there

was a degree of political and social pressure against such a move as the tea plantation

land was a very sensitive issue to the government of Sri Lanka (MoF, 1992; Fernando,

2004). Therefore, as an interim measure, the government introduced management

contracts to private companies in May 1991, with full scale private management and

ownership deferred for a later date. It was also felt that the period of the management

contract would be a good time for the government to evaluate this major shift in the

plantation sector policy.

Despite much opposition from social and political elements and other vested interests,

the government skillfully introduced management contracts to the estates hitherto owned

by the two large corporations. The government also built up a strong understanding

with the two major plantation trade unions - the CWC and Lanka Jathika Estate Workers

Union (LJEWU), both of which were led by two powerful cabinet ministers at that time to

implement this strategy without any disruption.

4.2 Formation of Regional Plantations Companies (RPCs)

The process of restructuring took place in a systematic way. There were 502 estates in

operation at the time of restructuring. Out of this, 449 of estates managed by the two

corporations were separated into 22 independent limited liability companies known as
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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(De Silva, 2016). However, it is important that evidence of such instances if found, be

dealt  by the authorities within the available legal framework.

The yields of a few randomly selected RPCs show a significant improvement in tea yield

(Morrell, 2017). However, it is unfair to state other RPCs whose yields have been low are

mismanaged. It is well-known that some of the tea estates in the Uva and Udapussellawa

regions have faced severe droughts from 1992. This has resulted in low yields and

spiraling COP making estates unviable with little or no cash surplus. Some of the

companies, which account for a majority of tea estates have also gone through very

challenging times, particularly in the last three years due to low tea prices, high wage

cost, and high cost of other inputs such as energy. In fact, due to the good relations

between the RPCs and joint trade unions, the wage increase, which should have come

into effect in April 2014, was extended due to poor tea prices and losses in the RPCs

during this period.

Commodity prices and climatic conditions play a major role not only in tea plantations,

but in any agricultural enterprise.For example, in 1994 all rubber estates and the RPCs

that had a majority of rubber lands made profits.This was used as a measure to give

those RPCs the option to purchase a majority stake in the profitable RPCs at par value.

However, the last three years have seen a large decline in rubber prices, and the RPCs

with a majority of rubber recording large losses. This situation makes it difficult to label

these estates as poorly managed. The same argument could be applied to the tea estates

that have made losses and reported low yields. Nevertheless, this does not refute the

argument that quality of management has varied amongst different RPCs (Morrell, 2017).

However, this is to be expected in a privatized environment, where different styles of

management are being practiced.

5.4  Replanting

Many RPCs have not maintained the accepted norm of replanting 3% of its total hectarage

each year due to reasons enumerated above. Whilst this is a cause for concern, it is

important that this issue would be addressed within the larger macroeconomic

environment in Sri Lanka. From an investor's perspective, rate of return from replanting

of tea in the high and mid grown is longer than that in the low grown areas. In the

current context, returns may even be negative in the high and mid grown estates due to
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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high cost of replanting. Therefore, channelling funds for replanting of tea is a challenging

decision to the management in RPCs.

Whilst some RPCs have undertaken replanting on a limited scale, the overall rate of

replanting from 1992 to 2015 by all 20 RPCs has been very low. In current terms, the cost

of replanting a hectare of tea and bringing it to maturity is almost Rs. 2 Mn. Therefore,

realizing a return that exceeds the cost of borrowing is not possible unless tea prices are

attractive (De Silva, 2016). In this context, it is important for critics to realize that replanting

is a business decision and unless there is a return from the investment, shareholders are

challenged in adopting such strategies even on a limited scale as cost of funds is still

high. A solution to enhance the rate of replanting tea in the RPC estates could include

providing long term funds at concessionary rates either via donors or through government

lending agencies to match tea returns with extended periods of payback. Plantation

agriculture is a long-term business and should be viewed in that strategic perspective.

5.5  Plantation Workers

The RPCs have invested funds towards social development both in collaboration with

the Plantation Human Development Trust (PHDT) and several NGOs such as Save the

Children Fund, World Vision etc. There are many instances of good social development

practices adopted by the RPCs; for example, one RPC has set up an elder's home for

retired workers. Recently, the Indian Government has also offered to build a large number

of workers houses on RPC estates (Elpitiya Plantations PLC, 2016).

There has been a decline in workers employed in the last ten years. The total workers in

RPC estates, which stood at 239,902 in 2003 has declined to 172,795 as of 2015 (MPI,

2015). The reduction from 1992 is even greater in numbers. Some of this is due to natural

attrition and workers moving to more attractive working environments.  This is posing a

major challenge to the future of the RPCs. However, this situation is not unique to Sri

Lanka. Many plantation economies are facing worker shortages due to urbanization

and greater economic development in the country (Internal Reports of RPCs - Watawala

Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli Plantations

PLC, 2016; Kahawatta Plantations PLC, 2016). It is important that the RPCs address

these issues through mechanization of plantation work and enrichment of the job profiles

of plantation workers. The issue of worker adequacy needs to be examined in the long-

term to maintain the productivity of tea lands at a competitive level.
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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Regional Plantations Companies (RPCs). They comprised both tea and rubber lands,

whilst three companies were entirely tea and two companies comprised only coconut

lands. The government formed the 22 companies according to their historical profitability

to ensure uniform profits across the different companies. The non-profitable estates (53

in number) of the two corporations were excluded in the restructuring. Each RPC consisted

of around 12 to 29 estates.  Each RPC was given all or a part of the regional offices of

either of the corporations to carry out their functions. All assets and liabilities of the

estates and the regional offices were taken over by respective RPCs. Estate land was

given on a long-term lease to each RPC. All employees of the two corporations became

employees of the 22 RPCs, and all RPCs started off debt free. The Plantation Housing

and Social Welfare Trust (PHSWT) was also set up as a tripartite body comprising trade

unions, RPCs and government to provide social development facilities to the RPC estates.

The PHSWT took over the functions of the social development divisions of the JEDB and

SLSPC. This body later came to be known as the Plantation Human Development Trust

(PHDT).

4.3 Privatization Process

The entire restructuring of the two corporations, and all related work was handled by a

unit under the MoF known as the Plantations Restructuring Unit (PRU). The Deputy

Secretary of the Treasury was the Chairman of the PRU, which comprised of other senior

public servants. The Secretary to the Treasury and the Secretary to the Ministry of

Plantations Industries (MPI) provided the policy directives to the PRU and provided it

the much-needed authority. The operational work in the PRU was handled by a small

group of professionals supported by experts from the WB, USAID and ADB.

Coopers and Lybrand UK - now known as Price Water House Coopers (PWC) - was

selected as the consultants to value the RPCs and handle the bidding process. The

process adopted by the PRU was to select the Managing Agents (MAs) for the management

of the RPCs, which had been valued by PWC and evaluated on different criteria covering

technical and financial capabilities of the bidding companies. The financial/cost

proposal of the bidders related to a percentage share of the forecasted profits of the RPC

to which they were bidding for over the period of five and a half years (mid 1992 - 1997).

Foreign companies were excluded from the bidding. However, a few foreign companies

mainly from India had technical collaborations with the local companies and submitted
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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high cost of replanting. Therefore, channelling funds for replanting of tea is a challenging

decision to the management in RPCs.

Whilst some RPCs have undertaken replanting on a limited scale, the overall rate of

replanting from 1992 to 2015 by all 20 RPCs has been very low. In current terms, the cost

of replanting a hectare of tea and bringing it to maturity is almost Rs. 2 Mn. Therefore,

realizing a return that exceeds the cost of borrowing is not possible unless tea prices are

attractive (De Silva, 2016). In this context, it is important for critics to realize that replanting

is a business decision and unless there is a return from the investment, shareholders are

challenged in adopting such strategies even on a limited scale as cost of funds is still

high. A solution to enhance the rate of replanting tea in the RPC estates could include

providing long term funds at concessionary rates either via donors or through government

lending agencies to match tea returns with extended periods of payback. Plantation

agriculture is a long-term business and should be viewed in that strategic perspective.

5.5  Plantation Workers

The RPCs have invested funds towards social development both in collaboration with

the Plantation Human Development Trust (PHDT) and several NGOs such as Save the

Children Fund, World Vision etc. There are many instances of good social development

practices adopted by the RPCs; for example, one RPC has set up an elder's home for

retired workers. Recently, the Indian Government has also offered to build a large number

of workers houses on RPC estates (Elpitiya Plantations PLC, 2016).

There has been a decline in workers employed in the last ten years. The total workers in

RPC estates, which stood at 239,902 in 2003 has declined to 172,795 as of 2015 (MPI,

2015). The reduction from 1992 is even greater in numbers. Some of this is due to natural

attrition and workers moving to more attractive working environments.  This is posing a

major challenge to the future of the RPCs. However, this situation is not unique to Sri

Lanka. Many plantation economies are facing worker shortages due to urbanization

and greater economic development in the country (Internal Reports of RPCs - Watawala

Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli Plantations

PLC, 2016; Kahawatta Plantations PLC, 2016). It is important that the RPCs address

these issues through mechanization of plantation work and enrichment of the job profiles

of plantation workers. The issue of worker adequacy needs to be examined in the long-

term to maintain the productivity of tea lands at a competitive level.
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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Regional Plantations Companies (RPCs). They comprised both tea and rubber lands,

whilst three companies were entirely tea and two companies comprised only coconut

lands. The government formed the 22 companies according to their historical profitability

to ensure uniform profits across the different companies. The non-profitable estates (53

in number) of the two corporations were excluded in the restructuring. Each RPC consisted

of around 12 to 29 estates.  Each RPC was given all or a part of the regional offices of

either of the corporations to carry out their functions. All assets and liabilities of the

estates and the regional offices were taken over by respective RPCs. Estate land was

given on a long-term lease to each RPC. All employees of the two corporations became

employees of the 22 RPCs, and all RPCs started off debt free. The Plantation Housing

and Social Welfare Trust (PHSWT) was also set up as a tripartite body comprising trade

unions, RPCs and government to provide social development facilities to the RPC estates.

The PHSWT took over the functions of the social development divisions of the JEDB and

SLSPC. This body later came to be known as the Plantation Human Development Trust

(PHDT).

4.3 Privatization Process

The entire restructuring of the two corporations, and all related work was handled by a

unit under the MoF known as the Plantations Restructuring Unit (PRU). The Deputy

Secretary of the Treasury was the Chairman of the PRU, which comprised of other senior

public servants. The Secretary to the Treasury and the Secretary to the Ministry of

Plantations Industries (MPI) provided the policy directives to the PRU and provided it

the much-needed authority. The operational work in the PRU was handled by a small

group of professionals supported by experts from the WB, USAID and ADB.

Coopers and Lybrand UK - now known as Price Water House Coopers (PWC) - was

selected as the consultants to value the RPCs and handle the bidding process. The

process adopted by the PRU was to select the Managing Agents (MAs) for the management

of the RPCs, which had been valued by PWC and evaluated on different criteria covering

technical and financial capabilities of the bidding companies. The financial/cost

proposal of the bidders related to a percentage share of the forecasted profits of the RPC

to which they were bidding for over the period of five and a half years (mid 1992 - 1997).

Foreign companies were excluded from the bidding. However, a few foreign companies

mainly from India had technical collaborations with the local companies and submitted
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance

57

Winds of Change in the Tea Industry: From Nationalization to Privatization

Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.

57

Winds of Change in the Tea Industry: From Nationalization to Privatization

Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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1. Introduction

The tea industry has been the backbone of Sri Lanka's economy for a number of years

although its net contribution in financial terms has declined in the recent past. The tea

plantations created the transition of Sri Lanka's economy from a rural subsistence

economy to an export oriented industry as it is today. Employment generation within

the plantations sector, majority of which is the tea sector, is in the region of 400,000

workers whilst over 1 million population live in the plantations sector. Furthermore, the

total land area covered by large estate sector stands at around 183,572ha whilst the tea

plantations belonging to Regional Plantation Companies (RPCs)  cover approximately

81,684ha (Ministry of Plantation Industries [MPI], 2014). However, the contribution of

tea to GDP has steadily declined from over 2.5% in 1975 to 1.4% in 2015 (Central Bank of

Sri Lanka [CBSL], various issues). Sri Lanka's global market share in tea has also declined

from 28.4% in 1975 to around 16.27% in 2016 (International Tea Committee [ITC], 2016).

This chapter will examine the process of nationalization of plantations in 1970s and

their subsequent privatization in the early 1990s, focusing on the introduction of private

sector management to the large tea plantations, which now forms RPCs.  The chapter

discusses the performance of the large tea estates after nationalization, and provides

reasons as to why the estates under the Janatha Estates Development Board (JEDB) and

Sri Lanka State Plantations Corporation (SLSPC) were privatized. It also assesses the

impact of privatization on the performance of the tea estates.

The chapter is organized as follows. Section 2 will focus on the pre-nationalization

period, while Section 3 will discuss the development of estates in the nationalized period,
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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their performance and the reasons for restructuring the estate sector.  Section 4 will look

at the process of privatization of estates.  Section 5 looks at the performance of the estates

after privatization. Section 6 concludes with concerns of privatization.

2. Pre-Nationalization Period

In the pre-nationalization era, tea estates were largely managed by Agency Houses

(AH), which had professional managers that managed estates in Sri Lanka for owners

who were based mainly in the United Kingdom and also in Sri Lanka. During this

period, Sri Lanka's tea, known as 'Ceylon Tea', was world renowned for its high quality

and flavour, which was much sought after amongst the discerning tea drinkers. Tea

plantations under the AH system were highly profitable and well managed. However,

there were allegations from the political and social strata of the country that money was

being illegally sent overseas by the foreign AHs.

In the early 1970s, the government initiated land reform laws. This sent shock waves to

land owners, both overseas and in Sri Lanka. The impending run up to nationalization

caused the owners to curtail investments into the large tea plantations. This had a

negative effect on the performance of the estates (Government of Sri Lanka [GOSL],

1974).  Amidst these developments, the GOSL introduced land reform laws in 1972 and

1975, and nationalized all local and foreign owned plantations. All large tea plantations

were nationalized in 1975, and a land ceiling of maximum of 50ac per person was

legislated by the government. Although plantations were nationalized, several experts

have taken the view that the government did not have a proper plan to develop the

plantations. In the meantime, as British investment and expertise moved out, others who

emerged as producers too made a shift from Sri Lanka, to Asia and Africa.

After many structural changes and experiments in the large plantations sector, the

government brought the majority of estates which were hitherto nationalized under the

purview of the Sri Lanka State Plantations Corporation (SLSPC) and the Janatha Estates

Development Board (JEDB). Although there were minor structural differences in these

two organizations, by and large their organizational effectiveness and performance

hardly showed a difference.
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3. Nationalization Period: 1975 - 1992

3.1 Development of Estates under Nationalization

The plantations sector after nationalization received large donor funding from the World

Bank (WB) and Asian Development Bank (ADB) to develop the sector and improve Sri

Lanka's competitiveness as a tea producer. Both the WB and the ADB infused large

investments and technical assistance through several donor funded projects to the SLSPC

and JEDB. The Medium-Term Investment Program (MTIP) and the Tea Rehabilitation

and Development Project (TRAD) funded by the WB were some of the projects that were

initiated. These projects funded investment to increase productivity of tea estates via

initiatives such as developments of fields, factory development, and infrastructure. There

was also technical assistance provided for the restructuring the head offices of the two

organizations (SLSPC and JEDB) and making them more effective and efficient in their

operations. Further in 1984, the WB, the ADB, the governments of Netherlands, Norway

and the United Kingdom co-financed the Fourth Tree Crop project investing over USD

200Mn in the estates. The objective of this project was to improve the efficiency of the

SLSPC and JEDB and to make improvements in their management capabilities.

There were also other government owned organizations, which were established during

this period to support the tea plantations sector. Most notable amongst them was the Sri

Lanka Tea Board (SLTB) which was set up in 1976. SLTB is responsible for carrying out

all regulatory functions relating to the tea industry and acts as the overall policy making

arm for the government.  In addition, it is responsible for tea promotion, disbursement of

subsidies, and collection of CESS. CESS is paid by the exporters of tea and the funds are

used for research and promotion. The Tea Research Institute (TRI), which was established

in 1925 to carry out the research functions of the tea industry, was also brought under

the SLTB. In the early 1990s the Tea Research Board was set up with the TRI being

funded by CESS funds collected from the exporters.

The nationalization of plantations also saw large funds being channelled for social

development of the estates under the JEDB and the SLSPC. Separate social development

divisions operating in both the JEDB and the SLSPC at regional and head office level

were set up to carry out these functions.
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from

50

Rohan Fernando

1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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3.2 Estate Performance under Nationalization

A study done by Sri Lanka Business Development Center (SLBDC) in 1990 showed that

the estates in the JEDB and the SLSPC were in sound agricultural condition despite the

many management weaknesses (SLBDC, 1991). This was largely due to the donor funding

since nationalization and the efforts of skilled and experienced managers in the

plantations. However, weak financial management, reported waste, inefficiency, and

corruption from 1975 onwards resulted in the two corporations making losses during

the 1975 to 1992 period, except for a few profitable years from 1988 to 1989 when the tea

market was buoyant (Chandramani, 1991).

A main feature in the tea industry during this period was the uncontrolled increase in

the cost of production (COP) of tea whilst yields and tea prices did not keep pace. This

rise in COP was partly due to the rise of overhead costs arising from the increased head

office expenses (Chandramani, 1991).

Another notable feature in this period (from 1980 to 1990) was the increase in tea

production by the smallholders (by  81%) while the tea production in the two corporations

declined (by 9.6%).  The increase in smallholder tea production during this period was

both due to the increase in smallholder land as well as yield. The yield in privately

owned estates increased by 75% during this 10-year period, while the yield in JEDB and

SLSPC increased by only 1% and 6%, respectively.

By the end of 1989, the financial liabilities of the two corporations reached Rs.2Bn.

Further, the working capital of both organizations was in the red, with a debt to equity

ratio  of  1.69  for SLSPC and 4.39  for JEDB. By the end of 1989, the total debt of the two

organizations -- which included overdrafts, creditors, and long-term liabilities -- was

more than their total assets, making them insolvent (Chandramani, 1991).

According to a study done by Chandramani (1991), both organizations had lost more

than Rs.3Bn (USD 65Mn) whilst the total debt stood at Rs.5Bn by 1999. This was despite

the financial support from the WB and ADB. The government absorbed these losses

through major transfers from the national budget and by end 1991, the two corporations

came to a state of bankruptcy at which point they could not carry on without finances

from the Treasury. The debts of the JEDB and the SLSPC also had an adverse impact on
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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other professionals. The task force considered three options for reforming the two

corporations:

i Continue with the current status of the two corporations with a complete
restructuring;

ii A gradual shift to private sector ownership and management, whilst
continuing the state ownership in the short term;

iii Immediate implementation of state ownership and private management,
leading to long term private sector ownership and management.

The third option was chosen as the most suitable for improving the performance of the

state plantations sector.

4. Privatization of Plantations

4.1  Introduction of Management Contracts

Although the WB, other donors and the task force appointed by the government preferred

full scale private sector management and the divesting of ownership of estates, there

was a degree of political and social pressure against such a move as the tea plantation

land was a very sensitive issue to the government of Sri Lanka (MoF, 1992; Fernando,

2004). Therefore, as an interim measure, the government introduced management

contracts to private companies in May 1991, with full scale private management and

ownership deferred for a later date. It was also felt that the period of the management

contract would be a good time for the government to evaluate this major shift in the

plantation sector policy.

Despite much opposition from social and political elements and other vested interests,

the government skillfully introduced management contracts to the estates hitherto owned

by the two large corporations. The government also built up a strong understanding

with the two major plantation trade unions - the CWC and Lanka Jathika Estate Workers

Union (LJEWU), both of which were led by two powerful cabinet ministers at that time to

implement this strategy without any disruption.

4.2 Formation of Regional Plantations Companies (RPCs)

The process of restructuring took place in a systematic way. There were 502 estates in

operation at the time of restructuring. Out of this, 449 of estates managed by the two

corporations were separated into 22 independent limited liability companies known as
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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(De Silva, 2016). However, it is important that evidence of such instances if found, be

dealt  by the authorities within the available legal framework.

The yields of a few randomly selected RPCs show a significant improvement in tea yield

(Morrell, 2017). However, it is unfair to state other RPCs whose yields have been low are

mismanaged. It is well-known that some of the tea estates in the Uva and Udapussellawa

regions have faced severe droughts from 1992. This has resulted in low yields and

spiraling COP making estates unviable with little or no cash surplus. Some of the

companies, which account for a majority of tea estates have also gone through very

challenging times, particularly in the last three years due to low tea prices, high wage

cost, and high cost of other inputs such as energy. In fact, due to the good relations

between the RPCs and joint trade unions, the wage increase, which should have come

into effect in April 2014, was extended due to poor tea prices and losses in the RPCs

during this period.

Commodity prices and climatic conditions play a major role not only in tea plantations,

but in any agricultural enterprise.For example, in 1994 all rubber estates and the RPCs

that had a majority of rubber lands made profits.This was used as a measure to give

those RPCs the option to purchase a majority stake in the profitable RPCs at par value.

However, the last three years have seen a large decline in rubber prices, and the RPCs

with a majority of rubber recording large losses. This situation makes it difficult to label

these estates as poorly managed. The same argument could be applied to the tea estates

that have made losses and reported low yields. Nevertheless, this does not refute the

argument that quality of management has varied amongst different RPCs (Morrell, 2017).

However, this is to be expected in a privatized environment, where different styles of

management are being practiced.

5.4  Replanting

Many RPCs have not maintained the accepted norm of replanting 3% of its total hectarage

each year due to reasons enumerated above. Whilst this is a cause for concern, it is

important that this issue would be addressed within the larger macroeconomic

environment in Sri Lanka. From an investor's perspective, rate of return from replanting

of tea in the high and mid grown is longer than that in the low grown areas. In the

current context, returns may even be negative in the high and mid grown estates due to
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1. Introduction

Tea is an important sector of the Sri Lankan economy for many reasons. It is one of the

main sources of foreign exchange for Sri Lanka, and provides employment for nearly

10% of the entire population (Tea Small Holdings Development Authority [TSHDA],

2014). Tea was first introduced to Sri Lanka in 1867 by James Taylor and since 1900

Ceylon tea has received a special place in the world tea market for its delicate flavour,

aroma and quality. Since then the tea plantation of Sri Lanka has expanded rapidly to

123 Divisional Secretaries within 14 Districts in Up - Country, Mid- Country and Low-

Country. The total tea production in the country was 292.6 million kgs in 2016 (Central

Bank of Sri Lanka [CBSL], 2016). However, this figure varies from year to year depending

on weather conditions, tea prices received at the Colombo Tea Auction, export demand,

labour satisfaction in the plantation sector and global conditions.

The 'Tea Smallholder Sector' has dominated the overall tea industry for many years. As

Table 1 shows, the smallholder's contribution to total tea production has gradually

increased over the years.

Table 1
Tea Smallholders' Percentage Contribution to National

Tea Production (2005-2016)

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Percentage 64.9 68.3 67.5 67.4 69.3 69.4 69.9 71.7 72.9 73.2 73.0 74.5

Source: Author’s own calculation based on Annual Reports of various years, Central
Bank of Sri Lanka.
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the two state banks. During the period of nationalization, the government also made

several attempts to revitalize the sector through fiscal intervention, such as removal of

export duties and taxes. There were also several high-level committees appointed to

restructure the two corporations. However, none of these initiatives improved the

performance of the two organizations.

3.3 Reasons for Restructuring of Nationalized Estates

Under the management of the two state organizations, the ecological capital of the tea

estates, namely its environmental stocks and resources declined.  Along with this Sri

Lanka lost its competitiveness in the global tea market due to a variety of reasons

(Shanmugarathnam, 1997). Sri Lanka's market share of the world exports declined from

24% in 1978 to 18% in 1990 (SLBDC, 1991). Sri Lanka's tea yield was far below that of

India's and Kenya's between 1980 and 1990. During this period, India's and Kenya's tea

yields grew by 19% and 30%, respectively, while Sri Lanka's tea yields grew by only 4%

(Chandramani, 1991). The plantations also saw the growing political power of worker's

trade unions, notably the Ceylon Workers’ Congress (CWC). After restoration of

citizenship to a majority of plantation workers, who were brought to Sri Lanka as

indentured labour, they became an influential force during elections. These developments

particularly affected the productivity of estates and wage setting as they emerged as  a

political influence in the tea industry.

The two organizations came to a stage when they could not carry on any longer without

a major restructuring; as a solution private sector style management was recommended

long before it took place (Bertrent, 1991). It appeared from all indications that

nationalization had caused the decline of the large tea plantations. Despite criticism

and several structural and management weaknesses, reports indicated that the tea

plantations were in a sound agricultural condition, mainly due to the large-scale donor

funding. It was also found that the quality of the management staff at plantation and

corporate management level was relatively sound (SLBDC, 1990).

In July 1990, a task force was appointed to make recommendations on how to revitalize

the sector and make it profitable. The task force was headed by a former Secretary to the

Ministry of Finance (MoF) and comprised the two chairmen of SLSPC and JEDB and
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other professionals. The task force considered three options for reforming the two

corporations:

i Continue with the current status of the two corporations with a complete
restructuring;

ii A gradual shift to private sector ownership and management, whilst
continuing the state ownership in the short term;

iii Immediate implementation of state ownership and private management,
leading to long term private sector ownership and management.

The third option was chosen as the most suitable for improving the performance of the

state plantations sector.

4. Privatization of Plantations

4.1  Introduction of Management Contracts

Although the WB, other donors and the task force appointed by the government preferred

full scale private sector management and the divesting of ownership of estates, there

was a degree of political and social pressure against such a move as the tea plantation

land was a very sensitive issue to the government of Sri Lanka (MoF, 1992; Fernando,

2004). Therefore, as an interim measure, the government introduced management

contracts to private companies in May 1991, with full scale private management and

ownership deferred for a later date. It was also felt that the period of the management

contract would be a good time for the government to evaluate this major shift in the

plantation sector policy.

Despite much opposition from social and political elements and other vested interests,

the government skillfully introduced management contracts to the estates hitherto owned

by the two large corporations. The government also built up a strong understanding

with the two major plantation trade unions - the CWC and Lanka Jathika Estate Workers

Union (LJEWU), both of which were led by two powerful cabinet ministers at that time to

implement this strategy without any disruption.

4.2 Formation of Regional Plantations Companies (RPCs)

The process of restructuring took place in a systematic way. There were 502 estates in

operation at the time of restructuring. Out of this, 449 of estates managed by the two

corporations were separated into 22 independent limited liability companies known as

51

Winds of Change in the Tea Industry: From Nationalization to Privatization

that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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(De Silva, 2016). However, it is important that evidence of such instances if found, be

dealt  by the authorities within the available legal framework.

The yields of a few randomly selected RPCs show a significant improvement in tea yield

(Morrell, 2017). However, it is unfair to state other RPCs whose yields have been low are

mismanaged. It is well-known that some of the tea estates in the Uva and Udapussellawa

regions have faced severe droughts from 1992. This has resulted in low yields and

spiraling COP making estates unviable with little or no cash surplus. Some of the

companies, which account for a majority of tea estates have also gone through very

challenging times, particularly in the last three years due to low tea prices, high wage

cost, and high cost of other inputs such as energy. In fact, due to the good relations

between the RPCs and joint trade unions, the wage increase, which should have come

into effect in April 2014, was extended due to poor tea prices and losses in the RPCs

during this period.

Commodity prices and climatic conditions play a major role not only in tea plantations,

but in any agricultural enterprise.For example, in 1994 all rubber estates and the RPCs

that had a majority of rubber lands made profits.This was used as a measure to give

those RPCs the option to purchase a majority stake in the profitable RPCs at par value.

However, the last three years have seen a large decline in rubber prices, and the RPCs

with a majority of rubber recording large losses. This situation makes it difficult to label

these estates as poorly managed. The same argument could be applied to the tea estates

that have made losses and reported low yields. Nevertheless, this does not refute the

argument that quality of management has varied amongst different RPCs (Morrell, 2017).

However, this is to be expected in a privatized environment, where different styles of

management are being practiced.

5.4  Replanting

Many RPCs have not maintained the accepted norm of replanting 3% of its total hectarage

each year due to reasons enumerated above. Whilst this is a cause for concern, it is

important that this issue would be addressed within the larger macroeconomic

environment in Sri Lanka. From an investor's perspective, rate of return from replanting

of tea in the high and mid grown is longer than that in the low grown areas. In the

current context, returns may even be negative in the high and mid grown estates due to
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1. Introduction

Tea is an important sector of the Sri Lankan economy for many reasons. It is one of the

main sources of foreign exchange for Sri Lanka, and provides employment for nearly

10% of the entire population (Tea Small Holdings Development Authority [TSHDA],

2014). Tea was first introduced to Sri Lanka in 1867 by James Taylor and since 1900

Ceylon tea has received a special place in the world tea market for its delicate flavour,

aroma and quality. Since then the tea plantation of Sri Lanka has expanded rapidly to

123 Divisional Secretaries within 14 Districts in Up - Country, Mid- Country and Low-

Country. The total tea production in the country was 292.6 million kgs in 2016 (Central

Bank of Sri Lanka [CBSL], 2016). However, this figure varies from year to year depending

on weather conditions, tea prices received at the Colombo Tea Auction, export demand,

labour satisfaction in the plantation sector and global conditions.

The 'Tea Smallholder Sector' has dominated the overall tea industry for many years. As

Table 1 shows, the smallholder's contribution to total tea production has gradually

increased over the years.

Table 1
Tea Smallholders' Percentage Contribution to National

Tea Production (2005-2016)

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Percentage 64.9 68.3 67.5 67.4 69.3 69.4 69.9 71.7 72.9 73.2 73.0 74.5

Source: Author’s own calculation based on Annual Reports of various years, Central
Bank of Sri Lanka.
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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high cost of replanting. Therefore, channelling funds for replanting of tea is a challenging

decision to the management in RPCs.

Whilst some RPCs have undertaken replanting on a limited scale, the overall rate of

replanting from 1992 to 2015 by all 20 RPCs has been very low. In current terms, the cost

of replanting a hectare of tea and bringing it to maturity is almost Rs. 2 Mn. Therefore,

realizing a return that exceeds the cost of borrowing is not possible unless tea prices are

attractive (De Silva, 2016). In this context, it is important for critics to realize that replanting

is a business decision and unless there is a return from the investment, shareholders are

challenged in adopting such strategies even on a limited scale as cost of funds is still

high. A solution to enhance the rate of replanting tea in the RPC estates could include

providing long term funds at concessionary rates either via donors or through government

lending agencies to match tea returns with extended periods of payback. Plantation

agriculture is a long-term business and should be viewed in that strategic perspective.

5.5  Plantation Workers

The RPCs have invested funds towards social development both in collaboration with

the Plantation Human Development Trust (PHDT) and several NGOs such as Save the

Children Fund, World Vision etc. There are many instances of good social development

practices adopted by the RPCs; for example, one RPC has set up an elder's home for

retired workers. Recently, the Indian Government has also offered to build a large number

of workers houses on RPC estates (Elpitiya Plantations PLC, 2016).

There has been a decline in workers employed in the last ten years. The total workers in

RPC estates, which stood at 239,902 in 2003 has declined to 172,795 as of 2015 (MPI,

2015). The reduction from 1992 is even greater in numbers. Some of this is due to natural

attrition and workers moving to more attractive working environments.  This is posing a

major challenge to the future of the RPCs. However, this situation is not unique to Sri

Lanka. Many plantation economies are facing worker shortages due to urbanization

and greater economic development in the country (Internal Reports of RPCs - Watawala

Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli Plantations

PLC, 2016; Kahawatta Plantations PLC, 2016). It is important that the RPCs address

these issues through mechanization of plantation work and enrichment of the job profiles

of plantation workers. The issue of worker adequacy needs to be examined in the long-

term to maintain the productivity of tea lands at a competitive level.
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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The total tea production was above 70% during the period 2012-2016 and has continued

to increase up to 74.5% in 2016. Further, tea smallholders produced 95% of low country,

59% of middle country and 15% of up country tea in Sri Lanka (TSHDA, 2014). Compared

to year 2013, the production of up country tea and low country tea has increased by 15%

in 2014 while production of middle country tea has decreased by 8%.

A 'tea smallholding' is not a well-defined entity in Sri Lanka. The definitions used vary

from user to user. According to the Tea Control Act, No 51 of 1957, tea lands which are

less than 10 ac in extent are considered as "tea smallholdings". The Sri Lanka Tea Board

(SLTB), carries out smallholder development activities in tea lands between 10 and 50 ac

(less than 20.2 ha), identifying them as 'tea smallholdings' according to their definition.

About 80% of tea smallholders hold less than 0.2 ha (Food and Agriculture Organization

[FAO], 2012). Tea Smallholders are governed by the TSHDA, and all tea smallholders

have the membership of the Sri Lanka Federation of the Tea Smallholder Development

Societies, also known as "Tea Shakthi". Under this Federation, there are village level

societies that provide a range of assistance to its members; however, remote villages

have limited access to the services provided by them (TSHDA, 2014).

According to the census of tea small holdings in 2005, the total estimated extent of tea

lands without the extent of abandoned tea lands amounted to 125,019ha. These lands

are situated in 3,692 "Grama Niladhari" Divisions in 14 tea growing Districts of Sri

Lanka with more than 400,000 smallholders. Overall, tea small holdings represent

approximately 60% of the total extent of tea land.  Tea small holdings have expanded

immensely in eight Districts, namely, Ratnapura, Galle, Matara, Kandy, Badulla,

Kalutara, Nuwara Eliya and Kegalle (TSHDA, 2014).

Table 2 highlights some of the important features of tea smallholders in Sri Lanka.  The

total production in the tea smallholdings sector increased from 205.8 million kgs in 2005

to 247.4 million kgs in 2014. Further, from 2010 -2014 productivity of tea smallholders

have increased continuously. In 2014, the average productivity of tea smallholders was

2,123 kgs per ha and few districts, like Kalutara, Kandy, Nuwara Eliya and Ratnapura,

have higher average productivity levels (TSHDA, 2014).
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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Regional Plantations Companies (RPCs). They comprised both tea and rubber lands,

whilst three companies were entirely tea and two companies comprised only coconut

lands. The government formed the 22 companies according to their historical profitability

to ensure uniform profits across the different companies. The non-profitable estates (53

in number) of the two corporations were excluded in the restructuring. Each RPC consisted

of around 12 to 29 estates.  Each RPC was given all or a part of the regional offices of

either of the corporations to carry out their functions. All assets and liabilities of the

estates and the regional offices were taken over by respective RPCs. Estate land was

given on a long-term lease to each RPC. All employees of the two corporations became

employees of the 22 RPCs, and all RPCs started off debt free. The Plantation Housing

and Social Welfare Trust (PHSWT) was also set up as a tripartite body comprising trade

unions, RPCs and government to provide social development facilities to the RPC estates.

The PHSWT took over the functions of the social development divisions of the JEDB and

SLSPC. This body later came to be known as the Plantation Human Development Trust

(PHDT).

4.3 Privatization Process

The entire restructuring of the two corporations, and all related work was handled by a

unit under the MoF known as the Plantations Restructuring Unit (PRU). The Deputy

Secretary of the Treasury was the Chairman of the PRU, which comprised of other senior

public servants. The Secretary to the Treasury and the Secretary to the Ministry of

Plantations Industries (MPI) provided the policy directives to the PRU and provided it

the much-needed authority. The operational work in the PRU was handled by a small

group of professionals supported by experts from the WB, USAID and ADB.

Coopers and Lybrand UK - now known as Price Water House Coopers (PWC) - was

selected as the consultants to value the RPCs and handle the bidding process. The

process adopted by the PRU was to select the Managing Agents (MAs) for the management

of the RPCs, which had been valued by PWC and evaluated on different criteria covering

technical and financial capabilities of the bidding companies. The financial/cost

proposal of the bidders related to a percentage share of the forecasted profits of the RPC

to which they were bidding for over the period of five and a half years (mid 1992 - 1997).

Foreign companies were excluded from the bidding. However, a few foreign companies

mainly from India had technical collaborations with the local companies and submitted
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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high cost of replanting. Therefore, channelling funds for replanting of tea is a challenging

decision to the management in RPCs.

Whilst some RPCs have undertaken replanting on a limited scale, the overall rate of

replanting from 1992 to 2015 by all 20 RPCs has been very low. In current terms, the cost

of replanting a hectare of tea and bringing it to maturity is almost Rs. 2 Mn. Therefore,

realizing a return that exceeds the cost of borrowing is not possible unless tea prices are

attractive (De Silva, 2016). In this context, it is important for critics to realize that replanting

is a business decision and unless there is a return from the investment, shareholders are

challenged in adopting such strategies even on a limited scale as cost of funds is still

high. A solution to enhance the rate of replanting tea in the RPC estates could include

providing long term funds at concessionary rates either via donors or through government

lending agencies to match tea returns with extended periods of payback. Plantation

agriculture is a long-term business and should be viewed in that strategic perspective.

5.5  Plantation Workers

The RPCs have invested funds towards social development both in collaboration with

the Plantation Human Development Trust (PHDT) and several NGOs such as Save the

Children Fund, World Vision etc. There are many instances of good social development

practices adopted by the RPCs; for example, one RPC has set up an elder's home for

retired workers. Recently, the Indian Government has also offered to build a large number

of workers houses on RPC estates (Elpitiya Plantations PLC, 2016).

There has been a decline in workers employed in the last ten years. The total workers in

RPC estates, which stood at 239,902 in 2003 has declined to 172,795 as of 2015 (MPI,

2015). The reduction from 1992 is even greater in numbers. Some of this is due to natural

attrition and workers moving to more attractive working environments.  This is posing a

major challenge to the future of the RPCs. However, this situation is not unique to Sri

Lanka. Many plantation economies are facing worker shortages due to urbanization

and greater economic development in the country (Internal Reports of RPCs - Watawala

Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli Plantations

PLC, 2016; Kahawatta Plantations PLC, 2016). It is important that the RPCs address

these issues through mechanization of plantation work and enrichment of the job profiles

of plantation workers. The issue of worker adequacy needs to be examined in the long-

term to maintain the productivity of tea lands at a competitive level.
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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The total tea production was above 70% during the period 2012-2016 and has continued

to increase up to 74.5% in 2016. Further, tea smallholders produced 95% of low country,

59% of middle country and 15% of up country tea in Sri Lanka (TSHDA, 2014). Compared

to year 2013, the production of up country tea and low country tea has increased by 15%

in 2014 while production of middle country tea has decreased by 8%.

A 'tea smallholding' is not a well-defined entity in Sri Lanka. The definitions used vary

from user to user. According to the Tea Control Act, No 51 of 1957, tea lands which are

less than 10 ac in extent are considered as "tea smallholdings". The Sri Lanka Tea Board

(SLTB), carries out smallholder development activities in tea lands between 10 and 50 ac

(less than 20.2 ha), identifying them as 'tea smallholdings' according to their definition.

About 80% of tea smallholders hold less than 0.2 ha (Food and Agriculture Organization

[FAO], 2012). Tea Smallholders are governed by the TSHDA, and all tea smallholders

have the membership of the Sri Lanka Federation of the Tea Smallholder Development

Societies, also known as "Tea Shakthi". Under this Federation, there are village level

societies that provide a range of assistance to its members; however, remote villages

have limited access to the services provided by them (TSHDA, 2014).

According to the census of tea small holdings in 2005, the total estimated extent of tea

lands without the extent of abandoned tea lands amounted to 125,019ha. These lands

are situated in 3,692 "Grama Niladhari" Divisions in 14 tea growing Districts of Sri

Lanka with more than 400,000 smallholders. Overall, tea small holdings represent

approximately 60% of the total extent of tea land.  Tea small holdings have expanded

immensely in eight Districts, namely, Ratnapura, Galle, Matara, Kandy, Badulla,

Kalutara, Nuwara Eliya and Kegalle (TSHDA, 2014).

Table 2 highlights some of the important features of tea smallholders in Sri Lanka.  The

total production in the tea smallholdings sector increased from 205.8 million kgs in 2005

to 247.4 million kgs in 2014. Further, from 2010 -2014 productivity of tea smallholders

have increased continuously. In 2014, the average productivity of tea smallholders was

2,123 kgs per ha and few districts, like Kalutara, Kandy, Nuwara Eliya and Ratnapura,

have higher average productivity levels (TSHDA, 2014).
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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Regional Plantations Companies (RPCs). They comprised both tea and rubber lands,

whilst three companies were entirely tea and two companies comprised only coconut

lands. The government formed the 22 companies according to their historical profitability

to ensure uniform profits across the different companies. The non-profitable estates (53

in number) of the two corporations were excluded in the restructuring. Each RPC consisted

of around 12 to 29 estates.  Each RPC was given all or a part of the regional offices of

either of the corporations to carry out their functions. All assets and liabilities of the

estates and the regional offices were taken over by respective RPCs. Estate land was

given on a long-term lease to each RPC. All employees of the two corporations became

employees of the 22 RPCs, and all RPCs started off debt free. The Plantation Housing

and Social Welfare Trust (PHSWT) was also set up as a tripartite body comprising trade

unions, RPCs and government to provide social development facilities to the RPC estates.

The PHSWT took over the functions of the social development divisions of the JEDB and

SLSPC. This body later came to be known as the Plantation Human Development Trust

(PHDT).

4.3 Privatization Process

The entire restructuring of the two corporations, and all related work was handled by a

unit under the MoF known as the Plantations Restructuring Unit (PRU). The Deputy

Secretary of the Treasury was the Chairman of the PRU, which comprised of other senior

public servants. The Secretary to the Treasury and the Secretary to the Ministry of

Plantations Industries (MPI) provided the policy directives to the PRU and provided it

the much-needed authority. The operational work in the PRU was handled by a small

group of professionals supported by experts from the WB, USAID and ADB.

Coopers and Lybrand UK - now known as Price Water House Coopers (PWC) - was

selected as the consultants to value the RPCs and handle the bidding process. The

process adopted by the PRU was to select the Managing Agents (MAs) for the management

of the RPCs, which had been valued by PWC and evaluated on different criteria covering

technical and financial capabilities of the bidding companies. The financial/cost

proposal of the bidders related to a percentage share of the forecasted profits of the RPC

to which they were bidding for over the period of five and a half years (mid 1992 - 1997).

Foreign companies were excluded from the bidding. However, a few foreign companies

mainly from India had technical collaborations with the local companies and submitted
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their bids accordingly. After the evaluation process, arrangements were made to hand

over the management to successful bidders. Each RPC was established by a gazette

notification and the RPCs were formed during the period 6th - 22nd June 1992 (GOSL,

1992).

Each successful bidder formed a new management company under a 20-year management

contract with the government. The Managing Agents (MAs) were required to set up the

administrative offices, arrange financing, and other operational requirements for

managing each RPC. The MAs were distinct from the RPCs in that they were private

companies with professional managers, they operated under private sector norms and

were not affected by government bureaucracy. There was also a quarterly reporting

mechanism set up by the PRU, which acted as the owners of the RPC. The MAs were not

permitted to borrow funds in the name of RPCs or dispose capital assets without the

approval of the RPC Board. The MAs had full operational and management controls

within the specified policy guidelines given by the RPC Board. The RPC Board was the

same for all 22 RPCs and comprised of senior bureaucrats from the MoF and the MPI,

and was responsible for setting the policy guidelines and direction to the MAs. The

main role of the RPCs was to facilitate the smooth operations of the MAs and of the

estates they were managing.

There were variations in the percentage share of profits between the different MAs in

their bid proposal. In the event the RPCs operated at a loss, there was no profit share

paid to the MA's whilst the loss was borne by the RPC (i.e. government). There were

other requirements which had to be fulfilled by the MAs; one of which was to provide a

financial guarantee of Rs.25Mn from an acceptable financial institution prior to signing

the management contract. Purpose of this was to cover financial mismanagement by the

MAs. The PRU also set up a monitoring system to evaluate the performance of each MA/

RPC.

Although the intentions of privatization were to create efficiency and remove all political

interference in the operations of the estates, the government mandated a massive wage

increase for plantation workers in January 1993. This type of wage mandate does not

occur in other industries particularly where collective agreements are in force. This was

the beginning of several government influenced wage increases that placed a heavy

burden on the RPCs by way of rising wage cost without any link to productivity. The
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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RPCs later entered into a collective agreement with the three major trade unions facilitated

by the Employers’ Federation of Ceylon (EFC) and the Ministry of Labour. In order to

assist the RPCs, the government also put in place a mechanism to issue five-year

government debentures arranged via the government institutions in the absence of capital

funding for the RPCs due to the perceived short-term nature of the five-and-a-half-year

management contract. These funds were used by the MAs for the operations of the RPC

estates.

4.4 Estates under Managing Agents (MAs)

Studies undertaken soon after 1992 showed that the MAs had a positive impact on

several areas on the plantations (Peoples Bank, 1988).  Reports did indicate an elimination

of waste, with improved resource utilization and the removal of bureaucracies and

structural weaknesses that prevailed during the state management. The MAs appeared

to be more hands on as the RPCs were smaller with short lines of command unlike with

the larger state corporations (Program Support Group, 2000). The RPCs that had a

majority of rubber lands performed far better than the RPCs with a majority of tea lands,

as the rubber prices were at a high during the period 1994-1995. Some companies

diversified into new areas, displaying a high degree of diversification. One of the RPCs

converted a 100-year-old tea factory into a luxury theme hotel and formed a separate

company. This type of diversification raised the social profile of that estate and the

surrounding areas. Several other RPCs too went into value added operations. However,

the debt to the government remained as the tea estates continued to make losses due to

the wage increase, a severe drought in many of the tea growing areas, and low tea prices

(MPI, 1999).

Many of the studies showed that the MAs managing the RPCs had introduced different

systems of management and that there was a fair degree of variation between the

management of different RPCs (MoF, 1992; 1995). For example, the monitoring adopted

by the PRU showed variation in technical standards and agricultural policies across the

RPCs. Although there were oppositions on ideological grounds and varying views on

methodology adopted, privatization of the plantations was a significant achievement

for the government due to the important role of the plantation sector and the large number

of unionized workers in the sector. The Plantation Management Executive Association

(PMEA) -- which comprised plantation management executives, who were employed in

the state corporations and who were mainly in the former regional board offices --
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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criticized the privatization of the plantations, stating that the government only privatized

the profits, and took over the losses. Their criticisms were mainly directed at the PRU.

However, these views were debated from different quarters (Peoples Bank,  1995).

Although the MAs had a positive impact in the management of the estates, one of the key

weaknesses in all the RPCs and MAs was their inability to raise long term funding for

capital development. Other than the debentures arranged by the government, there was

hardly any long-term capital as the banks perceived the management contracts to be

short term, providing little or no risk to the private companies in the management of

RPCs. The government realized the need to set up a more sustainable management

model for the RPCs (WB, 1994).

The period of the management contracts gave the private companies an opportunity to

come  to grips with the problems of estates in the RPCs. Many showed willingness to

make long term investments in the RPCs. There appeared to be a growing interest from

the private sector to own plantation land since nationalization.

4.5 Second Stage of Privatization: 1992 Onwards

Due to the growing interest from the private sector for full-fledged ownership of the

RPCs, the government decided to sell a 51% stake in each RPC. Thus, the second stage of

the privatization programme was carried out by the People Alliance (PA) government

that came into power in 1994 after a long stint under the United National Party (UNP).

Under the terms of privatization, a 51% stake of the RPCs was offered to the MAs which

made operational profits in the financial year 1994 at a price to be determined by the

market. Accordingly, 10 private sector companies were eligible for this option and 10

RPCs were sold at par value. Many of these RPCs were predominantly rubber estate

companies. Other companies that made losses in 1994, were sold on an all or nothing

basis and 10 RPCs were divested accordingly. The system adopted to ascertain for the

sale price of each RPC was based on its Net Asset Value (NAV). The lease period of the

land given to each RPCs for the divestment of shares was also reduced to 53 years from

99 years and the lease payment was computed on a formula based on the RPCs NAV as

at 1994 (MoF, 1995). The lease rent thus calculated was to be escalated each year based

on the previous year's GDP deflator (HNB Stockbrokers Ltd, 1988; People's Bank, 1988).
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Issues and Challenges Encountered by Tea Smallholders in Sri Lanka

3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.

Below 1

1 to 2

2 to 3

3 to 4

Above 4

Source: Author’s calculation based on
survey data.

Below 0.5

0.5 to 1.0

1.0 to 1.5

1.5 to 2.0

2.0 to 2.5

Above 2.5

Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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The companies which purchased the RPCs were expected to infuse up to Rs.150Mn in

debenture funding to wipe out the accumulated debt of the RPCs during the period

under management of the MAs. The debentures were issued on the basis that these

would be converted to shares between a two to five year period based on the original

price paid by the purchaser. Besides these, there were several other decisions made by

the government to broad base the ownership of RPCs, such as to offer 20% of the shares

to the public on the Colombo Stock Exchange (CSE) on a tender basis and to give 10% free

shares to the RPC employees. The remaining 19% were to be sold via the CSE at market

prices. The government maintained a Golden Share in the companies which required

seeking of government approval for any amendments to the Articles of Association of

the RPCs and for subleasing of estates.

Apart from this, all RPCs were given flexibility to optimize the use of the land within the

laws of Sri Lanka. By end of 1995, with the improvements in the tea market, there was a

significant interest shown in purchasing the shares of the RPCs that were being put up

for sale. Both local and foreign institutions purchased these shares at varied prices,

some unprecedented at that time. The government also requested Employees’ Trust Fund

and a new entity known as the Plantations Investment Management Company (PIMC)

to purchase RPC shares. It was alleged that the PIMC was set up to push the price of

shares in the CSE and ensure that shares were not sold cheap. This saw unfair competition

in the sale of RPC shares and the private sector showed their displeasure to this move.

This move also did not go well with the donors, particularly the ADB which refused to

lend to RPCs which had government influence. Thus, shares purchased by the government

backed RPCs were later sold to the private sector.

There was another controversy on the sale of shares of Kotagala Plantations Limited

where the eligible bidder sold his shares at a premium to another party which drew lot

of criticism. These transactions appeared to show some of the loopholes in the

government's privatization program. Despite all these issues, the government's decision

to sell equity in the plantations went through without much hindrance and this move

was considered as one of the world's largest agricultural privatization programs (GOSL,

1993).  Privatization resulted in 20 RPCs managing 34% of the country's large tea estates,

which accounted for 49% of Sri Lanka's tea production (EFC, 2000). The ADB under the

MPI and Plantations Reforms (PRP) project infused large sums of long term funds to all
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.

Below 1

1 to 2

2 to 3

3 to 4

Above 4

Source: Author’s calculation based on
survey data.

Below 0.5

0.5 to 1.0

1.0 to 1.5

1.5 to 2.0

2.0 to 2.5

Above 2.5

Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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the RPCs for capital development, with RPCs which were privatized early getting a

larger share. Apart from the loan component, there were outright grants given to RPCs

for social development through this line of credit. Studies showed that the RPCs had

invested approximately Rs.11Bn into the estates, with almost Rs.1Bn on social

development; this works out to approximately Rs.550Mn per RPC (Program Support

Group, 2000). There were also many social development programs initiated which was

included in these investments.

5. Impact of Private Management

Management contracts were introduced from 1992 and full scale privatization took

place during the period 1996-1997. This was also the period in which privatization as a

macro economic strategy was being introduced in several parts of the world after socialist

policies had created negative growth and inefficiencies in businesses. Sri Lanka too

followed a similar strategy not only in the large plantations sector, but also in the other

sectors of the economy by privatizing several other state-owned enterprises such as the

state-owned telecommunications corporation, distillery and insurance corporation. Some

of these privatizations were a success.  For example, the state-owned telecommunications

business, the state-owned distillery have showed positive growth since privatization

whilst generating revenue to the government by way of corporate taxes without funding

from the government.

The second stage of privatization of the plantations sector also removed the large

plantations/RPCs from being a financial burden to the government. There have been

several experts making both negative and positive observations on the RPC sector,

comparing the periods of management by the state and AHs. The following section will

make broad observations on the period of RPC management, based on discussions with

those associated with the plantations sector and available information.

5.1  Macro-Economic Impact of Private Management

The 20 RPCs (excluding the two coconut RPCs and Elkaduwa Plantations which are

under state management) are owned and managed by 14 different private companies.

(Table 1 - Annexure). The management styles and strategies adopted by these companies

vary in several ways. There is a spirit of competitiveness amongst all the companies and

their styles of management are different unlike the state managed/controlled period,

when there was hardly any difference.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.

Below 1

1 to 2

2 to 3

3 to 4

Above 4

Source: Author’s calculation based on
survey data.

Below 0.5

0.5 to 1.0

1.0 to 1.5

1.5 to 2.0

2.0 to 2.5

Above 2.5

Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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Some companies have performed better than others, not only due to the different styles of

management, but also due to the elevation mix of their tea and the crop mix of the estates

in the RPCs. The profitability of these companies varies.  The reasons for this variance

are difficult to unravel without a detailed analysis, which is beyond the scope of this

chaper.

It is a well-known fact that the annual Rs.1.5Bn loss making state corporations were

turned into profit making companies, and they are no longer a burden to the government.

Although profits of RPCs fluctuate annually, in the long run they have been made

profitable. For example, in the financial year 2007/2008, the RPCs recorded an overall

profit of Rs. 14.9 Bn (Athukorala, 2016). However, in the same analysis in the year 2013,

the RPCs went through a challenging year when the overall net profit showed a sharp

decline due to low sale prices and other difficulties. In 1996, after the introduction of

private management, net profit in the RPCs tea segment was 5.9% of total revenue whilst

this increased to a 9.9% by 2007 and remained at a 7.2% net profit margin in the year

2013 (Athukorala, 2016). Further in the last two financial years of the public listed RPCs

covering the period 2014 to 2016/2017 show a fluctuating profit trend driven by

commodity price highs and lows (See Table 2). The significant improvement in RPC

profits seen in April/March 2017, is largely due to a rise in tea prices in early 2017. First

quarter results of the January/December in 2017 also show a profit situation due to a

rise in tea prices during this period.  These results suggest that private sector management

created profitable RPCs despite many internal and external challenges alleviating the

burden to the government.

5.2  Tea Marketing

Majority of tea produced by the RPCs is still sold through the auction system. The auction

system is one of the most efficient systems of crop disposal and Sri Lanka's auction

center has one of the highest tea auction averages compared to other auction centers

around the world (Sri Lanka Tea Board [SLTB], 2007; 2010; 2015).  However, this does

not diminish the fact that the producer is a "price taker" in this process with little or no

power to bargain.

When the net sales average (NSA) of Sri Lanka's tea auction center is compared to cost of

production of tea at estate level, there is little room for a profit for RPCs. Tea prices from
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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1993 to 2016 have seen a fluctuating trend both in Sri Lanka rupees and US Dollars.

Whilst there have been improvements in net sale average of tea in both US Dollar terms

(SLTB, 2007; SLTB, 2010; SLTB, 2015) and Sri Lanka Rupees, cost of production of tea

has also steadily risen in the RPCs mainly driven by rising wage and other input costs.

An analysis of the tea auction prices in Sri Lanka's auction center from 1992 - 2015 show

that the daily wage of an estate worker as a ratio to auction prices, which was 113% in

1992 in Rupee terms, has now increased to 172% with a recent wage increase. In other

words, what it means is that the ratio between the daily wage of a worker plus EPF and

ETF when compared with overall average tea auction prices, has almost doubled keeping

little or no margin for profitability. In order to elaborate this further, daily wage rate of a

worker has increased by 1155% from 1992 to 2016, whilst tea auction prices in Rupee

terms has increased only by 759% (EFC, 2016).  Considering that almost 60% of an

estates cost of production (COP) is cost of wages, the viability of RPCs is questionable

given that there is only 40% from the COP to manage other costs. Therefore, the mismatch

between a daily wage rate of a worker including EPF and ETF and the disparity of tea

auction prices, is a phenomenon that needs to be addressed with an increase in

productivity.

Value addition and branding have been a neglected area in most RPCs. If more value

addition has taken place in the RPCs, NSAs may have improved.  Developing a brand is

not an easy task considering that Sri Lanka has only one brand of international repute

(Dilmah) with a few other exporter oriented brands during its long history of tea

production. This is one area that the RPCs could strive to improve. Watawala Plantations

and Kelani Valley Plantations are the only two RPCs that have built strong tea brands.

One brand has been built with a merger whilst there are a few other smaller initiatives to

build brands and establish joint ventures with other RPCs. Many RPCs have links to

well established tea export companies and this could be one of the reasons for the low

level of value addition and branding by RPCs.

In the event, more RPCs could develop their own brands this could improve sales revenue.

At least two RPCs have also established instant tea, and green tea ventures with large

investments. Further a well-known tea company from China invested in an RPC to set

up a specialty tea processing venture to export specialty tea to China. The above indicates
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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(De Silva, 2016). However, it is important that evidence of such instances if found, be

dealt  by the authorities within the available legal framework.

The yields of a few randomly selected RPCs show a significant improvement in tea yield

(Morrell, 2017). However, it is unfair to state other RPCs whose yields have been low are

mismanaged. It is well-known that some of the tea estates in the Uva and Udapussellawa

regions have faced severe droughts from 1992. This has resulted in low yields and

spiraling COP making estates unviable with little or no cash surplus. Some of the

companies, which account for a majority of tea estates have also gone through very

challenging times, particularly in the last three years due to low tea prices, high wage

cost, and high cost of other inputs such as energy. In fact, due to the good relations

between the RPCs and joint trade unions, the wage increase, which should have come

into effect in April 2014, was extended due to poor tea prices and losses in the RPCs

during this period.

Commodity prices and climatic conditions play a major role not only in tea plantations,

but in any agricultural enterprise.For example, in 1994 all rubber estates and the RPCs

that had a majority of rubber lands made profits.This was used as a measure to give

those RPCs the option to purchase a majority stake in the profitable RPCs at par value.

However, the last three years have seen a large decline in rubber prices, and the RPCs

with a majority of rubber recording large losses. This situation makes it difficult to label

these estates as poorly managed. The same argument could be applied to the tea estates

that have made losses and reported low yields. Nevertheless, this does not refute the

argument that quality of management has varied amongst different RPCs (Morrell, 2017).

However, this is to be expected in a privatized environment, where different styles of

management are being practiced.

5.4  Replanting

Many RPCs have not maintained the accepted norm of replanting 3% of its total hectarage

each year due to reasons enumerated above. Whilst this is a cause for concern, it is

important that this issue would be addressed within the larger macroeconomic

environment in Sri Lanka. From an investor's perspective, rate of return from replanting

of tea in the high and mid grown is longer than that in the low grown areas. In the

current context, returns may even be negative in the high and mid grown estates due to
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4
Issues and Challenges Encountered by Tea

Smallholders in Sri Lanka

Prasanna Perera

1. Introduction

Tea is an important sector of the Sri Lankan economy for many reasons. It is one of the

main sources of foreign exchange for Sri Lanka, and provides employment for nearly

10% of the entire population (Tea Small Holdings Development Authority [TSHDA],

2014). Tea was first introduced to Sri Lanka in 1867 by James Taylor and since 1900

Ceylon tea has received a special place in the world tea market for its delicate flavour,

aroma and quality. Since then the tea plantation of Sri Lanka has expanded rapidly to

123 Divisional Secretaries within 14 Districts in Up - Country, Mid- Country and Low-

Country. The total tea production in the country was 292.6 million kgs in 2016 (Central

Bank of Sri Lanka [CBSL], 2016). However, this figure varies from year to year depending

on weather conditions, tea prices received at the Colombo Tea Auction, export demand,

labour satisfaction in the plantation sector and global conditions.

The 'Tea Smallholder Sector' has dominated the overall tea industry for many years. As

Table 1 shows, the smallholder's contribution to total tea production has gradually

increased over the years.

Table 1
Tea Smallholders' Percentage Contribution to National

Tea Production (2005-2016)

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Percentage 64.9 68.3 67.5 67.4 69.3 69.4 69.9 71.7 72.9 73.2 73.0 74.5

Source: Author’s own calculation based on Annual Reports of various years, Central
Bank of Sri Lanka.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.

72

Prasanna Perera

This appears as a unique issue among smallholders that creates a large gap

between market realities, production interests and government policies. During

the process of the survey, many tea smallholders declared that they are interested

in maintaining records and appreciated guidance in this direction.

• Quality of Green Leaves

Tea smallholders have little awareness on the importance of the quality of leaves.

As the price they obtain for the leaves does not depend on the quality of the

leaves, there is little incentive for smallholders to maintain quality. However,

80% of the tea smallholders reported maintaining their garden regularly. Due to

lack of awareness on harvesting techniques, leaf rejection is a key impediment

identified by the small growers in attaining a good price for their tea. Some practices

that lead to rejection of green leaf and reduction in the quality of green leaf include:

plucking mature leaves (other than the recommended two leaves and a bud) and

cramming leaves into bags to increase weight, which damage the leaves. Another

crucial factor that determines quality of tea is the speedy transportation of green

leaf tea to the factory for processing. Survey results indicate that most of the tea

smallholders do not adopt any time management practices to minimise the time

gap between collecting the leaves and delivering them to collection centres/

agents.

The delay occurs due to two factors: suppliers do not have regular timetables to

collect the leaves from the smallholders and they take a long time to transport

leaves to the factory. There needs to be intervention in these practices as any

delay in transporting the leaves to the factory will adversely affect the quality of

the green leaves. As revealed in the survey, more than half of the tea smallholders

(61%) reported taking eight to 12 hours  to  collect  the leaves from the gardens

and delivering them to the collection centres/agents. A significant percentage of

farmers (39%) carry out this work within four to eight hours.

Some tea smallholders directly transport leaves to the factory instead of delivering

them to local collection centres/agents. Among them 39% of the small holders

transport leaves to the factory in less than an hour and another 45% do  it within

one to two hours. Around 16% of the tea smallholders take three to four hours in

delivering the leaves to the factory; thus, there is significant scope for improvement.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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that the RPCs are increasingly diversifying and adding value to Sri Lankan tea (Elpitiya

Plantations PLC, 2016).

5.3  Agricultural Condition

Tea production is influenced by the agricultural condition of estates in the RPCs. Both

black tea processing and yield are dependent on environmental conditions, topography

of the land, and several other factors. They are also affected by the application of both the

artificial and natural fertilizer and the soil condition of the estates.

Although it was reported at the time of privatization the agricultural conditions of the

estates were sound (SLBDC, 1991), reports have revealed tea yields to be significantly

low during the period 1995 and 1996 when full scale private management was introduced.

The tea yields in 1992 also reveal a similar trend. It has been alleged in recent agricultural

advisers' reports that the agricultural condition of some estates has been very poor

whilst some others have maintained good standards (Internal Reports of RPCs -

Watawala Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli

Plantations PLC, 2016; Kahawatta Plantations PLC, 2016 ).

One of the major challenges to tea production in the last several years has been the effects

of global warming and climate change, which has affected all forms of agricultural

production all over the world. There is also evidence that some RPCs have not applied

fertilizer and followed good agricultural practices (Morrell, 2017). Whilst this could be

due to recurrent tea losses, it is important that the larger perspective of privatization as

a macroeconomic strategy that is deployed to revitalize the estates is not ignored. The

performance of the remaining estates of the JEDB/SLSPC is indicative of what could

have happened to the JEDB/SLSPC estates if private management was not introduced to

the state-owned plantations sector in 1992.

Some of the criticisms against the varying agricultural standards of different estates of

the RPCs cannot be totally ignored. However, it is important to understand that the

RPCs have invested funds based on their own borrowing capabilities and there could be

times when investment decisions are challenged due to declining cash flow. RPCs are

public listed companies operating a business venture, answerable to shareholders and

it is unlikely that there could be deliberate attempts of owners to run down RPC estates
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(De Silva, 2016). However, it is important that evidence of such instances if found, be

dealt  by the authorities within the available legal framework.

The yields of a few randomly selected RPCs show a significant improvement in tea yield

(Morrell, 2017). However, it is unfair to state other RPCs whose yields have been low are

mismanaged. It is well-known that some of the tea estates in the Uva and Udapussellawa

regions have faced severe droughts from 1992. This has resulted in low yields and

spiraling COP making estates unviable with little or no cash surplus. Some of the

companies, which account for a majority of tea estates have also gone through very

challenging times, particularly in the last three years due to low tea prices, high wage

cost, and high cost of other inputs such as energy. In fact, due to the good relations

between the RPCs and joint trade unions, the wage increase, which should have come

into effect in April 2014, was extended due to poor tea prices and losses in the RPCs

during this period.

Commodity prices and climatic conditions play a major role not only in tea plantations,

but in any agricultural enterprise.For example, in 1994 all rubber estates and the RPCs

that had a majority of rubber lands made profits.This was used as a measure to give

those RPCs the option to purchase a majority stake in the profitable RPCs at par value.

However, the last three years have seen a large decline in rubber prices, and the RPCs

with a majority of rubber recording large losses. This situation makes it difficult to label

these estates as poorly managed. The same argument could be applied to the tea estates

that have made losses and reported low yields. Nevertheless, this does not refute the

argument that quality of management has varied amongst different RPCs (Morrell, 2017).

However, this is to be expected in a privatized environment, where different styles of

management are being practiced.

5.4  Replanting

Many RPCs have not maintained the accepted norm of replanting 3% of its total hectarage

each year due to reasons enumerated above. Whilst this is a cause for concern, it is

important that this issue would be addressed within the larger macroeconomic

environment in Sri Lanka. From an investor's perspective, rate of return from replanting

of tea in the high and mid grown is longer than that in the low grown areas. In the

current context, returns may even be negative in the high and mid grown estates due to
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4
Issues and Challenges Encountered by Tea

Smallholders in Sri Lanka

Prasanna Perera

1. Introduction

Tea is an important sector of the Sri Lankan economy for many reasons. It is one of the

main sources of foreign exchange for Sri Lanka, and provides employment for nearly

10% of the entire population (Tea Small Holdings Development Authority [TSHDA],

2014). Tea was first introduced to Sri Lanka in 1867 by James Taylor and since 1900

Ceylon tea has received a special place in the world tea market for its delicate flavour,

aroma and quality. Since then the tea plantation of Sri Lanka has expanded rapidly to

123 Divisional Secretaries within 14 Districts in Up - Country, Mid- Country and Low-

Country. The total tea production in the country was 292.6 million kgs in 2016 (Central

Bank of Sri Lanka [CBSL], 2016). However, this figure varies from year to year depending

on weather conditions, tea prices received at the Colombo Tea Auction, export demand,

labour satisfaction in the plantation sector and global conditions.

The 'Tea Smallholder Sector' has dominated the overall tea industry for many years. As

Table 1 shows, the smallholder's contribution to total tea production has gradually

increased over the years.

Table 1
Tea Smallholders' Percentage Contribution to National

Tea Production (2005-2016)

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Percentage 64.9 68.3 67.5 67.4 69.3 69.4 69.9 71.7 72.9 73.2 73.0 74.5

Source: Author’s own calculation based on Annual Reports of various years, Central
Bank of Sri Lanka.
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This appears as a unique issue among smallholders that creates a large gap

between market realities, production interests and government policies. During

the process of the survey, many tea smallholders declared that they are interested

in maintaining records and appreciated guidance in this direction.

• Quality of Green Leaves

Tea smallholders have little awareness on the importance of the quality of leaves.

As the price they obtain for the leaves does not depend on the quality of the

leaves, there is little incentive for smallholders to maintain quality. However,

80% of the tea smallholders reported maintaining their garden regularly. Due to

lack of awareness on harvesting techniques, leaf rejection is a key impediment

identified by the small growers in attaining a good price for their tea. Some practices

that lead to rejection of green leaf and reduction in the quality of green leaf include:

plucking mature leaves (other than the recommended two leaves and a bud) and

cramming leaves into bags to increase weight, which damage the leaves. Another

crucial factor that determines quality of tea is the speedy transportation of green

leaf tea to the factory for processing. Survey results indicate that most of the tea

smallholders do not adopt any time management practices to minimise the time

gap between collecting the leaves and delivering them to collection centres/

agents.

The delay occurs due to two factors: suppliers do not have regular timetables to

collect the leaves from the smallholders and they take a long time to transport

leaves to the factory. There needs to be intervention in these practices as any

delay in transporting the leaves to the factory will adversely affect the quality of

the green leaves. As revealed in the survey, more than half of the tea smallholders

(61%) reported taking eight to 12 hours  to  collect  the leaves from the gardens

and delivering them to the collection centres/agents. A significant percentage of

farmers (39%) carry out this work within four to eight hours.

Some tea smallholders directly transport leaves to the factory instead of delivering

them to local collection centres/agents. Among them 39% of the small holders

transport leaves to the factory in less than an hour and another 45% do  it within

one to two hours. Around 16% of the tea smallholders take three to four hours in

delivering the leaves to the factory; thus, there is significant scope for improvement.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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high cost of replanting. Therefore, channelling funds for replanting of tea is a challenging

decision to the management in RPCs.

Whilst some RPCs have undertaken replanting on a limited scale, the overall rate of

replanting from 1992 to 2015 by all 20 RPCs has been very low. In current terms, the cost

of replanting a hectare of tea and bringing it to maturity is almost Rs. 2 Mn. Therefore,

realizing a return that exceeds the cost of borrowing is not possible unless tea prices are

attractive (De Silva, 2016). In this context, it is important for critics to realize that replanting

is a business decision and unless there is a return from the investment, shareholders are

challenged in adopting such strategies even on a limited scale as cost of funds is still

high. A solution to enhance the rate of replanting tea in the RPC estates could include

providing long term funds at concessionary rates either via donors or through government

lending agencies to match tea returns with extended periods of payback. Plantation

agriculture is a long-term business and should be viewed in that strategic perspective.

5.5  Plantation Workers

The RPCs have invested funds towards social development both in collaboration with

the Plantation Human Development Trust (PHDT) and several NGOs such as Save the

Children Fund, World Vision etc. There are many instances of good social development

practices adopted by the RPCs; for example, one RPC has set up an elder's home for

retired workers. Recently, the Indian Government has also offered to build a large number

of workers houses on RPC estates (Elpitiya Plantations PLC, 2016).

There has been a decline in workers employed in the last ten years. The total workers in

RPC estates, which stood at 239,902 in 2003 has declined to 172,795 as of 2015 (MPI,

2015). The reduction from 1992 is even greater in numbers. Some of this is due to natural

attrition and workers moving to more attractive working environments.  This is posing a

major challenge to the future of the RPCs. However, this situation is not unique to Sri

Lanka. Many plantation economies are facing worker shortages due to urbanization

and greater economic development in the country (Internal Reports of RPCs - Watawala

Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli Plantations

PLC, 2016; Kahawatta Plantations PLC, 2016). It is important that the RPCs address

these issues through mechanization of plantation work and enrichment of the job profiles

of plantation workers. The issue of worker adequacy needs to be examined in the long-

term to maintain the productivity of tea lands at a competitive level.
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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The total tea production was above 70% during the period 2012-2016 and has continued

to increase up to 74.5% in 2016. Further, tea smallholders produced 95% of low country,

59% of middle country and 15% of up country tea in Sri Lanka (TSHDA, 2014). Compared

to year 2013, the production of up country tea and low country tea has increased by 15%

in 2014 while production of middle country tea has decreased by 8%.

A 'tea smallholding' is not a well-defined entity in Sri Lanka. The definitions used vary

from user to user. According to the Tea Control Act, No 51 of 1957, tea lands which are

less than 10 ac in extent are considered as "tea smallholdings". The Sri Lanka Tea Board

(SLTB), carries out smallholder development activities in tea lands between 10 and 50 ac

(less than 20.2 ha), identifying them as 'tea smallholdings' according to their definition.

About 80% of tea smallholders hold less than 0.2 ha (Food and Agriculture Organization

[FAO], 2012). Tea Smallholders are governed by the TSHDA, and all tea smallholders

have the membership of the Sri Lanka Federation of the Tea Smallholder Development

Societies, also known as "Tea Shakthi". Under this Federation, there are village level

societies that provide a range of assistance to its members; however, remote villages

have limited access to the services provided by them (TSHDA, 2014).

According to the census of tea small holdings in 2005, the total estimated extent of tea

lands without the extent of abandoned tea lands amounted to 125,019ha. These lands

are situated in 3,692 "Grama Niladhari" Divisions in 14 tea growing Districts of Sri

Lanka with more than 400,000 smallholders. Overall, tea small holdings represent

approximately 60% of the total extent of tea land.  Tea small holdings have expanded

immensely in eight Districts, namely, Ratnapura, Galle, Matara, Kandy, Badulla,

Kalutara, Nuwara Eliya and Kegalle (TSHDA, 2014).

Table 2 highlights some of the important features of tea smallholders in Sri Lanka.  The

total production in the tea smallholdings sector increased from 205.8 million kgs in 2005

to 247.4 million kgs in 2014. Further, from 2010 -2014 productivity of tea smallholders

have increased continuously. In 2014, the average productivity of tea smallholders was

2,123 kgs per ha and few districts, like Kalutara, Kandy, Nuwara Eliya and Ratnapura,

have higher average productivity levels (TSHDA, 2014).
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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• Soil Testing, Land Protection and Irrigation

Soil testing is crucial for tea cultivation to gauge the acidity of the land, which is

usually balanced through application of minerals prior to cultivation of tea.

Majority of the smallholders (95%) have not carried out any soil testing before

commencing tea cultivation. Very few smallholders (5%) have carried out soil

testing, and those who have carried out the testing shared information with

regard to the initial soil testing implemented with the support of TSHDA.2   It is

disheartening to note that despite carrying out a soil test at the beginning; they

hardly get an opportunity for follow up training or instructions on good

agricultural practices with regard to tea cultivation based on the quality and

status of their soil. Terracing and boxing techniques are identified as the most

common methods of protecting and improving fertility of the soil. About 50% of

tea smallholders utilize terracing and given the mountainous land terrain of the

region, this is not surprising.

Source: Author's own calculation.

2 Out of 100 tea smallholders in the sample, only five smallholders have done soil testing before
starting their tea cultivation.

Figure 5
Soil Test Conditions

Yes       No

Figure 6
Irrigation Status

Continuous Time to time
Rain water No irrigation
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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high cost of replanting. Therefore, channelling funds for replanting of tea is a challenging

decision to the management in RPCs.

Whilst some RPCs have undertaken replanting on a limited scale, the overall rate of

replanting from 1992 to 2015 by all 20 RPCs has been very low. In current terms, the cost

of replanting a hectare of tea and bringing it to maturity is almost Rs. 2 Mn. Therefore,

realizing a return that exceeds the cost of borrowing is not possible unless tea prices are

attractive (De Silva, 2016). In this context, it is important for critics to realize that replanting

is a business decision and unless there is a return from the investment, shareholders are

challenged in adopting such strategies even on a limited scale as cost of funds is still

high. A solution to enhance the rate of replanting tea in the RPC estates could include

providing long term funds at concessionary rates either via donors or through government

lending agencies to match tea returns with extended periods of payback. Plantation

agriculture is a long-term business and should be viewed in that strategic perspective.

5.5  Plantation Workers

The RPCs have invested funds towards social development both in collaboration with

the Plantation Human Development Trust (PHDT) and several NGOs such as Save the

Children Fund, World Vision etc. There are many instances of good social development

practices adopted by the RPCs; for example, one RPC has set up an elder's home for

retired workers. Recently, the Indian Government has also offered to build a large number

of workers houses on RPC estates (Elpitiya Plantations PLC, 2016).

There has been a decline in workers employed in the last ten years. The total workers in

RPC estates, which stood at 239,902 in 2003 has declined to 172,795 as of 2015 (MPI,

2015). The reduction from 1992 is even greater in numbers. Some of this is due to natural

attrition and workers moving to more attractive working environments.  This is posing a

major challenge to the future of the RPCs. However, this situation is not unique to Sri

Lanka. Many plantation economies are facing worker shortages due to urbanization

and greater economic development in the country (Internal Reports of RPCs - Watawala

Plantations  PLC, 2016; Hapugasthenne Plantations PLC, 2016; Kelaniweli Plantations

PLC, 2016; Kahawatta Plantations PLC, 2016). It is important that the RPCs address

these issues through mechanization of plantation work and enrichment of the job profiles

of plantation workers. The issue of worker adequacy needs to be examined in the long-

term to maintain the productivity of tea lands at a competitive level.
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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The total tea production was above 70% during the period 2012-2016 and has continued

to increase up to 74.5% in 2016. Further, tea smallholders produced 95% of low country,

59% of middle country and 15% of up country tea in Sri Lanka (TSHDA, 2014). Compared

to year 2013, the production of up country tea and low country tea has increased by 15%

in 2014 while production of middle country tea has decreased by 8%.

A 'tea smallholding' is not a well-defined entity in Sri Lanka. The definitions used vary

from user to user. According to the Tea Control Act, No 51 of 1957, tea lands which are

less than 10 ac in extent are considered as "tea smallholdings". The Sri Lanka Tea Board

(SLTB), carries out smallholder development activities in tea lands between 10 and 50 ac

(less than 20.2 ha), identifying them as 'tea smallholdings' according to their definition.

About 80% of tea smallholders hold less than 0.2 ha (Food and Agriculture Organization

[FAO], 2012). Tea Smallholders are governed by the TSHDA, and all tea smallholders

have the membership of the Sri Lanka Federation of the Tea Smallholder Development

Societies, also known as "Tea Shakthi". Under this Federation, there are village level

societies that provide a range of assistance to its members; however, remote villages

have limited access to the services provided by them (TSHDA, 2014).

According to the census of tea small holdings in 2005, the total estimated extent of tea

lands without the extent of abandoned tea lands amounted to 125,019ha. These lands

are situated in 3,692 "Grama Niladhari" Divisions in 14 tea growing Districts of Sri

Lanka with more than 400,000 smallholders. Overall, tea small holdings represent

approximately 60% of the total extent of tea land.  Tea small holdings have expanded

immensely in eight Districts, namely, Ratnapura, Galle, Matara, Kandy, Badulla,

Kalutara, Nuwara Eliya and Kegalle (TSHDA, 2014).

Table 2 highlights some of the important features of tea smallholders in Sri Lanka.  The

total production in the tea smallholdings sector increased from 205.8 million kgs in 2005

to 247.4 million kgs in 2014. Further, from 2010 -2014 productivity of tea smallholders

have increased continuously. In 2014, the average productivity of tea smallholders was

2,123 kgs per ha and few districts, like Kalutara, Kandy, Nuwara Eliya and Ratnapura,

have higher average productivity levels (TSHDA, 2014).
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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• Soil Testing, Land Protection and Irrigation

Soil testing is crucial for tea cultivation to gauge the acidity of the land, which is

usually balanced through application of minerals prior to cultivation of tea.

Majority of the smallholders (95%) have not carried out any soil testing before

commencing tea cultivation. Very few smallholders (5%) have carried out soil

testing, and those who have carried out the testing shared information with

regard to the initial soil testing implemented with the support of TSHDA.2   It is

disheartening to note that despite carrying out a soil test at the beginning; they

hardly get an opportunity for follow up training or instructions on good

agricultural practices with regard to tea cultivation based on the quality and

status of their soil. Terracing and boxing techniques are identified as the most

common methods of protecting and improving fertility of the soil. About 50% of

tea smallholders utilize terracing and given the mountainous land terrain of the

region, this is not surprising.

Source: Author's own calculation.

2 Out of 100 tea smallholders in the sample, only five smallholders have done soil testing before
starting their tea cultivation.

Figure 5
Soil Test Conditions

Yes       No

Figure 6
Irrigation Status

Continuous Time to time
Rain water No irrigation
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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5.6 Diversification and Land Optimization

Although this chapter focussed only on the tea sector, both during nationalization and

privatization environments, it is essential in evaluating tea plantations to focus on

diversification and land use in the RPCs, where one of the positive effects of privatization

lies. The period of nationalization saw certain estates diversifying into minor export

crops such as cloves, cinnamon, pepper and cardamoms mainly in the Matale district.

However, this has not been done at a large scale. Apart from this, initiatives of

diversification by the JEDB/SLSPC have been very minimal (GOSL, 1993).

RPCs have ventured into many activities. As stated earlier, one RPC set up a luxury hotel

in one of its estates. Further, three RPCs started a joint venture to plant palm oil in their

estates and set up a new palm oil mill to process the palm oil fruits. This was only the

second palm oil mill to be built in Sri Lanka in the last 50 years. The RPCs which

diversified into palm oil, etc. have remained highly profitable; one example is Watawala

Plantations PLC. Several other RPCs have now made inroads into palm oil planting due

to the availability of this mill. Many RPCs have also cultivated large extents of cinnamon

in the low country estates as Sri Lanka cinnamon is globally well known. Some RPCs

have ventured into animal husbandry. Notably one such RPC is Watawala Plantations

PLC.

Tea and tourism have also emerged as a lucrative segment. The old estate bungalows

and the attractive tea plantation setting make tea plantations a potential tourist venture.

Government has identified tourism as a growth sector. Several RPCs have developed

strategies to exploit the available resources to develop tea plantations into tourist

attractions. "Tea Trails" coming under the purview of the Dilmah Group has emerged as

a world-renowned luxury tourism brand, converting estate bungalows for high end

tourists. In this instance, the estate bungalows in Bogawanthalawa RPC were subleased

to the MJF Group to set up "Tea Trails" as a tourism venture which has been highly

successful. Many other RPCs have followed suit.  Another noteworthy tourism venture,

which attracts many tourists and earns substantial revenue, is the Labookelle estate

under  Agalawatte Plantations PLC. Many travel and tourism companies have

collaborated with the RPCs after appreciating and valuing the tourism potential and

scenic beauty of the estates.

55

Winds of Change in the Tea Industry: From Nationalization to Privatization

Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,

66

Prasanna Perera

an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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Commercial forestry has also received the attention of RPC management and large extents

of valuable timber reserves have been cultivated for commercial purposes. In one of the

latest developments of value added exports, the renowned furniture manufacturer Damro

(D.R. Industries Pvt Ltd) has purchased two plantation companies, namely Agalawatte

and Pussellawa Plantations PLC, to deploy their large extents of rubber for making

furniture. One RPC has also adopted innovative techniques in harvesting of eucalyptus

trees. Inconsistent policy in harvesting of trees has constrained RPC management in

further development of this area which is not only a good source of income, but also a

viable option for optimizing unsuitable land for primary crops. There have also been

several examples of upgrading and value addition in rubber estates by establishing

rubber wood processing centers, thereby adding value to rubber.

Another strategic diversification move by the RPCs has been in the field of hydro power.

Several companies have built hydro power projects and supplies power to the national

grid, whilst supplying the requirements of estates. Some RPCs have opted to obtain a

revenue share from such developers instead of developing these projects on their own,

due to lack of capital for investment.

Several RPCs have also automated their management information systems which have

made decision making more efficient and effective by the introduction of information

technology packages to their companies. A technology company from India has

introduced state of the art computer packages to several RPCs whilst some RPCs have

developed and built their own hybrid systems  (Elpitiya Plantations PLC, 2016).

6. Conclusion

When the period from nationalization to privatization is analyzed, it is important to

understand the objectives and reasons for privatization in 1992. It is also vital to ponder

on the aftermath of the plantations if private management was not introduced in 1992.

The land on which RPCs operate is owned by the state and as such, the state assets must

be protected, maintained and developed. In the interim, it must be appreciated that

private capital has been used to develop these estates since 1996. It is also important to

realize that there is an opportunity cost to the private sector management to whom a 53-

year lease has been granted from the government to invest and manage these estates.

Many of the shareholders of the RPCs are constituents of larger well-known groups in

the corporate sector of Sri Lanka. Whilst there have been some serious performance
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.

Below 1

1 to 2

2 to 3

3 to 4

Above 4

Source: Author’s calculation based on
survey data.

Below 0.5

0.5 to 1.0

1.0 to 1.5

1.5 to 2.0

2.0 to 2.5

Above 2.5

Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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weaknesses in one or two RPCs, it is important that a broader perspective is taken when

assessing the impact of privatization of the former state plantations sector.

There remains little or no doubt that in the event the state plantations were not entrusted

to private management from 1992, there would have been serious effects on the state

banks, the treasury and on all stakeholders in the tea industry. This includes the

plantations executives, the workers, exporters and other beneficiaries in the sector. Whilst

privatization from 1995 may not have addressed all the concerns of the stakeholders,

there is clear evidence to show that privatization as a strategy has been beneficial to all

stakeholders in the tea industry in varying degrees. Overall, privatization of tea estates

has been a positive decision taken by the GOSL.
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Name of Regional Managing Company Financial Period

Plantations Compnay

01 Agalawatte Plantations D.R. Industries (Private) Limited January/December
PLC

02 Agrapatna Plantations Lankem Tea & Rubber Plantations April/March
PLC  (Pvt) Limited

03 Balangoda Plantations Stassen Exports (Pvt) Limited January/December
PLC

04 Bogawantalawa Metropolitan Resource Holdings April/March
Plantations PLC

05 Elpitiya Plantations Aitken Spence Plantation April/March
PLC Managements PLC

06 Hapugastenna James Finlay Plantations Holdings January/December
Plantations PLC (Lanka Ltd)

07 Horana Plantations PLC Vallibel Plantations  Managements April/March
Limited

08 Kahawatte Plantations Forbes Plantations (Pvt) Limited January/December
PLC

09 Kegalle Plantations PLC RPC Plantation Management April/March
Services (Pvt) Ltd

10 Kelani Valley Hayleys Plantation Services (Pvt) Ltd April/March
Plantations PLC

11 Kotagala Plantations Lankem Tea & Rubber Plantations  April/March
PLC (Pvt) Limited

12 Madulsima Plantations Stassen Exports (Pvt) Limited January/December
PLC

13 Malwatte Valley Wayamba Plantations  (Pvt) Limited January/December
Plantations PLC

14 Maskeliya Plantations RPC Plantation Management April/March
PLC Services (Pvt) Ltd

15 Maturata Plantations Browns Plantations Limited April/March
PLC

16 Namunukula RPC Plantation Management April/March
Plantations PLC Services (Pvt) Ltd

17 Pussellawa Plantations D.R. Industries (Private) Limited April/March
PLC

Table 1 – Annex
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.

Below 1

1 to 2

2 to 3

3 to 4

Above 4

Source: Author’s calculation based on
survey data.

Below 0.5
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Figure 3
Distribution of Tea Gardens

According to Size (Acres)

69

Issues and Challenges Encountered by Tea Smallholders in Sri Lanka

• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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18 Talawakelle Plantations Hayleys Plantation Services April/March
PLC (Pvt) Ltd

19 Udapussellawa James Finlay Plantations Holdings January/December
Plantations PLC (Lanka) Ltd

20 Watawala Plantations Sunshine Holdings PLC April/March
PLC

21 Elkaduwa Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

22 Chillaw Plantations Ministry of State Resources January/December
Limited &  Enterprise Development

23 Kurunagala Plantations Ministry of State Resources January/December

Limited &  Enterprise Development

Name of Regional Managing Company Financial Period
Plantations Compnay

Contd...Table 1/-
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.
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Source: Author’s calculation based on
survey data.
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Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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Table 2 – Annex

Notes: *The financial year commences in January.

**Figures have not been published yet.

Note:    *The Financial Year Commences in April.

RPC Apr-Mar 2015 Apr-Mar 2016 Apr-Mar 2017    TOTAL
   12 Month    12 Month     12 Month

ELPITIYA* 359,656 195,541 419,837 975,034

B'TALAWA* 131,482 (1,173) 78,574 208,883

HORANA* 61,976 (73,119) (30,289) (41,432)

WATAWALA* 390,747 517,750 1,225,659 2,134,156

MASKELIYA* (184,126) (468,468) (92,706) (745,300)

KEGALLE* 227,434 135,125 330,112 692,671

NAMUNUKULA * 151,261 67,468 401,950 620,679

KOTAGALA* (475,200) (772,044) (319,405) (1,566,649)

TALAWAKELLE* 267,461 143,851 241,482 652,794

KELANI VALLEY* 52,495 (42,191) (15,349) (5,045)

TOTAL 983,186 (297,260) 2,239,865 2,925,791

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000

RPC Jan-Dec. 2014 Jan-Dec. 2015 Jan-Dec. 2016    TOTAL
   12 Month    12 Month    12 Month

KAHAWATTE** 116,960 (192,287) (138,454) (213,781)

UDUPUSSELLAWA** 99,577 (141,031) (181,800) (223,254)

HAPUGASTENNE** 182,413 (332,023) (229,836) (379,446)

AGALAWATTE** (879,833) (405,162)* (1,284,995)

BALANGODA** (95,231) (343,093) (314,342) (752,666)

MADULSIMA** (277,727) (288,181) (292,587) (858,495)

MALWATTE** 22,679 (277,882) 62,500 (192,703)

TOTAL (831,162) (1,979,659) (1,094,519) (3,905,340)

Comparative Performance Statement
Profit & Loss After Taxation - Rs. ‘000
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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4
Issues and Challenges Encountered by Tea

Smallholders in Sri Lanka

Prasanna Perera

1. Introduction

Tea is an important sector of the Sri Lankan economy for many reasons. It is one of the

main sources of foreign exchange for Sri Lanka, and provides employment for nearly

10% of the entire population (Tea Small Holdings Development Authority [TSHDA],

2014). Tea was first introduced to Sri Lanka in 1867 by James Taylor and since 1900

Ceylon tea has received a special place in the world tea market for its delicate flavour,

aroma and quality. Since then the tea plantation of Sri Lanka has expanded rapidly to

123 Divisional Secretaries within 14 Districts in Up - Country, Mid- Country and Low-

Country. The total tea production in the country was 292.6 million kgs in 2016 (Central

Bank of Sri Lanka [CBSL], 2016). However, this figure varies from year to year depending

on weather conditions, tea prices received at the Colombo Tea Auction, export demand,

labour satisfaction in the plantation sector and global conditions.

The 'Tea Smallholder Sector' has dominated the overall tea industry for many years. As

Table 1 shows, the smallholder's contribution to total tea production has gradually

increased over the years.

Table 1
Tea Smallholders' Percentage Contribution to National

Tea Production (2005-2016)

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Percentage 64.9 68.3 67.5 67.4 69.3 69.4 69.9 71.7 72.9 73.2 73.0 74.5

Source: Author’s own calculation based on Annual Reports of various years, Central
Bank of Sri Lanka.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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This appears as a unique issue among smallholders that creates a large gap

between market realities, production interests and government policies. During

the process of the survey, many tea smallholders declared that they are interested

in maintaining records and appreciated guidance in this direction.

• Quality of Green Leaves

Tea smallholders have little awareness on the importance of the quality of leaves.

As the price they obtain for the leaves does not depend on the quality of the

leaves, there is little incentive for smallholders to maintain quality. However,

80% of the tea smallholders reported maintaining their garden regularly. Due to

lack of awareness on harvesting techniques, leaf rejection is a key impediment

identified by the small growers in attaining a good price for their tea. Some practices

that lead to rejection of green leaf and reduction in the quality of green leaf include:

plucking mature leaves (other than the recommended two leaves and a bud) and

cramming leaves into bags to increase weight, which damage the leaves. Another

crucial factor that determines quality of tea is the speedy transportation of green

leaf tea to the factory for processing. Survey results indicate that most of the tea

smallholders do not adopt any time management practices to minimise the time

gap between collecting the leaves and delivering them to collection centres/

agents.

The delay occurs due to two factors: suppliers do not have regular timetables to

collect the leaves from the smallholders and they take a long time to transport

leaves to the factory. There needs to be intervention in these practices as any

delay in transporting the leaves to the factory will adversely affect the quality of

the green leaves. As revealed in the survey, more than half of the tea smallholders

(61%) reported taking eight to 12 hours  to  collect  the leaves from the gardens

and delivering them to the collection centres/agents. A significant percentage of

farmers (39%) carry out this work within four to eight hours.

Some tea smallholders directly transport leaves to the factory instead of delivering

them to local collection centres/agents. Among them 39% of the small holders

transport leaves to the factory in less than an hour and another 45% do  it within

one to two hours. Around 16% of the tea smallholders take three to four hours in

delivering the leaves to the factory; thus, there is significant scope for improvement.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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Figure 10
A Successful Tea Smallholder

4. Conclusion

Currently, Sri Lanka's tea smallholders, who account for nearly 75% of the national tea

output, are facing some serious predicaments that will directly contribute towards

reducing the national tea output in the future. This chapter identifies several key issues

and challenges that constrain the contribution of tea smallholders including lack of

awareness and training on tea cultivation techniques, poor business practices, low

productivity, and lack of access to services, lack of human and financial capital and

weak perception of sustainable agriculture. Although the TSHDA and the Sri Lanka

Federation of Tea Smallholder Development/’Tea Shakthi’ have support structures in

place, the respondents in the study have limited access to the services provided by them.

According to the survey results, majority of farmers had received little or no direct training

and relies on traditional cultivation knowledge passed down from the families. In some

cases, smallholders had obtained advice from the village level tea societies, fertilizer

sellers and from fellow smallholders. Therefore, the TSHDA and the Federation should

offer alternatives or modify the existing strategies to address the capacity building needs

of tea smallholders, especially those who reside in remote, rural regions. Such training

Source: Author.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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4
Issues and Challenges Encountered by Tea

Smallholders in Sri Lanka

Prasanna Perera

1. Introduction

Tea is an important sector of the Sri Lankan economy for many reasons. It is one of the

main sources of foreign exchange for Sri Lanka, and provides employment for nearly

10% of the entire population (Tea Small Holdings Development Authority [TSHDA],

2014). Tea was first introduced to Sri Lanka in 1867 by James Taylor and since 1900

Ceylon tea has received a special place in the world tea market for its delicate flavour,

aroma and quality. Since then the tea plantation of Sri Lanka has expanded rapidly to

123 Divisional Secretaries within 14 Districts in Up - Country, Mid- Country and Low-

Country. The total tea production in the country was 292.6 million kgs in 2016 (Central

Bank of Sri Lanka [CBSL], 2016). However, this figure varies from year to year depending

on weather conditions, tea prices received at the Colombo Tea Auction, export demand,

labour satisfaction in the plantation sector and global conditions.

The 'Tea Smallholder Sector' has dominated the overall tea industry for many years. As

Table 1 shows, the smallholder's contribution to total tea production has gradually

increased over the years.

Table 1
Tea Smallholders' Percentage Contribution to National

Tea Production (2005-2016)

Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Percentage 64.9 68.3 67.5 67.4 69.3 69.4 69.9 71.7 72.9 73.2 73.0 74.5

Source: Author’s own calculation based on Annual Reports of various years, Central
Bank of Sri Lanka.
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This appears as a unique issue among smallholders that creates a large gap

between market realities, production interests and government policies. During

the process of the survey, many tea smallholders declared that they are interested

in maintaining records and appreciated guidance in this direction.

• Quality of Green Leaves

Tea smallholders have little awareness on the importance of the quality of leaves.

As the price they obtain for the leaves does not depend on the quality of the

leaves, there is little incentive for smallholders to maintain quality. However,

80% of the tea smallholders reported maintaining their garden regularly. Due to

lack of awareness on harvesting techniques, leaf rejection is a key impediment

identified by the small growers in attaining a good price for their tea. Some practices

that lead to rejection of green leaf and reduction in the quality of green leaf include:

plucking mature leaves (other than the recommended two leaves and a bud) and

cramming leaves into bags to increase weight, which damage the leaves. Another

crucial factor that determines quality of tea is the speedy transportation of green

leaf tea to the factory for processing. Survey results indicate that most of the tea

smallholders do not adopt any time management practices to minimise the time

gap between collecting the leaves and delivering them to collection centres/

agents.

The delay occurs due to two factors: suppliers do not have regular timetables to

collect the leaves from the smallholders and they take a long time to transport

leaves to the factory. There needs to be intervention in these practices as any

delay in transporting the leaves to the factory will adversely affect the quality of

the green leaves. As revealed in the survey, more than half of the tea smallholders

(61%) reported taking eight to 12 hours  to  collect  the leaves from the gardens

and delivering them to the collection centres/agents. A significant percentage of

farmers (39%) carry out this work within four to eight hours.

Some tea smallholders directly transport leaves to the factory instead of delivering

them to local collection centres/agents. Among them 39% of the small holders

transport leaves to the factory in less than an hour and another 45% do  it within

one to two hours. Around 16% of the tea smallholders take three to four hours in

delivering the leaves to the factory; thus, there is significant scope for improvement.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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Figure 10
A Successful Tea Smallholder

4. Conclusion

Currently, Sri Lanka's tea smallholders, who account for nearly 75% of the national tea

output, are facing some serious predicaments that will directly contribute towards

reducing the national tea output in the future. This chapter identifies several key issues

and challenges that constrain the contribution of tea smallholders including lack of

awareness and training on tea cultivation techniques, poor business practices, low

productivity, and lack of access to services, lack of human and financial capital and

weak perception of sustainable agriculture. Although the TSHDA and the Sri Lanka

Federation of Tea Smallholder Development/’Tea Shakthi’ have support structures in

place, the respondents in the study have limited access to the services provided by them.

According to the survey results, majority of farmers had received little or no direct training

and relies on traditional cultivation knowledge passed down from the families. In some

cases, smallholders had obtained advice from the village level tea societies, fertilizer

sellers and from fellow smallholders. Therefore, the TSHDA and the Federation should

offer alternatives or modify the existing strategies to address the capacity building needs

of tea smallholders, especially those who reside in remote, rural regions. Such training

Source: Author.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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The total tea production was above 70% during the period 2012-2016 and has continued

to increase up to 74.5% in 2016. Further, tea smallholders produced 95% of low country,

59% of middle country and 15% of up country tea in Sri Lanka (TSHDA, 2014). Compared

to year 2013, the production of up country tea and low country tea has increased by 15%

in 2014 while production of middle country tea has decreased by 8%.

A 'tea smallholding' is not a well-defined entity in Sri Lanka. The definitions used vary

from user to user. According to the Tea Control Act, No 51 of 1957, tea lands which are

less than 10 ac in extent are considered as "tea smallholdings". The Sri Lanka Tea Board

(SLTB), carries out smallholder development activities in tea lands between 10 and 50 ac

(less than 20.2 ha), identifying them as 'tea smallholdings' according to their definition.

About 80% of tea smallholders hold less than 0.2 ha (Food and Agriculture Organization

[FAO], 2012). Tea Smallholders are governed by the TSHDA, and all tea smallholders

have the membership of the Sri Lanka Federation of the Tea Smallholder Development

Societies, also known as "Tea Shakthi". Under this Federation, there are village level

societies that provide a range of assistance to its members; however, remote villages

have limited access to the services provided by them (TSHDA, 2014).

According to the census of tea small holdings in 2005, the total estimated extent of tea

lands without the extent of abandoned tea lands amounted to 125,019ha. These lands

are situated in 3,692 "Grama Niladhari" Divisions in 14 tea growing Districts of Sri

Lanka with more than 400,000 smallholders. Overall, tea small holdings represent

approximately 60% of the total extent of tea land.  Tea small holdings have expanded

immensely in eight Districts, namely, Ratnapura, Galle, Matara, Kandy, Badulla,

Kalutara, Nuwara Eliya and Kegalle (TSHDA, 2014).

Table 2 highlights some of the important features of tea smallholders in Sri Lanka.  The

total production in the tea smallholdings sector increased from 205.8 million kgs in 2005

to 247.4 million kgs in 2014. Further, from 2010 -2014 productivity of tea smallholders

have increased continuously. In 2014, the average productivity of tea smallholders was

2,123 kgs per ha and few districts, like Kalutara, Kandy, Nuwara Eliya and Ratnapura,

have higher average productivity levels (TSHDA, 2014).
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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• Soil Testing, Land Protection and Irrigation

Soil testing is crucial for tea cultivation to gauge the acidity of the land, which is

usually balanced through application of minerals prior to cultivation of tea.

Majority of the smallholders (95%) have not carried out any soil testing before

commencing tea cultivation. Very few smallholders (5%) have carried out soil

testing, and those who have carried out the testing shared information with

regard to the initial soil testing implemented with the support of TSHDA.2   It is

disheartening to note that despite carrying out a soil test at the beginning; they

hardly get an opportunity for follow up training or instructions on good

agricultural practices with regard to tea cultivation based on the quality and

status of their soil. Terracing and boxing techniques are identified as the most

common methods of protecting and improving fertility of the soil. About 50% of

tea smallholders utilize terracing and given the mountainous land terrain of the

region, this is not surprising.

Source: Author's own calculation.

2 Out of 100 tea smallholders in the sample, only five smallholders have done soil testing before
starting their tea cultivation.

Figure 5
Soil Test Conditions

Yes       No

Figure 6
Irrigation Status

Continuous Time to time
Rain water No irrigation
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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may lead to vast improvement in crop quality and maintenance, minimise leaf rejection,

increase volumes, escalate profitability of these tea smallholdings and develop the overall

supply chain.

Weak knowledge of business management and market realities is also a significant

reason that prevents tea smallholders from monitoring their profit or losses. Training on

business principles will assist them to keep records of basic data on production, input,

cost and marketing. The survey demonstrates that there is considerable room to improve

the tea smallholding sector in Sri Lanka by addressing the existing constraints and

reviving interest among tea smallholders to expand their cultivable land to grow tea.

Increasing cost of production mainly driven by the higher labour costs is another challenge

which makes the sector unsustainable. This prevents re-investment in land development

and replanting which can lead to a decline in the productivity and quality of Ceylon Tea

in future. Smallholders say that in the case of high grown and mid grown tea, the cost of

production is actually higher than the income of the smallholder.

The price paid for green leaf plays a very important role in respect of the smallholder,

and unstable market price reduces their motivation to engage in tea production. The

green leaf price should always be higher than production costs if the smallholder is to

gain a profit. Therefore, continuous monitoring of the cost of production is necessary.

This would help/enable to make corresponding adjustments to the green leaf price.

There is also a need to consider support schemes related to new tea varieties and

intercropping tea with other suitable high value cash crops. Therefore, unless the

government and relevant authorities take necessary action to solve these issues, Sri

Lanka's tea smallholders will be at a greater risk in the future.
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The total tea production was above 70% during the period 2012-2016 and has continued

to increase up to 74.5% in 2016. Further, tea smallholders produced 95% of low country,

59% of middle country and 15% of up country tea in Sri Lanka (TSHDA, 2014). Compared

to year 2013, the production of up country tea and low country tea has increased by 15%

in 2014 while production of middle country tea has decreased by 8%.

A 'tea smallholding' is not a well-defined entity in Sri Lanka. The definitions used vary

from user to user. According to the Tea Control Act, No 51 of 1957, tea lands which are

less than 10 ac in extent are considered as "tea smallholdings". The Sri Lanka Tea Board

(SLTB), carries out smallholder development activities in tea lands between 10 and 50 ac

(less than 20.2 ha), identifying them as 'tea smallholdings' according to their definition.

About 80% of tea smallholders hold less than 0.2 ha (Food and Agriculture Organization

[FAO], 2012). Tea Smallholders are governed by the TSHDA, and all tea smallholders

have the membership of the Sri Lanka Federation of the Tea Smallholder Development

Societies, also known as "Tea Shakthi". Under this Federation, there are village level

societies that provide a range of assistance to its members; however, remote villages

have limited access to the services provided by them (TSHDA, 2014).

According to the census of tea small holdings in 2005, the total estimated extent of tea

lands without the extent of abandoned tea lands amounted to 125,019ha. These lands

are situated in 3,692 "Grama Niladhari" Divisions in 14 tea growing Districts of Sri

Lanka with more than 400,000 smallholders. Overall, tea small holdings represent

approximately 60% of the total extent of tea land.  Tea small holdings have expanded

immensely in eight Districts, namely, Ratnapura, Galle, Matara, Kandy, Badulla,

Kalutara, Nuwara Eliya and Kegalle (TSHDA, 2014).

Table 2 highlights some of the important features of tea smallholders in Sri Lanka.  The

total production in the tea smallholdings sector increased from 205.8 million kgs in 2005

to 247.4 million kgs in 2014. Further, from 2010 -2014 productivity of tea smallholders

have increased continuously. In 2014, the average productivity of tea smallholders was

2,123 kgs per ha and few districts, like Kalutara, Kandy, Nuwara Eliya and Ratnapura,

have higher average productivity levels (TSHDA, 2014).

64

Prasanna Perera

Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine

65

Issues and Challenges Encountered by Tea Smallholders in Sri Lanka

in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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• Soil Testing, Land Protection and Irrigation

Soil testing is crucial for tea cultivation to gauge the acidity of the land, which is

usually balanced through application of minerals prior to cultivation of tea.

Majority of the smallholders (95%) have not carried out any soil testing before

commencing tea cultivation. Very few smallholders (5%) have carried out soil

testing, and those who have carried out the testing shared information with

regard to the initial soil testing implemented with the support of TSHDA.2   It is

disheartening to note that despite carrying out a soil test at the beginning; they

hardly get an opportunity for follow up training or instructions on good

agricultural practices with regard to tea cultivation based on the quality and

status of their soil. Terracing and boxing techniques are identified as the most

common methods of protecting and improving fertility of the soil. About 50% of

tea smallholders utilize terracing and given the mountainous land terrain of the

region, this is not surprising.

Source: Author's own calculation.

2 Out of 100 tea smallholders in the sample, only five smallholders have done soil testing before
starting their tea cultivation.

Figure 5
Soil Test Conditions

Yes       No

Figure 6
Irrigation Status

Continuous Time to time
Rain water No irrigation
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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may lead to vast improvement in crop quality and maintenance, minimise leaf rejection,

increase volumes, escalate profitability of these tea smallholdings and develop the overall

supply chain.

Weak knowledge of business management and market realities is also a significant

reason that prevents tea smallholders from monitoring their profit or losses. Training on

business principles will assist them to keep records of basic data on production, input,

cost and marketing. The survey demonstrates that there is considerable room to improve

the tea smallholding sector in Sri Lanka by addressing the existing constraints and

reviving interest among tea smallholders to expand their cultivable land to grow tea.

Increasing cost of production mainly driven by the higher labour costs is another challenge

which makes the sector unsustainable. This prevents re-investment in land development

and replanting which can lead to a decline in the productivity and quality of Ceylon Tea

in future. Smallholders say that in the case of high grown and mid grown tea, the cost of

production is actually higher than the income of the smallholder.

The price paid for green leaf plays a very important role in respect of the smallholder,

and unstable market price reduces their motivation to engage in tea production. The

green leaf price should always be higher than production costs if the smallholder is to

gain a profit. Therefore, continuous monitoring of the cost of production is necessary.

This would help/enable to make corresponding adjustments to the green leaf price.

There is also a need to consider support schemes related to new tea varieties and

intercropping tea with other suitable high value cash crops. Therefore, unless the

government and relevant authorities take necessary action to solve these issues, Sri

Lanka's tea smallholders will be at a greater risk in the future.
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Bilesha Weeraratne1

1. Introduction

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th century. Initially local labourers worked in the newly emerged

plantations in Sri Lanka until overwhelming reluctance to work for white planters

dwindled the supply of workers. Due to this difficulty in finding labour within the

country to work in the plantations, its labour was sourced from South India. The Indian

migrant workers to Sri Lankan tea estates were predominantly drawn from the depressed

and lowest caste groups in the origin (Ilyas, 2014). Among these migrant workers 'over

75% of the Indian Tamil workers represent(ed) the lowest levels in the South Indian caste

hierarchy, but interestingly those in supervisory  grades were selected from among higher status'

(Ilyas, 2014, p.186).

Initial waves of plantation workers left India to Sri Lanka due to push factors such as

severe unemployment, low wages, landlessness, indebtedness,  and low social status to

name a few. Currently, the Indian origin plantation workers employed in the tea estates

are among the fifth generation (or higher) of migrant workers, and their process of

assimilation, attitudes, aspiration and experiences have shaped their current approach

to employment in the tea industry in Sri Lanka.

Many youth living in the plantation sector are not willing to take up employment in this

sector any more, and many choose to migrate away from the estates. Due to the significance

1 The author  thanks  Ms.  Udari Niranjala, Mr.  Gavin Dissanayake and Ms.  Harini Weerasekera of
IPS for their research assistance, and Mr.  Roshan Rajadurai and Dr. Manoj Thibbotuwawa (IPS) for
providing valuable information.
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Table 2
Important Features of Tea Smallholders in Sri Lanka (2010- 2016)

2010 2011 2012 2013 2014 2015 2016

Extent of Tea Smallholdings 120,324 120,664 120,955 121,267 121,429 n.a. n.a.
(Hectares)

Number of Tea Smallholders 338,645 389,561 390,346 391,226 392,108 n.a. n.a.

Production of Tea 230.1 229 234 245.43 247.38 n.a. n.a.
(Smallholdings/Mn.Kg)

Productivity (Kg. of Tea/ 1,976 1,966 2,001 2,107 2,123 n.a. n.a.
Hectare)

Price (a kilo of Green 54.11 52.63 57.27 64.99 67.53 58.80 68.53
Leaf in Rs.)

Falling of producers' prices have affected the tea smallholders in recent times and

threatened the sustainability of the sector (Perera, 2012). In turn, this has affected the

livelihood of tea smallholders as their monthly income is gradually getting lesser.

According to Figure 1, the average profit margin of tea smallholders is Rs.10/- per kg

during the period 2005-2016. However, some state that cost of production of tea per kilo

Figure 1
Relationship between Average Price, Average Cost and Average Profit

Margin of Tea Smallholders in Sri Lanka (From 1994 - 2016)

Source: Performance Indicators of Tea Smallholding Sector Annual Report, 2014, Central
Bank of Sri Lanka, Various issues.

Source: Author's own calculation based on Performance Indicators of Tea Small
Holding Sector, Annual Report, 2016.

Average Price (Rs. per 1 kilo)

Average Production Cost (Rs. per 1 kilo)
Profit Margine
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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1. Introduction

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th century. Initially local labourers worked in the newly emerged

plantations in Sri Lanka until overwhelming reluctance to work for white planters

dwindled the supply of workers. Due to this difficulty in finding labour within the

country to work in the plantations, its labour was sourced from South India. The Indian

migrant workers to Sri Lankan tea estates were predominantly drawn from the depressed

and lowest caste groups in the origin (Ilyas, 2014). Among these migrant workers 'over

75% of the Indian Tamil workers represent(ed) the lowest levels in the South Indian caste

hierarchy, but interestingly those in supervisory  grades were selected from among higher status'

(Ilyas, 2014, p.186).

Initial waves of plantation workers left India to Sri Lanka due to push factors such as

severe unemployment, low wages, landlessness, indebtedness,  and low social status to

name a few. Currently, the Indian origin plantation workers employed in the tea estates

are among the fifth generation (or higher) of migrant workers, and their process of

assimilation, attitudes, aspiration and experiences have shaped their current approach

to employment in the tea industry in Sri Lanka.

Many youth living in the plantation sector are not willing to take up employment in this

sector any more, and many choose to migrate away from the estates. Due to the significance

1 The author  thanks  Ms.  Udari Niranjala, Mr.  Gavin Dissanayake and Ms.  Harini Weerasekera of
IPS for their research assistance, and Mr.  Roshan Rajadurai and Dr. Manoj Thibbotuwawa (IPS) for
providing valuable information.
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of labour inputs in tea production, despite evolution over a period of 150 years, labour

issues still remain predominant in the tea plantation sector. It is almost as if the issue of

plantation labour has travelled full circle to a point where on the one hand, age old

issues such as indebtedness and low social status are serving as push factors for

plantation workers to migrate away from estate work, and on the other hand, labour

shortages in the sector would benefit from a new wave of labour or its substitutes.

Given that tea is a labour intensive product, the discussion of labour issues in the sector

is critical. This chapter will focus on issues such as labour shortages, high cost of labour

and poor socio-economic conditions in estates, which are identified as the primary

issues threatening the survival of the sector. The chapter also discusses causes for high

labour costs, namely, low productivity and union bargaining. Furthermore, the chapter

highlights labour demand issues prevalent in the sector in addition to supply side

issues. Finally, a discussion on alternative models of production/remuneration follows,

along with some recommendations to improve productivity levels for the sector.

2. Labour Input

The tea industry in Sri Lanka is segmented into the estate sector and smallholders sector.

As per the Ministry of Plantation Industries (2017) classification, a land extent lower

than 20 ac is considered a smallholding and a land extent above this threshold is

considered an estate.

Herath & Weersink (2007) highlight that the absolute number of small farms and the

area of green leaf tea grown by these farmers have risen by 368% and 296%, respectively,

over the last half century. In contrast, the number of tea farms larger than 100 acres

declined by 57 % and their acreage by 36 % over the same period. In 2015, it was estimated

that there were 400,000 tea smallholders, while the estate sector consisted of 286 estates

owned by Regional Plantation Companies (RPCs) and 36 state plantations, spanning a

land area of over 203,113 ha. In 2015, Sri Lanka produced a total of 418 million kg of

made tea (Table 1).
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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in Mid and High grown areas is above the market price per kilo while the price per kilo

of tea is approximately Rs.7-8/- above the cost per kilo in Low grown areas (Samaraweera

et al., 2013). Increasing production cost is mainly driven by high labour cost which

reduces the profit margin of tea smallholders. However, given the disturbing picture

presented by the discrepancies in profits and profit margins recorded by various studies,

it is important to investigate further into factors that limit profitability among

smallholders and to identify the challenges faced by them, which will be the objective of

this chapter.

2. Literature Review

Available literature on tea smallholders in Sri Lanka identifies several constraints related

to productivity, technology and government support. On studying issues related to

business development of tea smallholders based on a survey carried out in Matara

district in Sri Lanka linked to technology transfer, finds that the level of technical

knowledge was very poor among the tea smallholders (Samaraweera et al., 2013). Only

a mere 20% of the tea smallholders in the study sample had received technical training

related to various aspects of cultivation. The study finds that the tea smallholders had

minimal knowledge relating to pest and disease management, planting material selection

and nursery management, which are vital for achieving high productivity. Further, it

was identified that poor quality of extension/advisory services in the tea smallholder

sector was also a key drawback.

According to the FAO Committee on Commodity Problems: Intergovernmental Group

(IGG) on Tea, low farm gate prices, poor extension services, limited market channels,

poor access to credit and low level of farmer organization are some common constraints

faced by tea smallholders in many countries.  Their report on "Socio-Economic

Implications of Climate Change for Tea Producing Countries" states that lack of return

on investment due to the exploitation of the tea smallholder by buyers is a key issue

which impedes the growth of tea smallholding sector of a nation.  Smallholders are

generally left to the vagaries of an unorganized imperfect market, where there are no

regulations and institutions to intervene. However, said report states that Sri Lanka has

implemented a successful regulatory system, where the factory shares the tea prices

with the smallholder at the ratio of 68:32, monitored by tea inspectors of the Tea Board

(FAO, 2012, p.5);  (Subrata, 2012). The Group also recognises that the TSHDA performs
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Labour Issues of Tea Plantations in Sri Lanka

Bilesha Weeraratne1

1. Introduction

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th century. Initially local labourers worked in the newly emerged

plantations in Sri Lanka until overwhelming reluctance to work for white planters

dwindled the supply of workers. Due to this difficulty in finding labour within the

country to work in the plantations, its labour was sourced from South India. The Indian

migrant workers to Sri Lankan tea estates were predominantly drawn from the depressed

and lowest caste groups in the origin (Ilyas, 2014). Among these migrant workers 'over

75% of the Indian Tamil workers represent(ed) the lowest levels in the South Indian caste

hierarchy, but interestingly those in supervisory  grades were selected from among higher status'

(Ilyas, 2014, p.186).

Initial waves of plantation workers left India to Sri Lanka due to push factors such as

severe unemployment, low wages, landlessness, indebtedness,  and low social status to

name a few. Currently, the Indian origin plantation workers employed in the tea estates

are among the fifth generation (or higher) of migrant workers, and their process of

assimilation, attitudes, aspiration and experiences have shaped their current approach

to employment in the tea industry in Sri Lanka.

Many youth living in the plantation sector are not willing to take up employment in this

sector any more, and many choose to migrate away from the estates. Due to the significance

1 The author  thanks  Ms.  Udari Niranjala, Mr.  Gavin Dissanayake and Ms.  Harini Weerasekera of
IPS for their research assistance, and Mr.  Roshan Rajadurai and Dr. Manoj Thibbotuwawa (IPS) for
providing valuable information.
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of labour inputs in tea production, despite evolution over a period of 150 years, labour

issues still remain predominant in the tea plantation sector. It is almost as if the issue of

plantation labour has travelled full circle to a point where on the one hand, age old

issues such as indebtedness and low social status are serving as push factors for

plantation workers to migrate away from estate work, and on the other hand, labour

shortages in the sector would benefit from a new wave of labour or its substitutes.

Given that tea is a labour intensive product, the discussion of labour issues in the sector

is critical. This chapter will focus on issues such as labour shortages, high cost of labour

and poor socio-economic conditions in estates, which are identified as the primary

issues threatening the survival of the sector. The chapter also discusses causes for high

labour costs, namely, low productivity and union bargaining. Furthermore, the chapter

highlights labour demand issues prevalent in the sector in addition to supply side

issues. Finally, a discussion on alternative models of production/remuneration follows,

along with some recommendations to improve productivity levels for the sector.

2. Labour Input

The tea industry in Sri Lanka is segmented into the estate sector and smallholders sector.

As per the Ministry of Plantation Industries (2017) classification, a land extent lower

than 20 ac is considered a smallholding and a land extent above this threshold is

considered an estate.

Herath & Weersink (2007) highlight that the absolute number of small farms and the

area of green leaf tea grown by these farmers have risen by 368% and 296%, respectively,

over the last half century. In contrast, the number of tea farms larger than 100 acres

declined by 57 % and their acreage by 36 % over the same period. In 2015, it was estimated

that there were 400,000 tea smallholders, while the estate sector consisted of 286 estates

owned by Regional Plantation Companies (RPCs) and 36 state plantations, spanning a

land area of over 203,113 ha. In 2015, Sri Lanka produced a total of 418 million kg of

made tea (Table 1).
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Table 1
Key Statistics of Tea Industry - 2015

2014 Smallholders Estate Sector RPCs RPC + State    Total
State
Plantations

Extent (Ha) 121,429 81,684 203,113

Number 400,000a 36 286 322 400,322

Made tea production (Mn kg) 240 1.7 87 88.7 418b

Notes: a: estimated; b: Includes Non smallholders  89.2 Mn Kg

Source: MPI, 2017.

Due to the land extent involved and the related labour requirements, the smallholder

sector and estate sector diverge in the context of their labour inputs in tea production.

The labour requirements for smallholders are often fulfilled by family labour and by

hired labour, and thus do not have strictly demarcated roles by occupation as found in

the estate sector. Such hired labour is often originating from the estate sector, where

workers provide day labour outside their own estates, mainly on their days off. As such,

the relationship between hired labour and smallholders is different from that of the

workers in the estate sector.

In the estate sector, the relationship between the plantation workers and the estate is

unique, where the workers rely on management for all aspects of their lives including

and beyond employment. This includes the provision of housing, utilities, healthcare,

religious activities, and support for education, to name a few. Hence, the structure of

plantations is beyond an economic and commercial production unit and is more of a

social institution, where the plantation company is involved in the lives of its workers.

The workforce in tea plantations can be categorized into five groups - owner,

management, staff, sub-staff and worker. Management includes the manager and

assistant manager of the plantation, while the staff includes clerical and other white

collar workers. Sub-staff includes mechanics and crèche attendants and the workers

include pluckers and other labourers (Athukorala, 2013).

3. Labour Shortage

In early years, a majority of plantation population were plantation workers.  However,

over time the share of plantation workers among plantation population has dwindled.

66

Prasanna Perera

an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.

Below 1

1 to 2

2 to 3

3 to 4

Above 4

Source: Author’s calculation based on
survey data.

Below 0.5

0.5 to 1.0

1.0 to 1.5

1.5 to 2.0

2.0 to 2.5

Above 2.5

Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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of labour inputs in tea production, despite evolution over a period of 150 years, labour

issues still remain predominant in the tea plantation sector. It is almost as if the issue of

plantation labour has travelled full circle to a point where on the one hand, age old

issues such as indebtedness and low social status are serving as push factors for

plantation workers to migrate away from estate work, and on the other hand, labour

shortages in the sector would benefit from a new wave of labour or its substitutes.

Given that tea is a labour intensive product, the discussion of labour issues in the sector

is critical. This chapter will focus on issues such as labour shortages, high cost of labour

and poor socio-economic conditions in estates, which are identified as the primary

issues threatening the survival of the sector. The chapter also discusses causes for high

labour costs, namely, low productivity and union bargaining. Furthermore, the chapter

highlights labour demand issues prevalent in the sector in addition to supply side

issues. Finally, a discussion on alternative models of production/remuneration follows,

along with some recommendations to improve productivity levels for the sector.

2. Labour Input

The tea industry in Sri Lanka is segmented into the estate sector and smallholders sector.

As per the Ministry of Plantation Industries (2017) classification, a land extent lower

than 20 ac is considered a smallholding and a land extent above this threshold is

considered an estate.

Herath & Weersink (2007) highlight that the absolute number of small farms and the

area of green leaf tea grown by these farmers have risen by 368% and 296%, respectively,

over the last half century. In contrast, the number of tea farms larger than 100 acres

declined by 57 % and their acreage by 36 % over the same period. In 2015, it was estimated

that there were 400,000 tea smallholders, while the estate sector consisted of 286 estates

owned by Regional Plantation Companies (RPCs) and 36 state plantations, spanning a

land area of over 203,113 ha. In 2015, Sri Lanka produced a total of 418 million kg of

made tea (Table 1).
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Table 1
Key Statistics of Tea Industry - 2015

2014 Smallholders Estate Sector RPCs RPC + State    Total
State
Plantations

Extent (Ha) 121,429 81,684 203,113

Number 400,000a 36 286 322 400,322

Made tea production (Mn kg) 240 1.7 87 88.7 418b

Notes: a: estimated; b: Includes Non smallholders  89.2 Mn Kg

Source: MPI, 2017.

Due to the land extent involved and the related labour requirements, the smallholder

sector and estate sector diverge in the context of their labour inputs in tea production.

The labour requirements for smallholders are often fulfilled by family labour and by

hired labour, and thus do not have strictly demarcated roles by occupation as found in

the estate sector. Such hired labour is often originating from the estate sector, where

workers provide day labour outside their own estates, mainly on their days off. As such,

the relationship between hired labour and smallholders is different from that of the

workers in the estate sector.

In the estate sector, the relationship between the plantation workers and the estate is

unique, where the workers rely on management for all aspects of their lives including

and beyond employment. This includes the provision of housing, utilities, healthcare,

religious activities, and support for education, to name a few. Hence, the structure of

plantations is beyond an economic and commercial production unit and is more of a

social institution, where the plantation company is involved in the lives of its workers.

The workforce in tea plantations can be categorized into five groups - owner,

management, staff, sub-staff and worker. Management includes the manager and

assistant manager of the plantation, while the staff includes clerical and other white

collar workers. Sub-staff includes mechanics and crèche attendants and the workers

include pluckers and other labourers (Athukorala, 2013).

3. Labour Shortage

In early years, a majority of plantation population were plantation workers.  However,

over time the share of plantation workers among plantation population has dwindled.
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As shown in Figure 1 in 1992, plantation workers accounted for about 40% of the 838,518

population in plantations sector. By 2012, this halved to 20% of the plantation population

of 987,074. In 2017, there were 2,474 unfilled vacancies for tea pluckers (Department of

Census and Statistics [DCS], 2017c). Figure 2 depicts age and gender distribution of

estate sector population compared to the distributions in Sri Lanka, and urban and rural

sectors. As evident from the population pyramid corresponding to the estate sector,

population in the estate sector is noticeably different from the populations depicted in

the other three pyramids. Specifically, there is a large amount of very younger cohorts (0-

14 years) and young cohorts (25-34 years) in the estate sector compared to the other age

groups, and a disproportionately smaller amount of those in the age groups of 15-24

years. The smaller share of those in the age groups of 15-24 years reflects the outmigration

of new entrants to the labour market from the estate sector in search of alternative

opportunities outside the estate sector.

The cohorts in the age groups of 24-34 years overlap with the high fertility cohorts in Sri

Lanka. As such, this bottom heavy nature and significant share of young cohorts (25-34

years) in the estate population indirectly validates the phenomenon that those in the

child bearing age return to the estate sector to benefit from the welfare services provided

by the plantation companies.

Figure 1

Plantation Sector Population & Share of Workers 1990-2012

Source: MPI, 2017.
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an important role in resolving the issues and concerns of the smallholders providing

subsidies for new planting, replanting, extension and advisory services and various

support services including distribution of fertilizer, planting material and transport

facilities (FAO, 2012).

Problems related to tea extension services are identified by Karunadasa and Garforth

(1997). Their survey on tea smallholders in Central and Southern Sri Lanka finds that

due to poor extension services, the smallholders lack up-to-date knowledge related to

tea cultivation. Further, it reveals that fertilizer application, pest and disease control,

weed control, plucking and pruning, and the rate of adoption of innovations in the

smallholding sector is far behind that of the estate sector. The study points to lack of

knowledge as one of the major constraints in adopting innovations in the smallholding

sector. The study also notes that better extension services can be a solution to this problem.

3. Methodology

Given that the available literature on the tea smallholder sector is limited, a primary data

collection activity was carried out with the major objective of identifying the issues and

challenges faced by the tea smallholders in Sri Lanka. Towards this end, information

was collected from 100 smallholders from the Walapane region in the Nuwara Eliya

District of Sri Lanka in 2012. These tea cultivators were selected to highlight the challenges

faced by tea smallholders, located in inaccessible terrains such as Walapane. The

Walapane Divisional Secretariat is in a rough/remote and demanding geographical

region in Sri Lanka with high levels of poverty and low social indicators. Information

was gathered from these tea smallholders through a structured survey and in-depth

interviews. The questionnaire was designed to gain insight on smallholders' productivity,

tea cultivation practices, access to resources and training opportunities. Further, in 2017

few smallholders from Walapane in the Nuwara Eliya District, Wariyagala in the Kandy

District and Eheliyagoda in the Ratnapura District were interviewed in order to identify

the recent issues and challenges faced by the smallholders in High, Mid and Low grown

areas in Sri Lanka. These interviews are presented as brief case studies to supplement

the findings from the survey.
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3.1 Survey Findings

• Household Background

The primary survey was carried out among 100 smallholders from the Walapane

Region in the Nuwara Eliya District of Sri Lanka in 2012. The smallholder

households seem to have a good standard of living with all households having

basic facilities such as housing, water, electricity and sanitation. However, some

tea smallholders informally indicated that they lack adequate water facilities for

cultivation purposes and it affects farming practices, as tea smallholders report

that they do not regularly irrigate their tea gardens.

Most male tea smallholders are in the age range of 50 to 80 years of age. The

women tea smallholders are in the age range of 30 to 60 years of age. Majority of

tea growers have small households with household sizes of two to four while a

significant number of households have large households with household sizes

of four to six. The majority of small tea growers (53%) were single child

households.1

• Gender, Land Ownership and Division of Labour

Research data indicate that small tea growers are mainly males, accounting to

62.8% of the study sample whilst women farmers constitute only 37.2%. In Sri

Lanka, majority of land owners are men, who are also considered as the head of

the household.   Therefore, most survey participants list the name of the land

owner /head of the household/breadwinner as the farmer, since the land is

owned by the man. As such, the study sample reflects that the majority of tea

growers are males. Nevertheless, when considering the division of labour, women

play a lead role in actual maintenance and cultivation of the tea garden. These

factors create issues when training and other resources are channelled to the tea

small growers, since the head of the household/the named cultivator, who most

of the time happens to be a man, is expected to obtain these resources, whilst the

actual work is carried out by women.

1 Tea smallholders appear to have identified extended family when describing/indicating the family
size.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.
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Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Table 1
Key Statistics of Tea Industry - 2015

2014 Smallholders Estate Sector RPCs RPC + State    Total
State
Plantations

Extent (Ha) 121,429 81,684 203,113

Number 400,000a 36 286 322 400,322

Made tea production (Mn kg) 240 1.7 87 88.7 418b

Notes: a: estimated; b: Includes Non smallholders  89.2 Mn Kg

Source: MPI, 2017.

Due to the land extent involved and the related labour requirements, the smallholder

sector and estate sector diverge in the context of their labour inputs in tea production.

The labour requirements for smallholders are often fulfilled by family labour and by

hired labour, and thus do not have strictly demarcated roles by occupation as found in

the estate sector. Such hired labour is often originating from the estate sector, where

workers provide day labour outside their own estates, mainly on their days off. As such,

the relationship between hired labour and smallholders is different from that of the

workers in the estate sector.

In the estate sector, the relationship between the plantation workers and the estate is

unique, where the workers rely on management for all aspects of their lives including

and beyond employment. This includes the provision of housing, utilities, healthcare,

religious activities, and support for education, to name a few. Hence, the structure of

plantations is beyond an economic and commercial production unit and is more of a

social institution, where the plantation company is involved in the lives of its workers.

The workforce in tea plantations can be categorized into five groups - owner,

management, staff, sub-staff and worker. Management includes the manager and

assistant manager of the plantation, while the staff includes clerical and other white

collar workers. Sub-staff includes mechanics and crèche attendants and the workers

include pluckers and other labourers (Athukorala, 2013).

3. Labour Shortage

In early years, a majority of plantation population were plantation workers.  However,

over time the share of plantation workers among plantation population has dwindled.
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As shown in Figure 1 in 1992, plantation workers accounted for about 40% of the 838,518

population in plantations sector. By 2012, this halved to 20% of the plantation population

of 987,074. In 2017, there were 2,474 unfilled vacancies for tea pluckers (Department of

Census and Statistics [DCS], 2017c). Figure 2 depicts age and gender distribution of

estate sector population compared to the distributions in Sri Lanka, and urban and rural

sectors. As evident from the population pyramid corresponding to the estate sector,

population in the estate sector is noticeably different from the populations depicted in

the other three pyramids. Specifically, there is a large amount of very younger cohorts (0-

14 years) and young cohorts (25-34 years) in the estate sector compared to the other age

groups, and a disproportionately smaller amount of those in the age groups of 15-24

years. The smaller share of those in the age groups of 15-24 years reflects the outmigration

of new entrants to the labour market from the estate sector in search of alternative

opportunities outside the estate sector.

The cohorts in the age groups of 24-34 years overlap with the high fertility cohorts in Sri

Lanka. As such, this bottom heavy nature and significant share of young cohorts (25-34

years) in the estate population indirectly validates the phenomenon that those in the

child bearing age return to the estate sector to benefit from the welfare services provided

by the plantation companies.

Figure 1

Plantation Sector Population & Share of Workers 1990-2012

Source: MPI, 2017.
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The existence of well-established socioeconomic gaps between the estate sector and the

rest of the economy (as discussed in Section 5), and recent improvement within the estate

sector over time are associated with changes in attitude towards estate sector. As a

result, there is a growing discontent to work as tea estate labourers in Sri Lanka. Specific

issues identified in literature that discourage work in plantation sector include low

wages, lack of incentives, low state of the job, lack of promotional aspects, insufficient

social security benefits, deterioration of the living conditions, and uncertainties on the

future changes (Gunethilleke & Weeratunge, 2005; Ilyas, 2014). As a result, male workers,

who are permanent employees, prefer to be temporary workers in the estates and work

outside to earn higher wages, and females workers tend to seek full time domestic work

in the urban areas.

In addition to displeasure among current workers and the potential workers - the youth

in the estate sector - are also averse to follow their parental jobs. Some factors that can be

attributed to this attitude by youth include insufficient wages, poor job recognition and

low dignity, working conditions, and the existing style of management (Chandrabose,

2015; Dishanka & Ikemoto, 2013). As such, younger generation and the more educated

in the plantation sector are moving away from the estate sector looking for recognized

jobs (Gunethilleke & Weeratunge, 2005; Yogaratnam, 2015).  Gunethilleke & Weeratunge

(2005) quantify that 60% of youth in the tea sector work were engaged in work outside

the estate. Reflecting the magnitude of this sentiment among youth, parents who are

estate sector workers are also averse for their children to pursue similar jobs. Specifically,

Chandrabose (2015) finds that 71% of participants in his focus group discussions were

not willing to send their children for estate work. Moreover, high emphasis on education

over employment among younger generations is also contributing to decrease labour

force participation in the tea sector (Ilyas, 2014).

As discussed above, the plantation sector is losing its appeal among the current and

potential workers.  At the same time, the structure of the plantation sector is such that

rarely any new entrant outside the plantation population would join its labour force.

Together, these forces are creating a growing shortage of estate sector labour supply in

Sri Lanka.
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• Income Source

A common perception is that unlike Sri Lanka's low country tea smallholders,

tea smallholders in the high grown areas cultivate tea as a supplementary source

of income rather than as a main source of income. The study indicated that 48%

or a significant number of tea smallholders from the sample, considered tea as

their main source of income, whilst they had supplementary income sources

including paddy cultivation, vegetable cultivation, carpentry and other

occupations. Interestingly, during interviews the smallholders indicated that

their focus on tea was limited due to lack of knowledge and support related to

various aspects of tea, which in turn have a negative impact on the income they

received from tea.

• Land Area

Most of the tea smallholders from the samples chosen cultivate a land area of

around 0.5 ac or less making them marginal tea cultivators. However, many of

these smallholders have significant portions of uncultivated land or land used

for other purposes. Figures 2 and 3 indicate the distribution of entire land

belonging to tea smallholders according to the extent and distribution of lands

used for tea cultivation, respectively.

Figure 2
Distribution of Entire Land Belonging

to Smallholders According
to its' Size (Acres)

Source: Author's calculation based on
survey data.
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Figure 3
Distribution of Tea Gardens

According to Size (Acres)
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.

80

Prasanna Perera

Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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As shown in Figure 1 in 1992, plantation workers accounted for about 40% of the 838,518

population in plantations sector. By 2012, this halved to 20% of the plantation population

of 987,074. In 2017, there were 2,474 unfilled vacancies for tea pluckers (Department of

Census and Statistics [DCS], 2017c). Figure 2 depicts age and gender distribution of

estate sector population compared to the distributions in Sri Lanka, and urban and rural

sectors. As evident from the population pyramid corresponding to the estate sector,

population in the estate sector is noticeably different from the populations depicted in

the other three pyramids. Specifically, there is a large amount of very younger cohorts (0-

14 years) and young cohorts (25-34 years) in the estate sector compared to the other age

groups, and a disproportionately smaller amount of those in the age groups of 15-24

years. The smaller share of those in the age groups of 15-24 years reflects the outmigration

of new entrants to the labour market from the estate sector in search of alternative

opportunities outside the estate sector.

The cohorts in the age groups of 24-34 years overlap with the high fertility cohorts in Sri

Lanka. As such, this bottom heavy nature and significant share of young cohorts (25-34

years) in the estate population indirectly validates the phenomenon that those in the

child bearing age return to the estate sector to benefit from the welfare services provided

by the plantation companies.

Figure 1

Plantation Sector Population & Share of Workers 1990-2012

Source: MPI, 2017.
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The existence of well-established socioeconomic gaps between the estate sector and the

rest of the economy (as discussed in Section 5), and recent improvement within the estate

sector over time are associated with changes in attitude towards estate sector. As a

result, there is a growing discontent to work as tea estate labourers in Sri Lanka. Specific

issues identified in literature that discourage work in plantation sector include low

wages, lack of incentives, low state of the job, lack of promotional aspects, insufficient

social security benefits, deterioration of the living conditions, and uncertainties on the

future changes (Gunethilleke & Weeratunge, 2005; Ilyas, 2014). As a result, male workers,

who are permanent employees, prefer to be temporary workers in the estates and work

outside to earn higher wages, and females workers tend to seek full time domestic work

in the urban areas.

In addition to displeasure among current workers and the potential workers - the youth

in the estate sector - are also averse to follow their parental jobs. Some factors that can be

attributed to this attitude by youth include insufficient wages, poor job recognition and

low dignity, working conditions, and the existing style of management (Chandrabose,

2015; Dishanka & Ikemoto, 2013). As such, younger generation and the more educated

in the plantation sector are moving away from the estate sector looking for recognized

jobs (Gunethilleke & Weeratunge, 2005; Yogaratnam, 2015).  Gunethilleke & Weeratunge

(2005) quantify that 60% of youth in the tea sector work were engaged in work outside

the estate. Reflecting the magnitude of this sentiment among youth, parents who are

estate sector workers are also averse for their children to pursue similar jobs. Specifically,

Chandrabose (2015) finds that 71% of participants in his focus group discussions were

not willing to send their children for estate work. Moreover, high emphasis on education

over employment among younger generations is also contributing to decrease labour

force participation in the tea sector (Ilyas, 2014).

As discussed above, the plantation sector is losing its appeal among the current and

potential workers.  At the same time, the structure of the plantation sector is such that

rarely any new entrant outside the plantation population would join its labour force.

Together, these forces are creating a growing shortage of estate sector labour supply in

Sri Lanka.
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Figure 2

Comparison of Population in Estate Sector - 2012

Source: Author's illustration  based on Census 2012 data from DCS (2015).

4. Labour Cost & Productivity

Cost of labour has become a major challenge to the tea industry in Sri Lanka. According

to Hilal & Mubarak (2016), 70% of the total cost of production of one kilogram of tea by

plantation companies is comprised of cost of labour. This reiterates Ganewatta & Edwards

(2000), who emphasized that labour constitutes about  65% of the cost of tea production

in Sri Lanka. In 2014/2015, when the cost of production of 1 kg of tea was LKR 458.84,

cost of labour wages - including all allowances mainly for weeding and upkeep of

fences, control of pests and diseases, manuring, plucking, pruning, supply of vacancies,

and field watchers - was LKR 194.47. In the meantime, monthly paid salaries, allowances
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• Green Leaves Production and Prices

Farmers, in general, pluck between 30 and 60 kgs of tea per month with seasonal

variations.  The lowest amount recorded for a month in the survey was 6 kgs and

the highest recorded was 300 kgs. Many tea smallholders recorded the price of

green leaves in the range of Rs.46/- to Rs.62/-.

Prices for tea are given by the factory according to the black tea selling price at the

tea auction. However, due to the involvement of various collectors and buyers,

there is a slight variation from the prices given by the factory. It is the prerogative

of the tea cultivators to choose the price and the buyer.

• Total Cost of Production per kg of Green Leaves

Total cost of production is shown in the Figure 4. The average total cost of

production of a kilo of tea was recorded as Rs.25/- by 58% of the tea smallholders

surveyed. This is lower than the earlier mentioned average national cost of

production of a kilo of tea, which is Rs.49.71. Other than the initial cost at the

commencement, tea smallholders had invested minimal on inputs such as

fertilizer or even regular irrigation. A large proportion of the total cost was

attributed to labour.

Figure 4
Total Cost for Production of 1 kg of Green Leaf Tea

Source: Author's calculation based on survey data.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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The existence of well-established socioeconomic gaps between the estate sector and the

rest of the economy (as discussed in Section 5), and recent improvement within the estate

sector over time are associated with changes in attitude towards estate sector. As a

result, there is a growing discontent to work as tea estate labourers in Sri Lanka. Specific

issues identified in literature that discourage work in plantation sector include low

wages, lack of incentives, low state of the job, lack of promotional aspects, insufficient

social security benefits, deterioration of the living conditions, and uncertainties on the

future changes (Gunethilleke & Weeratunge, 2005; Ilyas, 2014). As a result, male workers,

who are permanent employees, prefer to be temporary workers in the estates and work

outside to earn higher wages, and females workers tend to seek full time domestic work

in the urban areas.

In addition to displeasure among current workers and the potential workers - the youth

in the estate sector - are also averse to follow their parental jobs. Some factors that can be

attributed to this attitude by youth include insufficient wages, poor job recognition and

low dignity, working conditions, and the existing style of management (Chandrabose,

2015; Dishanka & Ikemoto, 2013). As such, younger generation and the more educated

in the plantation sector are moving away from the estate sector looking for recognized

jobs (Gunethilleke & Weeratunge, 2005; Yogaratnam, 2015).  Gunethilleke & Weeratunge

(2005) quantify that 60% of youth in the tea sector work were engaged in work outside

the estate. Reflecting the magnitude of this sentiment among youth, parents who are

estate sector workers are also averse for their children to pursue similar jobs. Specifically,

Chandrabose (2015) finds that 71% of participants in his focus group discussions were

not willing to send their children for estate work. Moreover, high emphasis on education

over employment among younger generations is also contributing to decrease labour

force participation in the tea sector (Ilyas, 2014).

As discussed above, the plantation sector is losing its appeal among the current and

potential workers.  At the same time, the structure of the plantation sector is such that

rarely any new entrant outside the plantation population would join its labour force.

Together, these forces are creating a growing shortage of estate sector labour supply in

Sri Lanka.
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Figure 2

Comparison of Population in Estate Sector - 2012

Source: Author's illustration  based on Census 2012 data from DCS (2015).

4. Labour Cost & Productivity

Cost of labour has become a major challenge to the tea industry in Sri Lanka. According

to Hilal & Mubarak (2016), 70% of the total cost of production of one kilogram of tea by

plantation companies is comprised of cost of labour. This reiterates Ganewatta & Edwards

(2000), who emphasized that labour constitutes about  65% of the cost of tea production

in Sri Lanka. In 2014/2015, when the cost of production of 1 kg of tea was LKR 458.84,

cost of labour wages - including all allowances mainly for weeding and upkeep of

fences, control of pests and diseases, manuring, plucking, pruning, supply of vacancies,

and field watchers - was LKR 194.47. In the meantime, monthly paid salaries, allowances
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etc., to supervisory staff and directors summed up to LKR 19.20 per kg of tea (DCS,

2017a). As a share of total cost, wages and benefits accounted for the largest share of 63%

of cost of production of 1 kg of tea (see Table 2).

Ganewatta & Edwards (2000, p.6) underscore that 'the high cost of production is perhaps

one of the most critical issue[s]' and its implications include non-competitiveness, where

higher cost of production limits price flexibility to attract buyers in a competitive market,

and lowers profitability leading to lower investment. High labour pricing and low labour

productivity create a growing disadvantage for Sri Lanka's tea in the global market

(Oxford Business Group, 2016; Hilal & Mubarak, 2016). Therefore, high labour pricing

might curb Sri Lanka's competitiveness in the global markets compared to less labour

pricing competitors such as India and Kenya, which pay 50% less than the average

wage of Sri Lankan workers.

The labour productivity in the estate sector in Sri Lanka is relatively lower than in

competitor countries. Currently, the daily plucking average of a tea plucker in Sri Lanka

is approximately 18kg, while in Kenya this is 48kg, which is more than double that of Sri

Lanka (Lanka Business Online [LBO], 2015). As highlighted in literature, the labour cost

in tea production is significantly high in Sri Lanka. Asopa (2007) notes that the labour

Cost Component %

Labour cost 63
 (wages, salaries and benefits)

Marketing and transport cost 17

Staff and management 4
(supervisory staff, monthly  paid salaries, allowances etc., and
- directors, visiting charges)

Services 11
(up-keep of bungalows, roads, interest, bank charges and commission,
insurance, depreciation of fixed assets, stationery, auditors' fees, rent,
acreage fees, and local taxes)

Miscellaneous 5

Table 2

Cost of Production of 1 kg of Tea - 2014/2015

Source: DCS, 2017;  Thibbotuwawa  et al. 2015.
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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Tea smallholders state that the major cost of the production, which amounts to

98%, is labour. Significantly, family labour is not counted when calculating the

cost of production; hence, the tea smallholders are not in a position to identify

their actual cost. Therefore, tea smallholders are unable to provide data to calculate

the total cost of production due to lack of records on labour costs and the informal

nature of labour usage.

• Market for Green Leaves

Very often unstable prices and markets compel tea smallholders to sell tea leaves

to different factories. However, more than 70% of the tea smallholders in the

survey reported that they have one regular buyer. Although this may indicate a

stable market, smallholder tea farmers make decisions to sell their green leaf tea

depending on the price offered.  In general the market varies from region to region

and from village to village. The tea smallholders stated that a system should be in

place to determine the price based on the quality of the green leaves, and the

factory should communicate the price directly to the small tea growers. Most

smallholders do not depend on tea societies when marketing green leaf tea.

• Productivity

The survey collected data on production of green leaf tea and size of tea gardens.

The survey attempted to also collect information on the labour hours/working

days and all other inputs used in the production and cultivation of green leaf tea.

However, this was not an easy task. This is mainly due to the fact that the tea

smallholders do not maintain records and are unaware of the significance of

these factors. Generally, they are unable to provide necessary information for the

accurate calculation of productivity related concepts.

• Land Productivity of Small Tea Growers

Land productivity is measured as yield per acre/hectare.  According to the baseline

study data, land productivity of the tea smallholders in this area is 78 kg per ac

(180 per ha), which is considerably low when compared to the other smallholder

tea cultivated land areas in Sri Lanka, which indicates 250 kgs-300 kgs per ac

(TSHDA, 2011). However, this is not surprising considering the data obtained in

the study, which shows that the tea cultivation by smallholders are largely

unstructured and based on limited agricultural knowledge and practices.
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This appears as a unique issue among smallholders that creates a large gap

between market realities, production interests and government policies. During

the process of the survey, many tea smallholders declared that they are interested

in maintaining records and appreciated guidance in this direction.

• Quality of Green Leaves

Tea smallholders have little awareness on the importance of the quality of leaves.

As the price they obtain for the leaves does not depend on the quality of the

leaves, there is little incentive for smallholders to maintain quality. However,

80% of the tea smallholders reported maintaining their garden regularly. Due to

lack of awareness on harvesting techniques, leaf rejection is a key impediment

identified by the small growers in attaining a good price for their tea. Some practices

that lead to rejection of green leaf and reduction in the quality of green leaf include:

plucking mature leaves (other than the recommended two leaves and a bud) and

cramming leaves into bags to increase weight, which damage the leaves. Another

crucial factor that determines quality of tea is the speedy transportation of green

leaf tea to the factory for processing. Survey results indicate that most of the tea

smallholders do not adopt any time management practices to minimise the time

gap between collecting the leaves and delivering them to collection centres/

agents.

The delay occurs due to two factors: suppliers do not have regular timetables to

collect the leaves from the smallholders and they take a long time to transport

leaves to the factory. There needs to be intervention in these practices as any

delay in transporting the leaves to the factory will adversely affect the quality of

the green leaves. As revealed in the survey, more than half of the tea smallholders

(61%) reported taking eight to 12 hours  to  collect  the leaves from the gardens

and delivering them to the collection centres/agents. A significant percentage of

farmers (39%) carry out this work within four to eight hours.

Some tea smallholders directly transport leaves to the factory instead of delivering

them to local collection centres/agents. Among them 39% of the small holders

transport leaves to the factory in less than an hour and another 45% do  it within

one to two hours. Around 16% of the tea smallholders take three to four hours in

delivering the leaves to the factory; thus, there is significant scope for improvement.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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Figure 10
A Successful Tea Smallholder

4. Conclusion

Currently, Sri Lanka's tea smallholders, who account for nearly 75% of the national tea

output, are facing some serious predicaments that will directly contribute towards

reducing the national tea output in the future. This chapter identifies several key issues

and challenges that constrain the contribution of tea smallholders including lack of

awareness and training on tea cultivation techniques, poor business practices, low

productivity, and lack of access to services, lack of human and financial capital and

weak perception of sustainable agriculture. Although the TSHDA and the Sri Lanka

Federation of Tea Smallholder Development/’Tea Shakthi’ have support structures in

place, the respondents in the study have limited access to the services provided by them.

According to the survey results, majority of farmers had received little or no direct training

and relies on traditional cultivation knowledge passed down from the families. In some

cases, smallholders had obtained advice from the village level tea societies, fertilizer

sellers and from fellow smallholders. Therefore, the TSHDA and the Federation should

offer alternatives or modify the existing strategies to address the capacity building needs

of tea smallholders, especially those who reside in remote, rural regions. Such training

Source: Author.
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Figure 2

Comparison of Population in Estate Sector - 2012

Source: Author's illustration  based on Census 2012 data from DCS (2015).

4. Labour Cost & Productivity

Cost of labour has become a major challenge to the tea industry in Sri Lanka. According

to Hilal & Mubarak (2016), 70% of the total cost of production of one kilogram of tea by

plantation companies is comprised of cost of labour. This reiterates Ganewatta & Edwards

(2000), who emphasized that labour constitutes about  65% of the cost of tea production

in Sri Lanka. In 2014/2015, when the cost of production of 1 kg of tea was LKR 458.84,

cost of labour wages - including all allowances mainly for weeding and upkeep of

fences, control of pests and diseases, manuring, plucking, pruning, supply of vacancies,

and field watchers - was LKR 194.47. In the meantime, monthly paid salaries, allowances
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etc., to supervisory staff and directors summed up to LKR 19.20 per kg of tea (DCS,

2017a). As a share of total cost, wages and benefits accounted for the largest share of 63%

of cost of production of 1 kg of tea (see Table 2).

Ganewatta & Edwards (2000, p.6) underscore that 'the high cost of production is perhaps

one of the most critical issue[s]' and its implications include non-competitiveness, where

higher cost of production limits price flexibility to attract buyers in a competitive market,

and lowers profitability leading to lower investment. High labour pricing and low labour

productivity create a growing disadvantage for Sri Lanka's tea in the global market

(Oxford Business Group, 2016; Hilal & Mubarak, 2016). Therefore, high labour pricing

might curb Sri Lanka's competitiveness in the global markets compared to less labour

pricing competitors such as India and Kenya, which pay 50% less than the average

wage of Sri Lankan workers.

The labour productivity in the estate sector in Sri Lanka is relatively lower than in

competitor countries. Currently, the daily plucking average of a tea plucker in Sri Lanka

is approximately 18kg, while in Kenya this is 48kg, which is more than double that of Sri

Lanka (Lanka Business Online [LBO], 2015). As highlighted in literature, the labour cost

in tea production is significantly high in Sri Lanka. Asopa (2007) notes that the labour

Cost Component %

Labour cost 63
 (wages, salaries and benefits)

Marketing and transport cost 17

Staff and management 4
(supervisory staff, monthly  paid salaries, allowances etc., and
- directors, visiting charges)

Services 11
(up-keep of bungalows, roads, interest, bank charges and commission,
insurance, depreciation of fixed assets, stationery, auditors' fees, rent,
acreage fees, and local taxes)

Miscellaneous 5

Table 2

Cost of Production of 1 kg of Tea - 2014/2015

Source: DCS, 2017;  Thibbotuwawa  et al. 2015.
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cost in tea production is high due to the labour intensive nature of hand picking of tea

and the necessity to fulfill social obligations towards the plantation workers, while

Yogaratnam (2015) notes that due to high proportion of labour cost comprised in total

cost of production of tea, worker productivity could be identified as a major component

of production efficiency of tea plantations in Sri Lanka. Similarly, Thibbotuwawa et al.

(2015) identify low investments on replanting on land maintained by the RPCs lead to

low land productivity.

5. Socio-economic Factors

As noted above, the unique relationship between the plantation workers and the estate

has resulted in an ecosystem where the plantation companies are responsible for almost

all aspects of the plantation workers and their families. The examination of the

predominant reasons for the decrease on plantation workers reflects the social dimension

of estate workers and their families, the conditions which are much to be desired.

Third Sector

Historically, "Tamil immigrants lived almost completely apart from the Sinhalese natives of the

island. They lived in barracks-like 'lines' provided by the estates, had their own bazzar adjacent

to the estate land, and followed Hinduism in a predominantly Buddhist country. To a great an

extent as the British, they represented a foreign enclave in Ceylon" (Snodgrass, 1966, p.26).

Moreover, "there was  little interaction between the estate and traditional sectors  of the economy"

(Alailima, 1988). This was mainly due to the fact that up until nationalization of estates,

the estate workers were the responsibility of the plantation companies, as they were

migrant workers with Indian citizenship. Such differential treatment to the estate sector

ensured limited assimilation of these migrants with the rest of the country, and a resulting

distinction between the estate sector and the rest of the country.  Perhaps, this may have

been the reason for the emergence of a third sector in Sri Lanka, which does not mesh

well with neither the urban-rural dichotomy nor the urban-rural continuum normally

identified in development economics.

Income and Expenditure

Table 3 depicts some recent estimates on selected socio-economic indicators. As depicted,

the income and expenditure in the estate sector is much lower than the corresponding
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• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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This appears as a unique issue among smallholders that creates a large gap

between market realities, production interests and government policies. During

the process of the survey, many tea smallholders declared that they are interested

in maintaining records and appreciated guidance in this direction.

• Quality of Green Leaves

Tea smallholders have little awareness on the importance of the quality of leaves.

As the price they obtain for the leaves does not depend on the quality of the

leaves, there is little incentive for smallholders to maintain quality. However,

80% of the tea smallholders reported maintaining their garden regularly. Due to

lack of awareness on harvesting techniques, leaf rejection is a key impediment

identified by the small growers in attaining a good price for their tea. Some practices

that lead to rejection of green leaf and reduction in the quality of green leaf include:

plucking mature leaves (other than the recommended two leaves and a bud) and

cramming leaves into bags to increase weight, which damage the leaves. Another

crucial factor that determines quality of tea is the speedy transportation of green

leaf tea to the factory for processing. Survey results indicate that most of the tea

smallholders do not adopt any time management practices to minimise the time

gap between collecting the leaves and delivering them to collection centres/

agents.

The delay occurs due to two factors: suppliers do not have regular timetables to

collect the leaves from the smallholders and they take a long time to transport

leaves to the factory. There needs to be intervention in these practices as any

delay in transporting the leaves to the factory will adversely affect the quality of

the green leaves. As revealed in the survey, more than half of the tea smallholders

(61%) reported taking eight to 12 hours  to  collect  the leaves from the gardens

and delivering them to the collection centres/agents. A significant percentage of

farmers (39%) carry out this work within four to eight hours.

Some tea smallholders directly transport leaves to the factory instead of delivering

them to local collection centres/agents. Among them 39% of the small holders

transport leaves to the factory in less than an hour and another 45% do  it within

one to two hours. Around 16% of the tea smallholders take three to four hours in

delivering the leaves to the factory; thus, there is significant scope for improvement.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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Figure 10
A Successful Tea Smallholder

4. Conclusion

Currently, Sri Lanka's tea smallholders, who account for nearly 75% of the national tea

output, are facing some serious predicaments that will directly contribute towards

reducing the national tea output in the future. This chapter identifies several key issues

and challenges that constrain the contribution of tea smallholders including lack of

awareness and training on tea cultivation techniques, poor business practices, low

productivity, and lack of access to services, lack of human and financial capital and

weak perception of sustainable agriculture. Although the TSHDA and the Sri Lanka

Federation of Tea Smallholder Development/’Tea Shakthi’ have support structures in

place, the respondents in the study have limited access to the services provided by them.

According to the survey results, majority of farmers had received little or no direct training

and relies on traditional cultivation knowledge passed down from the families. In some

cases, smallholders had obtained advice from the village level tea societies, fertilizer

sellers and from fellow smallholders. Therefore, the TSHDA and the Federation should

offer alternatives or modify the existing strategies to address the capacity building needs

of tea smallholders, especially those who reside in remote, rural regions. Such training

Source: Author.
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etc., to supervisory staff and directors summed up to LKR 19.20 per kg of tea (DCS,

2017a). As a share of total cost, wages and benefits accounted for the largest share of 63%

of cost of production of 1 kg of tea (see Table 2).

Ganewatta & Edwards (2000, p.6) underscore that 'the high cost of production is perhaps

one of the most critical issue[s]' and its implications include non-competitiveness, where

higher cost of production limits price flexibility to attract buyers in a competitive market,

and lowers profitability leading to lower investment. High labour pricing and low labour

productivity create a growing disadvantage for Sri Lanka's tea in the global market

(Oxford Business Group, 2016; Hilal & Mubarak, 2016). Therefore, high labour pricing

might curb Sri Lanka's competitiveness in the global markets compared to less labour

pricing competitors such as India and Kenya, which pay 50% less than the average

wage of Sri Lankan workers.

The labour productivity in the estate sector in Sri Lanka is relatively lower than in

competitor countries. Currently, the daily plucking average of a tea plucker in Sri Lanka

is approximately 18kg, while in Kenya this is 48kg, which is more than double that of Sri

Lanka (Lanka Business Online [LBO], 2015). As highlighted in literature, the labour cost

in tea production is significantly high in Sri Lanka. Asopa (2007) notes that the labour

Cost Component %

Labour cost 63
 (wages, salaries and benefits)

Marketing and transport cost 17

Staff and management 4
(supervisory staff, monthly  paid salaries, allowances etc., and
- directors, visiting charges)

Services 11
(up-keep of bungalows, roads, interest, bank charges and commission,
insurance, depreciation of fixed assets, stationery, auditors' fees, rent,
acreage fees, and local taxes)

Miscellaneous 5

Table 2

Cost of Production of 1 kg of Tea - 2014/2015

Source: DCS, 2017;  Thibbotuwawa  et al. 2015.
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cost in tea production is high due to the labour intensive nature of hand picking of tea

and the necessity to fulfill social obligations towards the plantation workers, while

Yogaratnam (2015) notes that due to high proportion of labour cost comprised in total

cost of production of tea, worker productivity could be identified as a major component

of production efficiency of tea plantations in Sri Lanka. Similarly, Thibbotuwawa et al.

(2015) identify low investments on replanting on land maintained by the RPCs lead to

low land productivity.

5. Socio-economic Factors

As noted above, the unique relationship between the plantation workers and the estate

has resulted in an ecosystem where the plantation companies are responsible for almost

all aspects of the plantation workers and their families. The examination of the

predominant reasons for the decrease on plantation workers reflects the social dimension

of estate workers and their families, the conditions which are much to be desired.

Third Sector

Historically, "Tamil immigrants lived almost completely apart from the Sinhalese natives of the

island. They lived in barracks-like 'lines' provided by the estates, had their own bazzar adjacent

to the estate land, and followed Hinduism in a predominantly Buddhist country. To a great an

extent as the British, they represented a foreign enclave in Ceylon" (Snodgrass, 1966, p.26).

Moreover, "there was  little interaction between the estate and traditional sectors  of the economy"

(Alailima, 1988). This was mainly due to the fact that up until nationalization of estates,

the estate workers were the responsibility of the plantation companies, as they were

migrant workers with Indian citizenship. Such differential treatment to the estate sector

ensured limited assimilation of these migrants with the rest of the country, and a resulting

distinction between the estate sector and the rest of the country.  Perhaps, this may have

been the reason for the emergence of a third sector in Sri Lanka, which does not mesh

well with neither the urban-rural dichotomy nor the urban-rural continuum normally

identified in development economics.

Income and Expenditure

Table 3 depicts some recent estimates on selected socio-economic indicators. As depicted,

the income and expenditure in the estate sector is much lower than the corresponding

71

Issues and Challenges Encountered by Tea Smallholders in Sri Lanka

• Pattern of Labour Use and Labour Productivity

Results from the study indicate that 50% of the tea smallholders rely on family

members for plucking green leaves from their garden. Whilst around 36% of tea

smallholders depended on both family and hired workers, only 14% of the

smallholders reported that they rely on hired labour to pluck green leaf tea. The

number of workers hired by the tea smallholders is relatively small. Almost 59%

of the smallholders hired less than two workers in the month prior to the survey,

whilst almost 25% engaged two to four workers. It is likely that more hired workers

are employed in smallholdings where the participation of family labour is low.

Interestingly, 65% of the hired workers are temporary employees, and all of them

are local workers.

It is difficult to quantify the labour productivity, which is measured as output per

employed person for the tea small holders due to the informal natural of activities

such as use of family labour and irregular use of outside labour. This problem is

complicated by lack of proper records. Despite these limitations, this study finds

that based on the daily payments labour productivity in the Tea Smallholding

sector is higher than the average agricultural labour productivity of Rs.388/- per

person per day in Sri Lanka. This correlates with data from the Central Bank on

average daily wages in the informal sector that records the daily wages for men

in December 2013 as Rs.794/- and Rs.599/- for women (CBSL, 2013).

• Business Practice

In order to understand whether tea smallholders maintain any records to monitor

their agricultural practices and financial transactions, they were asked if they

keep records on such activities. Maintaining records regarding day to day activities

of plantation, cost of production and returns would enable the marginal farmer

to become a business farmer. However, it was observed that only 2.43% maintained

records of their cultivation practices whilst 97.56% did not have records of their

cultivation related costs or income. Aforementioned challenges in measuring

productivity arose due to the lack of record keeping and inadequate business

practices.
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• Soil Testing, Land Protection and Irrigation

Soil testing is crucial for tea cultivation to gauge the acidity of the land, which is

usually balanced through application of minerals prior to cultivation of tea.

Majority of the smallholders (95%) have not carried out any soil testing before

commencing tea cultivation. Very few smallholders (5%) have carried out soil

testing, and those who have carried out the testing shared information with

regard to the initial soil testing implemented with the support of TSHDA.2   It is

disheartening to note that despite carrying out a soil test at the beginning; they

hardly get an opportunity for follow up training or instructions on good

agricultural practices with regard to tea cultivation based on the quality and

status of their soil. Terracing and boxing techniques are identified as the most

common methods of protecting and improving fertility of the soil. About 50% of

tea smallholders utilize terracing and given the mountainous land terrain of the

region, this is not surprising.

Source: Author's own calculation.

2 Out of 100 tea smallholders in the sample, only five smallholders have done soil testing before
starting their tea cultivation.

Figure 5
Soil Test Conditions

Yes       No

Figure 6
Irrigation Status

Continuous Time to time
Rain water No irrigation
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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may lead to vast improvement in crop quality and maintenance, minimise leaf rejection,

increase volumes, escalate profitability of these tea smallholdings and develop the overall

supply chain.

Weak knowledge of business management and market realities is also a significant

reason that prevents tea smallholders from monitoring their profit or losses. Training on

business principles will assist them to keep records of basic data on production, input,

cost and marketing. The survey demonstrates that there is considerable room to improve

the tea smallholding sector in Sri Lanka by addressing the existing constraints and

reviving interest among tea smallholders to expand their cultivable land to grow tea.

Increasing cost of production mainly driven by the higher labour costs is another challenge

which makes the sector unsustainable. This prevents re-investment in land development

and replanting which can lead to a decline in the productivity and quality of Ceylon Tea

in future. Smallholders say that in the case of high grown and mid grown tea, the cost of

production is actually higher than the income of the smallholder.

The price paid for green leaf plays a very important role in respect of the smallholder,

and unstable market price reduces their motivation to engage in tea production. The

green leaf price should always be higher than production costs if the smallholder is to

gain a profit. Therefore, continuous monitoring of the cost of production is necessary.

This would help/enable to make corresponding adjustments to the green leaf price.

There is also a need to consider support schemes related to new tea varieties and

intercropping tea with other suitable high value cash crops. Therefore, unless the

government and relevant authorities take necessary action to solve these issues, Sri

Lanka's tea smallholders will be at a greater risk in the future.
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• Soil Testing, Land Protection and Irrigation

Soil testing is crucial for tea cultivation to gauge the acidity of the land, which is

usually balanced through application of minerals prior to cultivation of tea.

Majority of the smallholders (95%) have not carried out any soil testing before

commencing tea cultivation. Very few smallholders (5%) have carried out soil

testing, and those who have carried out the testing shared information with

regard to the initial soil testing implemented with the support of TSHDA.2   It is

disheartening to note that despite carrying out a soil test at the beginning; they

hardly get an opportunity for follow up training or instructions on good

agricultural practices with regard to tea cultivation based on the quality and

status of their soil. Terracing and boxing techniques are identified as the most

common methods of protecting and improving fertility of the soil. About 50% of

tea smallholders utilize terracing and given the mountainous land terrain of the

region, this is not surprising.

Source: Author's own calculation.

2 Out of 100 tea smallholders in the sample, only five smallholders have done soil testing before
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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may lead to vast improvement in crop quality and maintenance, minimise leaf rejection,

increase volumes, escalate profitability of these tea smallholdings and develop the overall

supply chain.

Weak knowledge of business management and market realities is also a significant

reason that prevents tea smallholders from monitoring their profit or losses. Training on

business principles will assist them to keep records of basic data on production, input,

cost and marketing. The survey demonstrates that there is considerable room to improve

the tea smallholding sector in Sri Lanka by addressing the existing constraints and

reviving interest among tea smallholders to expand their cultivable land to grow tea.

Increasing cost of production mainly driven by the higher labour costs is another challenge

which makes the sector unsustainable. This prevents re-investment in land development

and replanting which can lead to a decline in the productivity and quality of Ceylon Tea

in future. Smallholders say that in the case of high grown and mid grown tea, the cost of

production is actually higher than the income of the smallholder.

The price paid for green leaf plays a very important role in respect of the smallholder,

and unstable market price reduces their motivation to engage in tea production. The

green leaf price should always be higher than production costs if the smallholder is to

gain a profit. Therefore, continuous monitoring of the cost of production is necessary.

This would help/enable to make corresponding adjustments to the green leaf price.

There is also a need to consider support schemes related to new tea varieties and

intercropping tea with other suitable high value cash crops. Therefore, unless the

government and relevant authorities take necessary action to solve these issues, Sri

Lanka's tea smallholders will be at a greater risk in the future.
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1. Introduction

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th century. Initially local labourers worked in the newly emerged

plantations in Sri Lanka until overwhelming reluctance to work for white planters

dwindled the supply of workers. Due to this difficulty in finding labour within the

country to work in the plantations, its labour was sourced from South India. The Indian

migrant workers to Sri Lankan tea estates were predominantly drawn from the depressed

and lowest caste groups in the origin (Ilyas, 2014). Among these migrant workers 'over

75% of the Indian Tamil workers represent(ed) the lowest levels in the South Indian caste

hierarchy, but interestingly those in supervisory  grades were selected from among higher status'

(Ilyas, 2014, p.186).

Initial waves of plantation workers left India to Sri Lanka due to push factors such as

severe unemployment, low wages, landlessness, indebtedness,  and low social status to

name a few. Currently, the Indian origin plantation workers employed in the tea estates

are among the fifth generation (or higher) of migrant workers, and their process of

assimilation, attitudes, aspiration and experiences have shaped their current approach

to employment in the tea industry in Sri Lanka.

Many youth living in the plantation sector are not willing to take up employment in this

sector any more, and many choose to migrate away from the estates. Due to the significance

1 The author  thanks  Ms.  Udari Niranjala, Mr.  Gavin Dissanayake and Ms.  Harini Weerasekera of
IPS for their research assistance, and Mr.  Roshan Rajadurai and Dr. Manoj Thibbotuwawa (IPS) for
providing valuable information.
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Less than 3% of tea smallholders have adopted the practice of regularly irrigating

their tea garden; the rest irrigate their land from time to time or rely only on

rainwater. It is often noted that the prolonged drought directly affects the

productivity of the tea cultivation in the small tea sector. Figure 5 of this text

shows the soil test conditions, and Table 6 identifies the irrigation practice in the

survey sample.

• Use of Fertilizer and Pesticides

Tea smallholders are not trained on adopting good cultivation practices such as

the use of fertilizers according to the soil in their plantations. Though the tea

smallholders are not trained on any fertilizer application practices, 69% of these

smallholders in the area use fertilizer in their tea cultivation. In most cases, the

use of fertilizer is determined by its availability, which is distributed directly by

the state, and also the long-term practice of applying organic fertilizers. In this

context, it is imperative to provide training to tea smallholders on fertilizer

application to improve productivity in the plantations. However, the tea

smallholders who are relying on fertilizer seem to be relying mostly on zinc alone

or a combination of zinc with copper.

Among the tea smallholders included in the survey, it is noted that the majority

are not using any pesticide to manage their tea plantations. However, a limited

number (4.3%) who use pesticides received no advice on any products classified

by any relevant authority. Moreover, of the small number of tea smallholders

who use pesticides, a majority gathered information from different sources on the

use of the product.

• Environmental Protection

The findings do not reveal that the small tea growers have implemented specific

activities to conserve, protect and enhance biodiversity on and around the farm.

Fortunately, all tea smallholders confirmed that they take action to protect water

streams and sources in the farm from contamination and pollution. No attempts

to convert forest land or other cultivable land into tea gardens were recorded

during the study. The most popular conservation practice among the tea

smallholders is the planting of shade trees; Giliseeriya and Savikku are the most

common among the shade trees.
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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1. Introduction

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th century. Initially local labourers worked in the newly emerged

plantations in Sri Lanka until overwhelming reluctance to work for white planters

dwindled the supply of workers. Due to this difficulty in finding labour within the

country to work in the plantations, its labour was sourced from South India. The Indian

migrant workers to Sri Lankan tea estates were predominantly drawn from the depressed

and lowest caste groups in the origin (Ilyas, 2014). Among these migrant workers 'over

75% of the Indian Tamil workers represent(ed) the lowest levels in the South Indian caste

hierarchy, but interestingly those in supervisory  grades were selected from among higher status'

(Ilyas, 2014, p.186).

Initial waves of plantation workers left India to Sri Lanka due to push factors such as

severe unemployment, low wages, landlessness, indebtedness,  and low social status to

name a few. Currently, the Indian origin plantation workers employed in the tea estates

are among the fifth generation (or higher) of migrant workers, and their process of

assimilation, attitudes, aspiration and experiences have shaped their current approach

to employment in the tea industry in Sri Lanka.

Many youth living in the plantation sector are not willing to take up employment in this

sector any more, and many choose to migrate away from the estates. Due to the significance
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of labour inputs in tea production, despite evolution over a period of 150 years, labour

issues still remain predominant in the tea plantation sector. It is almost as if the issue of

plantation labour has travelled full circle to a point where on the one hand, age old

issues such as indebtedness and low social status are serving as push factors for

plantation workers to migrate away from estate work, and on the other hand, labour

shortages in the sector would benefit from a new wave of labour or its substitutes.

Given that tea is a labour intensive product, the discussion of labour issues in the sector

is critical. This chapter will focus on issues such as labour shortages, high cost of labour

and poor socio-economic conditions in estates, which are identified as the primary

issues threatening the survival of the sector. The chapter also discusses causes for high

labour costs, namely, low productivity and union bargaining. Furthermore, the chapter

highlights labour demand issues prevalent in the sector in addition to supply side

issues. Finally, a discussion on alternative models of production/remuneration follows,

along with some recommendations to improve productivity levels for the sector.

2. Labour Input

The tea industry in Sri Lanka is segmented into the estate sector and smallholders sector.

As per the Ministry of Plantation Industries (2017) classification, a land extent lower

than 20 ac is considered a smallholding and a land extent above this threshold is

considered an estate.

Herath & Weersink (2007) highlight that the absolute number of small farms and the

area of green leaf tea grown by these farmers have risen by 368% and 296%, respectively,

over the last half century. In contrast, the number of tea farms larger than 100 acres

declined by 57 % and their acreage by 36 % over the same period. In 2015, it was estimated

that there were 400,000 tea smallholders, while the estate sector consisted of 286 estates

owned by Regional Plantation Companies (RPCs) and 36 state plantations, spanning a

land area of over 203,113 ha. In 2015, Sri Lanka produced a total of 418 million kg of

made tea (Table 1).
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• Training and Access to Services

Respondents clearly stated that they have no training in tea cultivation practices.

Majority of the tea smallholders had little knowledge on simple measures that

can improve the productivity of their land and ultimately provide them with a

better income. Many tea smallholders were unable to provide clear responses to

questions on cost of production, income, monthly labour cost and other data that

help to ascertain the total productivity of their tea gardens. Overall, the data

illustrates low levels of knowledge, skills, practices and training in the key areas

of tea cultivation such as pruning, plucking, soil management, use of fertilizer

and crop protection techniques.

Although tea smallholders are expected to avail themselves with services

provided by the TSHDA and the Sri Lanka Federation of Tea Smallholder

Development, the study reveals that only a small segment of society members

benefit from these resources.  According to the Annual Report of the TSHDA

(2012), the Authority undertakes the following actions to support tea smallholders:

1. Distributing tea fertilizer, and provision of support services such as
providing planting material, utensils and transport facilities.

2. Implementing extension and advisory services.

3. Establishing a society for leaf collecting centres.

4. Taking steps for the welfare of the people engaged in production of tea
small holdings and registering of tea smallholder development societies
with the objective of accepting them as legal organizations and creating
regulations on their activities.

5. Strengthening tea smallholder development societies as community based
organizations and directing smallholders for additional income earning
activities.

In the Walapane Region, distribution of various resources and services provided

by government, the TSHDA and other organizations have been irregular. Fertilizer

subsidiary has not been given although Authorities maintain that the smallholders

receive fertilizer at a subsidized rate.  A tea inspector is expected to visit the tea

smallholders on a regular basis as part of official tea extension services to train

and monitor the practices in tea cultivation. However, due to the inaccessibility

of the region, regular visits are not carried out by the tea inspectors. Evidence
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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1. Introduction

Tea has traditionally remained a labour intensive industry since its introduction to Sri

Lanka during the mid-19th century. Initially local labourers worked in the newly emerged

plantations in Sri Lanka until overwhelming reluctance to work for white planters
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migrant workers to Sri Lankan tea estates were predominantly drawn from the depressed

and lowest caste groups in the origin (Ilyas, 2014). Among these migrant workers 'over

75% of the Indian Tamil workers represent(ed) the lowest levels in the South Indian caste

hierarchy, but interestingly those in supervisory  grades were selected from among higher status'

(Ilyas, 2014, p.186).

Initial waves of plantation workers left India to Sri Lanka due to push factors such as

severe unemployment, low wages, landlessness, indebtedness,  and low social status to

name a few. Currently, the Indian origin plantation workers employed in the tea estates

are among the fifth generation (or higher) of migrant workers, and their process of

assimilation, attitudes, aspiration and experiences have shaped their current approach

to employment in the tea industry in Sri Lanka.

Many youth living in the plantation sector are not willing to take up employment in this

sector any more, and many choose to migrate away from the estates. Due to the significance
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of labour inputs in tea production, despite evolution over a period of 150 years, labour

issues still remain predominant in the tea plantation sector. It is almost as if the issue of

plantation labour has travelled full circle to a point where on the one hand, age old

issues such as indebtedness and low social status are serving as push factors for

plantation workers to migrate away from estate work, and on the other hand, labour

shortages in the sector would benefit from a new wave of labour or its substitutes.

Given that tea is a labour intensive product, the discussion of labour issues in the sector

is critical. This chapter will focus on issues such as labour shortages, high cost of labour

and poor socio-economic conditions in estates, which are identified as the primary

issues threatening the survival of the sector. The chapter also discusses causes for high

labour costs, namely, low productivity and union bargaining. Furthermore, the chapter

highlights labour demand issues prevalent in the sector in addition to supply side

issues. Finally, a discussion on alternative models of production/remuneration follows,

along with some recommendations to improve productivity levels for the sector.

2. Labour Input

The tea industry in Sri Lanka is segmented into the estate sector and smallholders sector.

As per the Ministry of Plantation Industries (2017) classification, a land extent lower

than 20 ac is considered a smallholding and a land extent above this threshold is

considered an estate.

Herath & Weersink (2007) highlight that the absolute number of small farms and the

area of green leaf tea grown by these farmers have risen by 368% and 296%, respectively,

over the last half century. In contrast, the number of tea farms larger than 100 acres

declined by 57 % and their acreage by 36 % over the same period. In 2015, it was estimated

that there were 400,000 tea smallholders, while the estate sector consisted of 286 estates

owned by Regional Plantation Companies (RPCs) and 36 state plantations, spanning a

land area of over 203,113 ha. In 2015, Sri Lanka produced a total of 418 million kg of

made tea (Table 1).
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Table 1
Key Statistics of Tea Industry - 2015

2014 Smallholders Estate Sector RPCs RPC + State    Total
State
Plantations

Extent (Ha) 121,429 81,684 203,113

Number 400,000a 36 286 322 400,322

Made tea production (Mn kg) 240 1.7 87 88.7 418b

Notes: a: estimated; b: Includes Non smallholders  89.2 Mn Kg

Source: MPI, 2017.

Due to the land extent involved and the related labour requirements, the smallholder

sector and estate sector diverge in the context of their labour inputs in tea production.

The labour requirements for smallholders are often fulfilled by family labour and by

hired labour, and thus do not have strictly demarcated roles by occupation as found in

the estate sector. Such hired labour is often originating from the estate sector, where

workers provide day labour outside their own estates, mainly on their days off. As such,

the relationship between hired labour and smallholders is different from that of the

workers in the estate sector.

In the estate sector, the relationship between the plantation workers and the estate is

unique, where the workers rely on management for all aspects of their lives including

and beyond employment. This includes the provision of housing, utilities, healthcare,

religious activities, and support for education, to name a few. Hence, the structure of

plantations is beyond an economic and commercial production unit and is more of a

social institution, where the plantation company is involved in the lives of its workers.

The workforce in tea plantations can be categorized into five groups - owner,

management, staff, sub-staff and worker. Management includes the manager and

assistant manager of the plantation, while the staff includes clerical and other white

collar workers. Sub-staff includes mechanics and crèche attendants and the workers

include pluckers and other labourers (Athukorala, 2013).

3. Labour Shortage

In early years, a majority of plantation population were plantation workers.  However,

over time the share of plantation workers among plantation population has dwindled.
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from the survey indicates that there is considerable scope to improve workers'

skills and their working conditions. Majority of the tea smallholders do not have

training on crop protection products and fail to follow health and safety measures

in general or while handling pesticides. Further, the lists of banned pesticides by

the Tea Research Institute (TRI) and SLTB are not available to the tea smallholders.

During interaction in the field, several tea smallholders expressed a strong need

to receive adequate training on sound agricultural practices to improve

productivity, safe handling of fertilizers and pesticides to minimize occupational

and environmental hazards.

3.2  Case Studies

During the survey, few selected farmers from the Walapane area were interviewed to

identify the major issues and challenges encountered by them in the tea smallholder

industry. Following are some of their stories.

Case Study 1: Nimal from Walapane

Nimal, a tea smallholder with a tea land of 2.3 ac has been cultivating tea since 2000.

With a total quantity of 600 kgs of green leaves per month, he earns Rs.20,000/- (USD153.8)

a month by supplying leaves to the nearby tea factory. He spends about Rs.25/- (USD0.2)

as total cost of production per kg of green leaves. He comments that the major portion of

the cost of production is labour. Leaf plucking is done using both workers and family

labour. He has used two female temporary workers in the previous month and he pays

a daily wage of around Rs.400/- (USD3.1) per worker. He irrigates his land regularly

and uses a nominal amount of crop protection products. Nimal does not keep any records

of monthly labour and other input costs, or records of workers' safety/working conditions.

He has no training on techniques to improve the quality of tea leaves; hence, he could not

provide any training to his workers. He has had no training on handling hazardous

substances and does not provide protective clothing or equipment to workers, when

necessary. He only provides workers access to facilities for cleaning hands and eating.

Nimal observes that he can vastly improve productivity, income and work conditions in

his tea garden with some level of guidance from the government.

Case Study 2: Anoma from Walapane

Anoma is a female farmer who cultivates tea in 1 ac of the 2 ac land she owns. She also

cultivates vegetables. Her main source of income is vegetable farming. From her tea land,
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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of labour inputs in tea production, despite evolution over a period of 150 years, labour

issues still remain predominant in the tea plantation sector. It is almost as if the issue of

plantation labour has travelled full circle to a point where on the one hand, age old

issues such as indebtedness and low social status are serving as push factors for

plantation workers to migrate away from estate work, and on the other hand, labour

shortages in the sector would benefit from a new wave of labour or its substitutes.

Given that tea is a labour intensive product, the discussion of labour issues in the sector

is critical. This chapter will focus on issues such as labour shortages, high cost of labour

and poor socio-economic conditions in estates, which are identified as the primary

issues threatening the survival of the sector. The chapter also discusses causes for high

labour costs, namely, low productivity and union bargaining. Furthermore, the chapter

highlights labour demand issues prevalent in the sector in addition to supply side

issues. Finally, a discussion on alternative models of production/remuneration follows,

along with some recommendations to improve productivity levels for the sector.

2. Labour Input

The tea industry in Sri Lanka is segmented into the estate sector and smallholders sector.

As per the Ministry of Plantation Industries (2017) classification, a land extent lower

than 20 ac is considered a smallholding and a land extent above this threshold is

considered an estate.

Herath & Weersink (2007) highlight that the absolute number of small farms and the

area of green leaf tea grown by these farmers have risen by 368% and 296%, respectively,

over the last half century. In contrast, the number of tea farms larger than 100 acres

declined by 57 % and their acreage by 36 % over the same period. In 2015, it was estimated

that there were 400,000 tea smallholders, while the estate sector consisted of 286 estates

owned by Regional Plantation Companies (RPCs) and 36 state plantations, spanning a

land area of over 203,113 ha. In 2015, Sri Lanka produced a total of 418 million kg of

made tea (Table 1).
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Table 1
Key Statistics of Tea Industry - 2015

2014 Smallholders Estate Sector RPCs RPC + State    Total
State
Plantations

Extent (Ha) 121,429 81,684 203,113

Number 400,000a 36 286 322 400,322

Made tea production (Mn kg) 240 1.7 87 88.7 418b

Notes: a: estimated; b: Includes Non smallholders  89.2 Mn Kg

Source: MPI, 2017.

Due to the land extent involved and the related labour requirements, the smallholder

sector and estate sector diverge in the context of their labour inputs in tea production.

The labour requirements for smallholders are often fulfilled by family labour and by

hired labour, and thus do not have strictly demarcated roles by occupation as found in

the estate sector. Such hired labour is often originating from the estate sector, where

workers provide day labour outside their own estates, mainly on their days off. As such,

the relationship between hired labour and smallholders is different from that of the

workers in the estate sector.

In the estate sector, the relationship between the plantation workers and the estate is

unique, where the workers rely on management for all aspects of their lives including

and beyond employment. This includes the provision of housing, utilities, healthcare,

religious activities, and support for education, to name a few. Hence, the structure of

plantations is beyond an economic and commercial production unit and is more of a

social institution, where the plantation company is involved in the lives of its workers.

The workforce in tea plantations can be categorized into five groups - owner,

management, staff, sub-staff and worker. Management includes the manager and

assistant manager of the plantation, while the staff includes clerical and other white

collar workers. Sub-staff includes mechanics and crèche attendants and the workers

include pluckers and other labourers (Athukorala, 2013).

3. Labour Shortage

In early years, a majority of plantation population were plantation workers.  However,

over time the share of plantation workers among plantation population has dwindled.
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As shown in Figure 1 in 1992, plantation workers accounted for about 40% of the 838,518

population in plantations sector. By 2012, this halved to 20% of the plantation population

of 987,074. In 2017, there were 2,474 unfilled vacancies for tea pluckers (Department of

Census and Statistics [DCS], 2017c). Figure 2 depicts age and gender distribution of

estate sector population compared to the distributions in Sri Lanka, and urban and rural

sectors. As evident from the population pyramid corresponding to the estate sector,

population in the estate sector is noticeably different from the populations depicted in

the other three pyramids. Specifically, there is a large amount of very younger cohorts (0-

14 years) and young cohorts (25-34 years) in the estate sector compared to the other age

groups, and a disproportionately smaller amount of those in the age groups of 15-24

years. The smaller share of those in the age groups of 15-24 years reflects the outmigration

of new entrants to the labour market from the estate sector in search of alternative

opportunities outside the estate sector.

The cohorts in the age groups of 24-34 years overlap with the high fertility cohorts in Sri

Lanka. As such, this bottom heavy nature and significant share of young cohorts (25-34

years) in the estate population indirectly validates the phenomenon that those in the

child bearing age return to the estate sector to benefit from the welfare services provided

by the plantation companies.

Figure 1

Plantation Sector Population & Share of Workers 1990-2012

Source: MPI, 2017.
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she plucks a total of 35 kgs of green leaves per month. With this she earns Rs.2,000/-

(USD15) a month. During the previous months she has obtained Rs.57/- to Rs.62/-

(USD0.43-0.47) for a kg of tea. She supplies tea to a factory which is close to her residence.

Although she usually has a regular buyer she changes buyers depending on price

variations. According to Anoma, it takes one hour to deliver the leaves to the collection

centre, but she is not aware of the transport time taken for the green leaves to reach the

factory.

Anoma does not take any measures to maintain hygiene or to retain the quality of green

leaves. Adding organic fertilizer to the soil is the only measure she has taken to improve

productivity so far. She uses family labour for harvesting. During the high yielding

season leaves are collected four times a week, while during low yielding season leaves

are collected once in two weeks. Anoma comments that she has not received any training

related to tea cultivation, although she is a registered member of her village tea society.

She would like to learn about pruning, harvesting, soil management and the overall tea

cultivation process. She stated that she would also like to maintain records of her income

and productivity related data.

Case Study 3: Sunil from Walapane

Sunil plants tea in 1 ac of land from a total of 2 ac he owns.  Although tea is his main

source of income, he also engages in the cultivation of coffee and pepper. He produces

around 300 kgs of green leaves in total per month. He gains an income of approx.

Rs10,000/- (USD77) per month and supplies leaves to the nearby factory. He reflects

that he has cultivated tea with traditional knowledge obtained from the family and other

farmers. Further, he observes that the tea inspector visits are scarce to the area due to its

remoteness (Perera, 2014).

Sunil does not use regular irrigation and only uses terracing to maintain and improve

soil structure and fertility. Regarding soil management and fertilizer practices, Sunil

says that he does not use any chemicals regularly. Although he uses the chemical fertilizer

U709 from time to time, he does not know the ratio of the fertilizer to be used and has

received no training on fertilizer application. He selected the fertilizer with the advice

from the local tea society and sprays the fertilizer without using any personal protective

equipment.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Table 1
Key Statistics of Tea Industry - 2015

2014 Smallholders Estate Sector RPCs RPC + State    Total
State
Plantations

Extent (Ha) 121,429 81,684 203,113

Number 400,000a 36 286 322 400,322

Made tea production (Mn kg) 240 1.7 87 88.7 418b

Notes: a: estimated; b: Includes Non smallholders  89.2 Mn Kg

Source: MPI, 2017.

Due to the land extent involved and the related labour requirements, the smallholder

sector and estate sector diverge in the context of their labour inputs in tea production.

The labour requirements for smallholders are often fulfilled by family labour and by

hired labour, and thus do not have strictly demarcated roles by occupation as found in

the estate sector. Such hired labour is often originating from the estate sector, where

workers provide day labour outside their own estates, mainly on their days off. As such,

the relationship between hired labour and smallholders is different from that of the

workers in the estate sector.

In the estate sector, the relationship between the plantation workers and the estate is

unique, where the workers rely on management for all aspects of their lives including

and beyond employment. This includes the provision of housing, utilities, healthcare,

religious activities, and support for education, to name a few. Hence, the structure of

plantations is beyond an economic and commercial production unit and is more of a

social institution, where the plantation company is involved in the lives of its workers.

The workforce in tea plantations can be categorized into five groups - owner,

management, staff, sub-staff and worker. Management includes the manager and

assistant manager of the plantation, while the staff includes clerical and other white

collar workers. Sub-staff includes mechanics and crèche attendants and the workers

include pluckers and other labourers (Athukorala, 2013).

3. Labour Shortage

In early years, a majority of plantation population were plantation workers.  However,

over time the share of plantation workers among plantation population has dwindled.
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As shown in Figure 1 in 1992, plantation workers accounted for about 40% of the 838,518

population in plantations sector. By 2012, this halved to 20% of the plantation population

of 987,074. In 2017, there were 2,474 unfilled vacancies for tea pluckers (Department of

Census and Statistics [DCS], 2017c). Figure 2 depicts age and gender distribution of

estate sector population compared to the distributions in Sri Lanka, and urban and rural

sectors. As evident from the population pyramid corresponding to the estate sector,

population in the estate sector is noticeably different from the populations depicted in

the other three pyramids. Specifically, there is a large amount of very younger cohorts (0-

14 years) and young cohorts (25-34 years) in the estate sector compared to the other age

groups, and a disproportionately smaller amount of those in the age groups of 15-24

years. The smaller share of those in the age groups of 15-24 years reflects the outmigration

of new entrants to the labour market from the estate sector in search of alternative

opportunities outside the estate sector.

The cohorts in the age groups of 24-34 years overlap with the high fertility cohorts in Sri

Lanka. As such, this bottom heavy nature and significant share of young cohorts (25-34

years) in the estate population indirectly validates the phenomenon that those in the

child bearing age return to the estate sector to benefit from the welfare services provided

by the plantation companies.

Figure 1

Plantation Sector Population & Share of Workers 1990-2012

Source: MPI, 2017.
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The existence of well-established socioeconomic gaps between the estate sector and the

rest of the economy (as discussed in Section 5), and recent improvement within the estate

sector over time are associated with changes in attitude towards estate sector. As a

result, there is a growing discontent to work as tea estate labourers in Sri Lanka. Specific

issues identified in literature that discourage work in plantation sector include low

wages, lack of incentives, low state of the job, lack of promotional aspects, insufficient

social security benefits, deterioration of the living conditions, and uncertainties on the

future changes (Gunethilleke & Weeratunge, 2005; Ilyas, 2014). As a result, male workers,

who are permanent employees, prefer to be temporary workers in the estates and work

outside to earn higher wages, and females workers tend to seek full time domestic work

in the urban areas.

In addition to displeasure among current workers and the potential workers - the youth

in the estate sector - are also averse to follow their parental jobs. Some factors that can be

attributed to this attitude by youth include insufficient wages, poor job recognition and

low dignity, working conditions, and the existing style of management (Chandrabose,

2015; Dishanka & Ikemoto, 2013). As such, younger generation and the more educated

in the plantation sector are moving away from the estate sector looking for recognized

jobs (Gunethilleke & Weeratunge, 2005; Yogaratnam, 2015).  Gunethilleke & Weeratunge

(2005) quantify that 60% of youth in the tea sector work were engaged in work outside

the estate. Reflecting the magnitude of this sentiment among youth, parents who are

estate sector workers are also averse for their children to pursue similar jobs. Specifically,

Chandrabose (2015) finds that 71% of participants in his focus group discussions were

not willing to send their children for estate work. Moreover, high emphasis on education

over employment among younger generations is also contributing to decrease labour

force participation in the tea sector (Ilyas, 2014).

As discussed above, the plantation sector is losing its appeal among the current and

potential workers.  At the same time, the structure of the plantation sector is such that

rarely any new entrant outside the plantation population would join its labour force.

Together, these forces are creating a growing shortage of estate sector labour supply in

Sri Lanka.
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Case Study 4: Weerasooriya from Wariyagala

Wariyagala, which is situated in the Galaha Secretariat Division in Kandy District, is a

well-functioning mid grown area with a large number of tea small holders. Weerasooriya

who has been cultivating tea for around 25 years is an experienced farmer who shares

his knowledge and experience with the other tea farmers in Wariyagala area. He is the

President of Tea Small Holders' Society in Wariyagala. He owns 2 ac of tea land and

produces around 360 kgs tea leaves per month. Plucking is done four times per month

and around 90 kgs is produced at a time. Earlier he has supplied tea leaves to a small

factory in the Wariyagala area but since its closure, he started to supply leaves to a

factory in Gampola area.

Weerasooriya states that the amount of tea leaves produced may vary depending on the

weather conditions. Adverse weather conditions, especially heavy rain reduces the tea

production, and tea prices fluctuate accordingly. He says that most of the farmers in his

village who used to cultivate tea as the main source of income have shifted to other short-

term crops due to extreme uncertainty in the tea market at present.  Another challenge he

faces is damage caused by animals and pests such as rabbits, hedgehogs, and bisons.

Case Study 5: Amaralatha from Wariyagala

Amaralatha is also from Wariyagala area and she owns 1 ac of tea land which has been

cultivated for 30 years. Tea plantation is not her main source of income.  She has been

engaged in cultivating cinnamon, coffee, and pepper as well. She plucks tea leaves 3

times per month and produces 150 kgs at a time. Leaves are supplied to a factory in

Gampola area, free of transportation charges. Last month, she earned Rs.98/- per one

kilogram of tea leaves. She also holds the membership of tea producers' society in her

village and gets advice and assistance regarding tea plantation from that society.  Further,

she receives dolamite fertilizer once a year from the society.  She uses both the family

labour and workers for plucking tea leaves, and pays Rs.500/- per person per day for

plucking and Rs.1,000/- per person for pruning. According to her, increasing cost of

production, mainly driven by higher labour costs, reduces the profitability and creates

limitation on re-investment in land development and replanting. She does not use

pesticides and herbicides when necessary due to their non-availability as well as high
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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As shown in Figure 1 in 1992, plantation workers accounted for about 40% of the 838,518

population in plantations sector. By 2012, this halved to 20% of the plantation population

of 987,074. In 2017, there were 2,474 unfilled vacancies for tea pluckers (Department of

Census and Statistics [DCS], 2017c). Figure 2 depicts age and gender distribution of

estate sector population compared to the distributions in Sri Lanka, and urban and rural

sectors. As evident from the population pyramid corresponding to the estate sector,

population in the estate sector is noticeably different from the populations depicted in

the other three pyramids. Specifically, there is a large amount of very younger cohorts (0-

14 years) and young cohorts (25-34 years) in the estate sector compared to the other age

groups, and a disproportionately smaller amount of those in the age groups of 15-24

years. The smaller share of those in the age groups of 15-24 years reflects the outmigration

of new entrants to the labour market from the estate sector in search of alternative

opportunities outside the estate sector.

The cohorts in the age groups of 24-34 years overlap with the high fertility cohorts in Sri

Lanka. As such, this bottom heavy nature and significant share of young cohorts (25-34

years) in the estate population indirectly validates the phenomenon that those in the

child bearing age return to the estate sector to benefit from the welfare services provided

by the plantation companies.

Figure 1

Plantation Sector Population & Share of Workers 1990-2012

Source: MPI, 2017.
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The existence of well-established socioeconomic gaps between the estate sector and the

rest of the economy (as discussed in Section 5), and recent improvement within the estate

sector over time are associated with changes in attitude towards estate sector. As a

result, there is a growing discontent to work as tea estate labourers in Sri Lanka. Specific

issues identified in literature that discourage work in plantation sector include low

wages, lack of incentives, low state of the job, lack of promotional aspects, insufficient

social security benefits, deterioration of the living conditions, and uncertainties on the

future changes (Gunethilleke & Weeratunge, 2005; Ilyas, 2014). As a result, male workers,

who are permanent employees, prefer to be temporary workers in the estates and work

outside to earn higher wages, and females workers tend to seek full time domestic work

in the urban areas.

In addition to displeasure among current workers and the potential workers - the youth

in the estate sector - are also averse to follow their parental jobs. Some factors that can be

attributed to this attitude by youth include insufficient wages, poor job recognition and

low dignity, working conditions, and the existing style of management (Chandrabose,

2015; Dishanka & Ikemoto, 2013). As such, younger generation and the more educated

in the plantation sector are moving away from the estate sector looking for recognized

jobs (Gunethilleke & Weeratunge, 2005; Yogaratnam, 2015).  Gunethilleke & Weeratunge

(2005) quantify that 60% of youth in the tea sector work were engaged in work outside

the estate. Reflecting the magnitude of this sentiment among youth, parents who are

estate sector workers are also averse for their children to pursue similar jobs. Specifically,

Chandrabose (2015) finds that 71% of participants in his focus group discussions were

not willing to send their children for estate work. Moreover, high emphasis on education

over employment among younger generations is also contributing to decrease labour

force participation in the tea sector (Ilyas, 2014).

As discussed above, the plantation sector is losing its appeal among the current and

potential workers.  At the same time, the structure of the plantation sector is such that

rarely any new entrant outside the plantation population would join its labour force.

Together, these forces are creating a growing shortage of estate sector labour supply in

Sri Lanka.
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Figure 2

Comparison of Population in Estate Sector - 2012

Source: Author's illustration  based on Census 2012 data from DCS (2015).

4. Labour Cost & Productivity

Cost of labour has become a major challenge to the tea industry in Sri Lanka. According

to Hilal & Mubarak (2016), 70% of the total cost of production of one kilogram of tea by

plantation companies is comprised of cost of labour. This reiterates Ganewatta & Edwards

(2000), who emphasized that labour constitutes about  65% of the cost of tea production

in Sri Lanka. In 2014/2015, when the cost of production of 1 kg of tea was LKR 458.84,

cost of labour wages - including all allowances mainly for weeding and upkeep of

fences, control of pests and diseases, manuring, plucking, pruning, supply of vacancies,

and field watchers - was LKR 194.47. In the meantime, monthly paid salaries, allowances
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cost.  It is observed that her knowledge regarding usage of machinery, fertilizer and new

technology for the plantation is low.

Figure 7
A Poorly Maintained Tea Cultivation Land in Wariyagala

Case Study 6: Kulathunga from Wariyagala

Kulathunga, who owns a 2 ac tea land, is another female tea smallholder in Wariyagala

area and she has been cultivating tea for almost 20 years. Her main income source is tea

and she produces around 500 kgs of green tea leaves per month. Using family labour,

plucking is carried out four times per month; one round takes seven days. She directly

supplies tea to a factory in Gampola area without giving the tea to producers' society in

her village. There is a middle man (collector/transporter) who collects tea leaves from

tea growers and delivers them to the tea factory in high-land. According to her, tea

growers face many problems when transporting tea to the factory. Tea leaves are often

damaged in transit due to overloading. Further, crushing, braising and delays in getting

the leaves to the factory impairs the quality of the tea. In addition, collectors do not come

on time; thus very often the previous day's plucking which is over-withered and spoilt

are offered to them.

Source: Author.
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Figure 8
Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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The existence of well-established socioeconomic gaps between the estate sector and the
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who are permanent employees, prefer to be temporary workers in the estates and work

outside to earn higher wages, and females workers tend to seek full time domestic work
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(2005) quantify that 60% of youth in the tea sector work were engaged in work outside
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Chandrabose (2015) finds that 71% of participants in his focus group discussions were

not willing to send their children for estate work. Moreover, high emphasis on education

over employment among younger generations is also contributing to decrease labour
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As discussed above, the plantation sector is losing its appeal among the current and

potential workers.  At the same time, the structure of the plantation sector is such that

rarely any new entrant outside the plantation population would join its labour force.

Together, these forces are creating a growing shortage of estate sector labour supply in

Sri Lanka.
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Figure 2

Comparison of Population in Estate Sector - 2012

Source: Author's illustration  based on Census 2012 data from DCS (2015).

4. Labour Cost & Productivity

Cost of labour has become a major challenge to the tea industry in Sri Lanka. According

to Hilal & Mubarak (2016), 70% of the total cost of production of one kilogram of tea by

plantation companies is comprised of cost of labour. This reiterates Ganewatta & Edwards

(2000), who emphasized that labour constitutes about  65% of the cost of tea production

in Sri Lanka. In 2014/2015, when the cost of production of 1 kg of tea was LKR 458.84,

cost of labour wages - including all allowances mainly for weeding and upkeep of

fences, control of pests and diseases, manuring, plucking, pruning, supply of vacancies,

and field watchers - was LKR 194.47. In the meantime, monthly paid salaries, allowances
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etc., to supervisory staff and directors summed up to LKR 19.20 per kg of tea (DCS,

2017a). As a share of total cost, wages and benefits accounted for the largest share of 63%

of cost of production of 1 kg of tea (see Table 2).

Ganewatta & Edwards (2000, p.6) underscore that 'the high cost of production is perhaps

one of the most critical issue[s]' and its implications include non-competitiveness, where

higher cost of production limits price flexibility to attract buyers in a competitive market,

and lowers profitability leading to lower investment. High labour pricing and low labour

productivity create a growing disadvantage for Sri Lanka's tea in the global market

(Oxford Business Group, 2016; Hilal & Mubarak, 2016). Therefore, high labour pricing

might curb Sri Lanka's competitiveness in the global markets compared to less labour

pricing competitors such as India and Kenya, which pay 50% less than the average

wage of Sri Lankan workers.

The labour productivity in the estate sector in Sri Lanka is relatively lower than in

competitor countries. Currently, the daily plucking average of a tea plucker in Sri Lanka

is approximately 18kg, while in Kenya this is 48kg, which is more than double that of Sri

Lanka (Lanka Business Online [LBO], 2015). As highlighted in literature, the labour cost

in tea production is significantly high in Sri Lanka. Asopa (2007) notes that the labour

Cost Component %

Labour cost 63
 (wages, salaries and benefits)

Marketing and transport cost 17

Staff and management 4
(supervisory staff, monthly  paid salaries, allowances etc., and
- directors, visiting charges)

Services 11
(up-keep of bungalows, roads, interest, bank charges and commission,
insurance, depreciation of fixed assets, stationery, auditors' fees, rent,
acreage fees, and local taxes)

Miscellaneous 5

Table 2

Cost of Production of 1 kg of Tea - 2014/2015

Source: DCS, 2017;  Thibbotuwawa  et al. 2015.
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Factory Employees Sitting on Sacks of Tea Leaves

Case Study 7: Ranaweera Bandara from Wariyagala

Ranaweera Bandara has cultivated 1.5 ac of tea land since 2000.  He plucks 700 kgs tea

leaves per month and receives Rs.90/- per one kilogram. Most of the time he hires

labourers for plucking and pays Rs 500/- per person per day. According to him, there is

a huge scarcity of labour in this sector as most of the young people in his village have

migrated to urban areas to work in service and industrial sectors. It is noted that

Ranaweera does not keep any records of monthly labour and other input costs, or records

of workers' safety/working conditions.

Ranaweera is also a registered member in tea producers' society in Wariyagala and

participates in every training programme conducted by the society. Compared to the

other farmers in the village, he has a good knowledge of soil management and fertilizer

usage. He uses proper soil preserving, irrigation and draining methods in his land.

However, he stated that the assistance given by the government to small holders' is not

at a satisfactory level. Even though the TSHDA provides fertilizer to the farmers once a

year through tea producers' society in his village, Ranaweera complained that the

distributed fertilizer is highly adulterated.  Further, tea inspectors rarely visit their area

Source: Author.
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due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.
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Figure 10
A Successful Tea Smallholder

4. Conclusion

Currently, Sri Lanka's tea smallholders, who account for nearly 75% of the national tea

output, are facing some serious predicaments that will directly contribute towards

reducing the national tea output in the future. This chapter identifies several key issues

and challenges that constrain the contribution of tea smallholders including lack of

awareness and training on tea cultivation techniques, poor business practices, low

productivity, and lack of access to services, lack of human and financial capital and

weak perception of sustainable agriculture. Although the TSHDA and the Sri Lanka

Federation of Tea Smallholder Development/’Tea Shakthi’ have support structures in

place, the respondents in the study have limited access to the services provided by them.

According to the survey results, majority of farmers had received little or no direct training

and relies on traditional cultivation knowledge passed down from the families. In some

cases, smallholders had obtained advice from the village level tea societies, fertilizer

sellers and from fellow smallholders. Therefore, the TSHDA and the Federation should

offer alternatives or modify the existing strategies to address the capacity building needs

of tea smallholders, especially those who reside in remote, rural regions. Such training

Source: Author.
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Figure 2

Comparison of Population in Estate Sector - 2012

Source: Author's illustration  based on Census 2012 data from DCS (2015).
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etc., to supervisory staff and directors summed up to LKR 19.20 per kg of tea (DCS,

2017a). As a share of total cost, wages and benefits accounted for the largest share of 63%

of cost of production of 1 kg of tea (see Table 2).

Ganewatta & Edwards (2000, p.6) underscore that 'the high cost of production is perhaps

one of the most critical issue[s]' and its implications include non-competitiveness, where

higher cost of production limits price flexibility to attract buyers in a competitive market,

and lowers profitability leading to lower investment. High labour pricing and low labour

productivity create a growing disadvantage for Sri Lanka's tea in the global market

(Oxford Business Group, 2016; Hilal & Mubarak, 2016). Therefore, high labour pricing

might curb Sri Lanka's competitiveness in the global markets compared to less labour

pricing competitors such as India and Kenya, which pay 50% less than the average

wage of Sri Lankan workers.
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competitor countries. Currently, the daily plucking average of a tea plucker in Sri Lanka

is approximately 18kg, while in Kenya this is 48kg, which is more than double that of Sri

Lanka (Lanka Business Online [LBO], 2015). As highlighted in literature, the labour cost

in tea production is significantly high in Sri Lanka. Asopa (2007) notes that the labour
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cost in tea production is high due to the labour intensive nature of hand picking of tea

and the necessity to fulfill social obligations towards the plantation workers, while

Yogaratnam (2015) notes that due to high proportion of labour cost comprised in total

cost of production of tea, worker productivity could be identified as a major component

of production efficiency of tea plantations in Sri Lanka. Similarly, Thibbotuwawa et al.

(2015) identify low investments on replanting on land maintained by the RPCs lead to

low land productivity.

5. Socio-economic Factors

As noted above, the unique relationship between the plantation workers and the estate

has resulted in an ecosystem where the plantation companies are responsible for almost

all aspects of the plantation workers and their families. The examination of the

predominant reasons for the decrease on plantation workers reflects the social dimension

of estate workers and their families, the conditions which are much to be desired.

Third Sector

Historically, "Tamil immigrants lived almost completely apart from the Sinhalese natives of the

island. They lived in barracks-like 'lines' provided by the estates, had their own bazzar adjacent

to the estate land, and followed Hinduism in a predominantly Buddhist country. To a great an

extent as the British, they represented a foreign enclave in Ceylon" (Snodgrass, 1966, p.26).

Moreover, "there was  little interaction between the estate and traditional sectors  of the economy"

(Alailima, 1988). This was mainly due to the fact that up until nationalization of estates,

the estate workers were the responsibility of the plantation companies, as they were

migrant workers with Indian citizenship. Such differential treatment to the estate sector

ensured limited assimilation of these migrants with the rest of the country, and a resulting

distinction between the estate sector and the rest of the country.  Perhaps, this may have

been the reason for the emergence of a third sector in Sri Lanka, which does not mesh

well with neither the urban-rural dichotomy nor the urban-rural continuum normally

identified in development economics.

Income and Expenditure

Table 3 depicts some recent estimates on selected socio-economic indicators. As depicted,

the income and expenditure in the estate sector is much lower than the corresponding



81

Issues and Challenges Encountered by Tea Smallholders in Sri Lanka

due to remoteness, and he suggested that the government should take more initiatives to

assist the farmers by introducing modern farming methods and new technology in order

to improve the productivity and production quality.

Case Study 8: Asela Kusumathilaka from Ehaliyagoda

Asela Kusumathilaka is a tea farmer in Ehaliyagoda, a low grown area has been

cultivating tea since 2013. In the 2 ac of land he owns, he cultivates tea in 0.5 ac. He

produces 50 kgs-70 kgs tea leaves per month and earns an income of Rs. 5,000/- to Rs.

6,000/- monthly. Apart from tea, he also engages in vegetable cultivation from which he

earns Rs.35,000/- per month. He mainly uses family labour in the tea plantation and

three members of his family are involved in plucking tea. He maintains records of monthly

cost of production and income.  Further, he uses soil preserving methods such as

maintaining drains and applies fertilizer from time to time. However, since the fertilizer

cost is very high, he is unable to use the required, sufficient amount of fertilizer. Since he

is not a member of any local tea smallholders' society, he does not receive any subsidy for

the fertilizer. However, as a young farmer, Asela has a good knowledge of improved

practices recommended by the TRI but he is unable to adopt them due to financial

difficulties. He suggests that the government and the TSHDA should consider giving

more assistance to young planters similar to him to expand tea cultivation.

Figure 9
Wariyagala Hadabima Small Tea Holding Society Buys Tea Leaves

from its Members

Source: Author.

82

Prasanna Perera

Figure 10
A Successful Tea Smallholder

4. Conclusion

Currently, Sri Lanka's tea smallholders, who account for nearly 75% of the national tea

output, are facing some serious predicaments that will directly contribute towards

reducing the national tea output in the future. This chapter identifies several key issues

and challenges that constrain the contribution of tea smallholders including lack of

awareness and training on tea cultivation techniques, poor business practices, low

productivity, and lack of access to services, lack of human and financial capital and

weak perception of sustainable agriculture. Although the TSHDA and the Sri Lanka

Federation of Tea Smallholder Development/’Tea Shakthi’ have support structures in

place, the respondents in the study have limited access to the services provided by them.

According to the survey results, majority of farmers had received little or no direct training

and relies on traditional cultivation knowledge passed down from the families. In some

cases, smallholders had obtained advice from the village level tea societies, fertilizer

sellers and from fellow smallholders. Therefore, the TSHDA and the Federation should

offer alternatives or modify the existing strategies to address the capacity building needs

of tea smallholders, especially those who reside in remote, rural regions. Such training

Source: Author.

91

                                       Labour Issues of Tea Plantations in Sri Lanka

etc., to supervisory staff and directors summed up to LKR 19.20 per kg of tea (DCS,

2017a). As a share of total cost, wages and benefits accounted for the largest share of 63%

of cost of production of 1 kg of tea (see Table 2).
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cost in tea production is high due to the labour intensive nature of hand picking of tea

and the necessity to fulfill social obligations towards the plantation workers, while

Yogaratnam (2015) notes that due to high proportion of labour cost comprised in total

cost of production of tea, worker productivity could be identified as a major component

of production efficiency of tea plantations in Sri Lanka. Similarly, Thibbotuwawa et al.

(2015) identify low investments on replanting on land maintained by the RPCs lead to

low land productivity.

5. Socio-economic Factors

As noted above, the unique relationship between the plantation workers and the estate

has resulted in an ecosystem where the plantation companies are responsible for almost

all aspects of the plantation workers and their families. The examination of the

predominant reasons for the decrease on plantation workers reflects the social dimension

of estate workers and their families, the conditions which are much to be desired.

Third Sector

Historically, "Tamil immigrants lived almost completely apart from the Sinhalese natives of the

island. They lived in barracks-like 'lines' provided by the estates, had their own bazzar adjacent

to the estate land, and followed Hinduism in a predominantly Buddhist country. To a great an

extent as the British, they represented a foreign enclave in Ceylon" (Snodgrass, 1966, p.26).

Moreover, "there was  little interaction between the estate and traditional sectors  of the economy"

(Alailima, 1988). This was mainly due to the fact that up until nationalization of estates,

the estate workers were the responsibility of the plantation companies, as they were

migrant workers with Indian citizenship. Such differential treatment to the estate sector

ensured limited assimilation of these migrants with the rest of the country, and a resulting

distinction between the estate sector and the rest of the country.  Perhaps, this may have

been the reason for the emergence of a third sector in Sri Lanka, which does not mesh

well with neither the urban-rural dichotomy nor the urban-rural continuum normally

identified in development economics.

Income and Expenditure

Table 3 depicts some recent estimates on selected socio-economic indicators. As depicted,

the income and expenditure in the estate sector is much lower than the corresponding
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figures for urban and rural sectors in Sri Lanka.2  Specifically, the average monthly

salary and the average per capita income in the estate sector are nearly half that of the

respective amounts in the rural sector. Average household income in the estate sector is

nearly 40% of that of the urban sector.

Mirroring the disparities in income, the expenditure patterns of the estate sector are also

different. As seen in Table 3, the estate sector average monthly expenditure is over 100%

of the average monthly income of a household, while in the urban and rural sectors this

is only 87% and 88%, respectively. Similarly, the estate sector spends nearly half of their

expenditure on food, while the urban and rural sectors only spend 31% and 35%,

respectively. The significance of the share of expenditure out of income among estate

sector indicates the financial constraints faced by this population, which adversely

affect many socioeconomic outcomes.

Housing

The unfavourable socioeconomic outcomes experienced by individuals in the estate

sector are also reflected in the characteristics of their housing. Initially,  most estate

sector workers' accommodation was in line rooms - which are generally small and had

a little  kitchenette, a small living area and one large bedroom, which was shared by the

whole family (Thibbotuwawa et al., 2015). As shown in Table 4, when 84% of poor in the

rural sector households had access to clean drinking water, only 55% in the estate sector

had similar access. Similarly, while only 0.2% of the urban households and 1.8% of rural

households did not use a toilet the corresponding share in the estate sector was a much

higher at 4.6%; over quarter of the households in the estate sector did not have access to

exclusive (separate) toilet facilities.

2 It is important to note that as mentioned in the earlier, estate workers are a homogenous group of
people, who are mostly agricultural workers, while the other sectors consist of a heterogeneous mix
of workers, such as professionals and associate professionals. For example, at the national level  the
average monthly salary  of a professional in 2017 was LKR 42,616, while the average monthly salary
for a worker in an  elementary occupation was LKR 19,654 (DCS, 2017c). Such high salaries of some
occupations not found in the estate sector contribute to the wide disparity in incomes across the
estate and the other sectors in Sri  Lanka.   As such, the ideal comparison would have been the
wages/ incomes of agricultural workers in rest of Sri Lanka with that of the estate sector workers.
However, in the absence of such ideal statistics this analysis relies on available data on income and
expenditure as reported in Table 3.
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Health and Education

The poor nutrition and housing conditions, as well as historical differences in

socioeconomic conditions contribute to lower health and educational outcomes in the

estate sector. Reflecting the inadequacy in health and nutritional inputs among children

under 5 years, the estate sector has a high incidence of stunting, wasting and under-

weight. As seen in Table 3, 8.8% of children in the estate sector are severely stunted,3

which reflects failure to receive adequate nutrition over a long period of time and/or

being affected by recurrent and chronic illness. Stunting, therefore,  represents  the long-

term effects of malnutrition  in a population and is not sensitive to recent, short- term

changes in dietary intake. On the other hand, wasting,4 which measures body mass in

relation to body height/length, reflects current nutritional status and reflects failure to

receive adequate nutrition in the period immediately preceding the survey and/or recent

episode of illness causing loss of weight and the onset of malnutrition. As evident in the

table, even though wasting is highest in the estate sector, the difference compared to the

rural sector is not as prominent as in stunting. Weight-for-age or underweight5 is a

composite index that takes into account both acute and chronic malnutrition.  As seen in

Table 3, the estate sector has the highest share of severely underweight children, which

is almost twice that of the rural sector and four folds of that in the urban sector.

Nutritional deficits in childhood lead to lower educational and labour market outcomes

later in life. Reflecting these disadvantages (as well as systemic  issues), a large proportion

(40%) of estate sector population has educational  attainments of passing Grades 1-5,

whereas in the rural sector the majority have passed grade 9-10, while in the urban

sector the majority have G.C.E.(O/L)  or equivalent qualification. Similarly, literacy and

3 As per the  DCS (2016a) children  whose height-for-age  is below minus  two  standard  deviations
(-2  SD) from the median of the reference population  are considered short for their  age or stunted
and are chronically malnourished,  while children  who are below minus three standard deviations (-
3 SD) are considered severely stunted.

4 Children whose weight for height is below minus two standard  deviations (-2 SD) from the median
of the reference population  are considered thin  (wasted)  and are acutely malnourished.  Children
whose weight-for- height is below minus three standard deviations (-3 SD) are considered severely
wasted.

5 Children  whose weight-for-age  is below minus  two  standard  deviations  (-2  SD)  from  the
median  of the reference population  are classified as underweight. Children whose weight-for-age is
below minus three standard deviations (-3 SD) are considered severely underweight.
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Under such monitoring, along with a productivity driven payment scheme, it is found

that workers are more productive and also benefit from the additional source of income.

Other benefits of adopting this system in the presence of labour shortages include enabling

the plucking of the full extent of the estate without leaving room for abandoning of tea

fields, preventing encroaching and illicit plucking from taking place, and the ability to

increase yield without increasing labour costs due to the productivity driven approach.

Thus, this model simultaneously addresses key issues faced by Sri Lankan tea plantations

namely, low productivity, high cost of production and worker scarcity (Shyamalie &

Wellala, 2012). The system has also addressed the long standing problem of dignity of

labour in the plantations. The plots of land can be managed by estate families, which

allows for greater flexibility in working hours, greater ownership in the management

process and less stigma attached to estate work.

On the downside, there are some notable risks with the out grower system, which include

increased workload of workers and onus on family for the plot, which has the capacity

to attract child labour; requirement for qualified field staff to attend to out growers; and

demotivation due to low green leaf prices (Shyamalie & Wellala, 2012).

The empirical literature outside of the Sri Lankan context, on the success of the outgrower

model, is somewhat mixed. Glover (1984, p.1143) notes that studies of out grower schemes

in less-developed countries find the potential value of such arrangements in 'facilitating

transfer of technology, access to markets and other benefits for growers'. A study based in

Zimbabwe finds a significant positive association between farmer experience, farmer

education level, level of fertilizer application, access to extension services, extent of

commercialization and the size of the available labour pool on the productivity of

smallholder out-grower tea (Dube & Guveya, 2014).

However,  experience in selected East and South African countries on out grower schemes,

show that in most cases, performance  in delivering services and providing income

increases to farmers has been positive, although 'high management costs limit the extent to

which this form of organization could be more widely applied' (Glover, 1990, p.303). Experience

in Kenya shows that constraints to replicability of successful schemes include lack of

skilled managers and technicians to manage and operate schemes efficiently;
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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figures for urban and rural sectors in Sri Lanka.2  Specifically, the average monthly

salary and the average per capita income in the estate sector are nearly half that of the

respective amounts in the rural sector. Average household income in the estate sector is

nearly 40% of that of the urban sector.

Mirroring the disparities in income, the expenditure patterns of the estate sector are also

different. As seen in Table 3, the estate sector average monthly expenditure is over 100%

of the average monthly income of a household, while in the urban and rural sectors this

is only 87% and 88%, respectively. Similarly, the estate sector spends nearly half of their

expenditure on food, while the urban and rural sectors only spend 31% and 35%,

respectively. The significance of the share of expenditure out of income among estate

sector indicates the financial constraints faced by this population, which adversely

affect many socioeconomic outcomes.

Housing

The unfavourable socioeconomic outcomes experienced by individuals in the estate

sector are also reflected in the characteristics of their housing. Initially,  most estate

sector workers' accommodation was in line rooms - which are generally small and had

a little  kitchenette, a small living area and one large bedroom, which was shared by the

whole family (Thibbotuwawa et al., 2015). As shown in Table 4, when 84% of poor in the

rural sector households had access to clean drinking water, only 55% in the estate sector

had similar access. Similarly, while only 0.2% of the urban households and 1.8% of rural

households did not use a toilet the corresponding share in the estate sector was a much

higher at 4.6%; over quarter of the households in the estate sector did not have access to

exclusive (separate) toilet facilities.

2 It is important to note that as mentioned in the earlier, estate workers are a homogenous group of
people, who are mostly agricultural workers, while the other sectors consist of a heterogeneous mix
of workers, such as professionals and associate professionals. For example, at the national level  the
average monthly salary  of a professional in 2017 was LKR 42,616, while the average monthly salary
for a worker in an  elementary occupation was LKR 19,654 (DCS, 2017c). Such high salaries of some
occupations not found in the estate sector contribute to the wide disparity in incomes across the
estate and the other sectors in Sri  Lanka.   As such, the ideal comparison would have been the
wages/ incomes of agricultural workers in rest of Sri Lanka with that of the estate sector workers.
However, in the absence of such ideal statistics this analysis relies on available data on income and
expenditure as reported in Table 3.
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Health and Education

The poor nutrition and housing conditions, as well as historical differences in

socioeconomic conditions contribute to lower health and educational outcomes in the

estate sector. Reflecting the inadequacy in health and nutritional inputs among children

under 5 years, the estate sector has a high incidence of stunting, wasting and under-

weight. As seen in Table 3, 8.8% of children in the estate sector are severely stunted,3

which reflects failure to receive adequate nutrition over a long period of time and/or

being affected by recurrent and chronic illness. Stunting, therefore,  represents  the long-

term effects of malnutrition  in a population and is not sensitive to recent, short- term

changes in dietary intake. On the other hand, wasting,4 which measures body mass in

relation to body height/length, reflects current nutritional status and reflects failure to

receive adequate nutrition in the period immediately preceding the survey and/or recent

episode of illness causing loss of weight and the onset of malnutrition. As evident in the

table, even though wasting is highest in the estate sector, the difference compared to the

rural sector is not as prominent as in stunting. Weight-for-age or underweight5 is a

composite index that takes into account both acute and chronic malnutrition.  As seen in

Table 3, the estate sector has the highest share of severely underweight children, which

is almost twice that of the rural sector and four folds of that in the urban sector.

Nutritional deficits in childhood lead to lower educational and labour market outcomes

later in life. Reflecting these disadvantages (as well as systemic  issues), a large proportion

(40%) of estate sector population has educational  attainments of passing Grades 1-5,

whereas in the rural sector the majority have passed grade 9-10, while in the urban

sector the majority have G.C.E.(O/L)  or equivalent qualification. Similarly, literacy and

3 As per the  DCS (2016a) children  whose height-for-age  is below minus  two  standard  deviations
(-2  SD) from the median of the reference population  are considered short for their  age or stunted
and are chronically malnourished,  while children  who are below minus three standard deviations (-
3 SD) are considered severely stunted.

4 Children whose weight for height is below minus two standard  deviations (-2 SD) from the median
of the reference population  are considered thin  (wasted)  and are acutely malnourished.  Children
whose weight-for- height is below minus three standard deviations (-3 SD) are considered severely
wasted.

5 Children  whose weight-for-age  is below minus  two  standard  deviations  (-2  SD)  from  the
median  of the reference population  are classified as underweight. Children whose weight-for-age is
below minus three standard deviations (-3 SD) are considered severely underweight.
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computer literacy accomplishments in the estate sector are significantly lower than the

other two sectors. Specifically, literacy rate in 2016 was 10 percentage points lower in

the estate sector than that of the urban sector at the same time, while computer literacy in

the estate sector was less than a third in the rural areas. In terms of educational

attainments, the estate sector has the highest proportion of individuals with no schooling

(12%), and the lowest proportion of individuals with qualifications equal to  G.C.E  (O/

L).

Unemployment and Inequality

Contrary to less favourable socioeconomic outcomes discussed above, in terms of

unemployment rate and the Gini coefficient, the estate sector performance is relatively

favourable than the national average and in the other two sectors. Lower unemployment

rate indicates that in the estate sector there are fewer people in the labour market without

jobs. Similarly, the estate sector records the highest ratio of employment to population

ratio of 62.1%, while it also accounts for the highest employment to population ratio

among females (50.5%).

Lower Gini coefficient reflects greater equality than the rest of the country. A possible

explanation for the lower Gini coefficient in the estate sector and the corresponding

better equality is the relatively homogenous nature of the estate population than rest of

the island. The lifestyles, income and socio-economic status within those encompassed

by the estate sector is very similar. That is, people appear to be similarly 'poor', as

reflected by it having the highest poverty headcount ratio (8.8) across all sectors.

Social Welfare

As seen in Table  3, the estate sector has distinctly lower socio economic outcomes

compared to the rest of the country. In order to address this lower socioeconomic situation

faced by this population, there were many initiatives taken over the years.   Since

nationalization of estates and provision of citizenship to estate workers, there have been

considerable efforts to improve the social welfare of plantation workers to match that of

the rest of the country. These efforts include the  establishment of the Social Development

Division under the guidance of the Ministry of Health to manage the welfare facilities of

estate population in 1978, and the subsequent establishment of the Plantation  Housing
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Under such monitoring, along with a productivity driven payment scheme, it is found

that workers are more productive and also benefit from the additional source of income.

Other benefits of adopting this system in the presence of labour shortages include enabling

the plucking of the full extent of the estate without leaving room for abandoning of tea

fields, preventing encroaching and illicit plucking from taking place, and the ability to

increase yield without increasing labour costs due to the productivity driven approach.

Thus, this model simultaneously addresses key issues faced by Sri Lankan tea plantations

namely, low productivity, high cost of production and worker scarcity (Shyamalie &

Wellala, 2012). The system has also addressed the long standing problem of dignity of

labour in the plantations. The plots of land can be managed by estate families, which

allows for greater flexibility in working hours, greater ownership in the management

process and less stigma attached to estate work.

On the downside, there are some notable risks with the out grower system, which include

increased workload of workers and onus on family for the plot, which has the capacity

to attract child labour; requirement for qualified field staff to attend to out growers; and

demotivation due to low green leaf prices (Shyamalie & Wellala, 2012).

The empirical literature outside of the Sri Lankan context, on the success of the outgrower

model, is somewhat mixed. Glover (1984, p.1143) notes that studies of out grower schemes

in less-developed countries find the potential value of such arrangements in 'facilitating

transfer of technology, access to markets and other benefits for growers'. A study based in

Zimbabwe finds a significant positive association between farmer experience, farmer

education level, level of fertilizer application, access to extension services, extent of

commercialization and the size of the available labour pool on the productivity of

smallholder out-grower tea (Dube & Guveya, 2014).

However,  experience in selected East and South African countries on out grower schemes,

show that in most cases, performance  in delivering services and providing income

increases to farmers has been positive, although 'high management costs limit the extent to

which this form of organization could be more widely applied' (Glover, 1990, p.303). Experience

in Kenya shows that constraints to replicability of successful schemes include lack of

skilled managers and technicians to manage and operate schemes efficiently;
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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Health and Education

The poor nutrition and housing conditions, as well as historical differences in

socioeconomic conditions contribute to lower health and educational outcomes in the

estate sector. Reflecting the inadequacy in health and nutritional inputs among children

under 5 years, the estate sector has a high incidence of stunting, wasting and under-

weight. As seen in Table 3, 8.8% of children in the estate sector are severely stunted,3

which reflects failure to receive adequate nutrition over a long period of time and/or

being affected by recurrent and chronic illness. Stunting, therefore,  represents  the long-

term effects of malnutrition  in a population and is not sensitive to recent, short- term

changes in dietary intake. On the other hand, wasting,4 which measures body mass in

relation to body height/length, reflects current nutritional status and reflects failure to

receive adequate nutrition in the period immediately preceding the survey and/or recent

episode of illness causing loss of weight and the onset of malnutrition. As evident in the

table, even though wasting is highest in the estate sector, the difference compared to the

rural sector is not as prominent as in stunting. Weight-for-age or underweight5 is a

composite index that takes into account both acute and chronic malnutrition.  As seen in

Table 3, the estate sector has the highest share of severely underweight children, which

is almost twice that of the rural sector and four folds of that in the urban sector.

Nutritional deficits in childhood lead to lower educational and labour market outcomes

later in life. Reflecting these disadvantages (as well as systemic  issues), a large proportion

(40%) of estate sector population has educational  attainments of passing Grades 1-5,

whereas in the rural sector the majority have passed grade 9-10, while in the urban

sector the majority have G.C.E.(O/L)  or equivalent qualification. Similarly, literacy and

3 As per the  DCS (2016a) children  whose height-for-age  is below minus  two  standard  deviations
(-2  SD) from the median of the reference population  are considered short for their  age or stunted
and are chronically malnourished,  while children  who are below minus three standard deviations (-
3 SD) are considered severely stunted.

4 Children whose weight for height is below minus two standard  deviations (-2 SD) from the median
of the reference population  are considered thin  (wasted)  and are acutely malnourished.  Children
whose weight-for- height is below minus three standard deviations (-3 SD) are considered severely
wasted.

5 Children  whose weight-for-age  is below minus  two  standard  deviations  (-2  SD)  from  the
median  of the reference population  are classified as underweight. Children whose weight-for-age is
below minus three standard deviations (-3 SD) are considered severely underweight.

95

                                       Labour Issues of Tea Plantations in Sri Lanka

computer literacy accomplishments in the estate sector are significantly lower than the

other two sectors. Specifically, literacy rate in 2016 was 10 percentage points lower in

the estate sector than that of the urban sector at the same time, while computer literacy in

the estate sector was less than a third in the rural areas. In terms of educational

attainments, the estate sector has the highest proportion of individuals with no schooling

(12%), and the lowest proportion of individuals with qualifications equal to  G.C.E  (O/

L).

Unemployment and Inequality

Contrary to less favourable socioeconomic outcomes discussed above, in terms of

unemployment rate and the Gini coefficient, the estate sector performance is relatively

favourable than the national average and in the other two sectors. Lower unemployment

rate indicates that in the estate sector there are fewer people in the labour market without

jobs. Similarly, the estate sector records the highest ratio of employment to population

ratio of 62.1%, while it also accounts for the highest employment to population ratio

among females (50.5%).

Lower Gini coefficient reflects greater equality than the rest of the country. A possible

explanation for the lower Gini coefficient in the estate sector and the corresponding

better equality is the relatively homogenous nature of the estate population than rest of

the island. The lifestyles, income and socio-economic status within those encompassed

by the estate sector is very similar. That is, people appear to be similarly 'poor', as

reflected by it having the highest poverty headcount ratio (8.8) across all sectors.

Social Welfare

As seen in Table  3, the estate sector has distinctly lower socio economic outcomes

compared to the rest of the country. In order to address this lower socioeconomic situation

faced by this population, there were many initiatives taken over the years.   Since

nationalization of estates and provision of citizenship to estate workers, there have been

considerable efforts to improve the social welfare of plantation workers to match that of

the rest of the country. These efforts include the  establishment of the Social Development

Division under the guidance of the Ministry of Health to manage the welfare facilities of

estate population in 1978, and the subsequent establishment of the Plantation  Housing
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Sri Lanka Urban Rural Estate

Mean salary per month (LKR)a 39,195 30,439 15,899

Mean hh income per month (LKR) 62,237 88,692 58,137 34,804

Mean per capita income per month (LKR) 16,377 22,297 15,508 8,566

Income receiver's mean income per month (LKR) 33,894 46,383 32,134 16,940

No. of income receivers in the HH 1.8 1.9 1.8 2.0

HH size 3.8 4 3.8 4.1

Mean nominal hh expenditure per month (LKR) 54,999 77,337 51,377 34,851

Average hh food expenditure per month (LKR) 19,114 24,108 18,183 16,890

Average hh nonfood expenditure per month (LKR) 35,885 53,229 33,194 17,961

Gini coeffient 0.45 0.48 0.44 0.36

Poverty headcount 4.1 1.9 4.3 8.8

Unemployment (%)a 4.4 4.0 4.5 3.1

Literacy (%)a 93.1 95 93 85

Computer Literacy (%)a 21.6 35 19.6 6

Population with  no schooling (%)b 4 3 4 12

Population with  O/L or equivalent (%)b 17 21 17 7

Share of poor that own a house (%)c 83.7 - 90.4 5.6

Share of poor with  access to clean water (%)c 82.8 - 84.3 55.1

Share of households not using toilet  (%)c 1.7 0.2 1.8 4.6

Share of households with  exclusive toilet  (%)c 87 88 87 73

Stunting % below 3 SD (%)d - 3.6 4.0 8.8

Wasting % below 3 SD (%)d - 1.6 3.2 3.7

Underweight% below 3 SD (%)d - 1.9 4.2 7.6

Table 3

Comparison of Socioeconomic Status in Estate Sector - 2016

and Social Welfare Trust (PHSWT) under the Companies Act to provide social services.

The  operational expenditure of the PHSWT was financed through a levy paid by private

companies and funding by donors. Its 'main functions are to monitor health and welfare

standards, implement national health programs and introduce special initiatives to address

health needs' as well as to ensure better housing, sanitation, and water supply (UNDP,

2012, p.7).  As such, unlike plantation workers in other countries, who receive few social

benefits such as medical care, housing, education and pensions, plantation workers in

Sri Lanka receive ample support (Oxford Business Group, 2016).

Source a: DCS 2016b; b: DCS, 2015; c: World Bank, 2016); d: DCS, 2016a; all else: DCS, 2017b.
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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computer literacy accomplishments in the estate sector are significantly lower than the

other two sectors. Specifically, literacy rate in 2016 was 10 percentage points lower in

the estate sector than that of the urban sector at the same time, while computer literacy in

the estate sector was less than a third in the rural areas. In terms of educational

attainments, the estate sector has the highest proportion of individuals with no schooling

(12%), and the lowest proportion of individuals with qualifications equal to  G.C.E  (O/

L).

Unemployment and Inequality

Contrary to less favourable socioeconomic outcomes discussed above, in terms of

unemployment rate and the Gini coefficient, the estate sector performance is relatively

favourable than the national average and in the other two sectors. Lower unemployment

rate indicates that in the estate sector there are fewer people in the labour market without

jobs. Similarly, the estate sector records the highest ratio of employment to population

ratio of 62.1%, while it also accounts for the highest employment to population ratio

among females (50.5%).

Lower Gini coefficient reflects greater equality than the rest of the country. A possible

explanation for the lower Gini coefficient in the estate sector and the corresponding

better equality is the relatively homogenous nature of the estate population than rest of

the island. The lifestyles, income and socio-economic status within those encompassed

by the estate sector is very similar. That is, people appear to be similarly 'poor', as

reflected by it having the highest poverty headcount ratio (8.8) across all sectors.

Social Welfare

As seen in Table  3, the estate sector has distinctly lower socio economic outcomes

compared to the rest of the country. In order to address this lower socioeconomic situation

faced by this population, there were many initiatives taken over the years.   Since

nationalization of estates and provision of citizenship to estate workers, there have been

considerable efforts to improve the social welfare of plantation workers to match that of

the rest of the country. These efforts include the  establishment of the Social Development

Division under the guidance of the Ministry of Health to manage the welfare facilities of

estate population in 1978, and the subsequent establishment of the Plantation  Housing
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Sri Lanka Urban Rural Estate

Mean salary per month (LKR)a 39,195 30,439 15,899

Mean hh income per month (LKR) 62,237 88,692 58,137 34,804

Mean per capita income per month (LKR) 16,377 22,297 15,508 8,566

Income receiver's mean income per month (LKR) 33,894 46,383 32,134 16,940

No. of income receivers in the HH 1.8 1.9 1.8 2.0

HH size 3.8 4 3.8 4.1

Mean nominal hh expenditure per month (LKR) 54,999 77,337 51,377 34,851

Average hh food expenditure per month (LKR) 19,114 24,108 18,183 16,890

Average hh nonfood expenditure per month (LKR) 35,885 53,229 33,194 17,961

Gini coeffient 0.45 0.48 0.44 0.36

Poverty headcount 4.1 1.9 4.3 8.8

Unemployment (%)a 4.4 4.0 4.5 3.1

Literacy (%)a 93.1 95 93 85

Computer Literacy (%)a 21.6 35 19.6 6

Population with  no schooling (%)b 4 3 4 12

Population with  O/L or equivalent (%)b 17 21 17 7

Share of poor that own a house (%)c 83.7 - 90.4 5.6

Share of poor with  access to clean water (%)c 82.8 - 84.3 55.1

Share of households not using toilet  (%)c 1.7 0.2 1.8 4.6

Share of households with  exclusive toilet  (%)c 87 88 87 73

Stunting % below 3 SD (%)d - 3.6 4.0 8.8

Wasting % below 3 SD (%)d - 1.6 3.2 3.7

Underweight% below 3 SD (%)d - 1.9 4.2 7.6

Table 3

Comparison of Socioeconomic Status in Estate Sector - 2016

and Social Welfare Trust (PHSWT) under the Companies Act to provide social services.

The  operational expenditure of the PHSWT was financed through a levy paid by private

companies and funding by donors. Its 'main functions are to monitor health and welfare

standards, implement national health programs and introduce special initiatives to address

health needs' as well as to ensure better housing, sanitation, and water supply (UNDP,

2012, p.7).  As such, unlike plantation workers in other countries, who receive few social

benefits such as medical care, housing, education and pensions, plantation workers in

Sri Lanka receive ample support (Oxford Business Group, 2016).

Source a: DCS 2016b; b: DCS, 2015; c: World Bank, 2016); d: DCS, 2016a; all else: DCS, 2017b.
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As a result of these extensive social services provided  with the support of the government,

RPCs and the unions, there have been improvements in socioeconomic indicators within

the plantation sector over time. As shown in Table 4, almost all indicators show

improvements over time from 2006 to 2016. Yet, there is significant room for improvement,

which would help to arrest the labour issues facing the estate sector.

6. Unionization and Wage Determination

Estate sector workers are highly unionized under three mains labour unions - Ceylon

Workers' Congress (CWC), the Lanka Jathika Estate Workers Union, (LJEWU) and the

Joint Plantation Trade Union Centre (JPTUC).  Similarly, private tea plantation companies

(22) are members of the Employers’ Federation of Ceylon (EFC). Wages of the plantation/

estate sector workers, which accounts for about 93% total workforce in the plantation

sector (Thibbotuwawa et al., 2015), fall under the category of ‘Wage Labourers’ and their

wages are determined by the collective agreement between labour unions and the EFC.

This collective bargaining process takes place on a biennial basis.

2006/2007 2009/2010 2012/2013 2016

Population with  no schooling 15.8 13.1 12.2 12b

Population with  O/L or equivalent 3.4 3.8 4.9 7b

Poverty headcount 32 11.4 10.9 8.8c

Food security 55.8 50.8 49.8 88.5c

Share of poor that own a house 6.3 4.3 4.7 5.6c

Share of poor with  access to clean water 46.2 60.3 46.3 55.1c

Share of households not using toilet 11.8 5.6 0.7 4.6c

Share of population with  exclusive toilet 67.7 74 76.2 73c

Stunting 14.2d 8.8e

Wasting Under  3.8d 3.7e

Weight 8.9d 7.6e

Table 4

Socioeconomic Status in Estate Sector 2006-2016

Source: b – DCS, 2015; c: World Bank, 2016;
d - DCS, 2016a;
e - DCS, 2016a.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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Sri Lanka Urban Rural Estate

Mean salary per month (LKR)a 39,195 30,439 15,899

Mean hh income per month (LKR) 62,237 88,692 58,137 34,804

Mean per capita income per month (LKR) 16,377 22,297 15,508 8,566

Income receiver's mean income per month (LKR) 33,894 46,383 32,134 16,940

No. of income receivers in the HH 1.8 1.9 1.8 2.0

HH size 3.8 4 3.8 4.1

Mean nominal hh expenditure per month (LKR) 54,999 77,337 51,377 34,851

Average hh food expenditure per month (LKR) 19,114 24,108 18,183 16,890

Average hh nonfood expenditure per month (LKR) 35,885 53,229 33,194 17,961

Gini coeffient 0.45 0.48 0.44 0.36

Poverty headcount 4.1 1.9 4.3 8.8

Unemployment (%)a 4.4 4.0 4.5 3.1

Literacy (%)a 93.1 95 93 85

Computer Literacy (%)a 21.6 35 19.6 6

Population with  no schooling (%)b 4 3 4 12

Population with  O/L or equivalent (%)b 17 21 17 7

Share of poor that own a house (%)c 83.7 - 90.4 5.6

Share of poor with  access to clean water (%)c 82.8 - 84.3 55.1

Share of households not using toilet  (%)c 1.7 0.2 1.8 4.6

Share of households with  exclusive toilet  (%)c 87 88 87 73

Stunting % below 3 SD (%)d - 3.6 4.0 8.8

Wasting % below 3 SD (%)d - 1.6 3.2 3.7

Underweight% below 3 SD (%)d - 1.9 4.2 7.6

Table 3

Comparison of Socioeconomic Status in Estate Sector - 2016

and Social Welfare Trust (PHSWT) under the Companies Act to provide social services.

The  operational expenditure of the PHSWT was financed through a levy paid by private

companies and funding by donors. Its 'main functions are to monitor health and welfare

standards, implement national health programs and introduce special initiatives to address

health needs' as well as to ensure better housing, sanitation, and water supply (UNDP,

2012, p.7).  As such, unlike plantation workers in other countries, who receive few social

benefits such as medical care, housing, education and pensions, plantation workers in

Sri Lanka receive ample support (Oxford Business Group, 2016).

Source a: DCS 2016b; b: DCS, 2015; c: World Bank, 2016); d: DCS, 2016a; all else: DCS, 2017b.

97

                                       Labour Issues of Tea Plantations in Sri Lanka

As a result of these extensive social services provided  with the support of the government,

RPCs and the unions, there have been improvements in socioeconomic indicators within

the plantation sector over time. As shown in Table 4, almost all indicators show

improvements over time from 2006 to 2016. Yet, there is significant room for improvement,

which would help to arrest the labour issues facing the estate sector.

6. Unionization and Wage Determination

Estate sector workers are highly unionized under three mains labour unions - Ceylon

Workers' Congress (CWC), the Lanka Jathika Estate Workers Union, (LJEWU) and the

Joint Plantation Trade Union Centre (JPTUC).  Similarly, private tea plantation companies

(22) are members of the Employers’ Federation of Ceylon (EFC). Wages of the plantation/

estate sector workers, which accounts for about 93% total workforce in the plantation

sector (Thibbotuwawa et al., 2015), fall under the category of ‘Wage Labourers’ and their

wages are determined by the collective agreement between labour unions and the EFC.

This collective bargaining process takes place on a biennial basis.

2006/2007 2009/2010 2012/2013 2016

Population with  no schooling 15.8 13.1 12.2 12b

Population with  O/L or equivalent 3.4 3.8 4.9 7b

Poverty headcount 32 11.4 10.9 8.8c

Food security 55.8 50.8 49.8 88.5c

Share of poor that own a house 6.3 4.3 4.7 5.6c

Share of poor with  access to clean water 46.2 60.3 46.3 55.1c

Share of households not using toilet 11.8 5.6 0.7 4.6c

Share of population with  exclusive toilet 67.7 74 76.2 73c

Stunting 14.2d 8.8e

Wasting Under  3.8d 3.7e

Weight 8.9d 7.6e

Table 4

Socioeconomic Status in Estate Sector 2006-2016

Source: b – DCS, 2015; c: World Bank, 2016;
d - DCS, 2016a;
e - DCS, 2016a.
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The predominant wage model adopted in Sri Lanka is a traditionally maintained

attendance based wage model. The low labour productivity in the tea sector in Sri Lanka

is inherently linked to this attendance wage model, where plantation companies offer a

mandatory 300 days of work for all the workers regardless of performance, output or any

other consideration (Economynext, 2016b). The attendance wage effective in 2013

agreement consisted of a fixed daily basic wage of LKR 450 for minimum plucking

average of 15Kg of tea leaves. Additionally, workers received an incentive, called the

'Price Share Supplement' worth LKR 30 per day, and an attendance allowance of LKR

140 per day, which amounted to a total of LKR 620 per day. With statutory benefits of

Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF) contributions, the

daily wage was LKR 687.50. Additionally, workers were also paid a yearly bonus,

educational grants for their children and some in-kind benefits such as child care facilities

on the estate, tea, and transport facilities to hospitals in an emergency.

As noted by Thibbotuwawa et al. (2015), biennial collective bargaining and parallel

wage increments and the collective agreement were signed between the EFC and three

labour unions regularly until April 2013. As observed in Figure 3, negotiations in 2015

dragged on due to prolonged negotiations between the two parties. On one hand, the

unions demand was to increase their daily basic wage for a minimum plucking average

of 15Kg of tea leaves by LKR 350 from their earlier amount of LKR 450 (a 78% increase),

which was considered  unreasonable from the point  of view of the RPCs (Yogaratnam,

2015).

In response the RPCs proposed a productivity based incentive model, which links the

remuneration of the plantation sector workers with output instead of attendance.

Specifically, the RPCs proposed to increase the basic wage by 11% to LKR 500 for

minimum daily plucking average of 15kg of tea leaves. Thereafter, for each additional kg

of plucked tea leaves, the worker was proposed to receive LKR 40 per kg. Therefore, a

worker who plucks 25kgs of tea leaves will be able to earn LKR 1,000 as their daily wage,

which is considered for benefits of EPF and ETF  (LBO, 2015). However, this was not

acceptable to the trade unions.

The wage negotiations were finally resolved in October 2016 whereby the RPCs 'officially

entered into a new collective agreement with plantation sector trade unions to increase estate
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.

107

                                       Labour Issues of Tea Plantations in Sri Lanka

References

Alailima, P. J. (1988). The Impact of Public Policies on the Poor in Sri Lanka: A Study of Policies
Relating to Incomes, Assets and Living Standards and their Effects on the Poor,
1970-84, Thesis submitted for the Degree of Doctor of Philosophy. Bradford: Uni-
versity of Bradford.

Asopa, V. N. (2007). Tea Industry of India - The Cup that Cheers has Tears, Working Paper no.
2007-07-02. Ahmedabad: Indian Institute of Managmement.

Athukorala, R. (2013, June 9). Tea Industry Needs Urgent Action. Sunday Leader.

Athukorala, R. N. (2014, December 30). Can the Tea Industry Make Sri Lanka Worth
100B? Daily Financial Times.

Ayako. (1989). Contract Farming and Outgrower Schemes in Kenya: Comparative Analy-
sis. Eastern Africa Economic Review, 15-19.

Bulow, D., & Sorensen, A. (2007). Gender and Contract Farming: Tea Outgrower Schemes
in Kenya. Review of African Political Economy, 38-52.

Chandrabose, A. S. (2015). Outgoing Labour and its Impact on the Tea Plantation Sector
in Sri Lanka. 5th International Symposium of South Eastern University of Sri
Lanka (SEUSL). Oluvil: South Eastern University of Sri Lanka.

Daily FT. (2016, June 24). RPCs Propose Hybrid Structure for Estate Worker Remuneration.
Retrieved August 22, 2017, from Daily FT: http://www.ft.lk/article/550584/
RPCs-propose-hybrid-structure-for-estate-worker-remuneration.

Daily Island. (2015, October 20). Plantation Companies Propose Revenue Sharing Model for
Worker Wages. Retrieved August 10, 2017, from Daily Island: http://
www.island.lk/index.php?page_cat=article-details&page=article-
details&code_title=133846.

Daily Mirror. (2016, October 19). New Wage Agreement Unsustainable: Planters. Retrieved
August 12, 2017, from Daily Mirror: http://www.dailymirror.lk/article/
New-wage-agreement-unsustainable-plant.

Department of Census and Statistics. (2015). Census of Population and Housing 2012 Sri
Lanka -POPULATION TABLES. Colombo: Department of Census and Statis-
tics.

Department of Census and Statistics. (2016a). Sri Lanka Demographic and Health Survey -
2016. Colombo: Department of Census and Statistics, Ministry of National
Policies and Economic Affairs and Ministry of Health, Nutrition and Indig-
enous Medicine.

Department of Census and Statistics. (2016b). Sri Lanka Labour Force Survey Annual Re-
port - 2016. Colombo: Department of Census and Statistics.

108

Bilesha Weeraratne

Department of Census and Statistics. (2017a, November 2). Cost of Production of Tea per
Kilogramme, 2002/2003 - 2014/2015, Agriculture and Environment Statistics
Division. Retrieved November 10, 2017, from Department of Census and Sta-
tistics: http://www.statistics.gov.lk/ agriculture/COP/COP_Tea.html.

Department of Census and Statistics. (2017b). Household Income and Expenditure Survey
2016 Final Results. Colombo: Department of Census and Statistics, Ministry
of National Policies and Economic Affairs.

Department of Census and Statistics. (2017c). Sri Lanka Labour Demand Survey 2017.
Colombo: Department of Census and Statistics, Ministry of National Policies
and Economic Affairs.

Dishanka, S., & Ikemoto, Y. (2013). Social Development and Labour Productivity: The
Problem and a Solution for the Tea Plantation Sector of Sri Lanka. Interna-
tional Journal of Theory Practice, 04(02).

Dube, L., & Guveya, E. (2014). Productivity Analysis of Smallholder Out-Grower Tea
Farming in Chipinge District of Zimbabwe. Journal of Agriculture Economics
and Rural Development, 2(4), 128-139.

Economynext. (2016a). Sri Lankan Plantations Firms ink Wage Deals with Unions. Retrieved
August 15, 2017, from Economynext: http://www.economynext.com/
Sri_Lanka_plantation_firms_ink_wage_deal_with_unions-3-6389.html.

Economynext. (2016b). Sri Lankan Plantations offer Hybrid Attendance-output Wage Model.
Retrieved November 2, 2017, from Economynext: http://
www.economynext.com/Sri_Lankan_plantations_offer_hybrid_
attendance_output_wage_model-3-5342-9.html.

Ethical Tea Partnership and OXFAM. (2013). Understanding Wage Issues in the Tea
Industry. Ethical Tea Partnership and OXFAM.

Ganewatta, G., & Edwards, G. W. (2000). The Sri Lanka Tea Industry: Economic Issues
and Government Policies. 44th Annual Conference of Australian Agricultural
and Resources Economics Society. Sydney: University of Sydney, Australia.

Glover, D. (1984). Contract Farming and Smallholder Out-grower Schemes in Less-devel-
oped Countries. World Development, 12(11), 1143-1157.

Glover, D. (1990). Contract Farming and Outgrower Schemes in East and Southern Af-
rica. Journal Agricultural Economics, 41(3), 303-315.

Gunethilleke, N., Kuruppu, S., Goonasekara, S., & Weeratunge, N. (2005). Moving out of
Poverty in the Tea and Rubber Sectors in Sri Lanka: Understanding Growth and
Freedom from the Bottom Up. Colombo: Center for Poverty Analysis.

Herath, D., & Weersink, A. (2007). Peasants and Plantations in the Sri Lankan Tea
Sector: Causes of the Change in their Relative Viability. The Australian Journal
of Agricultural and Resource Economics, 51(1), 73-89.



97

                                       Labour Issues of Tea Plantations in Sri Lanka

As a result of these extensive social services provided  with the support of the government,

RPCs and the unions, there have been improvements in socioeconomic indicators within

the plantation sector over time. As shown in Table 4, almost all indicators show

improvements over time from 2006 to 2016. Yet, there is significant room for improvement,

which would help to arrest the labour issues facing the estate sector.

6. Unionization and Wage Determination

Estate sector workers are highly unionized under three mains labour unions - Ceylon

Workers' Congress (CWC), the Lanka Jathika Estate Workers Union, (LJEWU) and the

Joint Plantation Trade Union Centre (JPTUC).  Similarly, private tea plantation companies

(22) are members of the Employers’ Federation of Ceylon (EFC). Wages of the plantation/

estate sector workers, which accounts for about 93% total workforce in the plantation

sector (Thibbotuwawa et al., 2015), fall under the category of ‘Wage Labourers’ and their

wages are determined by the collective agreement between labour unions and the EFC.

This collective bargaining process takes place on a biennial basis.

2006/2007 2009/2010 2012/2013 2016

Population with  no schooling 15.8 13.1 12.2 12b

Population with  O/L or equivalent 3.4 3.8 4.9 7b

Poverty headcount 32 11.4 10.9 8.8c

Food security 55.8 50.8 49.8 88.5c

Share of poor that own a house 6.3 4.3 4.7 5.6c

Share of poor with  access to clean water 46.2 60.3 46.3 55.1c

Share of households not using toilet 11.8 5.6 0.7 4.6c

Share of population with  exclusive toilet 67.7 74 76.2 73c

Stunting 14.2d 8.8e

Wasting Under  3.8d 3.7e

Weight 8.9d 7.6e

Table 4

Socioeconomic Status in Estate Sector 2006-2016

Source: b – DCS, 2015; c: World Bank, 2016;
d - DCS, 2016a;
e - DCS, 2016a.
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The predominant wage model adopted in Sri Lanka is a traditionally maintained

attendance based wage model. The low labour productivity in the tea sector in Sri Lanka

is inherently linked to this attendance wage model, where plantation companies offer a

mandatory 300 days of work for all the workers regardless of performance, output or any

other consideration (Economynext, 2016b). The attendance wage effective in 2013

agreement consisted of a fixed daily basic wage of LKR 450 for minimum plucking

average of 15Kg of tea leaves. Additionally, workers received an incentive, called the

'Price Share Supplement' worth LKR 30 per day, and an attendance allowance of LKR

140 per day, which amounted to a total of LKR 620 per day. With statutory benefits of

Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF) contributions, the

daily wage was LKR 687.50. Additionally, workers were also paid a yearly bonus,

educational grants for their children and some in-kind benefits such as child care facilities

on the estate, tea, and transport facilities to hospitals in an emergency.

As noted by Thibbotuwawa et al. (2015), biennial collective bargaining and parallel

wage increments and the collective agreement were signed between the EFC and three

labour unions regularly until April 2013. As observed in Figure 3, negotiations in 2015

dragged on due to prolonged negotiations between the two parties. On one hand, the

unions demand was to increase their daily basic wage for a minimum plucking average

of 15Kg of tea leaves by LKR 350 from their earlier amount of LKR 450 (a 78% increase),

which was considered  unreasonable from the point  of view of the RPCs (Yogaratnam,

2015).

In response the RPCs proposed a productivity based incentive model, which links the

remuneration of the plantation sector workers with output instead of attendance.

Specifically, the RPCs proposed to increase the basic wage by 11% to LKR 500 for

minimum daily plucking average of 15kg of tea leaves. Thereafter, for each additional kg

of plucked tea leaves, the worker was proposed to receive LKR 40 per kg. Therefore, a

worker who plucks 25kgs of tea leaves will be able to earn LKR 1,000 as their daily wage,

which is considered for benefits of EPF and ETF  (LBO, 2015). However, this was not

acceptable to the trade unions.

The wage negotiations were finally resolved in October 2016 whereby the RPCs 'officially

entered into a new collective agreement with plantation sector trade unions to increase estate
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worker minimum daily wages to LKR 730' (Daily Mirror,  2016). This includes LKR 500 as

basic wages and a price share supplement of LKR 30, leading to a total guaranteed wage

of LKR 530. Additionally, an attendance incentive of LKR 60 would be provided to

workers, who maintain a minimum attendance of 75%, while a new productivity incentive

of LKR  140 for workers, who obtain the estate/divisional norm (Daily Mirror,  2016).

With statutory dues, total wages was increased to LKR 805. Wage negotiations in 2016

marked the introduction of productivity based incentives to the wage structure, whereby

workers are paid an additional productivity incentive of LKR 25 per kg for green leaf

harvested above the estate or divisional norm of 18 kg per day (Economy next, 2016a).

Literature often identifies that the absolute value of national minimum wage in the tea

industry of Sri Lanka is comparatively higher than that of the other South Asian countries

like India, Pakistan and Bangladesh (Ethical Tea Partnership and OXFAM, 2013).

Similarly, van der Wal (2008) finds that wages for workers in large plantations in most

countries including Sri Lanka6  tend to be above minimum wages while workers in small

holder tea gardens tend to be paid less than the minimum wage (except in Vietnam).

Among other factors, Athukorala (2014) attributes this to the political economy of trade

unions in the plantation sector and related wage negotiations in Sri Lanka, while  Oxford

Business Group (2016) associates wage inflation with the issue of labour shortage in the

tea estate sector in Sri Lanka. Van der Wal (2008, p.8) also underscores that 'minimum

wage levels are often set too low in the countries studied and are not sufficient to support a worker

and his/her family'. The concept of 'living wage' addresses this 'sufficient' aspect of a

wage. Specifically, living wage is defined as 'remuneration received for a standard work week

by a worker in a particular place sufficient to afford a decent7 standard of living for the worker

and her or his family' (Thibbotuwawa,  et al., 2015, p.16).

7. Labour Demand Rigidities

Similar to supply side issues, labour demand in the tea industry is also experiencing

various issues, mainly due to problems stemming from the rigid laws and regulations,

and socio-economic infrastructure and living conditions that are required to be provided

6 Other countries focused by van der Wal (2008) are India,  Malawi,  Indonesia, Kenya and Vietnam.

7 The elements of a decent standard of living as identified  by the concept of living  wage include food,
water, housing, education,  health  care, transport, clothing,  and other  essential needs i.e. provision
for unexpected events (Thibbotuwawa et al., 2015).
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The predominant wage model adopted in Sri Lanka is a traditionally maintained

attendance based wage model. The low labour productivity in the tea sector in Sri Lanka

is inherently linked to this attendance wage model, where plantation companies offer a

mandatory 300 days of work for all the workers regardless of performance, output or any

other consideration (Economynext, 2016b). The attendance wage effective in 2013

agreement consisted of a fixed daily basic wage of LKR 450 for minimum plucking

average of 15Kg of tea leaves. Additionally, workers received an incentive, called the

'Price Share Supplement' worth LKR 30 per day, and an attendance allowance of LKR

140 per day, which amounted to a total of LKR 620 per day. With statutory benefits of

Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF) contributions, the

daily wage was LKR 687.50. Additionally, workers were also paid a yearly bonus,

educational grants for their children and some in-kind benefits such as child care facilities

on the estate, tea, and transport facilities to hospitals in an emergency.

As noted by Thibbotuwawa et al. (2015), biennial collective bargaining and parallel

wage increments and the collective agreement were signed between the EFC and three

labour unions regularly until April 2013. As observed in Figure 3, negotiations in 2015

dragged on due to prolonged negotiations between the two parties. On one hand, the

unions demand was to increase their daily basic wage for a minimum plucking average

of 15Kg of tea leaves by LKR 350 from their earlier amount of LKR 450 (a 78% increase),

which was considered  unreasonable from the point  of view of the RPCs (Yogaratnam,

2015).

In response the RPCs proposed a productivity based incentive model, which links the

remuneration of the plantation sector workers with output instead of attendance.

Specifically, the RPCs proposed to increase the basic wage by 11% to LKR 500 for

minimum daily plucking average of 15kg of tea leaves. Thereafter, for each additional kg

of plucked tea leaves, the worker was proposed to receive LKR 40 per kg. Therefore, a

worker who plucks 25kgs of tea leaves will be able to earn LKR 1,000 as their daily wage,

which is considered for benefits of EPF and ETF  (LBO, 2015). However, this was not

acceptable to the trade unions.

The wage negotiations were finally resolved in October 2016 whereby the RPCs 'officially

entered into a new collective agreement with plantation sector trade unions to increase estate
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worker minimum daily wages to LKR 730' (Daily Mirror,  2016). This includes LKR 500 as

basic wages and a price share supplement of LKR 30, leading to a total guaranteed wage

of LKR 530. Additionally, an attendance incentive of LKR 60 would be provided to

workers, who maintain a minimum attendance of 75%, while a new productivity incentive

of LKR  140 for workers, who obtain the estate/divisional norm (Daily Mirror,  2016).

With statutory dues, total wages was increased to LKR 805. Wage negotiations in 2016

marked the introduction of productivity based incentives to the wage structure, whereby

workers are paid an additional productivity incentive of LKR 25 per kg for green leaf

harvested above the estate or divisional norm of 18 kg per day (Economy next, 2016a).

Literature often identifies that the absolute value of national minimum wage in the tea

industry of Sri Lanka is comparatively higher than that of the other South Asian countries

like India, Pakistan and Bangladesh (Ethical Tea Partnership and OXFAM, 2013).

Similarly, van der Wal (2008) finds that wages for workers in large plantations in most

countries including Sri Lanka6  tend to be above minimum wages while workers in small

holder tea gardens tend to be paid less than the minimum wage (except in Vietnam).

Among other factors, Athukorala (2014) attributes this to the political economy of trade

unions in the plantation sector and related wage negotiations in Sri Lanka, while  Oxford

Business Group (2016) associates wage inflation with the issue of labour shortage in the

tea estate sector in Sri Lanka. Van der Wal (2008, p.8) also underscores that 'minimum

wage levels are often set too low in the countries studied and are not sufficient to support a worker

and his/her family'. The concept of 'living wage' addresses this 'sufficient' aspect of a

wage. Specifically, living wage is defined as 'remuneration received for a standard work week

by a worker in a particular place sufficient to afford a decent7 standard of living for the worker

and her or his family' (Thibbotuwawa,  et al., 2015, p.16).

7. Labour Demand Rigidities

Similar to supply side issues, labour demand in the tea industry is also experiencing

various issues, mainly due to problems stemming from the rigid laws and regulations,

and socio-economic infrastructure and living conditions that are required to be provided

6 Other countries focused by van der Wal (2008) are India,  Malawi,  Indonesia, Kenya and Vietnam.

7 The elements of a decent standard of living as identified  by the concept of living  wage include food,
water, housing, education,  health  care, transport, clothing,  and other  essential needs i.e. provision
for unexpected events (Thibbotuwawa et al., 2015).
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for estate sector workers. Unlike agriculture workers, who are informal sector worker,

plantation workers are in the formal sector, which requires payment of statutory benefits.

As such, similar to other employers in the formal sector, plantation companies also have

to bear the costs related to the provision of statutory and other benefits.  As seen in Table

5 during 2014/2015 the cost of paid leave for 17 days amounts to LKR 9,850.50, while

hospitalization benefits add to LKR 6,300.00 per year. Additionally, the employers are

also expected to cover other event based costs for child birth (84 days for 1st and 2nd

child and 42 days for 3rd and 4th child) and funerals (provide four workers at the rate of

LKR 687.50, coffin - LKR 2,000, and transportation - LKR 500).

Apart from these direct costs, the plantations are required to facilitate all immunizations

and medical checkups provided by the state and cover all costs related to logistics and

medical supplies for visits by government health care officials; provide transportation

and leave or time off for any medical needs. To facilitate child care, the RPCs provide

creche facilities with trained/qualified Child Development Officer, and provide free

Kola kenda, mid-day meals and other nutrition supplements including Triposha and 2

lbs flour for children up to 12 years of age.

Figure 3

Plantation Sector Daily Average Wages 1992-2016 (Rs./Day)

Source: Rajadurai n.d.; Daily Mirror,  2016.
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6
The Tea Research Institute of Sri Lanka and Its

Contribution to Tea Research: Prospects and Challenges

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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worker minimum daily wages to LKR 730' (Daily Mirror,  2016). This includes LKR 500 as

basic wages and a price share supplement of LKR 30, leading to a total guaranteed wage

of LKR 530. Additionally, an attendance incentive of LKR 60 would be provided to

workers, who maintain a minimum attendance of 75%, while a new productivity incentive

of LKR  140 for workers, who obtain the estate/divisional norm (Daily Mirror,  2016).

With statutory dues, total wages was increased to LKR 805. Wage negotiations in 2016

marked the introduction of productivity based incentives to the wage structure, whereby

workers are paid an additional productivity incentive of LKR 25 per kg for green leaf

harvested above the estate or divisional norm of 18 kg per day (Economy next, 2016a).

Literature often identifies that the absolute value of national minimum wage in the tea

industry of Sri Lanka is comparatively higher than that of the other South Asian countries

like India, Pakistan and Bangladesh (Ethical Tea Partnership and OXFAM, 2013).

Similarly, van der Wal (2008) finds that wages for workers in large plantations in most

countries including Sri Lanka6  tend to be above minimum wages while workers in small

holder tea gardens tend to be paid less than the minimum wage (except in Vietnam).

Among other factors, Athukorala (2014) attributes this to the political economy of trade

unions in the plantation sector and related wage negotiations in Sri Lanka, while  Oxford

Business Group (2016) associates wage inflation with the issue of labour shortage in the

tea estate sector in Sri Lanka. Van der Wal (2008, p.8) also underscores that 'minimum

wage levels are often set too low in the countries studied and are not sufficient to support a worker

and his/her family'. The concept of 'living wage' addresses this 'sufficient' aspect of a

wage. Specifically, living wage is defined as 'remuneration received for a standard work week

by a worker in a particular place sufficient to afford a decent7 standard of living for the worker

and her or his family' (Thibbotuwawa,  et al., 2015, p.16).

7. Labour Demand Rigidities

Similar to supply side issues, labour demand in the tea industry is also experiencing

various issues, mainly due to problems stemming from the rigid laws and regulations,

and socio-economic infrastructure and living conditions that are required to be provided

6 Other countries focused by van der Wal (2008) are India,  Malawi,  Indonesia, Kenya and Vietnam.

7 The elements of a decent standard of living as identified  by the concept of living  wage include food,
water, housing, education,  health  care, transport, clothing,  and other  essential needs i.e. provision
for unexpected events (Thibbotuwawa et al., 2015).
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for estate sector workers. Unlike agriculture workers, who are informal sector worker,

plantation workers are in the formal sector, which requires payment of statutory benefits.

As such, similar to other employers in the formal sector, plantation companies also have

to bear the costs related to the provision of statutory and other benefits.  As seen in Table

5 during 2014/2015 the cost of paid leave for 17 days amounts to LKR 9,850.50, while

hospitalization benefits add to LKR 6,300.00 per year. Additionally, the employers are

also expected to cover other event based costs for child birth (84 days for 1st and 2nd

child and 42 days for 3rd and 4th child) and funerals (provide four workers at the rate of

LKR 687.50, coffin - LKR 2,000, and transportation - LKR 500).

Apart from these direct costs, the plantations are required to facilitate all immunizations

and medical checkups provided by the state and cover all costs related to logistics and

medical supplies for visits by government health care officials; provide transportation

and leave or time off for any medical needs. To facilitate child care, the RPCs provide

creche facilities with trained/qualified Child Development Officer, and provide free

Kola kenda, mid-day meals and other nutrition supplements including Triposha and 2

lbs flour for children up to 12 years of age.

Figure 3

Plantation Sector Daily Average Wages 1992-2016 (Rs./Day)

Source: Rajadurai n.d.; Daily Mirror,  2016.
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In terms of education, the RPCs provide scholarships, educational grants, financial and

material assistance to both the individuals as well as the educational institutions

servicing plantation population. For workers, the RPCs conduct occupational health

and safety measures and programmes, allocate vegetable garden plots a to grow

vegetables for consumption or for sale; and to facilitate animal husbandry among workers

the RPCs provide common cattle sheds, land for growing grass and capital through

bank loans.

In terms of improvements for housing, through the Estate Worker Housing Cooperative

Society eligible workers are provided with a 7 perches land and a non-refundable housing

grant up to LKR 122,000. Other amenities such as sanitation, roads, community centres,

play grounds, and religious places for these housing schemes are provided and

maintained free of charge by the RPCs. In addition to the current worker, the RPCs also

take care of retirees/dependents of workers with lifetime accommodation. Moreover,

youth who do not wish to pursue plantation work, are provided with vocational training

opportunities to pursue other occupations (Rajadurai, n.d.).

Though all these facilities and services are not mandatory for the RPCs to provide, these

social benefits account for the high cost of production attached to the production of tea

Cost Component           Unit Rate (LKR)

25 Days guaranteed work per month per day 620.00

Paid leave- 17 days per annum per day 526.50

Attendance Bonus per annum 850.00

Free Names- 3 paid names (620*3) per annum 1,860.00

Paid leave for Indoor Medical Treatment-  14 ( 450*14) days Per annum 6,300.00

Gratuity (14 days)( 450*14) per annum 6,300.00

EPF & ETF-  as per statute (Rs. 140 + 30/-) per day 76.50

Tea Cost Per day 20.00

Funeral Aid   4 workers ( LKR  687.50 * 4), coffin (LKR  2000),
transport (LKR  500) and others per event 5,250.00

Table 5

Direct and Indirect Costs to RPCs- 2014/2015

Source: Rajadurai, n.d.
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The Tea Research Institute of Sri Lanka and Its

Contribution to Tea Research: Prospects and Challenges

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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for estate sector workers. Unlike agriculture workers, who are informal sector worker,

plantation workers are in the formal sector, which requires payment of statutory benefits.

As such, similar to other employers in the formal sector, plantation companies also have

to bear the costs related to the provision of statutory and other benefits.  As seen in Table

5 during 2014/2015 the cost of paid leave for 17 days amounts to LKR 9,850.50, while

hospitalization benefits add to LKR 6,300.00 per year. Additionally, the employers are

also expected to cover other event based costs for child birth (84 days for 1st and 2nd

child and 42 days for 3rd and 4th child) and funerals (provide four workers at the rate of

LKR 687.50, coffin - LKR 2,000, and transportation - LKR 500).

Apart from these direct costs, the plantations are required to facilitate all immunizations

and medical checkups provided by the state and cover all costs related to logistics and

medical supplies for visits by government health care officials; provide transportation

and leave or time off for any medical needs. To facilitate child care, the RPCs provide

creche facilities with trained/qualified Child Development Officer, and provide free

Kola kenda, mid-day meals and other nutrition supplements including Triposha and 2

lbs flour for children up to 12 years of age.

Figure 3

Plantation Sector Daily Average Wages 1992-2016 (Rs./Day)

Source: Rajadurai n.d.; Daily Mirror,  2016.
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In terms of education, the RPCs provide scholarships, educational grants, financial and

material assistance to both the individuals as well as the educational institutions

servicing plantation population. For workers, the RPCs conduct occupational health

and safety measures and programmes, allocate vegetable garden plots a to grow

vegetables for consumption or for sale; and to facilitate animal husbandry among workers

the RPCs provide common cattle sheds, land for growing grass and capital through

bank loans.

In terms of improvements for housing, through the Estate Worker Housing Cooperative

Society eligible workers are provided with a 7 perches land and a non-refundable housing

grant up to LKR 122,000. Other amenities such as sanitation, roads, community centres,

play grounds, and religious places for these housing schemes are provided and

maintained free of charge by the RPCs. In addition to the current worker, the RPCs also

take care of retirees/dependents of workers with lifetime accommodation. Moreover,

youth who do not wish to pursue plantation work, are provided with vocational training

opportunities to pursue other occupations (Rajadurai, n.d.).

Though all these facilities and services are not mandatory for the RPCs to provide, these

social benefits account for the high cost of production attached to the production of tea

Cost Component           Unit Rate (LKR)

25 Days guaranteed work per month per day 620.00

Paid leave- 17 days per annum per day 526.50

Attendance Bonus per annum 850.00

Free Names- 3 paid names (620*3) per annum 1,860.00

Paid leave for Indoor Medical Treatment-  14 ( 450*14) days Per annum 6,300.00

Gratuity (14 days)( 450*14) per annum 6,300.00

EPF & ETF-  as per statute (Rs. 140 + 30/-) per day 76.50

Tea Cost Per day 20.00

Funeral Aid   4 workers ( LKR  687.50 * 4), coffin (LKR  2000),
transport (LKR  500) and others per event 5,250.00

Table 5

Direct and Indirect Costs to RPCs- 2014/2015

Source: Rajadurai, n.d.
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in Sri Lanka (Ganewatta & Edwards, 2000). Ganewatta &  Edwards (2000) further

identified that rigidity  in the labour market as a demand side constraint for labour. As

number of workers and work days are fixed in the estates regardless of the output

fluctuations, cost of wages do not have the capacity to change in accordance with the

changes in the level of total output.

8. Alternative Remuneration Models

The existing operating model of the tea plantation sector in Sri Lanka is such that the

labour resources only supply labour to the respective sector. However, in considering

some psychosocial issues among plantation workers, it becomes clear that the plantation

workers have the capacity and the desire to contribute beyond labour to the plantation

sector. This mismatch is one of the many reasons that acts as a challenge in retaining

existing plantation workers. To this effect, in addition to those discussed above, there

are alternative operation models being discussed for the tea industry in Sri Lanka such

as those discussed below.

Out grower Model

In recent years, the out grower system has been gaining popularity on Sri Lankan tea

estates; particularly  by those experiencing labour shortages and facing the risk of out

migration of worker. This is an employer dependent model where there is less ownership

given to the worker and more supervision of the worker by the employer. The out grower

model is seen as a viable alternative to the traditional tea plantation management system,

such that estate employees themselves take over the responsibility of maintaining small

plots of tea, but are not given ownership of the  plot (unlike under the traditional

smallholder model). In this system, a plot of under-utilized or unproductive land is

allocated to a worker family on the estate and improved with their effective participation.

They are provided with fertilizer and other inputs as well as technical know-how to

manage the tea land, and in return, out-growers are required to supply their green leaf to

the factory (Shyamalie & Wellala, 2012). The employees take responsibility for the tea

bushes and also harvest the tea leaves, for which they are paid according to a standard

formula. However, the plantation company continues to have full ownership and control

of the land, which allows for plantation management to supervise the out grower plots.
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for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor
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A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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requested scientists attached to the Royal Botanical Gardens at Peradeniya and Central

Agricultural Research Station to carry out experiments on issues related to pest and

diseases affecting the plantation crops.

4. Establishment of the Tea Research Institute of Sri Lanka (TRI)

From 1923 Robert Gordon Coombe was the key driving force behind the establishment of

a formal scientific research institute to support the tea industry (Wimaladharma, 2003,

pp.1-20). St  Coombes,  the  Institute's  main  research  station  and  head  offices  located

in Talawakelle is named after Robert Gordon Coombe in honour of his contribution to

tea research.

Coombe's expression of the need for scientific research culminated in the form of a

resolution placed before the General Committee of the Planters' Association of Ceylon, at

a meeting held in November 1923.   In October 1935, a legislative ordinance was formally

passed for the establishment of a Tea Research Institute of Ceylon for the purpose of

research into all problems and matters relating to tea as well as examining suitable

means of improving and modernizing the industry (Wimaladharma, 2003, pp. 1-20).

Figure 2
Mr. R. G. Coombe - Pioneer of
Establishing the Tea Research

Institute of Sri Lanka

For the financial maintenance of the

Institute TRI), a tea cess was levied on every

pound of tea exported, a practice which

remains today.

In 1927, the Institute was temporarily

housed in a bungalow, 'Linfield', in

Nuwara Eliya while its registered office

remained in the Victoria Commemoration

building located in Kandy.  The Institute's

first director was Mr. T. Petch. Work at the

Institute began with two scientific staff- a

mycologist and an entomologist. A

biochemist later joined this team. The

Institute was moved to its current location

at St. Coombs Estate, Talawakelle in

December, 1930 (Wimaladharma, 2003, pp.

1-20).Source:  TRI.
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In terms of education, the RPCs provide scholarships, educational grants, financial and

material assistance to both the individuals as well as the educational institutions

servicing plantation population. For workers, the RPCs conduct occupational health

and safety measures and programmes, allocate vegetable garden plots a to grow

vegetables for consumption or for sale; and to facilitate animal husbandry among workers

the RPCs provide common cattle sheds, land for growing grass and capital through

bank loans.

In terms of improvements for housing, through the Estate Worker Housing Cooperative

Society eligible workers are provided with a 7 perches land and a non-refundable housing

grant up to LKR 122,000. Other amenities such as sanitation, roads, community centres,

play grounds, and religious places for these housing schemes are provided and

maintained free of charge by the RPCs. In addition to the current worker, the RPCs also

take care of retirees/dependents of workers with lifetime accommodation. Moreover,

youth who do not wish to pursue plantation work, are provided with vocational training

opportunities to pursue other occupations (Rajadurai, n.d.).

Though all these facilities and services are not mandatory for the RPCs to provide, these

social benefits account for the high cost of production attached to the production of tea

Cost Component           Unit Rate (LKR)

25 Days guaranteed work per month per day 620.00

Paid leave- 17 days per annum per day 526.50

Attendance Bonus per annum 850.00

Free Names- 3 paid names (620*3) per annum 1,860.00

Paid leave for Indoor Medical Treatment-  14 ( 450*14) days Per annum 6,300.00

Gratuity (14 days)( 450*14) per annum 6,300.00

EPF & ETF-  as per statute (Rs. 140 + 30/-) per day 76.50

Tea Cost Per day 20.00

Funeral Aid   4 workers ( LKR  687.50 * 4), coffin (LKR  2000),
transport (LKR  500) and others per event 5,250.00

Table 5

Direct and Indirect Costs to RPCs- 2014/2015

Source: Rajadurai, n.d.
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in Sri Lanka (Ganewatta & Edwards, 2000). Ganewatta &  Edwards (2000) further

identified that rigidity  in the labour market as a demand side constraint for labour. As

number of workers and work days are fixed in the estates regardless of the output

fluctuations, cost of wages do not have the capacity to change in accordance with the

changes in the level of total output.

8. Alternative Remuneration Models

The existing operating model of the tea plantation sector in Sri Lanka is such that the

labour resources only supply labour to the respective sector. However, in considering

some psychosocial issues among plantation workers, it becomes clear that the plantation

workers have the capacity and the desire to contribute beyond labour to the plantation

sector. This mismatch is one of the many reasons that acts as a challenge in retaining

existing plantation workers. To this effect, in addition to those discussed above, there

are alternative operation models being discussed for the tea industry in Sri Lanka such

as those discussed below.

Out grower Model

In recent years, the out grower system has been gaining popularity on Sri Lankan tea

estates; particularly  by those experiencing labour shortages and facing the risk of out

migration of worker. This is an employer dependent model where there is less ownership

given to the worker and more supervision of the worker by the employer. The out grower

model is seen as a viable alternative to the traditional tea plantation management system,

such that estate employees themselves take over the responsibility of maintaining small

plots of tea, but are not given ownership of the  plot (unlike under the traditional

smallholder model). In this system, a plot of under-utilized or unproductive land is

allocated to a worker family on the estate and improved with their effective participation.

They are provided with fertilizer and other inputs as well as technical know-how to

manage the tea land, and in return, out-growers are required to supply their green leaf to

the factory (Shyamalie & Wellala, 2012). The employees take responsibility for the tea

bushes and also harvest the tea leaves, for which they are paid according to a standard

formula. However, the plantation company continues to have full ownership and control

of the land, which allows for plantation management to supervise the out grower plots.
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'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.
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requested scientists attached to the Royal Botanical Gardens at Peradeniya and Central

Agricultural Research Station to carry out experiments on issues related to pest and

diseases affecting the plantation crops.

4. Establishment of the Tea Research Institute of Sri Lanka (TRI)

From 1923 Robert Gordon Coombe was the key driving force behind the establishment of

a formal scientific research institute to support the tea industry (Wimaladharma, 2003,

pp.1-20). St  Coombes,  the  Institute's  main  research  station  and  head  offices  located

in Talawakelle is named after Robert Gordon Coombe in honour of his contribution to

tea research.

Coombe's expression of the need for scientific research culminated in the form of a

resolution placed before the General Committee of the Planters' Association of Ceylon, at

a meeting held in November 1923.   In October 1935, a legislative ordinance was formally

passed for the establishment of a Tea Research Institute of Ceylon for the purpose of

research into all problems and matters relating to tea as well as examining suitable

means of improving and modernizing the industry (Wimaladharma, 2003, pp. 1-20).
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figures for urban and rural sectors in Sri Lanka.2  Specifically, the average monthly

salary and the average per capita income in the estate sector are nearly half that of the

respective amounts in the rural sector. Average household income in the estate sector is

nearly 40% of that of the urban sector.

Mirroring the disparities in income, the expenditure patterns of the estate sector are also

different. As seen in Table 3, the estate sector average monthly expenditure is over 100%

of the average monthly income of a household, while in the urban and rural sectors this

is only 87% and 88%, respectively. Similarly, the estate sector spends nearly half of their

expenditure on food, while the urban and rural sectors only spend 31% and 35%,

respectively. The significance of the share of expenditure out of income among estate

sector indicates the financial constraints faced by this population, which adversely

affect many socioeconomic outcomes.

Housing

The unfavourable socioeconomic outcomes experienced by individuals in the estate

sector are also reflected in the characteristics of their housing. Initially,  most estate

sector workers' accommodation was in line rooms - which are generally small and had

a little  kitchenette, a small living area and one large bedroom, which was shared by the

whole family (Thibbotuwawa et al., 2015). As shown in Table 4, when 84% of poor in the

rural sector households had access to clean drinking water, only 55% in the estate sector

had similar access. Similarly, while only 0.2% of the urban households and 1.8% of rural

households did not use a toilet the corresponding share in the estate sector was a much

higher at 4.6%; over quarter of the households in the estate sector did not have access to

exclusive (separate) toilet facilities.

2 It is important to note that as mentioned in the earlier, estate workers are a homogenous group of
people, who are mostly agricultural workers, while the other sectors consist of a heterogeneous mix
of workers, such as professionals and associate professionals. For example, at the national level  the
average monthly salary  of a professional in 2017 was LKR 42,616, while the average monthly salary
for a worker in an  elementary occupation was LKR 19,654 (DCS, 2017c). Such high salaries of some
occupations not found in the estate sector contribute to the wide disparity in incomes across the
estate and the other sectors in Sri  Lanka.   As such, the ideal comparison would have been the
wages/ incomes of agricultural workers in rest of Sri Lanka with that of the estate sector workers.
However, in the absence of such ideal statistics this analysis relies on available data on income and
expenditure as reported in Table 3.
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Health and Education

The poor nutrition and housing conditions, as well as historical differences in

socioeconomic conditions contribute to lower health and educational outcomes in the

estate sector. Reflecting the inadequacy in health and nutritional inputs among children

under 5 years, the estate sector has a high incidence of stunting, wasting and under-

weight. As seen in Table 3, 8.8% of children in the estate sector are severely stunted,3

which reflects failure to receive adequate nutrition over a long period of time and/or

being affected by recurrent and chronic illness. Stunting, therefore,  represents  the long-

term effects of malnutrition  in a population and is not sensitive to recent, short- term

changes in dietary intake. On the other hand, wasting,4 which measures body mass in

relation to body height/length, reflects current nutritional status and reflects failure to

receive adequate nutrition in the period immediately preceding the survey and/or recent

episode of illness causing loss of weight and the onset of malnutrition. As evident in the

table, even though wasting is highest in the estate sector, the difference compared to the

rural sector is not as prominent as in stunting. Weight-for-age or underweight5 is a

composite index that takes into account both acute and chronic malnutrition.  As seen in

Table 3, the estate sector has the highest share of severely underweight children, which

is almost twice that of the rural sector and four folds of that in the urban sector.

Nutritional deficits in childhood lead to lower educational and labour market outcomes

later in life. Reflecting these disadvantages (as well as systemic  issues), a large proportion

(40%) of estate sector population has educational  attainments of passing Grades 1-5,

whereas in the rural sector the majority have passed grade 9-10, while in the urban

sector the majority have G.C.E.(O/L)  or equivalent qualification. Similarly, literacy and

3 As per the  DCS (2016a) children  whose height-for-age  is below minus  two  standard  deviations
(-2  SD) from the median of the reference population  are considered short for their  age or stunted
and are chronically malnourished,  while children  who are below minus three standard deviations (-
3 SD) are considered severely stunted.

4 Children whose weight for height is below minus two standard  deviations (-2 SD) from the median
of the reference population  are considered thin  (wasted)  and are acutely malnourished.  Children
whose weight-for- height is below minus three standard deviations (-3 SD) are considered severely
wasted.

5 Children  whose weight-for-age  is below minus  two  standard  deviations  (-2  SD)  from  the
median  of the reference population  are classified as underweight. Children whose weight-for-age is
below minus three standard deviations (-3 SD) are considered severely underweight.
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Under such monitoring, along with a productivity driven payment scheme, it is found

that workers are more productive and also benefit from the additional source of income.

Other benefits of adopting this system in the presence of labour shortages include enabling

the plucking of the full extent of the estate without leaving room for abandoning of tea

fields, preventing encroaching and illicit plucking from taking place, and the ability to

increase yield without increasing labour costs due to the productivity driven approach.

Thus, this model simultaneously addresses key issues faced by Sri Lankan tea plantations

namely, low productivity, high cost of production and worker scarcity (Shyamalie &

Wellala, 2012). The system has also addressed the long standing problem of dignity of

labour in the plantations. The plots of land can be managed by estate families, which

allows for greater flexibility in working hours, greater ownership in the management

process and less stigma attached to estate work.

On the downside, there are some notable risks with the out grower system, which include

increased workload of workers and onus on family for the plot, which has the capacity

to attract child labour; requirement for qualified field staff to attend to out growers; and

demotivation due to low green leaf prices (Shyamalie & Wellala, 2012).

The empirical literature outside of the Sri Lankan context, on the success of the outgrower

model, is somewhat mixed. Glover (1984, p.1143) notes that studies of out grower schemes

in less-developed countries find the potential value of such arrangements in 'facilitating

transfer of technology, access to markets and other benefits for growers'. A study based in

Zimbabwe finds a significant positive association between farmer experience, farmer

education level, level of fertilizer application, access to extension services, extent of

commercialization and the size of the available labour pool on the productivity of

smallholder out-grower tea (Dube & Guveya, 2014).

However,  experience in selected East and South African countries on out grower schemes,

show that in most cases, performance  in delivering services and providing income

increases to farmers has been positive, although 'high management costs limit the extent to

which this form of organization could be more widely applied' (Glover, 1990, p.303). Experience

in Kenya shows that constraints to replicability of successful schemes include lack of

skilled managers and technicians to manage and operate schemes efficiently;
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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5. Growth of the Tea Research Institute

In 1940, senior scientific staff strength at St. Coombs increased to five (mycologist,

entomologist, biochemist, agricultural chemist and plant physiologist) in order to meet

the increasing demand of work arising from the tea industry.

The work of the Institute expanded gradually from its original single station at

Talawakelle to cater to the technological and extension needs of tea growers in other

regions. In 1931, a small station was opened temporarily at Gonakelle, Passara in the

Uva region and a new building was constructed in 1935. The second regional station

was established in 1960 for the purpose of cultivar testing at Kottawa in the Galle district

to support the needs of low country tea growers. A third station was established in 1961,

at Hantana in Kandy. To accede to requests made by tea planters in the Ratnapura and

Kegalle districts (low country), St Joachim [named after Dr. A. W. R. Joachim, Director of

the Institute (1963-64)] the second largest research station was established in Ratnapura

in 1963. The Deniyaya Extension Centre was established in 1981 at Diyadawa, Deniyaya,

and its new office complex declared open in 2009 at a central location in order to cater to

stakeholder demands from the Matara and Hambantota districts.  Established in 2010

Figure 3
The Institute's Laboratory at 'Linfield', Nuwara Eliya (1927)

Source:  Authors.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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figures for urban and rural sectors in Sri Lanka.2  Specifically, the average monthly

salary and the average per capita income in the estate sector are nearly half that of the

respective amounts in the rural sector. Average household income in the estate sector is

nearly 40% of that of the urban sector.

Mirroring the disparities in income, the expenditure patterns of the estate sector are also

different. As seen in Table 3, the estate sector average monthly expenditure is over 100%

of the average monthly income of a household, while in the urban and rural sectors this

is only 87% and 88%, respectively. Similarly, the estate sector spends nearly half of their

expenditure on food, while the urban and rural sectors only spend 31% and 35%,

respectively. The significance of the share of expenditure out of income among estate

sector indicates the financial constraints faced by this population, which adversely

affect many socioeconomic outcomes.

Housing

The unfavourable socioeconomic outcomes experienced by individuals in the estate

sector are also reflected in the characteristics of their housing. Initially,  most estate

sector workers' accommodation was in line rooms - which are generally small and had

a little  kitchenette, a small living area and one large bedroom, which was shared by the

whole family (Thibbotuwawa et al., 2015). As shown in Table 4, when 84% of poor in the

rural sector households had access to clean drinking water, only 55% in the estate sector

had similar access. Similarly, while only 0.2% of the urban households and 1.8% of rural

households did not use a toilet the corresponding share in the estate sector was a much

higher at 4.6%; over quarter of the households in the estate sector did not have access to

exclusive (separate) toilet facilities.

2 It is important to note that as mentioned in the earlier, estate workers are a homogenous group of
people, who are mostly agricultural workers, while the other sectors consist of a heterogeneous mix
of workers, such as professionals and associate professionals. For example, at the national level  the
average monthly salary  of a professional in 2017 was LKR 42,616, while the average monthly salary
for a worker in an  elementary occupation was LKR 19,654 (DCS, 2017c). Such high salaries of some
occupations not found in the estate sector contribute to the wide disparity in incomes across the
estate and the other sectors in Sri  Lanka.   As such, the ideal comparison would have been the
wages/ incomes of agricultural workers in rest of Sri Lanka with that of the estate sector workers.
However, in the absence of such ideal statistics this analysis relies on available data on income and
expenditure as reported in Table 3.
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Health and Education

The poor nutrition and housing conditions, as well as historical differences in

socioeconomic conditions contribute to lower health and educational outcomes in the

estate sector. Reflecting the inadequacy in health and nutritional inputs among children

under 5 years, the estate sector has a high incidence of stunting, wasting and under-

weight. As seen in Table 3, 8.8% of children in the estate sector are severely stunted,3

which reflects failure to receive adequate nutrition over a long period of time and/or

being affected by recurrent and chronic illness. Stunting, therefore,  represents  the long-

term effects of malnutrition  in a population and is not sensitive to recent, short- term

changes in dietary intake. On the other hand, wasting,4 which measures body mass in

relation to body height/length, reflects current nutritional status and reflects failure to

receive adequate nutrition in the period immediately preceding the survey and/or recent

episode of illness causing loss of weight and the onset of malnutrition. As evident in the

table, even though wasting is highest in the estate sector, the difference compared to the

rural sector is not as prominent as in stunting. Weight-for-age or underweight5 is a

composite index that takes into account both acute and chronic malnutrition.  As seen in

Table 3, the estate sector has the highest share of severely underweight children, which

is almost twice that of the rural sector and four folds of that in the urban sector.

Nutritional deficits in childhood lead to lower educational and labour market outcomes

later in life. Reflecting these disadvantages (as well as systemic  issues), a large proportion

(40%) of estate sector population has educational  attainments of passing Grades 1-5,

whereas in the rural sector the majority have passed grade 9-10, while in the urban

sector the majority have G.C.E.(O/L)  or equivalent qualification. Similarly, literacy and

3 As per the  DCS (2016a) children  whose height-for-age  is below minus  two  standard  deviations
(-2  SD) from the median of the reference population  are considered short for their  age or stunted
and are chronically malnourished,  while children  who are below minus three standard deviations (-
3 SD) are considered severely stunted.

4 Children whose weight for height is below minus two standard  deviations (-2 SD) from the median
of the reference population  are considered thin  (wasted)  and are acutely malnourished.  Children
whose weight-for- height is below minus three standard deviations (-3 SD) are considered severely
wasted.

5 Children  whose weight-for-age  is below minus  two  standard  deviations  (-2  SD)  from  the
median  of the reference population  are classified as underweight. Children whose weight-for-age is
below minus three standard deviations (-3 SD) are considered severely underweight.
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computer literacy accomplishments in the estate sector are significantly lower than the

other two sectors. Specifically, literacy rate in 2016 was 10 percentage points lower in

the estate sector than that of the urban sector at the same time, while computer literacy in

the estate sector was less than a third in the rural areas. In terms of educational

attainments, the estate sector has the highest proportion of individuals with no schooling

(12%), and the lowest proportion of individuals with qualifications equal to  G.C.E  (O/

L).

Unemployment and Inequality

Contrary to less favourable socioeconomic outcomes discussed above, in terms of

unemployment rate and the Gini coefficient, the estate sector performance is relatively

favourable than the national average and in the other two sectors. Lower unemployment

rate indicates that in the estate sector there are fewer people in the labour market without

jobs. Similarly, the estate sector records the highest ratio of employment to population

ratio of 62.1%, while it also accounts for the highest employment to population ratio

among females (50.5%).

Lower Gini coefficient reflects greater equality than the rest of the country. A possible

explanation for the lower Gini coefficient in the estate sector and the corresponding

better equality is the relatively homogenous nature of the estate population than rest of

the island. The lifestyles, income and socio-economic status within those encompassed

by the estate sector is very similar. That is, people appear to be similarly 'poor', as

reflected by it having the highest poverty headcount ratio (8.8) across all sectors.

Social Welfare

As seen in Table  3, the estate sector has distinctly lower socio economic outcomes

compared to the rest of the country. In order to address this lower socioeconomic situation

faced by this population, there were many initiatives taken over the years.   Since

nationalization of estates and provision of citizenship to estate workers, there have been

considerable efforts to improve the social welfare of plantation workers to match that of

the rest of the country. These efforts include the  establishment of the Social Development

Division under the guidance of the Ministry of Health to manage the welfare facilities of

estate population in 1978, and the subsequent establishment of the Plantation  Housing
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Under such monitoring, along with a productivity driven payment scheme, it is found

that workers are more productive and also benefit from the additional source of income.

Other benefits of adopting this system in the presence of labour shortages include enabling

the plucking of the full extent of the estate without leaving room for abandoning of tea

fields, preventing encroaching and illicit plucking from taking place, and the ability to

increase yield without increasing labour costs due to the productivity driven approach.

Thus, this model simultaneously addresses key issues faced by Sri Lankan tea plantations

namely, low productivity, high cost of production and worker scarcity (Shyamalie &

Wellala, 2012). The system has also addressed the long standing problem of dignity of

labour in the plantations. The plots of land can be managed by estate families, which

allows for greater flexibility in working hours, greater ownership in the management

process and less stigma attached to estate work.

On the downside, there are some notable risks with the out grower system, which include

increased workload of workers and onus on family for the plot, which has the capacity

to attract child labour; requirement for qualified field staff to attend to out growers; and

demotivation due to low green leaf prices (Shyamalie & Wellala, 2012).

The empirical literature outside of the Sri Lankan context, on the success of the outgrower

model, is somewhat mixed. Glover (1984, p.1143) notes that studies of out grower schemes

in less-developed countries find the potential value of such arrangements in 'facilitating

transfer of technology, access to markets and other benefits for growers'. A study based in

Zimbabwe finds a significant positive association between farmer experience, farmer

education level, level of fertilizer application, access to extension services, extent of

commercialization and the size of the available labour pool on the productivity of

smallholder out-grower tea (Dube & Guveya, 2014).

However,  experience in selected East and South African countries on out grower schemes,

show that in most cases, performance  in delivering services and providing income

increases to farmers has been positive, although 'high management costs limit the extent to

which this form of organization could be more widely applied' (Glover, 1990, p.303). Experience

in Kenya shows that constraints to replicability of successful schemes include lack of

skilled managers and technicians to manage and operate schemes efficiently;
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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5. Growth of the Tea Research Institute

In 1940, senior scientific staff strength at St. Coombs increased to five (mycologist,

entomologist, biochemist, agricultural chemist and plant physiologist) in order to meet

the increasing demand of work arising from the tea industry.

The work of the Institute expanded gradually from its original single station at

Talawakelle to cater to the technological and extension needs of tea growers in other

regions. In 1931, a small station was opened temporarily at Gonakelle, Passara in the

Uva region and a new building was constructed in 1935. The second regional station

was established in 1960 for the purpose of cultivar testing at Kottawa in the Galle district

to support the needs of low country tea growers. A third station was established in 1961,

at Hantana in Kandy. To accede to requests made by tea planters in the Ratnapura and

Kegalle districts (low country), St Joachim [named after Dr. A. W. R. Joachim, Director of

the Institute (1963-64)] the second largest research station was established in Ratnapura

in 1963. The Deniyaya Extension Centre was established in 1981 at Diyadawa, Deniyaya,

and its new office complex declared open in 2009 at a central location in order to cater to

stakeholder demands from the Matara and Hambantota districts.  Established in 2010

Figure 3
The Institute's Laboratory at 'Linfield', Nuwara Eliya (1927)

Source:  Authors.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Health and Education

The poor nutrition and housing conditions, as well as historical differences in

socioeconomic conditions contribute to lower health and educational outcomes in the

estate sector. Reflecting the inadequacy in health and nutritional inputs among children

under 5 years, the estate sector has a high incidence of stunting, wasting and under-

weight. As seen in Table 3, 8.8% of children in the estate sector are severely stunted,3

which reflects failure to receive adequate nutrition over a long period of time and/or

being affected by recurrent and chronic illness. Stunting, therefore,  represents  the long-

term effects of malnutrition  in a population and is not sensitive to recent, short- term

changes in dietary intake. On the other hand, wasting,4 which measures body mass in

relation to body height/length, reflects current nutritional status and reflects failure to

receive adequate nutrition in the period immediately preceding the survey and/or recent

episode of illness causing loss of weight and the onset of malnutrition. As evident in the

table, even though wasting is highest in the estate sector, the difference compared to the

rural sector is not as prominent as in stunting. Weight-for-age or underweight5 is a

composite index that takes into account both acute and chronic malnutrition.  As seen in

Table 3, the estate sector has the highest share of severely underweight children, which

is almost twice that of the rural sector and four folds of that in the urban sector.

Nutritional deficits in childhood lead to lower educational and labour market outcomes

later in life. Reflecting these disadvantages (as well as systemic  issues), a large proportion

(40%) of estate sector population has educational  attainments of passing Grades 1-5,

whereas in the rural sector the majority have passed grade 9-10, while in the urban

sector the majority have G.C.E.(O/L)  or equivalent qualification. Similarly, literacy and

3 As per the  DCS (2016a) children  whose height-for-age  is below minus  two  standard  deviations
(-2  SD) from the median of the reference population  are considered short for their  age or stunted
and are chronically malnourished,  while children  who are below minus three standard deviations (-
3 SD) are considered severely stunted.

4 Children whose weight for height is below minus two standard  deviations (-2 SD) from the median
of the reference population  are considered thin  (wasted)  and are acutely malnourished.  Children
whose weight-for- height is below minus three standard deviations (-3 SD) are considered severely
wasted.

5 Children  whose weight-for-age  is below minus  two  standard  deviations  (-2  SD)  from  the
median  of the reference population  are classified as underweight. Children whose weight-for-age is
below minus three standard deviations (-3 SD) are considered severely underweight.
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computer literacy accomplishments in the estate sector are significantly lower than the

other two sectors. Specifically, literacy rate in 2016 was 10 percentage points lower in

the estate sector than that of the urban sector at the same time, while computer literacy in

the estate sector was less than a third in the rural areas. In terms of educational

attainments, the estate sector has the highest proportion of individuals with no schooling

(12%), and the lowest proportion of individuals with qualifications equal to  G.C.E  (O/

L).

Unemployment and Inequality

Contrary to less favourable socioeconomic outcomes discussed above, in terms of

unemployment rate and the Gini coefficient, the estate sector performance is relatively

favourable than the national average and in the other two sectors. Lower unemployment

rate indicates that in the estate sector there are fewer people in the labour market without

jobs. Similarly, the estate sector records the highest ratio of employment to population

ratio of 62.1%, while it also accounts for the highest employment to population ratio

among females (50.5%).

Lower Gini coefficient reflects greater equality than the rest of the country. A possible

explanation for the lower Gini coefficient in the estate sector and the corresponding

better equality is the relatively homogenous nature of the estate population than rest of

the island. The lifestyles, income and socio-economic status within those encompassed

by the estate sector is very similar. That is, people appear to be similarly 'poor', as

reflected by it having the highest poverty headcount ratio (8.8) across all sectors.

Social Welfare

As seen in Table  3, the estate sector has distinctly lower socio economic outcomes

compared to the rest of the country. In order to address this lower socioeconomic situation

faced by this population, there were many initiatives taken over the years.   Since

nationalization of estates and provision of citizenship to estate workers, there have been

considerable efforts to improve the social welfare of plantation workers to match that of

the rest of the country. These efforts include the  establishment of the Social Development

Division under the guidance of the Ministry of Health to manage the welfare facilities of

estate population in 1978, and the subsequent establishment of the Plantation  Housing
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Sri Lanka Urban Rural Estate

Mean salary per month (LKR)a 39,195 30,439 15,899

Mean hh income per month (LKR) 62,237 88,692 58,137 34,804

Mean per capita income per month (LKR) 16,377 22,297 15,508 8,566

Income receiver's mean income per month (LKR) 33,894 46,383 32,134 16,940

No. of income receivers in the HH 1.8 1.9 1.8 2.0

HH size 3.8 4 3.8 4.1

Mean nominal hh expenditure per month (LKR) 54,999 77,337 51,377 34,851

Average hh food expenditure per month (LKR) 19,114 24,108 18,183 16,890

Average hh nonfood expenditure per month (LKR) 35,885 53,229 33,194 17,961

Gini coeffient 0.45 0.48 0.44 0.36

Poverty headcount 4.1 1.9 4.3 8.8

Unemployment (%)a 4.4 4.0 4.5 3.1

Literacy (%)a 93.1 95 93 85

Computer Literacy (%)a 21.6 35 19.6 6

Population with  no schooling (%)b 4 3 4 12

Population with  O/L or equivalent (%)b 17 21 17 7

Share of poor that own a house (%)c 83.7 - 90.4 5.6

Share of poor with  access to clean water (%)c 82.8 - 84.3 55.1

Share of households not using toilet  (%)c 1.7 0.2 1.8 4.6

Share of households with  exclusive toilet  (%)c 87 88 87 73

Stunting % below 3 SD (%)d - 3.6 4.0 8.8

Wasting % below 3 SD (%)d - 1.6 3.2 3.7

Underweight% below 3 SD (%)d - 1.9 4.2 7.6

Table 3

Comparison of Socioeconomic Status in Estate Sector - 2016

and Social Welfare Trust (PHSWT) under the Companies Act to provide social services.

The  operational expenditure of the PHSWT was financed through a levy paid by private

companies and funding by donors. Its 'main functions are to monitor health and welfare

standards, implement national health programs and introduce special initiatives to address

health needs' as well as to ensure better housing, sanitation, and water supply (UNDP,

2012, p.7).  As such, unlike plantation workers in other countries, who receive few social

benefits such as medical care, housing, education and pensions, plantation workers in

Sri Lanka receive ample support (Oxford Business Group, 2016).

Source a: DCS 2016b; b: DCS, 2015; c: World Bank, 2016); d: DCS, 2016a; all else: DCS, 2017b.
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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computer literacy accomplishments in the estate sector are significantly lower than the

other two sectors. Specifically, literacy rate in 2016 was 10 percentage points lower in

the estate sector than that of the urban sector at the same time, while computer literacy in

the estate sector was less than a third in the rural areas. In terms of educational

attainments, the estate sector has the highest proportion of individuals with no schooling

(12%), and the lowest proportion of individuals with qualifications equal to  G.C.E  (O/

L).

Unemployment and Inequality

Contrary to less favourable socioeconomic outcomes discussed above, in terms of

unemployment rate and the Gini coefficient, the estate sector performance is relatively

favourable than the national average and in the other two sectors. Lower unemployment

rate indicates that in the estate sector there are fewer people in the labour market without

jobs. Similarly, the estate sector records the highest ratio of employment to population

ratio of 62.1%, while it also accounts for the highest employment to population ratio

among females (50.5%).

Lower Gini coefficient reflects greater equality than the rest of the country. A possible

explanation for the lower Gini coefficient in the estate sector and the corresponding

better equality is the relatively homogenous nature of the estate population than rest of

the island. The lifestyles, income and socio-economic status within those encompassed

by the estate sector is very similar. That is, people appear to be similarly 'poor', as

reflected by it having the highest poverty headcount ratio (8.8) across all sectors.

Social Welfare

As seen in Table  3, the estate sector has distinctly lower socio economic outcomes

compared to the rest of the country. In order to address this lower socioeconomic situation

faced by this population, there were many initiatives taken over the years.   Since

nationalization of estates and provision of citizenship to estate workers, there have been

considerable efforts to improve the social welfare of plantation workers to match that of

the rest of the country. These efforts include the  establishment of the Social Development

Division under the guidance of the Ministry of Health to manage the welfare facilities of

estate population in 1978, and the subsequent establishment of the Plantation  Housing
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Sri Lanka Urban Rural Estate

Mean salary per month (LKR)a 39,195 30,439 15,899

Mean hh income per month (LKR) 62,237 88,692 58,137 34,804

Mean per capita income per month (LKR) 16,377 22,297 15,508 8,566

Income receiver's mean income per month (LKR) 33,894 46,383 32,134 16,940

No. of income receivers in the HH 1.8 1.9 1.8 2.0

HH size 3.8 4 3.8 4.1

Mean nominal hh expenditure per month (LKR) 54,999 77,337 51,377 34,851

Average hh food expenditure per month (LKR) 19,114 24,108 18,183 16,890

Average hh nonfood expenditure per month (LKR) 35,885 53,229 33,194 17,961

Gini coeffient 0.45 0.48 0.44 0.36

Poverty headcount 4.1 1.9 4.3 8.8

Unemployment (%)a 4.4 4.0 4.5 3.1

Literacy (%)a 93.1 95 93 85

Computer Literacy (%)a 21.6 35 19.6 6

Population with  no schooling (%)b 4 3 4 12

Population with  O/L or equivalent (%)b 17 21 17 7

Share of poor that own a house (%)c 83.7 - 90.4 5.6

Share of poor with  access to clean water (%)c 82.8 - 84.3 55.1

Share of households not using toilet  (%)c 1.7 0.2 1.8 4.6

Share of households with  exclusive toilet  (%)c 87 88 87 73

Stunting % below 3 SD (%)d - 3.6 4.0 8.8

Wasting % below 3 SD (%)d - 1.6 3.2 3.7

Underweight% below 3 SD (%)d - 1.9 4.2 7.6

Table 3

Comparison of Socioeconomic Status in Estate Sector - 2016

and Social Welfare Trust (PHSWT) under the Companies Act to provide social services.

The  operational expenditure of the PHSWT was financed through a levy paid by private

companies and funding by donors. Its 'main functions are to monitor health and welfare

standards, implement national health programs and introduce special initiatives to address

health needs' as well as to ensure better housing, sanitation, and water supply (UNDP,

2012, p.7).  As such, unlike plantation workers in other countries, who receive few social

benefits such as medical care, housing, education and pensions, plantation workers in

Sri Lanka receive ample support (Oxford Business Group, 2016).

Source a: DCS 2016b; b: DCS, 2015; c: World Bank, 2016); d: DCS, 2016a; all else: DCS, 2017b.
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As a result of these extensive social services provided  with the support of the government,

RPCs and the unions, there have been improvements in socioeconomic indicators within

the plantation sector over time. As shown in Table 4, almost all indicators show

improvements over time from 2006 to 2016. Yet, there is significant room for improvement,

which would help to arrest the labour issues facing the estate sector.

6. Unionization and Wage Determination

Estate sector workers are highly unionized under three mains labour unions - Ceylon

Workers' Congress (CWC), the Lanka Jathika Estate Workers Union, (LJEWU) and the

Joint Plantation Trade Union Centre (JPTUC).  Similarly, private tea plantation companies

(22) are members of the Employers’ Federation of Ceylon (EFC). Wages of the plantation/

estate sector workers, which accounts for about 93% total workforce in the plantation

sector (Thibbotuwawa et al., 2015), fall under the category of ‘Wage Labourers’ and their

wages are determined by the collective agreement between labour unions and the EFC.

This collective bargaining process takes place on a biennial basis.

2006/2007 2009/2010 2012/2013 2016

Population with  no schooling 15.8 13.1 12.2 12b

Population with  O/L or equivalent 3.4 3.8 4.9 7b

Poverty headcount 32 11.4 10.9 8.8c

Food security 55.8 50.8 49.8 88.5c

Share of poor that own a house 6.3 4.3 4.7 5.6c

Share of poor with  access to clean water 46.2 60.3 46.3 55.1c

Share of households not using toilet 11.8 5.6 0.7 4.6c

Share of population with  exclusive toilet 67.7 74 76.2 73c

Stunting 14.2d 8.8e

Wasting Under  3.8d 3.7e

Weight 8.9d 7.6e

Table 4

Socioeconomic Status in Estate Sector 2006-2016

Source: b – DCS, 2015; c: World Bank, 2016;
d - DCS, 2016a;
e - DCS, 2016a.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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Sri Lanka Urban Rural Estate

Mean salary per month (LKR)a 39,195 30,439 15,899

Mean hh income per month (LKR) 62,237 88,692 58,137 34,804

Mean per capita income per month (LKR) 16,377 22,297 15,508 8,566

Income receiver's mean income per month (LKR) 33,894 46,383 32,134 16,940

No. of income receivers in the HH 1.8 1.9 1.8 2.0

HH size 3.8 4 3.8 4.1

Mean nominal hh expenditure per month (LKR) 54,999 77,337 51,377 34,851

Average hh food expenditure per month (LKR) 19,114 24,108 18,183 16,890

Average hh nonfood expenditure per month (LKR) 35,885 53,229 33,194 17,961

Gini coeffient 0.45 0.48 0.44 0.36

Poverty headcount 4.1 1.9 4.3 8.8

Unemployment (%)a 4.4 4.0 4.5 3.1

Literacy (%)a 93.1 95 93 85

Computer Literacy (%)a 21.6 35 19.6 6

Population with  no schooling (%)b 4 3 4 12

Population with  O/L or equivalent (%)b 17 21 17 7

Share of poor that own a house (%)c 83.7 - 90.4 5.6

Share of poor with  access to clean water (%)c 82.8 - 84.3 55.1

Share of households not using toilet  (%)c 1.7 0.2 1.8 4.6

Share of households with  exclusive toilet  (%)c 87 88 87 73

Stunting % below 3 SD (%)d - 3.6 4.0 8.8

Wasting % below 3 SD (%)d - 1.6 3.2 3.7

Underweight% below 3 SD (%)d - 1.9 4.2 7.6

Table 3

Comparison of Socioeconomic Status in Estate Sector - 2016

and Social Welfare Trust (PHSWT) under the Companies Act to provide social services.

The  operational expenditure of the PHSWT was financed through a levy paid by private

companies and funding by donors. Its 'main functions are to monitor health and welfare

standards, implement national health programs and introduce special initiatives to address

health needs' as well as to ensure better housing, sanitation, and water supply (UNDP,

2012, p.7).  As such, unlike plantation workers in other countries, who receive few social

benefits such as medical care, housing, education and pensions, plantation workers in

Sri Lanka receive ample support (Oxford Business Group, 2016).

Source a: DCS 2016b; b: DCS, 2015; c: World Bank, 2016); d: DCS, 2016a; all else: DCS, 2017b.
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As a result of these extensive social services provided  with the support of the government,

RPCs and the unions, there have been improvements in socioeconomic indicators within

the plantation sector over time. As shown in Table 4, almost all indicators show

improvements over time from 2006 to 2016. Yet, there is significant room for improvement,

which would help to arrest the labour issues facing the estate sector.

6. Unionization and Wage Determination

Estate sector workers are highly unionized under three mains labour unions - Ceylon

Workers' Congress (CWC), the Lanka Jathika Estate Workers Union, (LJEWU) and the

Joint Plantation Trade Union Centre (JPTUC).  Similarly, private tea plantation companies

(22) are members of the Employers’ Federation of Ceylon (EFC). Wages of the plantation/

estate sector workers, which accounts for about 93% total workforce in the plantation

sector (Thibbotuwawa et al., 2015), fall under the category of ‘Wage Labourers’ and their

wages are determined by the collective agreement between labour unions and the EFC.

This collective bargaining process takes place on a biennial basis.

2006/2007 2009/2010 2012/2013 2016

Population with  no schooling 15.8 13.1 12.2 12b

Population with  O/L or equivalent 3.4 3.8 4.9 7b

Poverty headcount 32 11.4 10.9 8.8c

Food security 55.8 50.8 49.8 88.5c

Share of poor that own a house 6.3 4.3 4.7 5.6c

Share of poor with  access to clean water 46.2 60.3 46.3 55.1c

Share of households not using toilet 11.8 5.6 0.7 4.6c

Share of population with  exclusive toilet 67.7 74 76.2 73c

Stunting 14.2d 8.8e

Wasting Under  3.8d 3.7e

Weight 8.9d 7.6e

Table 4

Socioeconomic Status in Estate Sector 2006-2016

Source: b – DCS, 2015; c: World Bank, 2016;
d - DCS, 2016a;
e - DCS, 2016a.
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The predominant wage model adopted in Sri Lanka is a traditionally maintained

attendance based wage model. The low labour productivity in the tea sector in Sri Lanka

is inherently linked to this attendance wage model, where plantation companies offer a

mandatory 300 days of work for all the workers regardless of performance, output or any

other consideration (Economynext, 2016b). The attendance wage effective in 2013

agreement consisted of a fixed daily basic wage of LKR 450 for minimum plucking

average of 15Kg of tea leaves. Additionally, workers received an incentive, called the

'Price Share Supplement' worth LKR 30 per day, and an attendance allowance of LKR

140 per day, which amounted to a total of LKR 620 per day. With statutory benefits of

Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF) contributions, the

daily wage was LKR 687.50. Additionally, workers were also paid a yearly bonus,

educational grants for their children and some in-kind benefits such as child care facilities

on the estate, tea, and transport facilities to hospitals in an emergency.

As noted by Thibbotuwawa et al. (2015), biennial collective bargaining and parallel

wage increments and the collective agreement were signed between the EFC and three

labour unions regularly until April 2013. As observed in Figure 3, negotiations in 2015

dragged on due to prolonged negotiations between the two parties. On one hand, the

unions demand was to increase their daily basic wage for a minimum plucking average

of 15Kg of tea leaves by LKR 350 from their earlier amount of LKR 450 (a 78% increase),

which was considered  unreasonable from the point  of view of the RPCs (Yogaratnam,

2015).

In response the RPCs proposed a productivity based incentive model, which links the

remuneration of the plantation sector workers with output instead of attendance.

Specifically, the RPCs proposed to increase the basic wage by 11% to LKR 500 for

minimum daily plucking average of 15kg of tea leaves. Thereafter, for each additional kg

of plucked tea leaves, the worker was proposed to receive LKR 40 per kg. Therefore, a

worker who plucks 25kgs of tea leaves will be able to earn LKR 1,000 as their daily wage,

which is considered for benefits of EPF and ETF  (LBO, 2015). However, this was not

acceptable to the trade unions.

The wage negotiations were finally resolved in October 2016 whereby the RPCs 'officially

entered into a new collective agreement with plantation sector trade unions to increase estate
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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As a result of these extensive social services provided  with the support of the government,

RPCs and the unions, there have been improvements in socioeconomic indicators within

the plantation sector over time. As shown in Table 4, almost all indicators show

improvements over time from 2006 to 2016. Yet, there is significant room for improvement,

which would help to arrest the labour issues facing the estate sector.

6. Unionization and Wage Determination

Estate sector workers are highly unionized under three mains labour unions - Ceylon

Workers' Congress (CWC), the Lanka Jathika Estate Workers Union, (LJEWU) and the

Joint Plantation Trade Union Centre (JPTUC).  Similarly, private tea plantation companies

(22) are members of the Employers’ Federation of Ceylon (EFC). Wages of the plantation/

estate sector workers, which accounts for about 93% total workforce in the plantation

sector (Thibbotuwawa et al., 2015), fall under the category of ‘Wage Labourers’ and their

wages are determined by the collective agreement between labour unions and the EFC.

This collective bargaining process takes place on a biennial basis.

2006/2007 2009/2010 2012/2013 2016

Population with  no schooling 15.8 13.1 12.2 12b

Population with  O/L or equivalent 3.4 3.8 4.9 7b

Poverty headcount 32 11.4 10.9 8.8c

Food security 55.8 50.8 49.8 88.5c

Share of poor that own a house 6.3 4.3 4.7 5.6c

Share of poor with  access to clean water 46.2 60.3 46.3 55.1c

Share of households not using toilet 11.8 5.6 0.7 4.6c

Share of population with  exclusive toilet 67.7 74 76.2 73c

Stunting 14.2d 8.8e

Wasting Under  3.8d 3.7e

Weight 8.9d 7.6e

Table 4

Socioeconomic Status in Estate Sector 2006-2016

Source: b – DCS, 2015; c: World Bank, 2016;
d - DCS, 2016a;
e - DCS, 2016a.
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The predominant wage model adopted in Sri Lanka is a traditionally maintained

attendance based wage model. The low labour productivity in the tea sector in Sri Lanka

is inherently linked to this attendance wage model, where plantation companies offer a

mandatory 300 days of work for all the workers regardless of performance, output or any

other consideration (Economynext, 2016b). The attendance wage effective in 2013

agreement consisted of a fixed daily basic wage of LKR 450 for minimum plucking

average of 15Kg of tea leaves. Additionally, workers received an incentive, called the

'Price Share Supplement' worth LKR 30 per day, and an attendance allowance of LKR

140 per day, which amounted to a total of LKR 620 per day. With statutory benefits of

Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF) contributions, the

daily wage was LKR 687.50. Additionally, workers were also paid a yearly bonus,

educational grants for their children and some in-kind benefits such as child care facilities

on the estate, tea, and transport facilities to hospitals in an emergency.

As noted by Thibbotuwawa et al. (2015), biennial collective bargaining and parallel

wage increments and the collective agreement were signed between the EFC and three

labour unions regularly until April 2013. As observed in Figure 3, negotiations in 2015

dragged on due to prolonged negotiations between the two parties. On one hand, the

unions demand was to increase their daily basic wage for a minimum plucking average

of 15Kg of tea leaves by LKR 350 from their earlier amount of LKR 450 (a 78% increase),

which was considered  unreasonable from the point  of view of the RPCs (Yogaratnam,

2015).

In response the RPCs proposed a productivity based incentive model, which links the

remuneration of the plantation sector workers with output instead of attendance.

Specifically, the RPCs proposed to increase the basic wage by 11% to LKR 500 for

minimum daily plucking average of 15kg of tea leaves. Thereafter, for each additional kg

of plucked tea leaves, the worker was proposed to receive LKR 40 per kg. Therefore, a

worker who plucks 25kgs of tea leaves will be able to earn LKR 1,000 as their daily wage,

which is considered for benefits of EPF and ETF  (LBO, 2015). However, this was not

acceptable to the trade unions.

The wage negotiations were finally resolved in October 2016 whereby the RPCs 'officially

entered into a new collective agreement with plantation sector trade unions to increase estate
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worker minimum daily wages to LKR 730' (Daily Mirror,  2016). This includes LKR 500 as

basic wages and a price share supplement of LKR 30, leading to a total guaranteed wage

of LKR 530. Additionally, an attendance incentive of LKR 60 would be provided to

workers, who maintain a minimum attendance of 75%, while a new productivity incentive

of LKR  140 for workers, who obtain the estate/divisional norm (Daily Mirror,  2016).

With statutory dues, total wages was increased to LKR 805. Wage negotiations in 2016

marked the introduction of productivity based incentives to the wage structure, whereby

workers are paid an additional productivity incentive of LKR 25 per kg for green leaf

harvested above the estate or divisional norm of 18 kg per day (Economy next, 2016a).

Literature often identifies that the absolute value of national minimum wage in the tea

industry of Sri Lanka is comparatively higher than that of the other South Asian countries

like India, Pakistan and Bangladesh (Ethical Tea Partnership and OXFAM, 2013).

Similarly, van der Wal (2008) finds that wages for workers in large plantations in most

countries including Sri Lanka6  tend to be above minimum wages while workers in small

holder tea gardens tend to be paid less than the minimum wage (except in Vietnam).

Among other factors, Athukorala (2014) attributes this to the political economy of trade

unions in the plantation sector and related wage negotiations in Sri Lanka, while  Oxford

Business Group (2016) associates wage inflation with the issue of labour shortage in the

tea estate sector in Sri Lanka. Van der Wal (2008, p.8) also underscores that 'minimum

wage levels are often set too low in the countries studied and are not sufficient to support a worker

and his/her family'. The concept of 'living wage' addresses this 'sufficient' aspect of a

wage. Specifically, living wage is defined as 'remuneration received for a standard work week

by a worker in a particular place sufficient to afford a decent7 standard of living for the worker

and her or his family' (Thibbotuwawa,  et al., 2015, p.16).

7. Labour Demand Rigidities

Similar to supply side issues, labour demand in the tea industry is also experiencing

various issues, mainly due to problems stemming from the rigid laws and regulations,

and socio-economic infrastructure and living conditions that are required to be provided

6 Other countries focused by van der Wal (2008) are India,  Malawi,  Indonesia, Kenya and Vietnam.

7 The elements of a decent standard of living as identified  by the concept of living  wage include food,
water, housing, education,  health  care, transport, clothing,  and other  essential needs i.e. provision
for unexpected events (Thibbotuwawa et al., 2015).
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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The predominant wage model adopted in Sri Lanka is a traditionally maintained

attendance based wage model. The low labour productivity in the tea sector in Sri Lanka

is inherently linked to this attendance wage model, where plantation companies offer a

mandatory 300 days of work for all the workers regardless of performance, output or any

other consideration (Economynext, 2016b). The attendance wage effective in 2013

agreement consisted of a fixed daily basic wage of LKR 450 for minimum plucking

average of 15Kg of tea leaves. Additionally, workers received an incentive, called the

'Price Share Supplement' worth LKR 30 per day, and an attendance allowance of LKR

140 per day, which amounted to a total of LKR 620 per day. With statutory benefits of

Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF) contributions, the

daily wage was LKR 687.50. Additionally, workers were also paid a yearly bonus,

educational grants for their children and some in-kind benefits such as child care facilities

on the estate, tea, and transport facilities to hospitals in an emergency.

As noted by Thibbotuwawa et al. (2015), biennial collective bargaining and parallel

wage increments and the collective agreement were signed between the EFC and three

labour unions regularly until April 2013. As observed in Figure 3, negotiations in 2015

dragged on due to prolonged negotiations between the two parties. On one hand, the

unions demand was to increase their daily basic wage for a minimum plucking average

of 15Kg of tea leaves by LKR 350 from their earlier amount of LKR 450 (a 78% increase),

which was considered  unreasonable from the point  of view of the RPCs (Yogaratnam,

2015).

In response the RPCs proposed a productivity based incentive model, which links the

remuneration of the plantation sector workers with output instead of attendance.

Specifically, the RPCs proposed to increase the basic wage by 11% to LKR 500 for

minimum daily plucking average of 15kg of tea leaves. Thereafter, for each additional kg

of plucked tea leaves, the worker was proposed to receive LKR 40 per kg. Therefore, a

worker who plucks 25kgs of tea leaves will be able to earn LKR 1,000 as their daily wage,

which is considered for benefits of EPF and ETF  (LBO, 2015). However, this was not

acceptable to the trade unions.

The wage negotiations were finally resolved in October 2016 whereby the RPCs 'officially

entered into a new collective agreement with plantation sector trade unions to increase estate
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worker minimum daily wages to LKR 730' (Daily Mirror,  2016). This includes LKR 500 as

basic wages and a price share supplement of LKR 30, leading to a total guaranteed wage

of LKR 530. Additionally, an attendance incentive of LKR 60 would be provided to

workers, who maintain a minimum attendance of 75%, while a new productivity incentive

of LKR  140 for workers, who obtain the estate/divisional norm (Daily Mirror,  2016).

With statutory dues, total wages was increased to LKR 805. Wage negotiations in 2016

marked the introduction of productivity based incentives to the wage structure, whereby

workers are paid an additional productivity incentive of LKR 25 per kg for green leaf

harvested above the estate or divisional norm of 18 kg per day (Economy next, 2016a).

Literature often identifies that the absolute value of national minimum wage in the tea

industry of Sri Lanka is comparatively higher than that of the other South Asian countries

like India, Pakistan and Bangladesh (Ethical Tea Partnership and OXFAM, 2013).

Similarly, van der Wal (2008) finds that wages for workers in large plantations in most

countries including Sri Lanka6  tend to be above minimum wages while workers in small

holder tea gardens tend to be paid less than the minimum wage (except in Vietnam).

Among other factors, Athukorala (2014) attributes this to the political economy of trade

unions in the plantation sector and related wage negotiations in Sri Lanka, while  Oxford

Business Group (2016) associates wage inflation with the issue of labour shortage in the

tea estate sector in Sri Lanka. Van der Wal (2008, p.8) also underscores that 'minimum

wage levels are often set too low in the countries studied and are not sufficient to support a worker

and his/her family'. The concept of 'living wage' addresses this 'sufficient' aspect of a

wage. Specifically, living wage is defined as 'remuneration received for a standard work week

by a worker in a particular place sufficient to afford a decent7 standard of living for the worker

and her or his family' (Thibbotuwawa,  et al., 2015, p.16).

7. Labour Demand Rigidities

Similar to supply side issues, labour demand in the tea industry is also experiencing

various issues, mainly due to problems stemming from the rigid laws and regulations,

and socio-economic infrastructure and living conditions that are required to be provided

6 Other countries focused by van der Wal (2008) are India,  Malawi,  Indonesia, Kenya and Vietnam.

7 The elements of a decent standard of living as identified  by the concept of living  wage include food,
water, housing, education,  health  care, transport, clothing,  and other  essential needs i.e. provision
for unexpected events (Thibbotuwawa et al., 2015).
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for estate sector workers. Unlike agriculture workers, who are informal sector worker,

plantation workers are in the formal sector, which requires payment of statutory benefits.

As such, similar to other employers in the formal sector, plantation companies also have

to bear the costs related to the provision of statutory and other benefits.  As seen in Table

5 during 2014/2015 the cost of paid leave for 17 days amounts to LKR 9,850.50, while

hospitalization benefits add to LKR 6,300.00 per year. Additionally, the employers are

also expected to cover other event based costs for child birth (84 days for 1st and 2nd

child and 42 days for 3rd and 4th child) and funerals (provide four workers at the rate of

LKR 687.50, coffin - LKR 2,000, and transportation - LKR 500).

Apart from these direct costs, the plantations are required to facilitate all immunizations

and medical checkups provided by the state and cover all costs related to logistics and

medical supplies for visits by government health care officials; provide transportation

and leave or time off for any medical needs. To facilitate child care, the RPCs provide

creche facilities with trained/qualified Child Development Officer, and provide free

Kola kenda, mid-day meals and other nutrition supplements including Triposha and 2

lbs flour for children up to 12 years of age.

Figure 3

Plantation Sector Daily Average Wages 1992-2016 (Rs./Day)

Source: Rajadurai n.d.; Daily Mirror,  2016.
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6
The Tea Research Institute of Sri Lanka and Its

Contribution to Tea Research: Prospects and Challenges

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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worker minimum daily wages to LKR 730' (Daily Mirror,  2016). This includes LKR 500 as

basic wages and a price share supplement of LKR 30, leading to a total guaranteed wage

of LKR 530. Additionally, an attendance incentive of LKR 60 would be provided to

workers, who maintain a minimum attendance of 75%, while a new productivity incentive

of LKR  140 for workers, who obtain the estate/divisional norm (Daily Mirror,  2016).

With statutory dues, total wages was increased to LKR 805. Wage negotiations in 2016

marked the introduction of productivity based incentives to the wage structure, whereby

workers are paid an additional productivity incentive of LKR 25 per kg for green leaf

harvested above the estate or divisional norm of 18 kg per day (Economy next, 2016a).

Literature often identifies that the absolute value of national minimum wage in the tea

industry of Sri Lanka is comparatively higher than that of the other South Asian countries

like India, Pakistan and Bangladesh (Ethical Tea Partnership and OXFAM, 2013).

Similarly, van der Wal (2008) finds that wages for workers in large plantations in most

countries including Sri Lanka6  tend to be above minimum wages while workers in small

holder tea gardens tend to be paid less than the minimum wage (except in Vietnam).

Among other factors, Athukorala (2014) attributes this to the political economy of trade

unions in the plantation sector and related wage negotiations in Sri Lanka, while  Oxford

Business Group (2016) associates wage inflation with the issue of labour shortage in the

tea estate sector in Sri Lanka. Van der Wal (2008, p.8) also underscores that 'minimum

wage levels are often set too low in the countries studied and are not sufficient to support a worker

and his/her family'. The concept of 'living wage' addresses this 'sufficient' aspect of a

wage. Specifically, living wage is defined as 'remuneration received for a standard work week

by a worker in a particular place sufficient to afford a decent7 standard of living for the worker

and her or his family' (Thibbotuwawa,  et al., 2015, p.16).

7. Labour Demand Rigidities

Similar to supply side issues, labour demand in the tea industry is also experiencing

various issues, mainly due to problems stemming from the rigid laws and regulations,

and socio-economic infrastructure and living conditions that are required to be provided

6 Other countries focused by van der Wal (2008) are India,  Malawi,  Indonesia, Kenya and Vietnam.

7 The elements of a decent standard of living as identified  by the concept of living  wage include food,
water, housing, education,  health  care, transport, clothing,  and other  essential needs i.e. provision
for unexpected events (Thibbotuwawa et al., 2015).
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for estate sector workers. Unlike agriculture workers, who are informal sector worker,

plantation workers are in the formal sector, which requires payment of statutory benefits.

As such, similar to other employers in the formal sector, plantation companies also have

to bear the costs related to the provision of statutory and other benefits.  As seen in Table

5 during 2014/2015 the cost of paid leave for 17 days amounts to LKR 9,850.50, while

hospitalization benefits add to LKR 6,300.00 per year. Additionally, the employers are

also expected to cover other event based costs for child birth (84 days for 1st and 2nd

child and 42 days for 3rd and 4th child) and funerals (provide four workers at the rate of

LKR 687.50, coffin - LKR 2,000, and transportation - LKR 500).

Apart from these direct costs, the plantations are required to facilitate all immunizations

and medical checkups provided by the state and cover all costs related to logistics and

medical supplies for visits by government health care officials; provide transportation

and leave or time off for any medical needs. To facilitate child care, the RPCs provide

creche facilities with trained/qualified Child Development Officer, and provide free

Kola kenda, mid-day meals and other nutrition supplements including Triposha and 2

lbs flour for children up to 12 years of age.

Figure 3

Plantation Sector Daily Average Wages 1992-2016 (Rs./Day)

Source: Rajadurai n.d.; Daily Mirror,  2016.
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In terms of education, the RPCs provide scholarships, educational grants, financial and

material assistance to both the individuals as well as the educational institutions

servicing plantation population. For workers, the RPCs conduct occupational health

and safety measures and programmes, allocate vegetable garden plots a to grow

vegetables for consumption or for sale; and to facilitate animal husbandry among workers

the RPCs provide common cattle sheds, land for growing grass and capital through

bank loans.

In terms of improvements for housing, through the Estate Worker Housing Cooperative

Society eligible workers are provided with a 7 perches land and a non-refundable housing

grant up to LKR 122,000. Other amenities such as sanitation, roads, community centres,

play grounds, and religious places for these housing schemes are provided and

maintained free of charge by the RPCs. In addition to the current worker, the RPCs also

take care of retirees/dependents of workers with lifetime accommodation. Moreover,

youth who do not wish to pursue plantation work, are provided with vocational training

opportunities to pursue other occupations (Rajadurai, n.d.).

Though all these facilities and services are not mandatory for the RPCs to provide, these

social benefits account for the high cost of production attached to the production of tea

Cost Component           Unit Rate (LKR)

25 Days guaranteed work per month per day 620.00

Paid leave- 17 days per annum per day 526.50

Attendance Bonus per annum 850.00

Free Names- 3 paid names (620*3) per annum 1,860.00

Paid leave for Indoor Medical Treatment-  14 ( 450*14) days Per annum 6,300.00

Gratuity (14 days)( 450*14) per annum 6,300.00

EPF & ETF-  as per statute (Rs. 140 + 30/-) per day 76.50

Tea Cost Per day 20.00

Funeral Aid   4 workers ( LKR  687.50 * 4), coffin (LKR  2000),
transport (LKR  500) and others per event 5,250.00

Table 5

Direct and Indirect Costs to RPCs- 2014/2015

Source: Rajadurai, n.d.
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The Tea Research Institute of Sri Lanka and Its

Contribution to Tea Research: Prospects and Challenges

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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for estate sector workers. Unlike agriculture workers, who are informal sector worker,

plantation workers are in the formal sector, which requires payment of statutory benefits.

As such, similar to other employers in the formal sector, plantation companies also have

to bear the costs related to the provision of statutory and other benefits.  As seen in Table

5 during 2014/2015 the cost of paid leave for 17 days amounts to LKR 9,850.50, while

hospitalization benefits add to LKR 6,300.00 per year. Additionally, the employers are

also expected to cover other event based costs for child birth (84 days for 1st and 2nd

child and 42 days for 3rd and 4th child) and funerals (provide four workers at the rate of

LKR 687.50, coffin - LKR 2,000, and transportation - LKR 500).

Apart from these direct costs, the plantations are required to facilitate all immunizations

and medical checkups provided by the state and cover all costs related to logistics and

medical supplies for visits by government health care officials; provide transportation

and leave or time off for any medical needs. To facilitate child care, the RPCs provide

creche facilities with trained/qualified Child Development Officer, and provide free

Kola kenda, mid-day meals and other nutrition supplements including Triposha and 2

lbs flour for children up to 12 years of age.

Figure 3

Plantation Sector Daily Average Wages 1992-2016 (Rs./Day)

Source: Rajadurai n.d.; Daily Mirror,  2016.
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In terms of education, the RPCs provide scholarships, educational grants, financial and

material assistance to both the individuals as well as the educational institutions

servicing plantation population. For workers, the RPCs conduct occupational health

and safety measures and programmes, allocate vegetable garden plots a to grow

vegetables for consumption or for sale; and to facilitate animal husbandry among workers

the RPCs provide common cattle sheds, land for growing grass and capital through

bank loans.

In terms of improvements for housing, through the Estate Worker Housing Cooperative

Society eligible workers are provided with a 7 perches land and a non-refundable housing

grant up to LKR 122,000. Other amenities such as sanitation, roads, community centres,

play grounds, and religious places for these housing schemes are provided and

maintained free of charge by the RPCs. In addition to the current worker, the RPCs also

take care of retirees/dependents of workers with lifetime accommodation. Moreover,

youth who do not wish to pursue plantation work, are provided with vocational training

opportunities to pursue other occupations (Rajadurai, n.d.).

Though all these facilities and services are not mandatory for the RPCs to provide, these

social benefits account for the high cost of production attached to the production of tea

Cost Component           Unit Rate (LKR)

25 Days guaranteed work per month per day 620.00

Paid leave- 17 days per annum per day 526.50

Attendance Bonus per annum 850.00

Free Names- 3 paid names (620*3) per annum 1,860.00

Paid leave for Indoor Medical Treatment-  14 ( 450*14) days Per annum 6,300.00

Gratuity (14 days)( 450*14) per annum 6,300.00

EPF & ETF-  as per statute (Rs. 140 + 30/-) per day 76.50

Tea Cost Per day 20.00

Funeral Aid   4 workers ( LKR  687.50 * 4), coffin (LKR  2000),
transport (LKR  500) and others per event 5,250.00

Table 5

Direct and Indirect Costs to RPCs- 2014/2015

Source: Rajadurai, n.d.
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in Sri Lanka (Ganewatta & Edwards, 2000). Ganewatta &  Edwards (2000) further

identified that rigidity  in the labour market as a demand side constraint for labour. As

number of workers and work days are fixed in the estates regardless of the output

fluctuations, cost of wages do not have the capacity to change in accordance with the

changes in the level of total output.

8. Alternative Remuneration Models

The existing operating model of the tea plantation sector in Sri Lanka is such that the

labour resources only supply labour to the respective sector. However, in considering

some psychosocial issues among plantation workers, it becomes clear that the plantation

workers have the capacity and the desire to contribute beyond labour to the plantation

sector. This mismatch is one of the many reasons that acts as a challenge in retaining

existing plantation workers. To this effect, in addition to those discussed above, there

are alternative operation models being discussed for the tea industry in Sri Lanka such

as those discussed below.

Out grower Model

In recent years, the out grower system has been gaining popularity on Sri Lankan tea

estates; particularly  by those experiencing labour shortages and facing the risk of out

migration of worker. This is an employer dependent model where there is less ownership

given to the worker and more supervision of the worker by the employer. The out grower

model is seen as a viable alternative to the traditional tea plantation management system,

such that estate employees themselves take over the responsibility of maintaining small

plots of tea, but are not given ownership of the  plot (unlike under the traditional

smallholder model). In this system, a plot of under-utilized or unproductive land is

allocated to a worker family on the estate and improved with their effective participation.

They are provided with fertilizer and other inputs as well as technical know-how to

manage the tea land, and in return, out-growers are required to supply their green leaf to

the factory (Shyamalie & Wellala, 2012). The employees take responsibility for the tea

bushes and also harvest the tea leaves, for which they are paid according to a standard

formula. However, the plantation company continues to have full ownership and control

of the land, which allows for plantation management to supervise the out grower plots.
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1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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requested scientists attached to the Royal Botanical Gardens at Peradeniya and Central

Agricultural Research Station to carry out experiments on issues related to pest and

diseases affecting the plantation crops.

4. Establishment of the Tea Research Institute of Sri Lanka (TRI)

From 1923 Robert Gordon Coombe was the key driving force behind the establishment of

a formal scientific research institute to support the tea industry (Wimaladharma, 2003,

pp.1-20). St  Coombes,  the  Institute's  main  research  station  and  head  offices  located

in Talawakelle is named after Robert Gordon Coombe in honour of his contribution to

tea research.

Coombe's expression of the need for scientific research culminated in the form of a

resolution placed before the General Committee of the Planters' Association of Ceylon, at

a meeting held in November 1923.   In October 1935, a legislative ordinance was formally

passed for the establishment of a Tea Research Institute of Ceylon for the purpose of

research into all problems and matters relating to tea as well as examining suitable

means of improving and modernizing the industry (Wimaladharma, 2003, pp. 1-20).

Figure 2
Mr. R. G. Coombe - Pioneer of
Establishing the Tea Research

Institute of Sri Lanka

For the financial maintenance of the

Institute TRI), a tea cess was levied on every

pound of tea exported, a practice which

remains today.

In 1927, the Institute was temporarily

housed in a bungalow, 'Linfield', in

Nuwara Eliya while its registered office

remained in the Victoria Commemoration

building located in Kandy.  The Institute's

first director was Mr. T. Petch. Work at the

Institute began with two scientific staff- a

mycologist and an entomologist. A

biochemist later joined this team. The

Institute was moved to its current location

at St. Coombs Estate, Talawakelle in

December, 1930 (Wimaladharma, 2003, pp.

1-20).Source:  TRI.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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New Tea Cultivars

In order to maintain the productivity and sustainability of the tea industry, the Institute

has been developing new tea cultivars with high yield, quality and resistance to biotic

and abiotic stress factors.  The TRI 2000 series was released in the 1950s followed by TRI

3000 and TRI 4000 series released in 1980s and 1990s, respectively (Singh et al., 2003,

pp. 37-48). The Institute is on the verge of releasing TRI 5000 series, the latest series in the

near future which promise better yield, quality and multiple resistances to pest and

diseases. The concept of 'Basket of cultivars' was introduced by the Institute in view of

maintaining adequate diversity within the tea field and to overcome pest and disease

devastations in the future. TRI has introduced different cultivars with varying level of

resistance to pest and diseases, high quality, drought tolerant and suitable for all tea

growing regions in the country. Cultivar 'TRI 2043' is a special cultivar developed for

production of a specialty tea 'Silver tips' which fetches high prices (Gunasekare, 2012,

pp. 125-176).

Alternative Worker Deployment Models

To  improve  the  productivity  and  profitability  of  plantations  and  to  improve  living

standards of workers, the Institute has begun the introduction of socio- economically

viable alternative worker deployment models (outgrower systems). This has been a long

felt need of the industry and these models would ensure economic stability and improve

the habitat and security of tea workers (Anon, 2017, p. 34).

Biofilmed Biofertilizers

The Biofilmed Biofertilizers (BFBFs) are fungal surface attached microbial communities

of  rhizo  bacteria,  which  include  nitrogen  fixers,  phosphorous  solubilizers  and  plant

growth promoting substances. BFBFs provide nutrients required for plant growth and

have many beneficial effects.   The Institute has developed BFBFs suitable for tea in

collaboration with the National Institute of Fundamental Studies of Sri Lanka, which

partly replaces the fertilizer requirement  for  nursery  plants.  This environmental  friendly

approach saves huge amounts of money on fertilizers.  The product is commercially

available in the market now (Anon, 2017, p. 31).
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In terms of education, the RPCs provide scholarships, educational grants, financial and

material assistance to both the individuals as well as the educational institutions

servicing plantation population. For workers, the RPCs conduct occupational health

and safety measures and programmes, allocate vegetable garden plots a to grow

vegetables for consumption or for sale; and to facilitate animal husbandry among workers

the RPCs provide common cattle sheds, land for growing grass and capital through

bank loans.

In terms of improvements for housing, through the Estate Worker Housing Cooperative

Society eligible workers are provided with a 7 perches land and a non-refundable housing

grant up to LKR 122,000. Other amenities such as sanitation, roads, community centres,

play grounds, and religious places for these housing schemes are provided and

maintained free of charge by the RPCs. In addition to the current worker, the RPCs also

take care of retirees/dependents of workers with lifetime accommodation. Moreover,

youth who do not wish to pursue plantation work, are provided with vocational training

opportunities to pursue other occupations (Rajadurai, n.d.).

Though all these facilities and services are not mandatory for the RPCs to provide, these

social benefits account for the high cost of production attached to the production of tea

Cost Component           Unit Rate (LKR)

25 Days guaranteed work per month per day 620.00

Paid leave- 17 days per annum per day 526.50

Attendance Bonus per annum 850.00

Free Names- 3 paid names (620*3) per annum 1,860.00

Paid leave for Indoor Medical Treatment-  14 ( 450*14) days Per annum 6,300.00

Gratuity (14 days)( 450*14) per annum 6,300.00

EPF & ETF-  as per statute (Rs. 140 + 30/-) per day 76.50

Tea Cost Per day 20.00

Funeral Aid   4 workers ( LKR  687.50 * 4), coffin (LKR  2000),
transport (LKR  500) and others per event 5,250.00

Table 5

Direct and Indirect Costs to RPCs- 2014/2015

Source: Rajadurai, n.d.
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in Sri Lanka (Ganewatta & Edwards, 2000). Ganewatta &  Edwards (2000) further

identified that rigidity  in the labour market as a demand side constraint for labour. As

number of workers and work days are fixed in the estates regardless of the output

fluctuations, cost of wages do not have the capacity to change in accordance with the

changes in the level of total output.

8. Alternative Remuneration Models

The existing operating model of the tea plantation sector in Sri Lanka is such that the

labour resources only supply labour to the respective sector. However, in considering

some psychosocial issues among plantation workers, it becomes clear that the plantation

workers have the capacity and the desire to contribute beyond labour to the plantation

sector. This mismatch is one of the many reasons that acts as a challenge in retaining

existing plantation workers. To this effect, in addition to those discussed above, there

are alternative operation models being discussed for the tea industry in Sri Lanka such

as those discussed below.

Out grower Model

In recent years, the out grower system has been gaining popularity on Sri Lankan tea

estates; particularly  by those experiencing labour shortages and facing the risk of out

migration of worker. This is an employer dependent model where there is less ownership

given to the worker and more supervision of the worker by the employer. The out grower

model is seen as a viable alternative to the traditional tea plantation management system,

such that estate employees themselves take over the responsibility of maintaining small

plots of tea, but are not given ownership of the  plot (unlike under the traditional

smallholder model). In this system, a plot of under-utilized or unproductive land is

allocated to a worker family on the estate and improved with their effective participation.

They are provided with fertilizer and other inputs as well as technical know-how to

manage the tea land, and in return, out-growers are required to supply their green leaf to

the factory (Shyamalie & Wellala, 2012). The employees take responsibility for the tea

bushes and also harvest the tea leaves, for which they are paid according to a standard

formula. However, the plantation company continues to have full ownership and control

of the land, which allows for plantation management to supervise the out grower plots.
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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requested scientists attached to the Royal Botanical Gardens at Peradeniya and Central

Agricultural Research Station to carry out experiments on issues related to pest and

diseases affecting the plantation crops.

4. Establishment of the Tea Research Institute of Sri Lanka (TRI)

From 1923 Robert Gordon Coombe was the key driving force behind the establishment of

a formal scientific research institute to support the tea industry (Wimaladharma, 2003,

pp.1-20). St  Coombes,  the  Institute's  main  research  station  and  head  offices  located

in Talawakelle is named after Robert Gordon Coombe in honour of his contribution to

tea research.

Coombe's expression of the need for scientific research culminated in the form of a

resolution placed before the General Committee of the Planters' Association of Ceylon, at

a meeting held in November 1923.   In October 1935, a legislative ordinance was formally

passed for the establishment of a Tea Research Institute of Ceylon for the purpose of

research into all problems and matters relating to tea as well as examining suitable

means of improving and modernizing the industry (Wimaladharma, 2003, pp. 1-20).

Figure 2
Mr. R. G. Coombe - Pioneer of
Establishing the Tea Research

Institute of Sri Lanka

For the financial maintenance of the

Institute TRI), a tea cess was levied on every

pound of tea exported, a practice which

remains today.

In 1927, the Institute was temporarily

housed in a bungalow, 'Linfield', in

Nuwara Eliya while its registered office

remained in the Victoria Commemoration

building located in Kandy.  The Institute's

first director was Mr. T. Petch. Work at the

Institute began with two scientific staff- a

mycologist and an entomologist. A

biochemist later joined this team. The

Institute was moved to its current location

at St. Coombs Estate, Talawakelle in

December, 1930 (Wimaladharma, 2003, pp.

1-20).Source:  TRI.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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New Tea Cultivars

In order to maintain the productivity and sustainability of the tea industry, the Institute

has been developing new tea cultivars with high yield, quality and resistance to biotic

and abiotic stress factors.  The TRI 2000 series was released in the 1950s followed by TRI

3000 and TRI 4000 series released in 1980s and 1990s, respectively (Singh et al., 2003,

pp. 37-48). The Institute is on the verge of releasing TRI 5000 series, the latest series in the

near future which promise better yield, quality and multiple resistances to pest and

diseases. The concept of 'Basket of cultivars' was introduced by the Institute in view of

maintaining adequate diversity within the tea field and to overcome pest and disease

devastations in the future. TRI has introduced different cultivars with varying level of

resistance to pest and diseases, high quality, drought tolerant and suitable for all tea

growing regions in the country. Cultivar 'TRI 2043' is a special cultivar developed for

production of a specialty tea 'Silver tips' which fetches high prices (Gunasekare, 2012,

pp. 125-176).

Alternative Worker Deployment Models

To  improve  the  productivity  and  profitability  of  plantations  and  to  improve  living

standards of workers, the Institute has begun the introduction of socio- economically

viable alternative worker deployment models (outgrower systems). This has been a long

felt need of the industry and these models would ensure economic stability and improve

the habitat and security of tea workers (Anon, 2017, p. 34).

Biofilmed Biofertilizers

The Biofilmed Biofertilizers (BFBFs) are fungal surface attached microbial communities

of  rhizo  bacteria,  which  include  nitrogen  fixers,  phosphorous  solubilizers  and  plant

growth promoting substances. BFBFs provide nutrients required for plant growth and

have many beneficial effects.   The Institute has developed BFBFs suitable for tea in

collaboration with the National Institute of Fundamental Studies of Sri Lanka, which

partly replaces the fertilizer requirement  for  nursery  plants.  This environmental  friendly

approach saves huge amounts of money on fertilizers.  The product is commercially

available in the market now (Anon, 2017, p. 31).
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Under such monitoring, along with a productivity driven payment scheme, it is found

that workers are more productive and also benefit from the additional source of income.

Other benefits of adopting this system in the presence of labour shortages include enabling

the plucking of the full extent of the estate without leaving room for abandoning of tea

fields, preventing encroaching and illicit plucking from taking place, and the ability to

increase yield without increasing labour costs due to the productivity driven approach.

Thus, this model simultaneously addresses key issues faced by Sri Lankan tea plantations

namely, low productivity, high cost of production and worker scarcity (Shyamalie &

Wellala, 2012). The system has also addressed the long standing problem of dignity of

labour in the plantations. The plots of land can be managed by estate families, which

allows for greater flexibility in working hours, greater ownership in the management

process and less stigma attached to estate work.

On the downside, there are some notable risks with the out grower system, which include

increased workload of workers and onus on family for the plot, which has the capacity

to attract child labour; requirement for qualified field staff to attend to out growers; and

demotivation due to low green leaf prices (Shyamalie & Wellala, 2012).

The empirical literature outside of the Sri Lankan context, on the success of the outgrower

model, is somewhat mixed. Glover (1984, p.1143) notes that studies of out grower schemes

in less-developed countries find the potential value of such arrangements in 'facilitating

transfer of technology, access to markets and other benefits for growers'. A study based in

Zimbabwe finds a significant positive association between farmer experience, farmer

education level, level of fertilizer application, access to extension services, extent of

commercialization and the size of the available labour pool on the productivity of

smallholder out-grower tea (Dube & Guveya, 2014).

However,  experience in selected East and South African countries on out grower schemes,

show that in most cases, performance  in delivering services and providing income

increases to farmers has been positive, although 'high management costs limit the extent to

which this form of organization could be more widely applied' (Glover, 1990, p.303). Experience

in Kenya shows that constraints to replicability of successful schemes include lack of

skilled managers and technicians to manage and operate schemes efficiently;

104

Bilesha Weeraratne

international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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5. Growth of the Tea Research Institute

In 1940, senior scientific staff strength at St. Coombs increased to five (mycologist,

entomologist, biochemist, agricultural chemist and plant physiologist) in order to meet

the increasing demand of work arising from the tea industry.

The work of the Institute expanded gradually from its original single station at

Talawakelle to cater to the technological and extension needs of tea growers in other

regions. In 1931, a small station was opened temporarily at Gonakelle, Passara in the

Uva region and a new building was constructed in 1935. The second regional station

was established in 1960 for the purpose of cultivar testing at Kottawa in the Galle district

to support the needs of low country tea growers. A third station was established in 1961,

at Hantana in Kandy. To accede to requests made by tea planters in the Ratnapura and

Kegalle districts (low country), St Joachim [named after Dr. A. W. R. Joachim, Director of

the Institute (1963-64)] the second largest research station was established in Ratnapura

in 1963. The Deniyaya Extension Centre was established in 1981 at Diyadawa, Deniyaya,

and its new office complex declared open in 2009 at a central location in order to cater to

stakeholder demands from the Matara and Hambantota districts.  Established in 2010

Figure 3
The Institute's Laboratory at 'Linfield', Nuwara Eliya (1927)

Source:  Authors.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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Marker Assisted Selection

Molecular markers are a widely used tool in the reliable selection of favourable traits in

plant breeding, which saves time and cost. The application of this technique in tea is

hindered by the high initial cost and tedious protocols involved in developing molecular

markers. Recently, the Institute developed a molecular marker for identification of blister

blight resistant tea cultivars during the early onset of the disease; thus, assuring precise

screening and early release of cultivars (Anon, 2017, p. 32). As the blister blight is a

major leaf disease in tea, these findings would be immensely useful in crop improvement

programmes.

Patents

Currently, the Institute has 17 patents to its credit in diverse areas which include the

development  of  new  machines,  processes,  post  harvest  handling,  value  added

products, bio activity of compounds, natural herbicides, compost production etc. (Anon,

2017, p. 35).

Dissemination of Knowledge

TRI continues to disseminate knowledge to stakeholders using various mechanisms.

Latest updates of recommendations are released as trilingual advisory circulars and

cautionary notes. Scientific information is also shared through local and international

scientific journals. Books containing technical information necessary for tea cultivation

to manufacture are published regularly.  The Institute organizes several forums annually/

bi annually for dissemination of novel technological information among different

stakeholders.

7. Current Research Focus and Future Challenges

Today,  the  Institute has  as  its  core  mission:  the  achievement  of  excellence  in  tea

research,  the  provision  of   technological  guidance  to  the  tea  industry  for  the

improvement of the socio-economic status of Sri Lanka, and to ensure that Sri Lankan

tea is the most preferred tea in the world. To achieve this, the Institute has identified

major challenges in the tea sector with the consultation of stakeholders, policy makers

and scientists to prioritize research areas for addressing needs, and the TRI Corporate

plan was formulated accordingly.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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Under such monitoring, along with a productivity driven payment scheme, it is found

that workers are more productive and also benefit from the additional source of income.

Other benefits of adopting this system in the presence of labour shortages include enabling

the plucking of the full extent of the estate without leaving room for abandoning of tea

fields, preventing encroaching and illicit plucking from taking place, and the ability to

increase yield without increasing labour costs due to the productivity driven approach.

Thus, this model simultaneously addresses key issues faced by Sri Lankan tea plantations

namely, low productivity, high cost of production and worker scarcity (Shyamalie &

Wellala, 2012). The system has also addressed the long standing problem of dignity of

labour in the plantations. The plots of land can be managed by estate families, which

allows for greater flexibility in working hours, greater ownership in the management

process and less stigma attached to estate work.

On the downside, there are some notable risks with the out grower system, which include

increased workload of workers and onus on family for the plot, which has the capacity

to attract child labour; requirement for qualified field staff to attend to out growers; and

demotivation due to low green leaf prices (Shyamalie & Wellala, 2012).

The empirical literature outside of the Sri Lankan context, on the success of the outgrower

model, is somewhat mixed. Glover (1984, p.1143) notes that studies of out grower schemes

in less-developed countries find the potential value of such arrangements in 'facilitating

transfer of technology, access to markets and other benefits for growers'. A study based in

Zimbabwe finds a significant positive association between farmer experience, farmer

education level, level of fertilizer application, access to extension services, extent of

commercialization and the size of the available labour pool on the productivity of

smallholder out-grower tea (Dube & Guveya, 2014).

However,  experience in selected East and South African countries on out grower schemes,

show that in most cases, performance  in delivering services and providing income

increases to farmers has been positive, although 'high management costs limit the extent to

which this form of organization could be more widely applied' (Glover, 1990, p.303). Experience

in Kenya shows that constraints to replicability of successful schemes include lack of

skilled managers and technicians to manage and operate schemes efficiently;
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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5. Growth of the Tea Research Institute

In 1940, senior scientific staff strength at St. Coombs increased to five (mycologist,

entomologist, biochemist, agricultural chemist and plant physiologist) in order to meet

the increasing demand of work arising from the tea industry.

The work of the Institute expanded gradually from its original single station at

Talawakelle to cater to the technological and extension needs of tea growers in other

regions. In 1931, a small station was opened temporarily at Gonakelle, Passara in the

Uva region and a new building was constructed in 1935. The second regional station

was established in 1960 for the purpose of cultivar testing at Kottawa in the Galle district

to support the needs of low country tea growers. A third station was established in 1961,

at Hantana in Kandy. To accede to requests made by tea planters in the Ratnapura and

Kegalle districts (low country), St Joachim [named after Dr. A. W. R. Joachim, Director of

the Institute (1963-64)] the second largest research station was established in Ratnapura

in 1963. The Deniyaya Extension Centre was established in 1981 at Diyadawa, Deniyaya,

and its new office complex declared open in 2009 at a central location in order to cater to

stakeholder demands from the Matara and Hambantota districts.  Established in 2010

Figure 3
The Institute's Laboratory at 'Linfield', Nuwara Eliya (1927)

Source:  Authors.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Marker Assisted Selection

Molecular markers are a widely used tool in the reliable selection of favourable traits in

plant breeding, which saves time and cost. The application of this technique in tea is

hindered by the high initial cost and tedious protocols involved in developing molecular

markers. Recently, the Institute developed a molecular marker for identification of blister

blight resistant tea cultivars during the early onset of the disease; thus, assuring precise

screening and early release of cultivars (Anon, 2017, p. 32). As the blister blight is a

major leaf disease in tea, these findings would be immensely useful in crop improvement

programmes.

Patents

Currently, the Institute has 17 patents to its credit in diverse areas which include the

development  of  new  machines,  processes,  post  harvest  handling,  value  added

products, bio activity of compounds, natural herbicides, compost production etc. (Anon,

2017, p. 35).

Dissemination of Knowledge

TRI continues to disseminate knowledge to stakeholders using various mechanisms.

Latest updates of recommendations are released as trilingual advisory circulars and

cautionary notes. Scientific information is also shared through local and international

scientific journals. Books containing technical information necessary for tea cultivation

to manufacture are published regularly.  The Institute organizes several forums annually/

bi annually for dissemination of novel technological information among different

stakeholders.

7. Current Research Focus and Future Challenges

Today,  the  Institute has  as  its  core  mission:  the  achievement  of  excellence  in  tea

research,  the  provision  of   technological  guidance  to  the  tea  industry  for  the

improvement of the socio-economic status of Sri Lanka, and to ensure that Sri Lankan

tea is the most preferred tea in the world. To achieve this, the Institute has identified

major challenges in the tea sector with the consultation of stakeholders, policy makers

and scientists to prioritize research areas for addressing needs, and the TRI Corporate

plan was formulated accordingly.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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international and domestic market conditions giving rise to low and unstable returns;

and high cost of training and communication with unskilled out growers (Ayako, 1989).

It is suggested that insurance schemes to protect out growers against production and

marketing risks and encouraging increased participation by workers in the schemes

policy and implementation, are solutions for mitigating some risk factors.   Studies also

note that it is crucial to incorporate gender relations in the analysis of the success of out

grower  schemes, as the success of these family oriented  schemes may ultimately  depend

on gender relations within  the family as well as the community (Bulow, 2007).

Revenue Share Model

In the revenue share model, a predetermined value would be paid to workers as done in

the 'Bought Leaf Formula’,8 based on the prices determined at the tea auctions. An

agreement will be signed between the registered workers and the companies for six

months, where each worker is allocated to pluck a specific number of tea bushes from

varied yield (Daily FT,  2016). All the other agricultural, agronomic and management

practices and inputs; supervision, support services, logistics and the traditional services;

facilities and benefits are the responsibility of the RPC, as found in the attendance based

model. Moreover, the EPF and ETF contributions are calculated based on the joint income

earned. This model enhances and increases the ability and the opportunity for workers

to earn as much as they wish to work for and get the control of the revenue quantum in

their hands as they receive a production stake, instead of being confined to a daily wage

purely based on attendance (Daily Island, 2015; Economynext, 2016a).

Remuneration in the revenue share model is different from the existing archaic attendance-

based wage, which provides minimal incentive to increase productivity, and depends

on the workers output as opposed to attendance. As such, the revenue share model is

aimed at optimizing the potential for improvement in the daily plucking average of tea

without increasing the overall plucking time (Daily Island, 2015).

Hence, the revenue share model is similar to the system that smallholder tea planters

operate, due to the capacity of worker to control over production, earnings and marketing

8 Green leaf suppliers including Tea small holders are assured the payment of 68% of net sale average
of made tea of the particular factory.
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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services. However, the revenue share model differs from smallholder operators in terms

of the management and supervisory role played by the RPCs. Specifically, in the revenue

share model the RPCs would manage and supervise the total operation of the estate

while only the harvesting aspects of the operation and related earnings would be divested

to the workers.  Moreover, unlike smallholders, who are largely not entitled to any of the

statutory benefits, facilities and services, the workers under revenue share model would

benefit from all statutory benefits, facilities and services offered by the RPC under the

attendance based wage model.

At the time of writing, the RPCs  in Sri Lanka are of the view that the revenue share model

would move the workers away from employer dependent model to a self-driven, ability

to earn model which transforms workers in to entrepreneurs. The positive experience in

revenue sharing models implemented in India and African countries to successfully

increase earnings, enhance job security and improve the quality of life of the workers,

provides  encouraging evidence for Sri Lanka to consider this model.

Apart from the above discussed out grower and revenue share models, a third named the

Hybrid Model is also discussed by the RPCs. This model suggests a hybrid system for

remuneration of the workers in the estate sector, where features of both an attendance

based wage contract and a productivity driven wage model are combined. The hybrid

model splits the working days into two wage calculations, where 12 days of the month

would be calculated  based on the attendance based component while the remaining

days are calculated  as per the productivity,  where workers would be paid as per the

actual weight of tea leaves plucked. This model is widely practiced in successful tea

producing economies and has been identified as a success by both the worker and the

employer (Daily FT, 2016).

9. Way  Forward

As evident in the foregone discussion, it is clear that an inadequate labour supply, high

direct and indirect labour costs, poor socio-economic conditions in estates and low

productivity of labour are challenges that threaten the sustainability of the tea industry

in Sri Lanka. In order to successfully address these issues, the tea industry ought to

focus on innovative measure to minimize labour inputs and related costs and increase
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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productivity.  To this effect, the invention of the TRI Shear Harvester - a light weight

hand held device (developed by the Tea Research Institute, Talawakelle, Sri Lanka)

which harvests the best leaves, and contributes to increase plucker output and reduces

plucking costs, while ensuring high quality made tea - is laudable.  Similarly, in terms of

operational models, the plantation sector would benefit from continuing its momentum

to move away from the traditional attendance based wage model and shift towards

models that reward productivity and efficiency. Higher labour productivity and other

productivity improvements as well as appropriate remuneration would enable to balance

the demand and supply forces in the tea labour market and ensure adequate labour

supply for the future sustainability of the industry. Finally, improving socio-economic

conditions in the estates is vital in order to address labour shortage issues.
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.

127

        The Tea Research Institute of Sri Lanka and Its Contribution to Tea Research

and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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6
The Tea Research Institute of Sri Lanka and Its

Contribution to Tea Research: Prospects and Challenges

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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The Tea Research Institute of Sri Lanka and Its

Contribution to Tea Research: Prospects and Challenges

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.

120

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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1. Introduction

The Tea Research Institute (TRI) was established in 1925 to fill the gap in the tea industry

for professional research and development, and it is the only national body in Sri Lanka

responsible for the generation and dissemination of new technologies related to tea

cultivation and its processing. Since its inception, the Institute has been and continues

to be the motivational force behind the advances and successes in the development of Sri

Lanka's tea industry. This chapter aims to describe the history of tea research and the

TRI, the expansion and evolution of its varied research activities and facilities in order to

cater to the evolving demands of stakeholders within the industry.  In addition to this, it

describes the Institute's contribution to significant advances made in the tea industry

during the past 92 years. The chapter further discusses the main challenges confronting

the tea industry and the strategic research approach of the TRI in the search for

resolutions.

2. The Beginning of Ceylon Tea

Tea was first introduced to Ceylon (Sri Lanka as it was known prior to 1972) in December

1839, when a batch of tea seeds were brought from the Calcutta Botanical Gardens and

planted at the Royal Botanical Gardens at Peradeniya.  In February 1840, the Government

of Ceylon received around 200 plants which were planted at Naisby Estate (now Pedro

Estate) in the Nuwara Eliya region. Subsequently, a few consignments of Chinese and

Assam seeds were received and planted on various plantations in the regions of Nuwara

Eliya, Pussellawa, Dolosbage and Dimbula.

111

        The Tea Research Institute of Sri Lanka and Its Contribution to Tea Research

Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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requested scientists attached to the Royal Botanical Gardens at Peradeniya and Central

Agricultural Research Station to carry out experiments on issues related to pest and

diseases affecting the plantation crops.

4. Establishment of the Tea Research Institute of Sri Lanka (TRI)

From 1923 Robert Gordon Coombe was the key driving force behind the establishment of

a formal scientific research institute to support the tea industry (Wimaladharma, 2003,

pp.1-20). St  Coombes,  the  Institute's  main  research  station  and  head  offices  located

in Talawakelle is named after Robert Gordon Coombe in honour of his contribution to

tea research.

Coombe's expression of the need for scientific research culminated in the form of a

resolution placed before the General Committee of the Planters' Association of Ceylon, at

a meeting held in November 1923.   In October 1935, a legislative ordinance was formally

passed for the establishment of a Tea Research Institute of Ceylon for the purpose of

research into all problems and matters relating to tea as well as examining suitable

means of improving and modernizing the industry (Wimaladharma, 2003, pp. 1-20).

Figure 2
Mr. R. G. Coombe - Pioneer of
Establishing the Tea Research

Institute of Sri Lanka

For the financial maintenance of the

Institute TRI), a tea cess was levied on every

pound of tea exported, a practice which

remains today.

In 1927, the Institute was temporarily

housed in a bungalow, 'Linfield', in

Nuwara Eliya while its registered office

remained in the Victoria Commemoration

building located in Kandy.  The Institute's

first director was Mr. T. Petch. Work at the

Institute began with two scientific staff- a

mycologist and an entomologist. A

biochemist later joined this team. The

Institute was moved to its current location

at St. Coombs Estate, Talawakelle in

December, 1930 (Wimaladharma, 2003, pp.

1-20).Source:  TRI.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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New Tea Cultivars

In order to maintain the productivity and sustainability of the tea industry, the Institute

has been developing new tea cultivars with high yield, quality and resistance to biotic

and abiotic stress factors.  The TRI 2000 series was released in the 1950s followed by TRI

3000 and TRI 4000 series released in 1980s and 1990s, respectively (Singh et al., 2003,

pp. 37-48). The Institute is on the verge of releasing TRI 5000 series, the latest series in the

near future which promise better yield, quality and multiple resistances to pest and

diseases. The concept of 'Basket of cultivars' was introduced by the Institute in view of

maintaining adequate diversity within the tea field and to overcome pest and disease

devastations in the future. TRI has introduced different cultivars with varying level of

resistance to pest and diseases, high quality, drought tolerant and suitable for all tea

growing regions in the country. Cultivar 'TRI 2043' is a special cultivar developed for

production of a specialty tea 'Silver tips' which fetches high prices (Gunasekare, 2012,

pp. 125-176).

Alternative Worker Deployment Models

To  improve  the  productivity  and  profitability  of  plantations  and  to  improve  living

standards of workers, the Institute has begun the introduction of socio- economically

viable alternative worker deployment models (outgrower systems). This has been a long

felt need of the industry and these models would ensure economic stability and improve

the habitat and security of tea workers (Anon, 2017, p. 34).

Biofilmed Biofertilizers

The Biofilmed Biofertilizers (BFBFs) are fungal surface attached microbial communities

of  rhizo  bacteria,  which  include  nitrogen  fixers,  phosphorous  solubilizers  and  plant

growth promoting substances. BFBFs provide nutrients required for plant growth and

have many beneficial effects.   The Institute has developed BFBFs suitable for tea in

collaboration with the National Institute of Fundamental Studies of Sri Lanka, which

partly replaces the fertilizer requirement  for  nursery  plants.  This environmental  friendly

approach saves huge amounts of money on fertilizers.  The product is commercially

available in the market now (Anon, 2017, p. 31).
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1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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interventions required for successful implementation of the adaptation strategies in tea

lands are highlighted.

2.  What is Climatic Change and How It Affects Tea Production?

Climate refers to the meteorological condition mainly rainfall, temperature, wind etc., in

a given region experienced over a long period of time.  Significant deviation in climatic

conditions is known as ‘Climate Change’. The earth receives solar radiation passing

through the atmosphere and as a result, it is warmed up supporting the growth of flora

and fauna, which are adapted to varying temperature regimes. Part of the solar radiation

absorbed by the earth surface is re-emitted to the atmosphere and some of the outgoing

radiations (infrared radiation) is trapped and returned towards the earth by various gas

molecules such as CO
2
, Methane (CH

4
), Nitrous Oxide (N

2
O), Ozone (O

3
),

Chlorofluorocarbons (CFCs) etc., known as Green House Gases (GHGs) by which process

the temperature of the earth and the atmosphere is further increased. This phenomenon

is referred to as ‘Global Warming’. The concentration of GHGs in the atmosphere has

been rising due to anthropogenic activities such as opening of industries, burning of

fossil fuel, land use changes, deforestation and forest degradation etc., since industrial

revolution (Intergovernmental Panel on Climate Change [IPCC], 2013). The increase of

GHGs in the atmosphere has contributed to the heating up of the environment by 0.4-0.5
oC above the temperatures prevailed over the pre-industrial era (IPCC, 2013). This is a

continuous process. As such, the ambient temperatures are predicted to rise further in

years to come. Consequently, the quantity and distribution of rainfall, which are

considered to be decisive factors for the agriculture systems in the world have been

significantly affected. While some plant species can adapt to the changes in climatic

conditions such as temperature and rainfall, some are vulnerable to such changes.

Therefore, the subject of climate change has received greater attention of policy makers,

scientists as well as the general public.

2.1 Global Projections for Future Climate

As per global projections (IPCC, 2013), the mean ambient temperature rise of the

atmosphere for the period between 2046 and 2065 will be in the range of 1-2oC whereas

for the 2081-2100 period, it will be nearly 1-3.7oC. The temperature rise for the Asian

region can be as high as 2-3oC during the latter period. More warm days and warm

nights are also expected due to climate change. Further, the rainfall can also increase by
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Tea planting on a commercial basis commenced in 1867 pioneered  by a  Scottish planter

James Taylor, known as the 'Father of Ceylon Tea'. Taylor arrived in Ceylon in 1851 and

collected tea seeds from the Royal Botanical Gardens, Peradeniya in 1866. The seeds

were planted in Field 7 of  the Loolecondera Estate in Hewaheta. This nineteen-acre

piece of land was the beginning of the golden era of tea plantation in Sri Lanka, where

tea bushes flourished under the shade of his cinchona trees.  This was the time both tea

and cinchona emerged as plantation crops in the shadow of the giant coffee industry.

The shade loving tea plant thrived well under the shade of cinchona.  The first batch of

'Ceylon Tea' was hand made on a long verandah at Taylor's estate bungalow. Taylor's

bungalow became the focal point for those keen to learn tea manufacturing in Ceylon.

By 1873, his tea was selling locally at Rs 1.50 per lb (current price of one kg of tea in local

market is around Rs. 1,000.00). Taylor was able to sell a batch of 23 lbs (10kg) of Ceylon

Tea at the London tea auctions in 1873 for four pounds and seven shillings (Forrest,

1967, pp. 72-73).

Figure 1
Father of the Ceylon Tea Industry -

James Taylor

3. Early Research on Tea

A scientific approach to agricultural

crop production began during British

rule and was centred at Peradeniya with

the establishment of the Royal Botanical

Gardens in 1821. Work carried out there

involved experimentation on plantation

crops such as tea and coffee. In the early

nineteenth century, research gradually

became specialized covering subject

areas such as entomology, pathology

and biochemistry.

With the emergence of Ceylon as a

prominent tea producer in the world, it

was believed that such a position could

be maintained in a highly competitive

market only if constant attention was

given to all the problems affecting tea

cultivation and processing.  Tea plantersSource:  TRI.
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requested scientists attached to the Royal Botanical Gardens at Peradeniya and Central

Agricultural Research Station to carry out experiments on issues related to pest and

diseases affecting the plantation crops.

4. Establishment of the Tea Research Institute of Sri Lanka (TRI)

From 1923 Robert Gordon Coombe was the key driving force behind the establishment of

a formal scientific research institute to support the tea industry (Wimaladharma, 2003,

pp.1-20). St  Coombes,  the  Institute's  main  research  station  and  head  offices  located

in Talawakelle is named after Robert Gordon Coombe in honour of his contribution to

tea research.

Coombe's expression of the need for scientific research culminated in the form of a

resolution placed before the General Committee of the Planters' Association of Ceylon, at

a meeting held in November 1923.   In October 1935, a legislative ordinance was formally

passed for the establishment of a Tea Research Institute of Ceylon for the purpose of

research into all problems and matters relating to tea as well as examining suitable

means of improving and modernizing the industry (Wimaladharma, 2003, pp. 1-20).

Figure 2
Mr. R. G. Coombe - Pioneer of
Establishing the Tea Research

Institute of Sri Lanka

For the financial maintenance of the

Institute TRI), a tea cess was levied on every

pound of tea exported, a practice which

remains today.

In 1927, the Institute was temporarily

housed in a bungalow, 'Linfield', in

Nuwara Eliya while its registered office

remained in the Victoria Commemoration

building located in Kandy.  The Institute's

first director was Mr. T. Petch. Work at the

Institute began with two scientific staff- a

mycologist and an entomologist. A

biochemist later joined this team. The

Institute was moved to its current location

at St. Coombs Estate, Talawakelle in

December, 1930 (Wimaladharma, 2003, pp.

1-20).Source:  TRI.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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New Tea Cultivars

In order to maintain the productivity and sustainability of the tea industry, the Institute

has been developing new tea cultivars with high yield, quality and resistance to biotic

and abiotic stress factors.  The TRI 2000 series was released in the 1950s followed by TRI

3000 and TRI 4000 series released in 1980s and 1990s, respectively (Singh et al., 2003,

pp. 37-48). The Institute is on the verge of releasing TRI 5000 series, the latest series in the

near future which promise better yield, quality and multiple resistances to pest and

diseases. The concept of 'Basket of cultivars' was introduced by the Institute in view of

maintaining adequate diversity within the tea field and to overcome pest and disease

devastations in the future. TRI has introduced different cultivars with varying level of

resistance to pest and diseases, high quality, drought tolerant and suitable for all tea

growing regions in the country. Cultivar 'TRI 2043' is a special cultivar developed for

production of a specialty tea 'Silver tips' which fetches high prices (Gunasekare, 2012,

pp. 125-176).

Alternative Worker Deployment Models

To  improve  the  productivity  and  profitability  of  plantations  and  to  improve  living

standards of workers, the Institute has begun the introduction of socio- economically

viable alternative worker deployment models (outgrower systems). This has been a long

felt need of the industry and these models would ensure economic stability and improve

the habitat and security of tea workers (Anon, 2017, p. 34).

Biofilmed Biofertilizers

The Biofilmed Biofertilizers (BFBFs) are fungal surface attached microbial communities

of  rhizo  bacteria,  which  include  nitrogen  fixers,  phosphorous  solubilizers  and  plant

growth promoting substances. BFBFs provide nutrients required for plant growth and

have many beneficial effects.   The Institute has developed BFBFs suitable for tea in

collaboration with the National Institute of Fundamental Studies of Sri Lanka, which

partly replaces the fertilizer requirement  for  nursery  plants.  This environmental  friendly

approach saves huge amounts of money on fertilizers.  The product is commercially

available in the market now (Anon, 2017, p. 31).
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1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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interventions required for successful implementation of the adaptation strategies in tea

lands are highlighted.

2.  What is Climatic Change and How It Affects Tea Production?

Climate refers to the meteorological condition mainly rainfall, temperature, wind etc., in

a given region experienced over a long period of time.  Significant deviation in climatic

conditions is known as ‘Climate Change’. The earth receives solar radiation passing

through the atmosphere and as a result, it is warmed up supporting the growth of flora

and fauna, which are adapted to varying temperature regimes. Part of the solar radiation

absorbed by the earth surface is re-emitted to the atmosphere and some of the outgoing

radiations (infrared radiation) is trapped and returned towards the earth by various gas

molecules such as CO
2
, Methane (CH

4
), Nitrous Oxide (N

2
O), Ozone (O

3
),

Chlorofluorocarbons (CFCs) etc., known as Green House Gases (GHGs) by which process

the temperature of the earth and the atmosphere is further increased. This phenomenon

is referred to as ‘Global Warming’. The concentration of GHGs in the atmosphere has

been rising due to anthropogenic activities such as opening of industries, burning of

fossil fuel, land use changes, deforestation and forest degradation etc., since industrial

revolution (Intergovernmental Panel on Climate Change [IPCC], 2013). The increase of

GHGs in the atmosphere has contributed to the heating up of the environment by 0.4-0.5
oC above the temperatures prevailed over the pre-industrial era (IPCC, 2013). This is a

continuous process. As such, the ambient temperatures are predicted to rise further in

years to come. Consequently, the quantity and distribution of rainfall, which are

considered to be decisive factors for the agriculture systems in the world have been

significantly affected. While some plant species can adapt to the changes in climatic

conditions such as temperature and rainfall, some are vulnerable to such changes.

Therefore, the subject of climate change has received greater attention of policy makers,

scientists as well as the general public.

2.1 Global Projections for Future Climate

As per global projections (IPCC, 2013), the mean ambient temperature rise of the

atmosphere for the period between 2046 and 2065 will be in the range of 1-2oC whereas

for the 2081-2100 period, it will be nearly 1-3.7oC. The temperature rise for the Asian

region can be as high as 2-3oC during the latter period. More warm days and warm

nights are also expected due to climate change. Further, the rainfall can also increase by
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5. Growth of the Tea Research Institute

In 1940, senior scientific staff strength at St. Coombs increased to five (mycologist,

entomologist, biochemist, agricultural chemist and plant physiologist) in order to meet

the increasing demand of work arising from the tea industry.

The work of the Institute expanded gradually from its original single station at

Talawakelle to cater to the technological and extension needs of tea growers in other

regions. In 1931, a small station was opened temporarily at Gonakelle, Passara in the

Uva region and a new building was constructed in 1935. The second regional station

was established in 1960 for the purpose of cultivar testing at Kottawa in the Galle district

to support the needs of low country tea growers. A third station was established in 1961,

at Hantana in Kandy. To accede to requests made by tea planters in the Ratnapura and

Kegalle districts (low country), St Joachim [named after Dr. A. W. R. Joachim, Director of

the Institute (1963-64)] the second largest research station was established in Ratnapura

in 1963. The Deniyaya Extension Centre was established in 1981 at Diyadawa, Deniyaya,

and its new office complex declared open in 2009 at a central location in order to cater to

stakeholder demands from the Matara and Hambantota districts.  Established in 2010

Figure 3
The Institute's Laboratory at 'Linfield', Nuwara Eliya (1927)

Source:  Authors.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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Marker Assisted Selection

Molecular markers are a widely used tool in the reliable selection of favourable traits in

plant breeding, which saves time and cost. The application of this technique in tea is

hindered by the high initial cost and tedious protocols involved in developing molecular

markers. Recently, the Institute developed a molecular marker for identification of blister

blight resistant tea cultivars during the early onset of the disease; thus, assuring precise

screening and early release of cultivars (Anon, 2017, p. 32). As the blister blight is a

major leaf disease in tea, these findings would be immensely useful in crop improvement

programmes.

Patents

Currently, the Institute has 17 patents to its credit in diverse areas which include the

development  of  new  machines,  processes,  post  harvest  handling,  value  added

products, bio activity of compounds, natural herbicides, compost production etc. (Anon,

2017, p. 35).

Dissemination of Knowledge

TRI continues to disseminate knowledge to stakeholders using various mechanisms.

Latest updates of recommendations are released as trilingual advisory circulars and

cautionary notes. Scientific information is also shared through local and international

scientific journals. Books containing technical information necessary for tea cultivation

to manufacture are published regularly.  The Institute organizes several forums annually/

bi annually for dissemination of novel technological information among different

stakeholders.

7. Current Research Focus and Future Challenges

Today,  the  Institute has  as  its  core  mission:  the  achievement  of  excellence  in  tea

research,  the  provision  of   technological  guidance  to  the  tea  industry  for  the

improvement of the socio-economic status of Sri Lanka, and to ensure that Sri Lankan

tea is the most preferred tea in the world. To achieve this, the Institute has identified

major challenges in the tea sector with the consultation of stakeholders, policy makers

and scientists to prioritize research areas for addressing needs, and the TRI Corporate

plan was formulated accordingly.

124

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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about 10-20% during the 2081-2100 period. Dry periods are projected to be extended and

the intensity of drought will likely to be increased at the end of the century. The local

experience of the climatologist is that the rainfall increase could be largely attributed to

increase in rainfall intensity during peak rainy seasons in Sri Lanka. As a result, wet

periods will be wetter and dry periods will become drier in years to come than those at

present. Increase in rainfall intensity will not effectively contribute to improve soil

moisture levels in tea lands due to sloping nature of terrains and poor soil conditions.

Increasing rainfall variability is also a result of climate change. With the continued

anthropogenic activities, the CO
2 
levels are ever increasing. It has been reported that the

CO
2
 concentration had been increasing at a rate of 1.9-2.01 ppm/yr during the 2002-

2011 period (IPCC, 2013).

2.2 Soil and Climatic Conditions Favourable for Tea Cultivation

The level of impacts of climate change on crop production depends on soil and climatic

requirements of the crops. The tea crop prefers acidic soil conditions with a pH in the

range of 4.5-5.5. Better growth of tea is found in deep, permeable and well-drained soils.

Gravelly (more than 50% gravel) and shallow soils (depth of less than 50 cm) limit

growth of tea (Watson, 1986).

Evenly distributed annual rainfall of 2,500-3,000 mm is considered optimal and a monthly

rainfall 100mm/month is considered minimal for tea cultivation (Watson, 1986).

However, the recent studies have shown that the optimum rainfall requirement of tea

can vary from 223-417 mm/month among different Agro-Ecological Regions (AERs) in

Sri Lanka (Wijeratne et al., 2007). This can be attributable to soil degradation and other

changes in climatic conditions influencing evapo-transpiration in different regions.

Extreme wet weather periods (heavy rainfall events and overcast condition) are also

harmful to tea cultivation, mainly because of soil erosion, lack of sunshine and presence

of humid conditions favouring fungal disease infestations.

Ambient temperature in the range of 18-25oC is considered very conducive for tea

cultivation and temperatures below 13oC and above 30oC are reported to reduce growth

(Carr, 1972; Watson, 1986; Carr and Stephens, 1992). With the recent investigations at

the TRI,  the highest tea yields in Sri Lanka were found when the ambient temperatures

are around 22oC (Wijeratne et al., 2007).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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5. Growth of the Tea Research Institute

In 1940, senior scientific staff strength at St. Coombs increased to five (mycologist,

entomologist, biochemist, agricultural chemist and plant physiologist) in order to meet

the increasing demand of work arising from the tea industry.

The work of the Institute expanded gradually from its original single station at

Talawakelle to cater to the technological and extension needs of tea growers in other

regions. In 1931, a small station was opened temporarily at Gonakelle, Passara in the

Uva region and a new building was constructed in 1935. The second regional station

was established in 1960 for the purpose of cultivar testing at Kottawa in the Galle district

to support the needs of low country tea growers. A third station was established in 1961,

at Hantana in Kandy. To accede to requests made by tea planters in the Ratnapura and

Kegalle districts (low country), St Joachim [named after Dr. A. W. R. Joachim, Director of

the Institute (1963-64)] the second largest research station was established in Ratnapura

in 1963. The Deniyaya Extension Centre was established in 1981 at Diyadawa, Deniyaya,

and its new office complex declared open in 2009 at a central location in order to cater to

stakeholder demands from the Matara and Hambantota districts.  Established in 2010

Figure 3
The Institute's Laboratory at 'Linfield', Nuwara Eliya (1927)

Source:  Authors.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Marker Assisted Selection

Molecular markers are a widely used tool in the reliable selection of favourable traits in

plant breeding, which saves time and cost. The application of this technique in tea is

hindered by the high initial cost and tedious protocols involved in developing molecular

markers. Recently, the Institute developed a molecular marker for identification of blister

blight resistant tea cultivars during the early onset of the disease; thus, assuring precise

screening and early release of cultivars (Anon, 2017, p. 32). As the blister blight is a

major leaf disease in tea, these findings would be immensely useful in crop improvement

programmes.

Patents

Currently, the Institute has 17 patents to its credit in diverse areas which include the

development  of  new  machines,  processes,  post  harvest  handling,  value  added

products, bio activity of compounds, natural herbicides, compost production etc. (Anon,

2017, p. 35).

Dissemination of Knowledge

TRI continues to disseminate knowledge to stakeholders using various mechanisms.

Latest updates of recommendations are released as trilingual advisory circulars and

cautionary notes. Scientific information is also shared through local and international

scientific journals. Books containing technical information necessary for tea cultivation

to manufacture are published regularly.  The Institute organizes several forums annually/

bi annually for dissemination of novel technological information among different

stakeholders.

7. Current Research Focus and Future Challenges

Today,  the  Institute has  as  its  core  mission:  the  achievement  of  excellence  in  tea

research,  the  provision  of   technological  guidance  to  the  tea  industry  for  the

improvement of the socio-economic status of Sri Lanka, and to ensure that Sri Lankan

tea is the most preferred tea in the world. To achieve this, the Institute has identified

major challenges in the tea sector with the consultation of stakeholders, policy makers

and scientists to prioritize research areas for addressing needs, and the TRI Corporate

plan was formulated accordingly.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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about 10-20% during the 2081-2100 period. Dry periods are projected to be extended and

the intensity of drought will likely to be increased at the end of the century. The local

experience of the climatologist is that the rainfall increase could be largely attributed to

increase in rainfall intensity during peak rainy seasons in Sri Lanka. As a result, wet

periods will be wetter and dry periods will become drier in years to come than those at

present. Increase in rainfall intensity will not effectively contribute to improve soil

moisture levels in tea lands due to sloping nature of terrains and poor soil conditions.

Increasing rainfall variability is also a result of climate change. With the continued

anthropogenic activities, the CO
2 
levels are ever increasing. It has been reported that the

CO
2
 concentration had been increasing at a rate of 1.9-2.01 ppm/yr during the 2002-

2011 period (IPCC, 2013).

2.2 Soil and Climatic Conditions Favourable for Tea Cultivation

The level of impacts of climate change on crop production depends on soil and climatic

requirements of the crops. The tea crop prefers acidic soil conditions with a pH in the

range of 4.5-5.5. Better growth of tea is found in deep, permeable and well-drained soils.

Gravelly (more than 50% gravel) and shallow soils (depth of less than 50 cm) limit

growth of tea (Watson, 1986).

Evenly distributed annual rainfall of 2,500-3,000 mm is considered optimal and a monthly

rainfall 100mm/month is considered minimal for tea cultivation (Watson, 1986).

However, the recent studies have shown that the optimum rainfall requirement of tea

can vary from 223-417 mm/month among different Agro-Ecological Regions (AERs) in

Sri Lanka (Wijeratne et al., 2007). This can be attributable to soil degradation and other

changes in climatic conditions influencing evapo-transpiration in different regions.

Extreme wet weather periods (heavy rainfall events and overcast condition) are also

harmful to tea cultivation, mainly because of soil erosion, lack of sunshine and presence

of humid conditions favouring fungal disease infestations.

Ambient temperature in the range of 18-25oC is considered very conducive for tea

cultivation and temperatures below 13oC and above 30oC are reported to reduce growth

(Carr, 1972; Watson, 1986; Carr and Stephens, 1992). With the recent investigations at

the TRI,  the highest tea yields in Sri Lanka were found when the ambient temperatures

are around 22oC (Wijeratne et al., 2007).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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due to a growth in demand for advisory and extension services, the Kalutara Extension

Centre is the newest facility of the Institute.

In 1959, a separate Advisory Division was established at Talawakelle, with the

appointment of C. B. Foster Berham as the first Chief Advisory Officer.   Currently the

Division is engaged in the dissemination of tea related information and technology to

growers in order to ensure practical application in the field for sustainable development

of the tea industry (Wimaladharma, 2003; Vitharana, 2003).

Currently, the TRI comprises a staff strength of over 200 members, including research,

advisory and support staff.  The TRI has nine research divisions working on agronomy,

agriculture economics, biochemistry, entomology and nematology, plant breeding, plant

pathology, plant physiology, process technology, soils and plant nutrition and an

advisory and extension division. The two estates, St. Coombs in Talawakelle and St.

Joachim in Ratnapura, operate under the TRI and are primarily meant to provide facilities

to undertake research in cultivation and processing, while attempts are also made to run

them as viable units on commercial lines.

6. Successes and Breakthroughs

Since its inception the Institute has made several significant research contributions to

the tea industry, both at national and international levels. Some significant contributions/

achievements made since its inception are:

The Seminal Eden Fertilizer Trial

In 1931, Dr. T. Eden, agricultural chemist began the famous classical long term fertilizer

trial at the Institute's St. Coombs estate, the first in the world on a tree crop, a trial which

continues to this date. This experiment, and many others elsewhere in the tea districts

for which it was the precursor, have resulted in recommendations on the balanced use of

fertilizer mixtures, which tea growers have been using to their advantage since the

1940s (Hettiarachchi, et al., 2003, pp. 73-108).

Biological Control of Totrix

Tea inherited a serious pest, the tea totrix moth Hormona coffearia from coffee. Until the

late 1930s, it ravaged tea plantations particularly in the highest tea growing regions. In

1936, the Institute at St. Coombs released an exotic wasp, Macrocentrus homonae introduced
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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from Java Islands that parasitizes and destroys the totrix caterpillars. By 1939, the

breeding/releasing of wasp was established in all the tea districts and as a result, tea

totrix is largely a minor problem today. This success remains to date one of the outstanding

achievements in the field of classic biological pest control in Sri Lanka (Vitarana, 2003,

pp. 111-164).

Blister Blight Control

The fungal disease identified as blister blight, which under humid conditions affects

young leaves and stems of tea, posed a serious threat in the 1940s. By 1950, the Institute

had shown that spraying copper fungicides provided protection against the disease.

This finding allowed   tea cultivation in the mid and up country region and on its own

prevented an economic disaster similar to the large scale collapse of coffee (Balasuriya,

2003, pp. 165-204).   Today,   the   disease   is   well   managed   following   an   integrated

pest management   approach,   which   includes   the   use   of   resistant   cultivars,   shade

management together with copper fungicide spraying.

Vegetative Propagation

In the decade of 1950s, an economical method for the vegetative propagation of tea

plants became another of the Institute's major achievements. It led to the production of

the seminal series of TRI 2000 clones or cultivars, (similar to its present day derivatives,

the improved TRI 3000, 4000 and 5000 series) which has a much greater yield potential

than seedling tea (Singh et al., 2003, pp. 37-48).

The Fluidized Bed Drier

Tea manufacturing requires different machineries in different stages of processing. In

factories, the Endless Chain Pressure (ECP) drier had been used for drying tea dhools

(fermenting tea leaves) for many years. In this system, the dhool remains still; thus,

complete contact with hot air in the drier is not possible and drying becomes uneven.

The Institute introduced the Fluidised Bed Drier (FBD) in 1973, in collaboration with the

Colombo Commercial Company. The system 'fluidizes' the dhool and moves it around in

the air stream. The FBD is more cost effective than the ECP drier, which can be operated

with both the firewood and liquid fuel, and is superior to other FBDs produced

subsequently, both in terms of  ease of operation and economy (Mohamad et al., 2003,

pp. 237-258).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.

125

        The Tea Research Institute of Sri Lanka and Its Contribution to Tea Research

The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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Figure 4
Fluidised Bed Drier  Designed, Fabricated and Tested by the TRI

Value Addition of Tea

To cater to the demand for non traditional teas in the Western world, a methodology for

the preparation of a soluble 'Instant Tea' was developed jointly by the Ceylon Institute of

Scientific and Industrial Research (now Industrial Technology Institute) and the TRI in

1959.   The TRI has since been successful in the production of new forms of value added

teas, including spiced and scented tea, carbonated tea and tea 'Sherry' during the last

decades (Abeysinghe, 2003, pp. 205-236). These value added products have the potential

of popularizing Ceylon teas among new generation of tea consumers while expanding

market horizon. The stabilized Catechin mixture developed by the Institute recently is

commercially used in cosmetic production in Sri Lanka (Anon, 2017, p. 34). Since

Catechins are proven for their important medicinal properties, more applications can be

expected in the future.

Source:  Authors.
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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Figure 5
Carbonated Tea and Tea Wine Produced by  the TRI

The Cleanest Tea in the World

The Institute developed Integrated  Pest  Management  (IPM)  techniques to ensure  made

tea  is free  of    residues  of  hazardous synthetic chemicals used for managing pests.  IPM

recommends minimal  use  of  non persistent and less hazardous pesticide, in combination

with pest resistant cultivars, and cultural methods that include agronomic operations

timed to  avoid or reduce pest damages. As a result, Sri Lankan tea was described as 'the

cleanest tea in the world' as far as pesticide residues are concerned. This description

was based on routine analyses by ISO of made tea samples from all the major tea

producing countries at the Technical Sub Committee on Tea of the International

Organization for Standarizations (ISO) in February 1997, (Abeysinghe, 2003, pp. 205-

236).

TRI Shear Harvester

In 1998, the Institute developed and patented together with a local fabricating company,

a lightweight, hand held, all terrain harvester which selectively harvests only the best

Source:  Authors.
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.

128

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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flush. It provides a 50-100% increase in plucker output, reduces plucking costs, and

maintains made tea quality.  The harvester, used in conjunction with an innovative

plucking basket and leaf conveyance system was developed jointly by the TRI and a

neighbouring tea estate. It allows the delivery of green leaf to the factory in pristine

condition. At the 28th International Exhibition of Inventions held in Geneva, Switzerland,

in April 2000, the TRI's tea harvester won the gold medal in the Agriculture Section

(Modder, 2003, p. 8).

Tea Genetic Map

Conventional  methods  for  genetic  improvement  of  tea  are  comparatively  slow and

costly. Construction of saturated genetic linkage maps is a necessary and fundamental

step towards increasing precision and speeding up the process. For the first time in Sri

Lanka, two high resolution genetic linkage maps for the cultivars TRI 2023 and TRI 2043

were constructed using Expressed Sequence Tag (EST) and genomic Simple Sequence

Repeats (SSRs) markers (Mewan, et al., 2012). This is an initial step of  exploring genetic

information  of  tea  plant that would be  immensely  useful in crop improvement research.

Figure 6
TRI Shear Harvester and Innovative Plucking Basket

Source:  Authors.
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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Ozone Friendly Ceylon Tea

The project carried out by the Institute to phase out the use of Methyl Bromide in tea

industry was successful. Introduction and popularization of alternatives for Methyl

Bromide to replace its use from tea nurseries through training, information delivery and

skill development programmes for those who were involved in the tea industry was the

main outcome of this project. Overall efforts made by the Institute were successful in

launching an 'Ozone Friendly Ceylon Tea' logo in 2010 to protect the island's best known

brand under the Geographical Indicators (GIs) international trade regime and promote

it as ozone friendly.

Micropropagation of Tea

The time (20-25 years) taken to develop new tea cultivars through conventional means is

a serious impediment in the release of new cultivars to growers. In order to shorten this

time, protocol perfected for micropropagation of tea was successfully integrated into the

conventional breeding programme confirming its practical application to reduce the

time taken to develop new cultivars by six years, thereby facilitating the release of new

tea cultivars for tea  growers  in  a  shorter    than  expected  time  compared  to previous

Figure 7
Genetic Linkage Map of Tea

Source:  Authors.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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7
Climate Change and Its Implications on the

Tea Industry in Sri Lanka

M. A. Wijeratne

1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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programmes (Anon, 2017, p. 31). Also, attempts made by the Institute to reduce high cost

of production of a tissue culture tea plant became a reality by introducing a low cost

micropropagation system. Locally available gelling agents were found to be effective

replacing expensive agar and successful low cost ex vitro rooting system was perfected

(Ranaweera et al., 2013, pp. 8-13). TRI is in the process of scaling up the protocol aiming

commercialization.

Figure 8
Micropropagated Tea Plants Using Low Cost Tissue Culture Techniques

Tea and Health

Tea contains large amounts of chemical compounds and volatiles. Studies have shown

that the consumption of tea reduces the risk of many degenerative diseases and helps

maintain good oral health. The Institute has generated a large amount of information on

the health benefits of Sri Lankan black tea.  Therapeutic applications of Ceylon Tea have

been documented, and this could be useful in the promotion of black tea as a health

beverage (Amarakoon, et al., 2007, pp. 377-417). Also, tea has been promoted as a

functional food in many countries and it is appropriate time to utilize this information.

Source:  Authors.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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New Tea Cultivars

In order to maintain the productivity and sustainability of the tea industry, the Institute

has been developing new tea cultivars with high yield, quality and resistance to biotic

and abiotic stress factors.  The TRI 2000 series was released in the 1950s followed by TRI

3000 and TRI 4000 series released in 1980s and 1990s, respectively (Singh et al., 2003,

pp. 37-48). The Institute is on the verge of releasing TRI 5000 series, the latest series in the

near future which promise better yield, quality and multiple resistances to pest and

diseases. The concept of 'Basket of cultivars' was introduced by the Institute in view of

maintaining adequate diversity within the tea field and to overcome pest and disease

devastations in the future. TRI has introduced different cultivars with varying level of

resistance to pest and diseases, high quality, drought tolerant and suitable for all tea

growing regions in the country. Cultivar 'TRI 2043' is a special cultivar developed for

production of a specialty tea 'Silver tips' which fetches high prices (Gunasekare, 2012,

pp. 125-176).

Alternative Worker Deployment Models

To  improve  the  productivity  and  profitability  of  plantations  and  to  improve  living

standards of workers, the Institute has begun the introduction of socio- economically

viable alternative worker deployment models (outgrower systems). This has been a long

felt need of the industry and these models would ensure economic stability and improve

the habitat and security of tea workers (Anon, 2017, p. 34).

Biofilmed Biofertilizers

The Biofilmed Biofertilizers (BFBFs) are fungal surface attached microbial communities

of  rhizo  bacteria,  which  include  nitrogen  fixers,  phosphorous  solubilizers  and  plant

growth promoting substances. BFBFs provide nutrients required for plant growth and

have many beneficial effects.   The Institute has developed BFBFs suitable for tea in

collaboration with the National Institute of Fundamental Studies of Sri Lanka, which

partly replaces the fertilizer requirement  for  nursery  plants.  This environmental  friendly

approach saves huge amounts of money on fertilizers.  The product is commercially

available in the market now (Anon, 2017, p. 31).
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1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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interventions required for successful implementation of the adaptation strategies in tea

lands are highlighted.

2.  What is Climatic Change and How It Affects Tea Production?

Climate refers to the meteorological condition mainly rainfall, temperature, wind etc., in

a given region experienced over a long period of time.  Significant deviation in climatic

conditions is known as ‘Climate Change’. The earth receives solar radiation passing

through the atmosphere and as a result, it is warmed up supporting the growth of flora

and fauna, which are adapted to varying temperature regimes. Part of the solar radiation

absorbed by the earth surface is re-emitted to the atmosphere and some of the outgoing

radiations (infrared radiation) is trapped and returned towards the earth by various gas

molecules such as CO
2
, Methane (CH

4
), Nitrous Oxide (N

2
O), Ozone (O

3
),

Chlorofluorocarbons (CFCs) etc., known as Green House Gases (GHGs) by which process

the temperature of the earth and the atmosphere is further increased. This phenomenon

is referred to as ‘Global Warming’. The concentration of GHGs in the atmosphere has

been rising due to anthropogenic activities such as opening of industries, burning of

fossil fuel, land use changes, deforestation and forest degradation etc., since industrial

revolution (Intergovernmental Panel on Climate Change [IPCC], 2013). The increase of

GHGs in the atmosphere has contributed to the heating up of the environment by 0.4-0.5
oC above the temperatures prevailed over the pre-industrial era (IPCC, 2013). This is a

continuous process. As such, the ambient temperatures are predicted to rise further in

years to come. Consequently, the quantity and distribution of rainfall, which are

considered to be decisive factors for the agriculture systems in the world have been

significantly affected. While some plant species can adapt to the changes in climatic

conditions such as temperature and rainfall, some are vulnerable to such changes.

Therefore, the subject of climate change has received greater attention of policy makers,

scientists as well as the general public.

2.1 Global Projections for Future Climate

As per global projections (IPCC, 2013), the mean ambient temperature rise of the

atmosphere for the period between 2046 and 2065 will be in the range of 1-2oC whereas

for the 2081-2100 period, it will be nearly 1-3.7oC. The temperature rise for the Asian

region can be as high as 2-3oC during the latter period. More warm days and warm

nights are also expected due to climate change. Further, the rainfall can also increase by
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Figure 3
Tea Production at Different Elevations in Sri Lanka

Source: Annual Reports of the Central Bank of Sri Lanka (1980-2016).
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Figure 4
Vulnerability of Tea Growing Agro-Ecological Regions to Climate Change

Source: Anon, 2016 and Department of Agriculture, 2003.
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absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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Non Destructive Evaluation of Leaf Area

Measurements  of  leaf  area  of  tea  are  important  in  tea  research  to  study  the

physiological aspects of tea plant. A 'leaf area grid' has been developed by the Institute

for the non destructive estimation of leaf area and is a convenient, rapid and versatile

method (Pethiyagoda & Rajendram, 1965, pp. 48-58). The method has been successfully

used by tea researchers globally to date confirming its significant contribution to the tea

research (Mohotti, et al., 2003, pp. 21-36).

Site Specific Fertilizer Application

The supply of balanced nutrients to the tea plant is important for obtaining high yield

and maintaining quality of made tea. A site specific fertilizer recommendation has been

introduced by the Institute for precise and rational use of chemical fertilizers by soil

testing.   The required amount of fertilizer is provided by taking into consideration the

yield potential of the field.  This site specific fertilizer recommendation saves billions of

Rupees from importation of fertilizer, and minimizes the usage of synthetic fertilizers in

tea plantations (Anon, 2017, p. 32).

Tea Plucking Basket

Traditionally tea leaves are harvested in bamboo baskets or nylon sacks. Bamboo baskets

are heavy and difficult to carry in terrains. Damages to tea leaves are high in nylon

sacks, and damaged leaves leads to poor quality teas.  As an alternative, an ergonomically

sound, light weight, foldable 'tea plucking basket' was introduced. The invention has

been recognized at national and international levels (Anon, 2017, p. 33).

Self Cleaning Michie Sifter

Optimization of the tea manufacturing process ensures both good quality end product

and high prices. Michie Sifters fitted with different size meshes are used for separating

low grown Orthodox leafy type tea into different grades. Clogging of tea particles in the

mesh affect the separation process and regular cleaning leads to sagging of meshes. To

overcome these problems, the Institute developed a self-cleaning mechanism in place of

the existing machine sifter recently.  The mechanism improved the efficiency of sorting

process, reducing damages to tea particles and making the process continuous and

thereby increasing worker productivity (Galahitiyawa, et al., 2016, pp. 65-77).
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New Tea Cultivars

In order to maintain the productivity and sustainability of the tea industry, the Institute

has been developing new tea cultivars with high yield, quality and resistance to biotic

and abiotic stress factors.  The TRI 2000 series was released in the 1950s followed by TRI

3000 and TRI 4000 series released in 1980s and 1990s, respectively (Singh et al., 2003,

pp. 37-48). The Institute is on the verge of releasing TRI 5000 series, the latest series in the

near future which promise better yield, quality and multiple resistances to pest and

diseases. The concept of 'Basket of cultivars' was introduced by the Institute in view of

maintaining adequate diversity within the tea field and to overcome pest and disease

devastations in the future. TRI has introduced different cultivars with varying level of

resistance to pest and diseases, high quality, drought tolerant and suitable for all tea

growing regions in the country. Cultivar 'TRI 2043' is a special cultivar developed for

production of a specialty tea 'Silver tips' which fetches high prices (Gunasekare, 2012,

pp. 125-176).

Alternative Worker Deployment Models

To  improve  the  productivity  and  profitability  of  plantations  and  to  improve  living

standards of workers, the Institute has begun the introduction of socio- economically

viable alternative worker deployment models (outgrower systems). This has been a long

felt need of the industry and these models would ensure economic stability and improve

the habitat and security of tea workers (Anon, 2017, p. 34).

Biofilmed Biofertilizers

The Biofilmed Biofertilizers (BFBFs) are fungal surface attached microbial communities

of  rhizo  bacteria,  which  include  nitrogen  fixers,  phosphorous  solubilizers  and  plant

growth promoting substances. BFBFs provide nutrients required for plant growth and

have many beneficial effects.   The Institute has developed BFBFs suitable for tea in

collaboration with the National Institute of Fundamental Studies of Sri Lanka, which

partly replaces the fertilizer requirement  for  nursery  plants.  This environmental  friendly

approach saves huge amounts of money on fertilizers.  The product is commercially

available in the market now (Anon, 2017, p. 31).
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1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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interventions required for successful implementation of the adaptation strategies in tea

lands are highlighted.

2.  What is Climatic Change and How It Affects Tea Production?

Climate refers to the meteorological condition mainly rainfall, temperature, wind etc., in

a given region experienced over a long period of time.  Significant deviation in climatic

conditions is known as ‘Climate Change’. The earth receives solar radiation passing

through the atmosphere and as a result, it is warmed up supporting the growth of flora

and fauna, which are adapted to varying temperature regimes. Part of the solar radiation

absorbed by the earth surface is re-emitted to the atmosphere and some of the outgoing

radiations (infrared radiation) is trapped and returned towards the earth by various gas

molecules such as CO
2
, Methane (CH

4
), Nitrous Oxide (N

2
O), Ozone (O

3
),

Chlorofluorocarbons (CFCs) etc., known as Green House Gases (GHGs) by which process

the temperature of the earth and the atmosphere is further increased. This phenomenon

is referred to as ‘Global Warming’. The concentration of GHGs in the atmosphere has

been rising due to anthropogenic activities such as opening of industries, burning of

fossil fuel, land use changes, deforestation and forest degradation etc., since industrial

revolution (Intergovernmental Panel on Climate Change [IPCC], 2013). The increase of

GHGs in the atmosphere has contributed to the heating up of the environment by 0.4-0.5
oC above the temperatures prevailed over the pre-industrial era (IPCC, 2013). This is a

continuous process. As such, the ambient temperatures are predicted to rise further in

years to come. Consequently, the quantity and distribution of rainfall, which are

considered to be decisive factors for the agriculture systems in the world have been

significantly affected. While some plant species can adapt to the changes in climatic

conditions such as temperature and rainfall, some are vulnerable to such changes.

Therefore, the subject of climate change has received greater attention of policy makers,

scientists as well as the general public.

2.1 Global Projections for Future Climate

As per global projections (IPCC, 2013), the mean ambient temperature rise of the

atmosphere for the period between 2046 and 2065 will be in the range of 1-2oC whereas

for the 2081-2100 period, it will be nearly 1-3.7oC. The temperature rise for the Asian

region can be as high as 2-3oC during the latter period. More warm days and warm

nights are also expected due to climate change. Further, the rainfall can also increase by
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Figure 3
Tea Production at Different Elevations in Sri Lanka

Source: Annual Reports of the Central Bank of Sri Lanka (1980-2016).

High

Mid

Low

P
ro

d
u

ct
io

n
 M

n
. k

g

Highly Vulnerable

Vulnerable

Less/Not Vulnerable

Figure 4
Vulnerability of Tea Growing Agro-Ecological Regions to Climate Change

Source: Anon, 2016 and Department of Agriculture, 2003.
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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Marker Assisted Selection

Molecular markers are a widely used tool in the reliable selection of favourable traits in

plant breeding, which saves time and cost. The application of this technique in tea is

hindered by the high initial cost and tedious protocols involved in developing molecular

markers. Recently, the Institute developed a molecular marker for identification of blister

blight resistant tea cultivars during the early onset of the disease; thus, assuring precise

screening and early release of cultivars (Anon, 2017, p. 32). As the blister blight is a

major leaf disease in tea, these findings would be immensely useful in crop improvement

programmes.

Patents

Currently, the Institute has 17 patents to its credit in diverse areas which include the

development  of  new  machines,  processes,  post  harvest  handling,  value  added

products, bio activity of compounds, natural herbicides, compost production etc. (Anon,

2017, p. 35).

Dissemination of Knowledge

TRI continues to disseminate knowledge to stakeholders using various mechanisms.

Latest updates of recommendations are released as trilingual advisory circulars and

cautionary notes. Scientific information is also shared through local and international

scientific journals. Books containing technical information necessary for tea cultivation

to manufacture are published regularly.  The Institute organizes several forums annually/

bi annually for dissemination of novel technological information among different

stakeholders.

7. Current Research Focus and Future Challenges

Today,  the  Institute has  as  its  core  mission:  the  achievement  of  excellence  in  tea

research,  the  provision  of   technological  guidance  to  the  tea  industry  for  the

improvement of the socio-economic status of Sri Lanka, and to ensure that Sri Lankan

tea is the most preferred tea in the world. To achieve this, the Institute has identified

major challenges in the tea sector with the consultation of stakeholders, policy makers

and scientists to prioritize research areas for addressing needs, and the TRI Corporate

plan was formulated accordingly.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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about 10-20% during the 2081-2100 period. Dry periods are projected to be extended and

the intensity of drought will likely to be increased at the end of the century. The local

experience of the climatologist is that the rainfall increase could be largely attributed to

increase in rainfall intensity during peak rainy seasons in Sri Lanka. As a result, wet

periods will be wetter and dry periods will become drier in years to come than those at

present. Increase in rainfall intensity will not effectively contribute to improve soil

moisture levels in tea lands due to sloping nature of terrains and poor soil conditions.

Increasing rainfall variability is also a result of climate change. With the continued

anthropogenic activities, the CO
2 
levels are ever increasing. It has been reported that the

CO
2
 concentration had been increasing at a rate of 1.9-2.01 ppm/yr during the 2002-

2011 period (IPCC, 2013).

2.2 Soil and Climatic Conditions Favourable for Tea Cultivation

The level of impacts of climate change on crop production depends on soil and climatic

requirements of the crops. The tea crop prefers acidic soil conditions with a pH in the

range of 4.5-5.5. Better growth of tea is found in deep, permeable and well-drained soils.

Gravelly (more than 50% gravel) and shallow soils (depth of less than 50 cm) limit

growth of tea (Watson, 1986).

Evenly distributed annual rainfall of 2,500-3,000 mm is considered optimal and a monthly

rainfall 100mm/month is considered minimal for tea cultivation (Watson, 1986).

However, the recent studies have shown that the optimum rainfall requirement of tea

can vary from 223-417 mm/month among different Agro-Ecological Regions (AERs) in

Sri Lanka (Wijeratne et al., 2007). This can be attributable to soil degradation and other

changes in climatic conditions influencing evapo-transpiration in different regions.

Extreme wet weather periods (heavy rainfall events and overcast condition) are also

harmful to tea cultivation, mainly because of soil erosion, lack of sunshine and presence

of humid conditions favouring fungal disease infestations.

Ambient temperature in the range of 18-25oC is considered very conducive for tea

cultivation and temperatures below 13oC and above 30oC are reported to reduce growth

(Carr, 1972; Watson, 1986; Carr and Stephens, 1992). With the recent investigations at

the TRI,  the highest tea yields in Sri Lanka were found when the ambient temperatures

are around 22oC (Wijeratne et al., 2007).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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4.5 Impacts on Livelihood of Stakeholders and the Environment

The anticipated production losses due to climate change in the low country tea growing

regions poses a threat to the livelihood of tea growing community and others who are

engaged in tea related businesses. Around three fourths of tea smallholders in the country

(close to 300,000) are living in Ratnapura, Galle, Matara, Kalutara and part of Kegalle

District of the low country tea growing region. Most of them are residents in villages far

away from main cities and tea is the main income source of the family. Additionally, a

large number of people in these districts are engaged in tea related businesses such as

bought leaf collection and supplying of agricultural inputs. Some are engaged in

contractual field operations. Tea factories also provide a sizeable number of employment

to the village community. Soil degradation, poor fertilizer use efficiency and pest and

disease incidences under climate change add more cost to every kilo of green leaf

produced. Hence, the economy of green leaf producers and other dependents on tea in

the low country is at stake in the event of production losses due to climate change. When

the benefits and risks of climate change are carefully considered, the economy of

smallholders in the mid country region also seems to be not very attractive in years to

come. A number of corporate sector estates also manage a sizeable extent of tea lands

(more than 12,500ha) in the low country providing employment to a large number of

families. The current productivity levels of these tea lands are lower than that of the up

country and there is an increasing trend of converting poor yielding tea lands into other

uses or managing them with lesser inputs. Such situations may become intense in years

to come as a consequence of climate change (Samansiri et al., 2011).

The other important factor that needs to be given greater attention is that the higher

destiny of tea lands in those vulnerable regions. As per the surveys conducted in 2005,

the total extent of tea smallholdings in the low country districts itself was more than

84,000ha, which would have been further expanded by now (Anon, 2005). Some of the

tea lands are on slopes that are highly erodible. In the event that the tea growers abandon

or convert those tea lands into short duration crops due to lack of profits on tea, there can

be serious environmental issues such as soil erosion. Frequent soil tilling for crop

rotations/re-planting etc., and application of more chemicals to control pest and diseases

will be very common in future. Such changes in the farming systems can threaten the

ecological balance of the village environment in the event that proper plans for adapting

to climate change are not implemented.
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Marker Assisted Selection

Molecular markers are a widely used tool in the reliable selection of favourable traits in

plant breeding, which saves time and cost. The application of this technique in tea is

hindered by the high initial cost and tedious protocols involved in developing molecular

markers. Recently, the Institute developed a molecular marker for identification of blister

blight resistant tea cultivars during the early onset of the disease; thus, assuring precise

screening and early release of cultivars (Anon, 2017, p. 32). As the blister blight is a

major leaf disease in tea, these findings would be immensely useful in crop improvement

programmes.

Patents

Currently, the Institute has 17 patents to its credit in diverse areas which include the

development  of  new  machines,  processes,  post  harvest  handling,  value  added

products, bio activity of compounds, natural herbicides, compost production etc. (Anon,

2017, p. 35).

Dissemination of Knowledge

TRI continues to disseminate knowledge to stakeholders using various mechanisms.

Latest updates of recommendations are released as trilingual advisory circulars and

cautionary notes. Scientific information is also shared through local and international

scientific journals. Books containing technical information necessary for tea cultivation

to manufacture are published regularly.  The Institute organizes several forums annually/

bi annually for dissemination of novel technological information among different

stakeholders.

7. Current Research Focus and Future Challenges

Today,  the  Institute has  as  its  core  mission:  the  achievement  of  excellence  in  tea

research,  the  provision  of   technological  guidance  to  the  tea  industry  for  the

improvement of the socio-economic status of Sri Lanka, and to ensure that Sri Lankan

tea is the most preferred tea in the world. To achieve this, the Institute has identified

major challenges in the tea sector with the consultation of stakeholders, policy makers

and scientists to prioritize research areas for addressing needs, and the TRI Corporate

plan was formulated accordingly.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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about 10-20% during the 2081-2100 period. Dry periods are projected to be extended and

the intensity of drought will likely to be increased at the end of the century. The local

experience of the climatologist is that the rainfall increase could be largely attributed to

increase in rainfall intensity during peak rainy seasons in Sri Lanka. As a result, wet

periods will be wetter and dry periods will become drier in years to come than those at

present. Increase in rainfall intensity will not effectively contribute to improve soil

moisture levels in tea lands due to sloping nature of terrains and poor soil conditions.

Increasing rainfall variability is also a result of climate change. With the continued

anthropogenic activities, the CO
2 
levels are ever increasing. It has been reported that the

CO
2
 concentration had been increasing at a rate of 1.9-2.01 ppm/yr during the 2002-

2011 period (IPCC, 2013).

2.2 Soil and Climatic Conditions Favourable for Tea Cultivation

The level of impacts of climate change on crop production depends on soil and climatic

requirements of the crops. The tea crop prefers acidic soil conditions with a pH in the

range of 4.5-5.5. Better growth of tea is found in deep, permeable and well-drained soils.

Gravelly (more than 50% gravel) and shallow soils (depth of less than 50 cm) limit

growth of tea (Watson, 1986).

Evenly distributed annual rainfall of 2,500-3,000 mm is considered optimal and a monthly

rainfall 100mm/month is considered minimal for tea cultivation (Watson, 1986).

However, the recent studies have shown that the optimum rainfall requirement of tea

can vary from 223-417 mm/month among different Agro-Ecological Regions (AERs) in

Sri Lanka (Wijeratne et al., 2007). This can be attributable to soil degradation and other

changes in climatic conditions influencing evapo-transpiration in different regions.

Extreme wet weather periods (heavy rainfall events and overcast condition) are also

harmful to tea cultivation, mainly because of soil erosion, lack of sunshine and presence

of humid conditions favouring fungal disease infestations.

Ambient temperature in the range of 18-25oC is considered very conducive for tea

cultivation and temperatures below 13oC and above 30oC are reported to reduce growth

(Carr, 1972; Watson, 1986; Carr and Stephens, 1992). With the recent investigations at

the TRI,  the highest tea yields in Sri Lanka were found when the ambient temperatures

are around 22oC (Wijeratne et al., 2007).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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4.5 Impacts on Livelihood of Stakeholders and the Environment

The anticipated production losses due to climate change in the low country tea growing

regions poses a threat to the livelihood of tea growing community and others who are

engaged in tea related businesses. Around three fourths of tea smallholders in the country

(close to 300,000) are living in Ratnapura, Galle, Matara, Kalutara and part of Kegalle

District of the low country tea growing region. Most of them are residents in villages far

away from main cities and tea is the main income source of the family. Additionally, a

large number of people in these districts are engaged in tea related businesses such as

bought leaf collection and supplying of agricultural inputs. Some are engaged in

contractual field operations. Tea factories also provide a sizeable number of employment

to the village community. Soil degradation, poor fertilizer use efficiency and pest and

disease incidences under climate change add more cost to every kilo of green leaf

produced. Hence, the economy of green leaf producers and other dependents on tea in

the low country is at stake in the event of production losses due to climate change. When

the benefits and risks of climate change are carefully considered, the economy of

smallholders in the mid country region also seems to be not very attractive in years to

come. A number of corporate sector estates also manage a sizeable extent of tea lands

(more than 12,500ha) in the low country providing employment to a large number of

families. The current productivity levels of these tea lands are lower than that of the up

country and there is an increasing trend of converting poor yielding tea lands into other

uses or managing them with lesser inputs. Such situations may become intense in years

to come as a consequence of climate change (Samansiri et al., 2011).

The other important factor that needs to be given greater attention is that the higher

destiny of tea lands in those vulnerable regions. As per the surveys conducted in 2005,

the total extent of tea smallholdings in the low country districts itself was more than

84,000ha, which would have been further expanded by now (Anon, 2005). Some of the

tea lands are on slopes that are highly erodible. In the event that the tea growers abandon

or convert those tea lands into short duration crops due to lack of profits on tea, there can

be serious environmental issues such as soil erosion. Frequent soil tilling for crop

rotations/re-planting etc., and application of more chemicals to control pest and diseases

will be very common in future. Such changes in the farming systems can threaten the

ecological balance of the village environment in the event that proper plans for adapting

to climate change are not implemented.
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Figure 9
Present Day Tea Research Institute, Talawakelle

The main challenges in the tea sector include:

• Ever  increasing  input  costs such  as  agro-chemicals,  machinery,  fuel  and
processing items

• Increasing Cost of production (COP) which cannot negate the existing Net
sales average (NSA)

• Unusual yield decline in both corporate and smallholder sectors in all tea
growing regions

• Aging of tea bushes and degradation of teas lands due to lack of replanting

• Heavy cost component of workers owing to costly measures in mitigating
worker out migration, wage hikes and social costs

• Mandatory certifications for production and processing to satisfy
international food, environment and worker safety requirements

• Strengthening of food safety and hygiene protocols specific to tea

• Insufficient penetration into new markets and inability to maintain / retain
market shares

• Changing climate and unusual weather conditions in different planting
regions

Source:  Authors.
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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The Institute conducts research on the following thematic areas to address the needs of

the tea industry.

Crop Improvement

The sustainability and profitability of the tea industry depend primarily on the

availability of planting materials (good  cultivars).  It  is  important  to  develop  planting

material incorporating high yield, quality and other desirable traits (to mitigate the

impact of climate changes and pest and disease problems) under different environmental

conditions. The ongoing conventional tea breeding programme is currently being

strengthened through a more holistic and  multidisciplinary research approach. Recent

efforts made to integrate biotechnological advances to accelerate the crop improvement

programme have been successful. The time taken for new cultivar development has been

reduced by using tissue culture techniques, and molecular marker techniques have been

developed to increase the precision of disease screening protocols.

Land Productivity Improvement

Poor soil fertility status, low bush density (greater number of vacancies), debilitated tea

bushes and lack of inputs are a few of the common causes of low productivity of tea

lands.  The TRI has been working and continues to work with other research

organizations on the development of novel approaches to improve soil fertility such as

bio filmed bio fertilizers, slow releasing fertilizers etc. With the purpose of saving billions

of Rupees expended on the import of fertilizer and to minimize the usage of synthetic

fertilizers  in  tea  plantations,  a  site-specific  fertilizer  recommendation  has  been

introduced by the Institute. The adoption of Good Agricultural Practices (GAPs) is

important in order to improve land  productivity.  To facilitate  this,  the  Institute  has

introduced a package of GAPs including, rehabilitation, and burial of pruning,

diversification and shade management.

Impact of Climate Change, Adaptation and Mitigation

The TRI has a proactive role and approach in the investigation and analysis of global

climate change, the mapping of vulnerable tea growing regions and forecasting the

impact of climate change on the tea industry in Sri Lanka. Several projects are in progress

to quantify the impact of climate change on the productivity of tea in different tea growing

regions, and to mitigate adverse effects.   The effects of global climate change are expected
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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to have a disturbingly grave impact on Low-grown, Mid- grown  and  Uva  tea lands due

to  extremely  variable  temperature  and  rainfall.  To mitigate this, more emphasis

should be placed on soil conservation measures. The Institute continues its research on

the physiological responses of tea to global climate change, its effect on pest and disease

incidence and carbon sequestration.

Mechanization of Field Practices

Tea is one of the most labour intensive agricultural crops in Sri Lanka and a shortage of

trained labour is of serious concern in all tea growing regions in the country. In order to

address this problem, the Institute has made specific attempts to mechanize operations

with the introduction of user friendly ergonomically designed machines such as the TRI

Shear Harvester. With the development of new technology, the quality of the end product,

terrain of fields, capital and running cost, manoeuvrability and requirement or availability

of skilled labour have been specifically taken into consideration.

Crop Management

Tea  being perennial  and  monocultural,  accommodates  a  variety  of  pests  and

diseases. The Institute has been working on the development of integrated crop protection

approaches - i.e. development of improved formulations of Plant Protection Products

(PPPs), screening biological control agents for reducing pests and the impact of elicitors

in inducing defense mechanisms against pests and diseases. These approaches would

be useful in reducing costs, minimising usage of pesticides and to ensure worker safety

and health.   As tea is a beverage crop, the final commodity has to conform to

internationally accepted standards with respect to consumer preference and safety, and

tea production procedures etc.   It is therefore important to maintain Maximum Residue

Levels (MRLs) of made tea within permissible limits.  The minimum and effective usage

of pesticides would be extremely useful in the maintenance of MRLs.

Tea Processing Technology

The  optimization  of  the  tea  manufacturing  process  ensures  both  good  quality end

product and high prices. As a pioneer of developing tea machinery, the Institute continues

to research on development and modifications of tea machinery to serve the needs of the

industry. The tea industry consumes about 3% of the total electricity of the country

(Anon, 2014, p. 1).  Amongst  industries  countrywide,  it  stands  out  as  the  largest  user,
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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and consumes about 225-250 Giga watt hours per annum (Anon, 2014, p. 1). Therefore,

measures have been taken to develop or test alternative energy sources to face any possible

future energy crisis.

Value Added Tea Products

Sri Lanka continues to export majority of its tea production in bulk form. Therefore, the

production of more value added products will help increase income earned by the tea

industry. The development of new products from tea (carbonated tea, instant tea etc.)

will help attract diverse segments of consumers especially in  today's  context  of

convenience  and  younger  generation  preferences. Product diversification (tea wine,

tea protein) could expand the market potential of tea. Moreover, value addition, product

development and product diversification would generate new job opportunities in the

country.

Health Benefits of Tea

The study of health promoting effects of tea has become an area of vital importance in

tea. Information on health benefits of tea could be used as a strong marketing tool. There

are many health claims attributed to tea but some of them have not been studied locally.

In this context, the study on antioxidant properties of tea and its individual components

have become important research areas.

Resource Planning

Tea is a highly labour intensive crop and more than 60 %of the total cost of production

is  allocated  for  labour  related  costs (Shyamalie, 2012, p.7).  Due  to  changing

aspirations,  an evolving educated workforce, the search for better working conditions

and the possibility of a better lifestyle outside the tea sector - a shortage of workers is

posing a challenge to  the  tea  industry.  Created  by  out  migration,  chronic  absenteeism

of  registered, resident estate workers and a general aversion to plantation workers in

villages, this may  lead  to  serious  impact  on  lowering  the  productivity  of  tea.  It  is  an

urgent requirement of the industry to seek out appropriate measures to reverse this

situation. The Institute has initiated the development of socio- economically viable

alternative worker deployment models (outgrower systems). This has been a long-felt

need of the industry and these models would ensure economic stability and improve the

security for tea workers.
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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Also, it is important to utilize land resources available in tea estates efficiently to make

plantations sustainable. Geographic information system (GIS) is a powerful tool for

spatial analysis. This new technology assists in the reduction of time and cost of planners

in the organization of data in arriving at precise conclusion and decisions. The major

national objective of the tea industry is to utilize available lands on estates towards

sustainable development by ensuring land use efficiency with proper soil conservation

measures and environmental protection. In addition to this, the producers' objective is to

manage tea estates to maximize profits. Therefore, the overall objective of application of

GIS in the tea sector is to identify suitable strategic land use development plans and to

introduce precision farming technologies couple with efficient planning and monitoring

of plantations to maximize profitability. GIS generates micro level tea information system

focusing on researchers, estate managers or management companies and several other

authorities who have interests in the tea industry.

Technology Dissemination

The Institute's Advisory and Extension Division administers the extension function

(technology transfer and dissemination) and serves as a primary source of tea technology

and related information to tea growers. The Division has been working on developing

new extension methodologies to effectively disseminate knowledge among tea growers

(Anon, 2013, pp. 74-90).

8. Conclusion

The TRI has as its core mission the achievement of excellence in tea research, provision

of technological guidance to the tea industry for the improvement of the socio-economic

status of Sri Lanka and to ensure that Sri Lankan tea is the most preferred tea in the

world.  The Institute has identified  major challenges in the tea sector  and in consultation

with stakeholders, policy makers and scientists  have taken action to prioritize research

areas for addressing such needs. In addition to this, TRI developed a corporate plan to

conduct research under nine thematic areas on all aspects of tea from cultivation to

processing. The TRI was responsible for major breakthroughs in the tea industry

throughout its 92 year journey and continues to stand as the mainstay of the country's

tea enterprise.
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.

129

        The Tea Research Institute of Sri Lanka and Its Contribution to Tea Research

References

Abeysinghe, I. S. B. (2003). The Chemistry and Biochemistry of Tea: 75 Years of Research.
In W. W. Modder (Ed.), Twentieth Century Tea Research in Sri Lanka (pp. 205-
236). Talawakelle: Tea Research Institute of Sri Lanka.

Amarakoon, T., Huang, S. H., & de Silva, R. (2007). Therapeutic Applications of Ceylon
Tea: Potential and Trends. In Y. T. Zhu (Ed.), Natural Products, Essential Re-
sources for Human Survival (pp. 377-417). Singapore: World Scientific Pub-
lishing Co.

Anon (2013). Corporate Plan 2013-2017, Talawakelle: Tea Research Institute of Sri Lanka.

Anon (2014). Summary Report - Energy Management Programme in Tea Sector. Colombo: Sri
Lanka Sustainable Energy Authority.

Anon  (2017). Synopsis of the Contributions of Tea Research Towards the Sustainable Develop-
ment of the Tea Industry in Sri Lanka. Talawakelle: Tea Research Institute of Sri
Lanka.

Balasuriya, A. (2003). 75 Years of Research and Development in Plant Pathology. In: W.
W. Modder, Twentieth Century Tea Research in Sri Lanka (pp. 165-204).
Talawakelle: Tea Research Institute of Sri Lanka.

Forrest, D. M. (1967). A Hundred Years of Ceylon Tea 1867-1967. London: Chatto and
Windus.

Galahitiyawa, G. L., Chamindra M. A., & Sripalika, K. B. (2016). Development of Self-
Cleaning Mechanism for Grading Orthodox Leafy Teas in a Reciprocating
Type Sifter. In V. R. Vidhanaarachchi, H. M. Herath, M. K. Meegahakumbura,
A. D. Kumara & M. K. Nadeesha (Eds.), Proceedings of the 6th Symposium of
Plantation Crop Research Vol. 2 (pp. 65-77). Lunuwila: Coconut Research In-
stitute.

Gunasekare, M. T. (2012). Tea Plant (Camellia Sinensis) Breeding in Sri Lanka. In L.
Chen, Z. Apostolides and Z. Chen (Eds.), Global Tea Breeding-Achivements,
Challenges and Perspectives (pp. 125-176). Hangzhou: Springer-Verlag Berlin
Heidelberg/Zhejiang press.

Hettiarachchi, L.S., Gunaratne, G. P., & Anandacumaraswamy,  S. (2003). Tea Fertiliza-
tion in Sri Lanka. In W. W. Modder (Ed.), Twentieth Century Tea Research in Sri
Lanka (pp. 73-110). Talawakelle: Tea Research Institute of Sri Lanka.

Ranaweera, K. K., Gunasekare, M. T., & Eeswara, J. P. (2013). Ex vitro rooting: A Low
Cost Micropropagation Technique for Tea (Camellia Sinensis (L.) O Kuntze)
Hybrids. Scientia Horticulturae, 155, 8-14.

Mewan, K. M., Abeysinghe, I. S., Saha, M. C., Pang, Y., Karunanayake, E. H., Tirimanne,
T. L., et. al (2012). Development of Genomic and EST Microsatellite Markers
and their Usefulness in Genetic Conservation and Improvement of Tea (Ca-
mellia Sinensis L). Sri Lanka Journal of Tea Science, 77(1/2), pp.  22-44.

140

M. A. Wijeratne

absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.



130

M. A. B. Ranatunga and I. Sarath B. Abeysinghe

Modder, W. W. (2003). Editorial Forword.  In W. W. Modder (Ed.), Twentieth Century Tea
Research in Sri Lanka (pp. v-xi). Talawakelle: Tea Research Institute of Sri
Lanka, Sri Lanka.

Mohotti, J., Sithakaran, V.,  & Anandacoomaraswamy, A. (2003). Physiological Studies
on the Tea Plant: Sri Lankan Contributions. In: W. W. Modder (Ed.), Twenti-
eth Century Tea Research in Sri Lanka (pp. 21-36). Talawakelle: Tea Research
Institute of Sri Lanka.

Pethiyagoda, U., & Rajendram,  N. S. (1965). The Determination of Leaf Areas in Tea. Tea
Quarterly, 36(2), pp. 48-58.

Shyamalie, H. (2012). An Economic Analysis of Sri Lankan Tea Industry. Tea Bulletin, 21
(1), 1-12.

Singh, I. D., Shanmugarajah, V. , Gunasekera, M. T. K.,  Ratnayake, M., Sritharan, U.,
& Gunadasa, S. W. (2003). Twentieth Century Tea Research in Sri Lanka. In
W.W. Modder, Twentieth Century Tea Research in Sri Lanka (pp. 37-48).
Talawakelle: Tea Research Institute of Sri Lanka.

Vitharana, S. I. (2003). 75 Years of Research in Tea Entomology. Acarology and Nematol-
ogy. In W.W. Modder, Twentieth Century Tea Research in Sri Lanka (pp. 111-
164). Talawakelle: Tea Research Institute of Sri Lanka.

Wimaladharma, S. (2003). Tea Cultivation, The Tea Research Institute and its Extension
Services: Progress from 1925 to 2000. In W.W. Modder, Twentieth Century Tea
Research in Sri Lanka (pp. 1-20). Talawakelle: Tea Research Institute of Sri
Lanka.

131

Climate Change and Its Implications on Tea Industry in Sri Lanka

7
Climate Change and Its Implications on the

Tea Industry in Sri Lanka

M. A. Wijeratne

1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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interventions required for successful implementation of the adaptation strategies in tea

lands are highlighted.

2.  What is Climatic Change and How It Affects Tea Production?

Climate refers to the meteorological condition mainly rainfall, temperature, wind etc., in

a given region experienced over a long period of time.  Significant deviation in climatic

conditions is known as ‘Climate Change’. The earth receives solar radiation passing

through the atmosphere and as a result, it is warmed up supporting the growth of flora

and fauna, which are adapted to varying temperature regimes. Part of the solar radiation

absorbed by the earth surface is re-emitted to the atmosphere and some of the outgoing

radiations (infrared radiation) is trapped and returned towards the earth by various gas

molecules such as CO
2
, Methane (CH

4
), Nitrous Oxide (N

2
O), Ozone (O

3
),

Chlorofluorocarbons (CFCs) etc., known as Green House Gases (GHGs) by which process

the temperature of the earth and the atmosphere is further increased. This phenomenon

is referred to as ‘Global Warming’. The concentration of GHGs in the atmosphere has

been rising due to anthropogenic activities such as opening of industries, burning of

fossil fuel, land use changes, deforestation and forest degradation etc., since industrial

revolution (Intergovernmental Panel on Climate Change [IPCC], 2013). The increase of

GHGs in the atmosphere has contributed to the heating up of the environment by 0.4-0.5
oC above the temperatures prevailed over the pre-industrial era (IPCC, 2013). This is a

continuous process. As such, the ambient temperatures are predicted to rise further in

years to come. Consequently, the quantity and distribution of rainfall, which are

considered to be decisive factors for the agriculture systems in the world have been

significantly affected. While some plant species can adapt to the changes in climatic

conditions such as temperature and rainfall, some are vulnerable to such changes.

Therefore, the subject of climate change has received greater attention of policy makers,

scientists as well as the general public.

2.1 Global Projections for Future Climate

As per global projections (IPCC, 2013), the mean ambient temperature rise of the

atmosphere for the period between 2046 and 2065 will be in the range of 1-2oC whereas

for the 2081-2100 period, it will be nearly 1-3.7oC. The temperature rise for the Asian

region can be as high as 2-3oC during the latter period. More warm days and warm

nights are also expected due to climate change. Further, the rainfall can also increase by
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Figure 3
Tea Production at Different Elevations in Sri Lanka

Source: Annual Reports of the Central Bank of Sri Lanka (1980-2016).
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Food Standards Governing the Tea Value Chain in Sri Lanka:

Benefits, Costs and Challenges

Janaka Wijayasiri1

1. Introduction

The standards environment has transformed recently, displaying four main trends:

increasing stringency of public mandatory standards, increasing importance of private

standards, a shift from product standards to process standards, and the increasing

scope of standards (Humphrey and Memodovic, 2006). These developments have affected

the tea industry in Sri Lanka. Currently, the industry not only has to meet public quality

and safety standards which are mostly mandatory but also private standards set by the

buyers and/or third party organisations abroad. These private standards are more

complex than the public standards going beyond quality and safety concerns (Fulponi,

2006 & 2007; Martinez and Poole, 2004; Organization for Economic Cooperation and

Development [OECD], 2006). Though voluntary, private standards are increasingly

important for supplying certain overseas buyers and markets.

This chapter discusses the perceptions of the main stakeholders (tea producers,

manufacturers and exporters) in Sri Lanka regarding the food standards governing the

tea value chain . More specifically, Section 2 provides an overview of the main food

standards governing tea production, manufacturing, auctioning and exporting tea.

Section 3 identifies the main costs and benefits associated with the standards while

Section 4 highlights the challenges for the government and private sector in promoting

standards. Section 5 summarises the main findings of the chapter.

1 This chapter is based on information collected through stakeholder interviews and direct observations
in the field over during December 2010-June 2011, January-February 2012, which was conducted for
PhD dissertation on 'Implications of Food Standards on Governance in the Tea Industry in Sri
Lanka: A Value Chain Analysis' (Wijayasiri, 2013).

140

M. A. Wijeratne

absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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Tea Industry in Sri Lanka

M. A. Wijeratne

1. Introduction

Growth of crops depends on many factors including soil, environment and crop

management. Of the environmental factors, temperature and rainfall are the two key

yield determinants of crops grown under the tropical climate, as sunlight is abundant.

This is true for tea as well (Devanathan, 1975; Kandiah and Thevadasan, 1980). Moreover,

temperature has close associations with pests and disease infestations as it directly

influence population dynamics of micro-organisms, insect pests and weeds. Water

availability, excess water and aeration etc., in soil vary with quantity and distribution of

rainfall and evaporative demand of the environment. Crop yields including tea under

non-irrigated conditions are largely affected by such factors. Moreover, soil conditions

also determine the availability of moisture and plant nutrients. As chemical constituents

of tea leaf vary with climatic conditions, there is also a possibility of changing the

quality characteristics of made tea (final product) due to climate change. Hence, analysis

of the impacts of climate change, identification of vulnerable regions and implementing

most appropriate adaptation measures to minimize adverse impacts and/or maximize

beneficial effects of climate change on tea, are of prime importance for sustainable

development of the tea industry.

This chapter provides information on the climate change (global warming), future

projections and its relevance to the tea industry in Sri Lanka. It also discusses

characteristics of rainfall and temperature in different tea growing regions and the trends

observed during the last several decades. Details on the possible impacts of rainfall,

temperature and Carbon Dioxide (CO
2
) on growth and yield of tea, pests and disease

infestations and soil degradation are also discussed. In addition, some important policy
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interventions required for successful implementation of the adaptation strategies in tea

lands are highlighted.

2.  What is Climatic Change and How It Affects Tea Production?

Climate refers to the meteorological condition mainly rainfall, temperature, wind etc., in

a given region experienced over a long period of time.  Significant deviation in climatic

conditions is known as ‘Climate Change’. The earth receives solar radiation passing

through the atmosphere and as a result, it is warmed up supporting the growth of flora

and fauna, which are adapted to varying temperature regimes. Part of the solar radiation

absorbed by the earth surface is re-emitted to the atmosphere and some of the outgoing

radiations (infrared radiation) is trapped and returned towards the earth by various gas

molecules such as CO
2
, Methane (CH

4
), Nitrous Oxide (N

2
O), Ozone (O

3
),

Chlorofluorocarbons (CFCs) etc., known as Green House Gases (GHGs) by which process

the temperature of the earth and the atmosphere is further increased. This phenomenon

is referred to as ‘Global Warming’. The concentration of GHGs in the atmosphere has

been rising due to anthropogenic activities such as opening of industries, burning of

fossil fuel, land use changes, deforestation and forest degradation etc., since industrial

revolution (Intergovernmental Panel on Climate Change [IPCC], 2013). The increase of

GHGs in the atmosphere has contributed to the heating up of the environment by 0.4-0.5
oC above the temperatures prevailed over the pre-industrial era (IPCC, 2013). This is a

continuous process. As such, the ambient temperatures are predicted to rise further in

years to come. Consequently, the quantity and distribution of rainfall, which are

considered to be decisive factors for the agriculture systems in the world have been

significantly affected. While some plant species can adapt to the changes in climatic

conditions such as temperature and rainfall, some are vulnerable to such changes.

Therefore, the subject of climate change has received greater attention of policy makers,

scientists as well as the general public.

2.1 Global Projections for Future Climate

As per global projections (IPCC, 2013), the mean ambient temperature rise of the

atmosphere for the period between 2046 and 2065 will be in the range of 1-2oC whereas

for the 2081-2100 period, it will be nearly 1-3.7oC. The temperature rise for the Asian

region can be as high as 2-3oC during the latter period. More warm days and warm

nights are also expected due to climate change. Further, the rainfall can also increase by
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Figure 3
Tea Production at Different Elevations in Sri Lanka

Source: Annual Reports of the Central Bank of Sri Lanka (1980-2016).
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Source: Anon, 2016 and Department of Agriculture, 2003.
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Food Standards Governing the Tea Value Chain in Sri Lanka:

Benefits, Costs and Challenges

Janaka Wijayasiri1

1. Introduction

The standards environment has transformed recently, displaying four main trends:

increasing stringency of public mandatory standards, increasing importance of private

standards, a shift from product standards to process standards, and the increasing

scope of standards (Humphrey and Memodovic, 2006). These developments have affected

the tea industry in Sri Lanka. Currently, the industry not only has to meet public quality

and safety standards which are mostly mandatory but also private standards set by the

buyers and/or third party organisations abroad. These private standards are more

complex than the public standards going beyond quality and safety concerns (Fulponi,

2006 & 2007; Martinez and Poole, 2004; Organization for Economic Cooperation and

Development [OECD], 2006). Though voluntary, private standards are increasingly

important for supplying certain overseas buyers and markets.

This chapter discusses the perceptions of the main stakeholders (tea producers,

manufacturers and exporters) in Sri Lanka regarding the food standards governing the

tea value chain . More specifically, Section 2 provides an overview of the main food

standards governing tea production, manufacturing, auctioning and exporting tea.

Section 3 identifies the main costs and benefits associated with the standards while

Section 4 highlights the challenges for the government and private sector in promoting

standards. Section 5 summarises the main findings of the chapter.

1 This chapter is based on information collected through stakeholder interviews and direct observations
in the field over during December 2010-June 2011, January-February 2012, which was conducted for
PhD dissertation on 'Implications of Food Standards on Governance in the Tea Industry in Sri
Lanka: A Value Chain Analysis' (Wijayasiri, 2013).
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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2. Food Standards Governing the Tea Value Chain in Sri Lanka

There are numerous public and private standards which affect the tea value chain in Sri

Lanka as shown in Table 1.

In cultivating tea, producers are required to follow recommendations and guidelines set

out by the Tea Research Institute (TRI) with regard to Good Agricultural Practices (GAPs).

In addition, plantations have obtained third party audited certifications under private

standards, such as Ethical Tea Partnership (ETP), Fair Trade, GlobalGAP, Organic, and

Source: Interviews.

Table 1
Food Safety and Quality Standards in the Sri Lankan Tea Value Chain

Standards Tea Value Chain in Sri Lanka 

 i) Cultivation

 

ii) Manufacturing

 

iii) Auction

 

iv) Export 

 

Public  GAP GMP ISO3720 ISO3720 

 (Mandatory)   Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Public   CQC-QMS  Lion Logo 

 (Voluntary)  SLSI-SLTB product 

certification 

  

   5S   

  ISO9001 ISO9001 ISO9001 

  HACCP HACCP HACCP 

  ISO22000 ISO22000 ISO22000 

Private  ETP ETP   

 (Voluntary) GlobalGAP    

  RA RA   

  Fair Trade Fair Trade Fair Trade Fair Trade 

  Organic Organic Organic Organic 

     BRC 

     Private Codes of 

Conduct 
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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about 10-20% during the 2081-2100 period. Dry periods are projected to be extended and

the intensity of drought will likely to be increased at the end of the century. The local

experience of the climatologist is that the rainfall increase could be largely attributed to

increase in rainfall intensity during peak rainy seasons in Sri Lanka. As a result, wet

periods will be wetter and dry periods will become drier in years to come than those at

present. Increase in rainfall intensity will not effectively contribute to improve soil

moisture levels in tea lands due to sloping nature of terrains and poor soil conditions.

Increasing rainfall variability is also a result of climate change. With the continued

anthropogenic activities, the CO
2 
levels are ever increasing. It has been reported that the

CO
2
 concentration had been increasing at a rate of 1.9-2.01 ppm/yr during the 2002-

2011 period (IPCC, 2013).

2.2 Soil and Climatic Conditions Favourable for Tea Cultivation

The level of impacts of climate change on crop production depends on soil and climatic

requirements of the crops. The tea crop prefers acidic soil conditions with a pH in the

range of 4.5-5.5. Better growth of tea is found in deep, permeable and well-drained soils.

Gravelly (more than 50% gravel) and shallow soils (depth of less than 50 cm) limit

growth of tea (Watson, 1986).

Evenly distributed annual rainfall of 2,500-3,000 mm is considered optimal and a monthly

rainfall 100mm/month is considered minimal for tea cultivation (Watson, 1986).

However, the recent studies have shown that the optimum rainfall requirement of tea

can vary from 223-417 mm/month among different Agro-Ecological Regions (AERs) in

Sri Lanka (Wijeratne et al., 2007). This can be attributable to soil degradation and other

changes in climatic conditions influencing evapo-transpiration in different regions.

Extreme wet weather periods (heavy rainfall events and overcast condition) are also

harmful to tea cultivation, mainly because of soil erosion, lack of sunshine and presence

of humid conditions favouring fungal disease infestations.

Ambient temperature in the range of 18-25oC is considered very conducive for tea

cultivation and temperatures below 13oC and above 30oC are reported to reduce growth

(Carr, 1972; Watson, 1986; Carr and Stephens, 1992). With the recent investigations at

the TRI,  the highest tea yields in Sri Lanka were found when the ambient temperatures

are around 22oC (Wijeratne et al., 2007).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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4.5 Impacts on Livelihood of Stakeholders and the Environment

The anticipated production losses due to climate change in the low country tea growing

regions poses a threat to the livelihood of tea growing community and others who are

engaged in tea related businesses. Around three fourths of tea smallholders in the country

(close to 300,000) are living in Ratnapura, Galle, Matara, Kalutara and part of Kegalle

District of the low country tea growing region. Most of them are residents in villages far

away from main cities and tea is the main income source of the family. Additionally, a

large number of people in these districts are engaged in tea related businesses such as

bought leaf collection and supplying of agricultural inputs. Some are engaged in

contractual field operations. Tea factories also provide a sizeable number of employment

to the village community. Soil degradation, poor fertilizer use efficiency and pest and

disease incidences under climate change add more cost to every kilo of green leaf

produced. Hence, the economy of green leaf producers and other dependents on tea in

the low country is at stake in the event of production losses due to climate change. When

the benefits and risks of climate change are carefully considered, the economy of

smallholders in the mid country region also seems to be not very attractive in years to

come. A number of corporate sector estates also manage a sizeable extent of tea lands

(more than 12,500ha) in the low country providing employment to a large number of

families. The current productivity levels of these tea lands are lower than that of the up

country and there is an increasing trend of converting poor yielding tea lands into other

uses or managing them with lesser inputs. Such situations may become intense in years

to come as a consequence of climate change (Samansiri et al., 2011).

The other important factor that needs to be given greater attention is that the higher

destiny of tea lands in those vulnerable regions. As per the surveys conducted in 2005,

the total extent of tea smallholdings in the low country districts itself was more than

84,000ha, which would have been further expanded by now (Anon, 2005). Some of the

tea lands are on slopes that are highly erodible. In the event that the tea growers abandon

or convert those tea lands into short duration crops due to lack of profits on tea, there can

be serious environmental issues such as soil erosion. Frequent soil tilling for crop

rotations/re-planting etc., and application of more chemicals to control pest and diseases

will be very common in future. Such changes in the farming systems can threaten the

ecological balance of the village environment in the event that proper plans for adapting

to climate change are not implemented.
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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2. Food Standards Governing the Tea Value Chain in Sri Lanka

There are numerous public and private standards which affect the tea value chain in Sri

Lanka as shown in Table 1.

In cultivating tea, producers are required to follow recommendations and guidelines set

out by the Tea Research Institute (TRI) with regard to Good Agricultural Practices (GAPs).

In addition, plantations have obtained third party audited certifications under private

standards, such as Ethical Tea Partnership (ETP), Fair Trade, GlobalGAP, Organic, and

Source: Interviews.

Table 1
Food Safety and Quality Standards in the Sri Lankan Tea Value Chain

Standards Tea Value Chain in Sri Lanka 

 i) Cultivation

 

ii) Manufacturing

 

iii) Auction

 

iv) Export 

 

Public  GAP GMP ISO3720 ISO3720 

 (Mandatory)   Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Public   CQC-QMS  Lion Logo 

 (Voluntary)  SLSI-SLTB product 

certification 

  

   5S   

  ISO9001 ISO9001 ISO9001 

  HACCP HACCP HACCP 

  ISO22000 ISO22000 ISO22000 

Private  ETP ETP   

 (Voluntary) GlobalGAP    

  RA RA   

  Fair Trade Fair Trade Fair Trade Fair Trade 

  Organic Organic Organic Organic 

     BRC 

     Private Codes of 

Conduct 
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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about 10-20% during the 2081-2100 period. Dry periods are projected to be extended and

the intensity of drought will likely to be increased at the end of the century. The local

experience of the climatologist is that the rainfall increase could be largely attributed to

increase in rainfall intensity during peak rainy seasons in Sri Lanka. As a result, wet

periods will be wetter and dry periods will become drier in years to come than those at

present. Increase in rainfall intensity will not effectively contribute to improve soil

moisture levels in tea lands due to sloping nature of terrains and poor soil conditions.

Increasing rainfall variability is also a result of climate change. With the continued

anthropogenic activities, the CO
2 
levels are ever increasing. It has been reported that the

CO
2
 concentration had been increasing at a rate of 1.9-2.01 ppm/yr during the 2002-

2011 period (IPCC, 2013).

2.2 Soil and Climatic Conditions Favourable for Tea Cultivation

The level of impacts of climate change on crop production depends on soil and climatic

requirements of the crops. The tea crop prefers acidic soil conditions with a pH in the

range of 4.5-5.5. Better growth of tea is found in deep, permeable and well-drained soils.

Gravelly (more than 50% gravel) and shallow soils (depth of less than 50 cm) limit

growth of tea (Watson, 1986).

Evenly distributed annual rainfall of 2,500-3,000 mm is considered optimal and a monthly

rainfall 100mm/month is considered minimal for tea cultivation (Watson, 1986).

However, the recent studies have shown that the optimum rainfall requirement of tea

can vary from 223-417 mm/month among different Agro-Ecological Regions (AERs) in

Sri Lanka (Wijeratne et al., 2007). This can be attributable to soil degradation and other

changes in climatic conditions influencing evapo-transpiration in different regions.

Extreme wet weather periods (heavy rainfall events and overcast condition) are also

harmful to tea cultivation, mainly because of soil erosion, lack of sunshine and presence

of humid conditions favouring fungal disease infestations.

Ambient temperature in the range of 18-25oC is considered very conducive for tea

cultivation and temperatures below 13oC and above 30oC are reported to reduce growth

(Carr, 1972; Watson, 1986; Carr and Stephens, 1992). With the recent investigations at

the TRI,  the highest tea yields in Sri Lanka were found when the ambient temperatures

are around 22oC (Wijeratne et al., 2007).
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.
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4.5 Impacts on Livelihood of Stakeholders and the Environment

The anticipated production losses due to climate change in the low country tea growing

regions poses a threat to the livelihood of tea growing community and others who are

engaged in tea related businesses. Around three fourths of tea smallholders in the country

(close to 300,000) are living in Ratnapura, Galle, Matara, Kalutara and part of Kegalle

District of the low country tea growing region. Most of them are residents in villages far

away from main cities and tea is the main income source of the family. Additionally, a

large number of people in these districts are engaged in tea related businesses such as

bought leaf collection and supplying of agricultural inputs. Some are engaged in

contractual field operations. Tea factories also provide a sizeable number of employment

to the village community. Soil degradation, poor fertilizer use efficiency and pest and

disease incidences under climate change add more cost to every kilo of green leaf

produced. Hence, the economy of green leaf producers and other dependents on tea in

the low country is at stake in the event of production losses due to climate change. When

the benefits and risks of climate change are carefully considered, the economy of

smallholders in the mid country region also seems to be not very attractive in years to

come. A number of corporate sector estates also manage a sizeable extent of tea lands

(more than 12,500ha) in the low country providing employment to a large number of

families. The current productivity levels of these tea lands are lower than that of the up

country and there is an increasing trend of converting poor yielding tea lands into other

uses or managing them with lesser inputs. Such situations may become intense in years

to come as a consequence of climate change (Samansiri et al., 2011).

The other important factor that needs to be given greater attention is that the higher

destiny of tea lands in those vulnerable regions. As per the surveys conducted in 2005,

the total extent of tea smallholdings in the low country districts itself was more than

84,000ha, which would have been further expanded by now (Anon, 2005). Some of the

tea lands are on slopes that are highly erodible. In the event that the tea growers abandon

or convert those tea lands into short duration crops due to lack of profits on tea, there can

be serious environmental issues such as soil erosion. Frequent soil tilling for crop

rotations/re-planting etc., and application of more chemicals to control pest and diseases

will be very common in future. Such changes in the farming systems can threaten the

ecological balance of the village environment in the event that proper plans for adapting

to climate change are not implemented.
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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Very low as well as very high solar radiation limits tea production (Mohotti & Lawlor,

2002 ). Sometimes, tea canopy receives very high levels of solar radiation (PAR>2000

mol m-2 s-1), but only 60% of such solar radiation is used by the tea plant. A tea leaf can

become light saturated at light intensities of around 700-1000 mol m-2 s-1 (Wijeratne et

al., 2004). Hence, shade trees play a key role in modifying micro-climatic conditions in

tea lands.

3. Climatic Conditions in Tea Growing Regions

Based on elevation, tea growing area has been historically divided into three regions viz.

Low country (below 600 m above mean sea level; amsl), Mid country (600-1200 m amsl)

and Up country (above 1200 m amsl). However, the national classification of climatic

zones uses different elevation categories viz., below 300 m amsl, 300-900 m amsl and

above 900 m amsl respectively, for the same regions. According to the latter classification,

there are 46 AERs in Sri Lanka categorized based on elevation and rainfall. Of them,

Low country Wet zone (WL), Mid country Wet zone (WM), Up country Wet zone (WU),

Mid country Intermediate zone (IM) and Up country Intermediate zone (IU) have varying

extents of tea lands (See Box 1).  Altogether, there are 25 tea growing AERs (see Fig. 4).

These AERs offer soil and climatic conditions described elsewhere (section 2.2) that are

conducive for growth of tea. The ambient temperature reduces with increase in elevation.

The lowest temperatures are found in Nuwara Eliya (WU3), where the minimum and

maximum ambient temperatures are approximately 12oC and 20oC respectively. The

hottest tea growing areas are in WL regions (low elevation) where the minimum and

maximum ambient temperatures are around 23oC and 32oC, respectively. Those

temperatures of tea growing regions in the mid elevation are around 20oC and 29oC

respectively (Anon, 2016). Although temperature difference among AERs in a given

elevation is not very wide, that of rainfall varies significantly. Some of the main

characteristics of rainfall of these AERs are summarized below and the mean annual

rainfalls (rainfall surface) received by different tea growing AERs during 1961-2010 are

given in Figure 1.

146

M. A. Wijeratne

Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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Box 1
Climatic Zones of Tea

Low country Wet zone
The AERs cultivating tea in the low country wet zone are WL1a, WL1b and

WL2a. Of them, WL1a is the wettest regions with a 75 % expectancy (pe) of

>3,200 mm annual rainfall followed by WL2 regions with a 75 pe of >2,200 mm.

January and February months have low rainfall (<100mm/month) and hence,

tea lands with shallow soils in these regions are very susceptible to drought

damage (Anon, 2003).

Mid country Wet zone
There are 6 AERs with tea cultivations in the mid country wet zone i.e. WM1a,

WM1b, WM2a WM2b, WM3a and WM3b. The WM1 regions have a 75 pe of

>3,300 mm annual rainfall which decreases to around >1,400 mm in WM3.

January to March of WM2 regions are dry months with less than 100mm rainfall

expectancy. In the WM3b region, January-September months receive very low

rainfall (Anon, 2003).

Mid country Intermediate zone
There are 5 AERs with tea in the mid country intermediate zone viz. IM1a,

IM2a-b and IM3a and IM3c. The 75 pe of annual rainfall varies from >2,000mm

in IM1a to >1,600mm in IM2 while IM3 regions is characterized with very low

rainfall expectancy (>1,100 mm). These regions also experience very low rainfall

during May-September. Additionally, IM2 and IM3 regions receive less rainfall

during February-March (Anon, 2003).

Up country Wet zone
WU1, WU2a, WU2b and WU3 are the 4 AERs with tea lands in this zone. The

WU1 is the wettest AER with a 75 pe of >3,100 mm annual rainfall, followed in

decreasing order, by WU2 with a 75 pe value of >2,200 mm, and WU3 with a 75

pe value of >1,800 mm. In these AERs, January-March has monthly rainfall

expectancy of less than 100 mm (Anon, 2003).

Up country Intermediate zone
The tea growing AERs in the up country intermediate zone usually known as

Uva region are IU1, IU2, IU3a, IU3b-e. The 75 pe of annual rainfall for IU1 is

>2,400 mm, followed by IU2 with >2,100 mm, and IU3 with >1,300 mm. IU

regions experience the maximum rainfall during the period from October to

January. May to September period is a dry spell (<100 mm/month) characterized

by strong winds (Anon, 2003).

Source: Author.

137

Climate Change and Its Implications on Tea Industry in Sri Lanka

Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).

145

Climate Change and Its Implications on Tea Industry in Sri Lanka

appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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Figure 1
Mean Annual (Surface) Rainfall of Tea Growing AERs During 1961-2010

Source: Wijeratne and Chandrapala, 2013.

3.1 Rainfall Trends in Tea Growing Regions

Analysis of rainfall data in tea growing AERs over the period of 1961-2010 has shown

that there has been an overall reduction in the total annual rainfall mainly due to decline

in the South West Monsoon rainfall. Nevertheless, the First Inter-Monsoon (March-April)

rainfall had increased during 1990-2010 while the South-West monsoon rainfall

decreased over the same period (Wijeratne and Chandrapala, 2013).

3.2 Temperature Variations  in Tea Growing Regions

The maximum and minimum temperatures  of tea growing regions (except  maximum

temperature in Nuwara Eliya; WU3) have increased during the last few decades (Table

1). Analysis of seasonal temperature in tea growing regions has shown that the

temperature rise during 1961-2010 was in the range of 0.5-2oC in different seasons. Very

high temperatures  prevail during the First Inter-Monsoon period (March - April) at low

and mid elevations of the Wet zone. The lowest temperatures exist during the North East

Monsoon (NEM) at high elevations. Mid elevations of Intermediate zone record higher

temperatures during the South West Monsoon (SWM) period (Wijeratne and

Chandrapala, 2013).
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts



137

Climate Change and Its Implications on Tea Industry in Sri Lanka

Table 1
Variation of Annual Mean Temperature (oC/yr) During 1961-2010

Period (*Significant r2, p<0.05)

Location AER TemperatureoC/yr

Badulla (Max) IM 0.028*

Badulla (Min) IM 0.010*

Bandarawela (Max) IU 0.020*

Bandarawela (Min) IU 0.026*

Galle (Max) WL 0.024*

Galle (Min) WL 0.020*

Katugastota (Max) WM 0.015*

Katugastota (Min) WM 0.013*

Nuwara Eliya (Max) WU -0.001

Nuwara Eliya (Min) WU 0.023*

Source:  Wijeratne and Chandrapala, 2013.

4. Implications of Climate Change on Tea Industry in Sri Lanka

4.1 Impacts of Rising Temperatures

Physiological and growth processes of plants are largely temperature dependent and

same is true for tea. Shoot growth, transpiration and chemical constituents in tea leaves

are reportedly affected by changes in temperature. In addition, few other yield

determinants such as pest and disease infestations, weed growth, and soil organic matter

status in tea lands are also under the influence of temperature rise. Due to slow growth

rate, productivity (yield) of tea is less when the ambient temperatures are below the

optimum temperature of tea. In contrast, very high temperatures (above optimum) also

limit productivity due to ill effects on plant physiological processes.

Rising temperatures help increasing pest population with shorter life cycles. There is

also a possibility of shifting some pest and disease infestations to non-traditional areas

(presently free of such pest/diseases) as a result of climate change. In contrast, rising

temperatures may reduce frost damages in cooler regions (high elevations). When the

effects on soil factors are considered, rising temperatures burn more organic matter in

soil. Hence, global warming paves the way for accelerated soil degradation and reducing

the soil fertility status.
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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The temperature in tea growing regions in Sri Lanka reduces with increase in elevation.

Hence, regions with temperatures below the optimum (i.e. less than 22oC) are projected

to gain beneficial effects while those having temperatures either at optimum or above the

optimum (at present) could be adversely affected by climate change. By correlating tea

yield with mean temperatures in tea growing regions, Wijeratne, Anandacoomaraswamy,

Amarathunga, Ratnasiri, Basnayake and Kalra (2007) reported that rising ambient

temperatures up to 22oC enhance tea yield at the rate of 15.1 kg/ha/month/oC. However,

increase in temperature beyond 22oC reduces tea yields by 9.6 kg/ha/month/oC.

In the field experiment conducted using polythene tunnels, Wijeratne and Premathunga

(2015) found that the increase in present ambient temperatures (by about 2oC) in the low

country tea fields adversely affected the shoot population density and growth rates and

as a result, the yield was reduced by about 40%. Bud break was extended and some

auxiliary buds failed to produce new shoots under the elevated temperature condition.

With the changes in chemical constituents in tea leaves, the tea quality can also be

affected due to global warming (Nissanka, Wanasinghe and Wijeratne, 2011; Anon,

2014).

4.2 Impacts of Rainfall Changes

Well-distributed annual rainfall of 2500-3000 mm is considered ideal for tea cultivation.

Very low as well as very high rainfall events are undesirable for tea crop production.

Drought conditions lead to a drop in tea yield as a result of reduced shoot growth. Very

heavy rainfalls and extended overcast conditions also reduce shoot growth and yield of

tea. Although rainfall is projected to rise in the tropics, its poor distribution becomes a

limiting factor for growth of tea. Due to high variability of rainfall projected under climate

change, recurrence of dry weather at short intervals would be a common phenomenon

and the impacts of moisture stress can become severe with high temperature regimes.

Wijeratne et al., (2007) found that the effect of rainfall deficit (difference between optimum

and actual) on tea yield reduction was in the range of 29-81 kg/ha/month/100mm. Dry

weather has been the main cause of production losses of tea in Sri Lanka; low production

in some years such as 1992 and 2016 are good examples. Annual tea production in those

years reduced by around 61 million kg (26%) and 36 million kg (11%) respectively, in

comparison with the preceding years mainly due to dry weather. As per the latest statistics

of Sri Lanka Tea Board, a similar setback on tea production was reported during the first
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absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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two months of the year 2017 (i.e.) a loss about 8 million kg of tea in comparison with the

same period of 2016. As a result of climate change, drought casualties in young tea fields

can become a common occurrence in warm regions and areas where the soil conditions

are marginal. Frequent droughts create conducive environments for dry weather pests

such as mites. On the other hand, downpours can cause severe soil erosion on slopes

and remove most fertile top soil with added fertilizers. Under such extreme weather

conditions, soil degradation becomes unavoidable forcing tea growers to invest more

money for soil conservation and improvement than at present. Excess moisture in soil

also retards root growth and weakens tea bushes. Such weak plants are more susceptible

to various pests and diseases.

Unpredictability of rainfall (high rainfall variability) makes the task very difficult for the

farmers in planning and implementation of important field operations, such as planting,

fertilizer/chemical application and pruning etc. Effectiveness of nutrients and chemical

sprays applied for pest and disease control etc., can be less than that expected due to

uncertainty of weather. The development of flavour in some regions especially during

flavour seasons is a result of specific weather conditions. Mild moisture stress with

Figure 2
Tea Bushes Affected by Dry Weather

Source:  Author.
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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Figure 3
Tea Production at Different Elevations in Sri Lanka

Source: Annual Reports of the Central Bank of Sri Lanka (1980-2016).
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Figure 4
Vulnerability of Tea Growing Agro-Ecological Regions to Climate Change

Source: Anon, 2016 and Department of Agriculture, 2003.
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8
Food Standards Governing the Tea Value Chain in Sri Lanka:

Benefits, Costs and Challenges

Janaka Wijayasiri1

1. Introduction

The standards environment has transformed recently, displaying four main trends:

increasing stringency of public mandatory standards, increasing importance of private

standards, a shift from product standards to process standards, and the increasing

scope of standards (Humphrey and Memodovic, 2006). These developments have affected

the tea industry in Sri Lanka. Currently, the industry not only has to meet public quality

and safety standards which are mostly mandatory but also private standards set by the

buyers and/or third party organisations abroad. These private standards are more

complex than the public standards going beyond quality and safety concerns (Fulponi,

2006 & 2007; Martinez and Poole, 2004; Organization for Economic Cooperation and

Development [OECD], 2006). Though voluntary, private standards are increasingly

important for supplying certain overseas buyers and markets.

This chapter discusses the perceptions of the main stakeholders (tea producers,

manufacturers and exporters) in Sri Lanka regarding the food standards governing the

tea value chain . More specifically, Section 2 provides an overview of the main food

standards governing tea production, manufacturing, auctioning and exporting tea.

Section 3 identifies the main costs and benefits associated with the standards while

Section 4 highlights the challenges for the government and private sector in promoting

standards. Section 5 summarises the main findings of the chapter.

1 This chapter is based on information collected through stakeholder interviews and direct observations
in the field over during December 2010-June 2011, January-February 2012, which was conducted for
PhD dissertation on 'Implications of Food Standards on Governance in the Tea Industry in Sri
Lanka: A Value Chain Analysis' (Wijayasiri, 2013).
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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departments in the company. Similarly, manufacturers also noted an increase in efficiency

on the factory floor following the adoption of standards, leading to reduction in the cost

of production.

Buyer Assurance and Monitoring

According to the exporters, implementing quality or safety management systems and

obtaining certifications has given them the confidence to assure their buyers about the

quality and safety of the product, as continuous audits are conducted by an internal

quality assurance team as well as external accredited bodies.

Similarly, the manufacturers/producers stated that the standards provide their buyers

with confidence in the product and the conditions under which it was produced. In fact,

these factories have gained the confidence to the extent of opening up their doors to

outsiders, as mentioned by a representative of private factories: 'we have been bold

enough to open our factory to any foreign visitor because we conform to all international

standards'.

While the certificates may provide assurance to buyers about the product and the

production process, they do not necessarily guarantee the quality and safety of the end-

product. Therefore, buyers who are particular about quality and safety still continue to

monitor the product and conduct their own audits of their suppliers. For example, there

are a handful of international buyers (brands and retailers) and markets (Japan) which

have stringent requirements, and they are not satisfied by certificates like HACCP/

ISO22000 alone. Therefore they conduct their own monitoring missions independent of

audits/certification. Also the monitoring and auditing of tea factories by a few of the

larger buyers/exporters with their own labels or pack for international brands did not

change because of certifications.

Currently, the main means of monitoring of teas by exporters remains through sampling

of the tea distributed by brokers prior to the auction. This requires an assessment through

visual inspection and tasting of the tea to judge their quality and value. This practice is

unlikely to change as the current standards cannot codify this kind of information.  In

the case of smallholders, it was reported that at the production level monitoring by

factories has increased. Some quality-conscious factories are increasingly working closely

with the smallholders and monitoring their activities.

140

M. A. Wijeratne

absence of rain and blowing along with bright sunlight form flavour compounds in tea

leaves. However, such weather patterns can change due to climate change, thus imposing

a threat to the development of seasonal flavours.

4.3 Impacts of CO
2 
Changes

Increase in concentration of GHGs in the atmosphere is the main cause of climate change.

Of the GHGs, contribution of CO
2
 is reported to be much more than the others. Since pre-

industrial times, CO
2
 concentration has increased by about 40% (IPCC AR5) at present.

High CO
2
 levels in the environment increase its gradient and uptake by leaves, which is

known as "CO
2
 fertilization effect". This process leads to enhanced crop growth, as

Carbon dioxide is one of the key components in photosynthesis (carbohydrate

assimilation). As in many other perennial crops, growth and yield of tea will be positively

influenced by high levels of CO
2
. Field investigations with elevated CO

2
 level (600 ppm)

have shown 33-37% increase in tea yield (Wijeratne  et al., 2007). Similarly, such conditions

can also favour growth of weeds, which amplify competition between tea and weeds for

moisture and plant nutrients. This may probably dilute the beneficial effects on tea yield

especially under poor weed management conditions. If not, growers will be compelled

to incur high cost to suppress proliferation of weeds.

4.4 Overall Impacts of Climate Change on Tea Production in Sri Lanka

Tea plantations at high elevations (up country >1,200 m amsl) contribute to about 25%

of the total tea production in Sri Lanka (Figure 2). The majority of lands at high elevations

are under the management of plantation companies (corporate sector estates). High

grown tea lands are located mostly on slopes and the soils are generally more fertile than

those at mid and low elevations. About half of the tea extent of land in high elevation is

still covered by old seedling teas that are well-adapted to adverse climatic conditions.

Presently, the ambient temperatures at high elevations lie below the optimum for tea

(22oC). The drought damages are less at high elevations than at low elevations. Rising

temperatures will increase shoot growth at high elevations pushing tea yields to higher

levels. Additionally, the assimilation rates (photosynthesis) will also increase due to

high CO
2
 levels in future. Therefore, climate change seems to bring beneficial impacts on

tea at high elevation in terms of plant growth processes and yield. Using three different

General Circulation Models (GCMs) and two emission scenarios, Wijeratne et al., (2007)

have reported that yield improvement due to climate change at high elevations would be
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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Figure 3
Tea Production at Different Elevations in Sri Lanka

Source: Annual Reports of the Central Bank of Sri Lanka (1980-2016).
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Vulnerability of Tea Growing Agro-Ecological Regions to Climate Change

Source: Anon, 2016 and Department of Agriculture, 2003.
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8
Food Standards Governing the Tea Value Chain in Sri Lanka:

Benefits, Costs and Challenges

Janaka Wijayasiri1

1. Introduction

The standards environment has transformed recently, displaying four main trends:

increasing stringency of public mandatory standards, increasing importance of private

standards, a shift from product standards to process standards, and the increasing

scope of standards (Humphrey and Memodovic, 2006). These developments have affected

the tea industry in Sri Lanka. Currently, the industry not only has to meet public quality

and safety standards which are mostly mandatory but also private standards set by the

buyers and/or third party organisations abroad. These private standards are more

complex than the public standards going beyond quality and safety concerns (Fulponi,

2006 & 2007; Martinez and Poole, 2004; Organization for Economic Cooperation and

Development [OECD], 2006). Though voluntary, private standards are increasingly

important for supplying certain overseas buyers and markets.

This chapter discusses the perceptions of the main stakeholders (tea producers,

manufacturers and exporters) in Sri Lanka regarding the food standards governing the

tea value chain . More specifically, Section 2 provides an overview of the main food

standards governing tea production, manufacturing, auctioning and exporting tea.

Section 3 identifies the main costs and benefits associated with the standards while

Section 4 highlights the challenges for the government and private sector in promoting

standards. Section 5 summarises the main findings of the chapter.

1 This chapter is based on information collected through stakeholder interviews and direct observations
in the field over during December 2010-June 2011, January-February 2012, which was conducted for
PhD dissertation on 'Implications of Food Standards on Governance in the Tea Industry in Sri
Lanka: A Value Chain Analysis' (Wijayasiri, 2013).
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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departments in the company. Similarly, manufacturers also noted an increase in efficiency

on the factory floor following the adoption of standards, leading to reduction in the cost

of production.

Buyer Assurance and Monitoring

According to the exporters, implementing quality or safety management systems and

obtaining certifications has given them the confidence to assure their buyers about the

quality and safety of the product, as continuous audits are conducted by an internal

quality assurance team as well as external accredited bodies.

Similarly, the manufacturers/producers stated that the standards provide their buyers

with confidence in the product and the conditions under which it was produced. In fact,

these factories have gained the confidence to the extent of opening up their doors to

outsiders, as mentioned by a representative of private factories: 'we have been bold

enough to open our factory to any foreign visitor because we conform to all international

standards'.

While the certificates may provide assurance to buyers about the product and the

production process, they do not necessarily guarantee the quality and safety of the end-

product. Therefore, buyers who are particular about quality and safety still continue to

monitor the product and conduct their own audits of their suppliers. For example, there

are a handful of international buyers (brands and retailers) and markets (Japan) which

have stringent requirements, and they are not satisfied by certificates like HACCP/

ISO22000 alone. Therefore they conduct their own monitoring missions independent of

audits/certification. Also the monitoring and auditing of tea factories by a few of the

larger buyers/exporters with their own labels or pack for international brands did not

change because of certifications.

Currently, the main means of monitoring of teas by exporters remains through sampling

of the tea distributed by brokers prior to the auction. This requires an assessment through

visual inspection and tasting of the tea to judge their quality and value. This practice is

unlikely to change as the current standards cannot codify this kind of information.  In

the case of smallholders, it was reported that at the production level monitoring by

factories has increased. Some quality-conscious factories are increasingly working closely

with the smallholders and monitoring their activities.
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in the range of 25-29% by 2050.  However, there is a possibility of reaching lesser yields

than those projected owing to the negative effects of accelerated soil degradation and

spread of pests and diseases on tea yield under climate change.

The low and mid elevation contributes to about 60% and 15% of tea production in Sri

Lanka, respectively. Majority of the tea lands in those elevations belong to smallholders,

and they are mostly young cultivations planted with vegetatively propagated (VP) tea

that are more vulnerable to adverse weather conditions than seedling tea. The effects of

drought are often more pronounced in these regions due to high temperature and poor

soil conditions (Navaratne, 1992; Yatawatte, 1992). Hence, increasing temperatures can

adversely affect growth and yield of tea at low (WL) and mid (WM and IM) elevations.

Rising temperatures above the optimum not only bring in direct (adverse) effects on

growth of tea, but also predispose tea lands to moisture stress condition due to high

rates of evapo-transpiration. Of these regions, IM and WL regions are more vulnerable

for adverse impacts of rising temperatures due to low rainfall of the former and very high

temperatures of the latter. Studies using different GCMs and emission scenarios have

projected that the tea yields (by 2050) at low elevations are likely to be reduced by around

1-7% due to above conditions (Wijeratne et al., 2007). The magnitude of the yield loss

could be high with impending changes in soil conditions and pest and disease incidences

under climate change.  Projections by different models for mid elevations have not given

clear directions (i.e.) some are projecting high yields and others low yields. However,

when the present soil conditions are considered, there is a greater possibility of declining

tea yields at mid elevations in years to come.

Taking into consideration of rainfall, temperature and present soil conditions in different

agro-ecological regions, recent data analysis done at the Tea Research Institute (TRI)

has identified tea growing AERs that are potentially vulnerable to climate change.

Accordingly, WL1a, WL1b and WL2a at low elevation and WM2a, WM2b, WM3a, IM2b,

IM3a and IM3c at mid elevation are classified as "highly vulnerable" and WM1a, WM1b,

WM3b, IM1a and IM2a at mid elevation and IU3a, IU3d and IU3e at high elevation as

"vulnerable" to climate change (Figure 4) (Wijeratne and Chandrapala, 2013). These

results provide further evidence on the greater impacts of climate change on tea

plantations in the low and mid country regions characterized by relatively poor soil

conditions.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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2. Food Standards Governing the Tea Value Chain in Sri Lanka

There are numerous public and private standards which affect the tea value chain in Sri

Lanka as shown in Table 1.

In cultivating tea, producers are required to follow recommendations and guidelines set

out by the Tea Research Institute (TRI) with regard to Good Agricultural Practices (GAPs).

In addition, plantations have obtained third party audited certifications under private

standards, such as Ethical Tea Partnership (ETP), Fair Trade, GlobalGAP, Organic, and

Source: Interviews.

Table 1
Food Safety and Quality Standards in the Sri Lankan Tea Value Chain

Standards Tea Value Chain in Sri Lanka 

 i) Cultivation

 

ii) Manufacturing

 

iii) Auction

 

iv) Export 

 

Public  GAP GMP ISO3720 ISO3720 

 (Mandatory)   Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Public   CQC-QMS  Lion Logo 

 (Voluntary)  SLSI-SLTB product 

certification 

  

   5S   

  ISO9001 ISO9001 ISO9001 

  HACCP HACCP HACCP 

  ISO22000 ISO22000 ISO22000 

Private  ETP ETP   

 (Voluntary) GlobalGAP    

  RA RA   

  Fair Trade Fair Trade Fair Trade Fair Trade 

  Organic Organic Organic Organic 

     BRC 

     Private Codes of 

Conduct 
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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Reduction in Wastage

Implementation of the standards has reduced wastage in the production process. As

there is continuous monitoring and improvements to production which are the main

focuses of standards like ISO9001 and ISO22000, the number of rejects has reduced.

However, the extent to which there was reduction in wastage depended on how

streamlined the production process was initially before the implementation.

Manufacturers acknowledged that the implementation of standards has cut down on

wastage on the factory floor and thereby made substantial savings, as highlighted by a

private factory owner, who adopted the HACPP/ISO22000 standard: 'after conveyerising

the rolling room, we find that we have saved a lot on wastage. Otherwise, every day

about 40-50 kg of tea was going down the drain… Like that, if you work out for a one

year, you can save a few millions'.

Improvements in Working Environment and Morale of Workforce

In upgrading the factory to meet standards requirements, workers were educated and

trained, which helped to change their attitudes towards their job and raise the morale at

the workplace according to the exporters and manufacturers.  The manufacturers also

noted that the workers now feel important and recognised subsequent to certification: 'I

remember one of our workers saying now they like to come to work. Earlier they didn't

realise their importance. Now they feel important because they are recognised'.

Enhancement of Reputation of the Company and Country

Obtaining the standard certification was deemed beneficial for companies which are

involved in value-addition production and branding. An exporter, which only packs

under its own brand name, highlighted the importance of standards for its brand

development and for the industry as a whole: ' ..our brand focuses a lot on the quality of

the product. We are proud to have these kinds of certificates. They strengthen our brand….

it boosts the Sri Lankan industry one step ahead'. According to a manufacturer, obtaining

the standards has also contributed to building the reputation of the company, even

though there has not been any price advantage: 'Financial-wise - nothing at all. It is only a

prestige that is (there) when you take the standards'.

Improvements in Quality of Product and Production Process

Implementation of standards such as HACCP and ISO22000 has not only improved the

production process but also the quality and safety of the end-product, especially reducing
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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4.5 Impacts on Livelihood of Stakeholders and the Environment

The anticipated production losses due to climate change in the low country tea growing

regions poses a threat to the livelihood of tea growing community and others who are

engaged in tea related businesses. Around three fourths of tea smallholders in the country

(close to 300,000) are living in Ratnapura, Galle, Matara, Kalutara and part of Kegalle

District of the low country tea growing region. Most of them are residents in villages far

away from main cities and tea is the main income source of the family. Additionally, a

large number of people in these districts are engaged in tea related businesses such as

bought leaf collection and supplying of agricultural inputs. Some are engaged in

contractual field operations. Tea factories also provide a sizeable number of employment

to the village community. Soil degradation, poor fertilizer use efficiency and pest and

disease incidences under climate change add more cost to every kilo of green leaf

produced. Hence, the economy of green leaf producers and other dependents on tea in

the low country is at stake in the event of production losses due to climate change. When

the benefits and risks of climate change are carefully considered, the economy of

smallholders in the mid country region also seems to be not very attractive in years to

come. A number of corporate sector estates also manage a sizeable extent of tea lands

(more than 12,500ha) in the low country providing employment to a large number of

families. The current productivity levels of these tea lands are lower than that of the up

country and there is an increasing trend of converting poor yielding tea lands into other

uses or managing them with lesser inputs. Such situations may become intense in years

to come as a consequence of climate change (Samansiri et al., 2011).

The other important factor that needs to be given greater attention is that the higher

destiny of tea lands in those vulnerable regions. As per the surveys conducted in 2005,

the total extent of tea smallholdings in the low country districts itself was more than

84,000ha, which would have been further expanded by now (Anon, 2005). Some of the

tea lands are on slopes that are highly erodible. In the event that the tea growers abandon

or convert those tea lands into short duration crops due to lack of profits on tea, there can

be serious environmental issues such as soil erosion. Frequent soil tilling for crop

rotations/re-planting etc., and application of more chemicals to control pest and diseases

will be very common in future. Such changes in the farming systems can threaten the

ecological balance of the village environment in the event that proper plans for adapting

to climate change are not implemented.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).

153

         Food Standards Governing the Tea Value Chain in Sri Lanka

2. Food Standards Governing the Tea Value Chain in Sri Lanka

There are numerous public and private standards which affect the tea value chain in Sri

Lanka as shown in Table 1.

In cultivating tea, producers are required to follow recommendations and guidelines set

out by the Tea Research Institute (TRI) with regard to Good Agricultural Practices (GAPs).

In addition, plantations have obtained third party audited certifications under private

standards, such as Ethical Tea Partnership (ETP), Fair Trade, GlobalGAP, Organic, and

Source: Interviews.

Table 1
Food Safety and Quality Standards in the Sri Lankan Tea Value Chain

Standards Tea Value Chain in Sri Lanka 

 i) Cultivation

 

ii) Manufacturing

 

iii) Auction

 

iv) Export 

 

Public  GAP GMP ISO3720 ISO3720 

 (Mandatory)   Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Public   CQC-QMS  Lion Logo 

 (Voluntary)  SLSI-SLTB product 

certification 

  

   5S   

  ISO9001 ISO9001 ISO9001 

  HACCP HACCP HACCP 

  ISO22000 ISO22000 ISO22000 

Private  ETP ETP   

 (Voluntary) GlobalGAP    

  RA RA   

  Fair Trade Fair Trade Fair Trade Fair Trade 

  Organic Organic Organic Organic 

     BRC 

     Private Codes of 

Conduct 
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Reduction in Wastage

Implementation of the standards has reduced wastage in the production process. As

there is continuous monitoring and improvements to production which are the main

focuses of standards like ISO9001 and ISO22000, the number of rejects has reduced.

However, the extent to which there was reduction in wastage depended on how

streamlined the production process was initially before the implementation.

Manufacturers acknowledged that the implementation of standards has cut down on

wastage on the factory floor and thereby made substantial savings, as highlighted by a

private factory owner, who adopted the HACPP/ISO22000 standard: 'after conveyerising

the rolling room, we find that we have saved a lot on wastage. Otherwise, every day

about 40-50 kg of tea was going down the drain… Like that, if you work out for a one

year, you can save a few millions'.

Improvements in Working Environment and Morale of Workforce

In upgrading the factory to meet standards requirements, workers were educated and

trained, which helped to change their attitudes towards their job and raise the morale at

the workplace according to the exporters and manufacturers.  The manufacturers also

noted that the workers now feel important and recognised subsequent to certification: 'I

remember one of our workers saying now they like to come to work. Earlier they didn't

realise their importance. Now they feel important because they are recognised'.

Enhancement of Reputation of the Company and Country

Obtaining the standard certification was deemed beneficial for companies which are

involved in value-addition production and branding. An exporter, which only packs

under its own brand name, highlighted the importance of standards for its brand

development and for the industry as a whole: ' ..our brand focuses a lot on the quality of

the product. We are proud to have these kinds of certificates. They strengthen our brand….

it boosts the Sri Lankan industry one step ahead'. According to a manufacturer, obtaining

the standards has also contributed to building the reputation of the company, even

though there has not been any price advantage: 'Financial-wise - nothing at all. It is only a

prestige that is (there) when you take the standards'.

Improvements in Quality of Product and Production Process

Implementation of standards such as HACCP and ISO22000 has not only improved the

production process but also the quality and safety of the end-product, especially reducing
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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4.5 Impacts on Livelihood of Stakeholders and the Environment

The anticipated production losses due to climate change in the low country tea growing

regions poses a threat to the livelihood of tea growing community and others who are

engaged in tea related businesses. Around three fourths of tea smallholders in the country

(close to 300,000) are living in Ratnapura, Galle, Matara, Kalutara and part of Kegalle

District of the low country tea growing region. Most of them are residents in villages far

away from main cities and tea is the main income source of the family. Additionally, a

large number of people in these districts are engaged in tea related businesses such as

bought leaf collection and supplying of agricultural inputs. Some are engaged in

contractual field operations. Tea factories also provide a sizeable number of employment

to the village community. Soil degradation, poor fertilizer use efficiency and pest and

disease incidences under climate change add more cost to every kilo of green leaf

produced. Hence, the economy of green leaf producers and other dependents on tea in

the low country is at stake in the event of production losses due to climate change. When

the benefits and risks of climate change are carefully considered, the economy of

smallholders in the mid country region also seems to be not very attractive in years to

come. A number of corporate sector estates also manage a sizeable extent of tea lands

(more than 12,500ha) in the low country providing employment to a large number of

families. The current productivity levels of these tea lands are lower than that of the up

country and there is an increasing trend of converting poor yielding tea lands into other

uses or managing them with lesser inputs. Such situations may become intense in years

to come as a consequence of climate change (Samansiri et al., 2011).

The other important factor that needs to be given greater attention is that the higher

destiny of tea lands in those vulnerable regions. As per the surveys conducted in 2005,

the total extent of tea smallholdings in the low country districts itself was more than

84,000ha, which would have been further expanded by now (Anon, 2005). Some of the

tea lands are on slopes that are highly erodible. In the event that the tea growers abandon

or convert those tea lands into short duration crops due to lack of profits on tea, there can

be serious environmental issues such as soil erosion. Frequent soil tilling for crop

rotations/re-planting etc., and application of more chemicals to control pest and diseases

will be very common in future. Such changes in the farming systems can threaten the

ecological balance of the village environment in the event that proper plans for adapting

to climate change are not implemented.
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5.  Adapting to Climate Change

It is a well-known fact that the tea plant can adapt to a wide range of soil and

environmental conditions. Therefore, it has been successfully cultivated in different

regions of the world from as far as Georgia with a latitude of 42oN to Argentina with a

latitude of 27oS with varying environmental conditions. However, presence of optimum

ecological conditions ensures maximum year round production. Foregoing analysis

shows that elevated CO
2
 concentration, rising temperatures, changing rainfall pattern,

declining soil fertility and escalated pest and disease incidences under climate change

can bring in varying impacts on productivity and quality of made tea. Although high

CO
2
 concentration positively contributes to tea yield at all elevations, other factors (except

temperatures at high elevation) seem to mask such favourable impacts. Besides,

technological inputs can play a leading role in minimizing the impacts of negative

factors. Hundred and fifty years experience in tea cultivation and information generated

over more than 90 years of scientific investigations at the TRI in Sri Lanka provide a

strong platform of sufficient knowledge for identifying appropriate adaptation measures

to minimize adverse impacts and maximize potential benefits of climate change.

The adaptation strategies can be broadly categorized into four areas: 1) soil and water

management, 2) modification of environment, 3) crop management and 4) diversification

of income. The discussion given below shows that most of the adaptation measures are

none other than the "Good Agricultural Practices (GAPs)" known to tea growers over

many decades. At this juncture, tea growers should consider long term sustainability of

the crop more than the short-term benefits in the establishment and management of

perennial plantation crops such as tea, as the cost and environmental damage of re-

planting tea will be exorbitant in the coming years.

5.1 Soil and Water Management

Soil is the medium for providing water and nutrients for crop growth. It also anchors the

plant. Effects of depth and other soil characteristics (physical, chemical and biological

properties etc.) on plant growth and yield are well-established. The success of tea

cultivation under predicted climatic changes depends largely on these soil properties.

Therefore, lands for tea re-planting and new cultivation should be carefully selected

paying greater attention to soil conditions as the cost of soil conservation and

improvements is very heavy. Considering the future climatic variations, it would be
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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appropriate to set-aside the lands with marginal soil conditions for other purposes as

net returns from tea in such lands will also be marginal or negative.

Accelerated soil degradation mainly through soil erosion and loss of soil organic matter

are two of the many factors of great concern under climate change. Hence, soil and soil

moisture conservation in tea lands needs to be strengthened to minimize adverse impacts

of climate change. For this purpose, establishment and maintenance of leader and contour

drains, bunds, terraces and live hedge rows, soil rehabilitation by planting of grasses,

mulching and cover cropping etc. are some of the key agronomic practices known to tea

growers. Such field operations also help infiltration and harvesting of more rainwater in

tea lands minimizing surface run-off. In addition, a well-established drain system is

required for removing excess water from tea lands safely and improving drainage of

low-lying flat lands and those with shallow water table, especially during heavy

monsoon periods. As high intensity of rainfall could be a common phenomenon under

climate change, it is very important to maintain drains as clean as possible by regular

de-silting (removing silt from drains after monsoons) to carry a large quantity of water.

Selective weeding by leaving soft herbs as a ground cover also contributes to minimize

soil losses.

As rate of burning of organic carbon, which is one of the key components determining

soil fertility status, is projected to be high due to global warming, it is required to add

organic manure in sufficient quantities to tea lands regularly. Of the many avenues

available for tea growers for improving organic matter in tea lands, establishment and

management of shade trees and cover-crops, application of compost, burying of "tea

prunings" and planting of rehabilitation grasses are well-known to the tea growing

community. Commonly grown medium shade trees such as Erythrina lithosperma and

Gliricidia sepium would provide 15-20 tonnes/ha of green matter as loppings and high

shade trees such as Grevillea robusta and Albizzia moluccana can yield 5-7 tonnes/ha of

loppings (Sivapalan, 1993). In addition, fallen leaves of shade trees also add a

considerable quantity of organic matter to tea soils. Further, in-situ establishment of

locally available green manure crops in vacant patches of old tea lands, ravines, fences/

boundaries and rocky areas etc. for regular lopping is more cost effective than obtaining

compost from outside sources. Recent investigations have shown that organically-grown

tea is found to be better adapted to climate change than conventionally-grown tea (Anon,

2014).
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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Heavy rainfalls events as well as high temperatures lead to colossal losses of applied

nutrients mainly nitrogenous fertilizers. Further, predictability of heavy rainfall events

and soil moisture availability seem to be difficult under climate change. Therefore,

application of chemical fertilizers in small quantities at shorter intervals (more split-

doses) will be more prudent for minimizing nutrient losses from soils. If not, use of slow-

release fertilizers/nano-fertilizers will become essential to improve fertilizer use efficiency

of crops.

Due to high temperatures and evaporation losses of soil moisture, even a short dry spell

could pose threats to tea production. Death of young tea plants during early establishment

period could also become very common. Therefore, irrigation is identified as one of the

effective strategies for adapting to climate change. Drip as well as sprinkler irrigation

systems not only replenish soil moisture, but also modify aerial environment by increasing

humidity and reducing evaporative demand of the air. Fertilizers can also be added

with irrigation water (fertigation) during rainless periods. The fertigation of tea can

improve yield by 50-100% (Anon, 2002).

5.2 Modification of Environment

Weather pattern is expected to change due to global warming. Consequently, rain-fed

plantation crop production is reported to be affected. Though elevated CO
2
 can act as a

fertilizer for crop, warming of the environment is reported to impose a physiological

stress to tea bushes at low elevations. Therefore, it is important to manipulate the micro-

environment in tea plantations. The ambient temperatures around tea bushes can be

effectively reduced by providing shade. Different species of high and medium shade

trees have been recommended by the TRI for different regions. However, tea growers'

attention to shade management in tea has not been very satisfactory and as a result, tea

lands have been predisposed to various environmental stresses. Therefore, it is vital to

establish and manage a combination of high and medium shade trees as per TRI

guidelines to attenuate the heat of solar radiation. However, shade cover needs to be

thinned down by removal of branches (lopping of shade) during monsoon periods when

the intensity and duration of solar radiation are low. High shade trees with a well-

spread canopy are very effective in reducing ambient temperatures by about 2-3oC

(Wijeratne et al., 2007)  (Figure 5). With increasing temperatures, the wind blowing

pattern and speed can also be changed. Therefore, establishment of wind or shelter belts
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will become essential in areas that are commonly exposed to wind damages. Afforestation,

reforestation and establishment of watersheds in tea plantations improve crop

environment; these can also be considered as suitable strategies to minimize adverse

impacts of climate change.

5.3 Crop Management

The adaptability of plants to varying soil and climatic conditions vary depending on the

plant physiological factors, and vigour largely determined by the genetic constitution.

Well-grown and healthy plants can face adverse environmental conditions better than

weak or exhausted plants. Therefore, selection of appropriate cultivars suitable for the

region and adoption of good crop management practices play a vital role in adapting to

climate change. As evapo-transpirational losses become high and soil moisture is limiting

in future, high yield should not be the only criterion in the selection of cultivars for

establishment of new tea fields, but greater attention should be paid for drought tolerance.

Improved seedlings and tea cultivars (VP tea) can form a well-developed and deep root

Figure 5
Adaptation to Climate Change: High and Medium Shade in Tea as a Source of

Green Manure Attenuating Solar Radiation

Source: Author.
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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system with low transpiration rate (high water use efficiency) can withstand dry

environments better. As "hardy cultivars" are usually characterized with a medium or

low yield, growers can opt for cleft-grafting of such cultivars with high yielding ones in

order to enhance yield under dry environments. The TRI has introduced a number of

drought tolerant cultivars for different tea growing elevations and compatible

combinations for cleft-grafting. In order to minimize the risk of crop failures, it is also

advisable to use a basket of cultivars with diverse characteristics in each field. These

should include cultivars that are tolerant to various pests and diseases common to the

particular region.

Once the cultivar is selected, planting and proper management of the tea land becomes

essential. The success of establishment and subsequent growth is largely determined by

crop management practices. Important cultural practices such as harvesting and pruning

need to be carefully adopted without causing physiological stress to the plant. Premature

harvesting of young plants before establishment of a well-developed root system pre-

disposes plants to adverse weather conditions. Hence, young plants need to be harvested

after a proper bringing-into bearing process with an adequate free growing period (about

an year) initially after planting. High temperature at low and mid elevations can deplete

carbohydrate reserves in mature tea bushes to very low levels, reducing the success of

recovery after pruning. Hence, tea bushes should be harvested leaving adequate foliage

to the canopy for producing excess carbohydrates for export to reserves. Resting before

pruning (withholding of harvesting for a minimum period of six weeks) also helps

replenishing carbohydrate reserves in tea roots. Growth boosters should not be used for

increasing yield during periods of environmental stress. Pruning during dry weather

leads to more casualties and hence, should be avoided. Crop losses under climate change

can also be minimized by timely intervention in pest and disease management.

5.4  Diversification of Income

The livelihood of a large number of small growers, workers in large estates and their

families could be directly affected in the event of reduced tea yield under climate change,

especially at low and mid elevations. Therefore, growers should be encouraged to diversify

their income through crop diversification (e.g. energy or timber plantations), mixed or

intercropping tea with other compatible crops (e.g. tea with coconut, rubber, minor export

crops etc.) that are well adapted to the region, eco-tourism, livestock farming and
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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floriculture etc. Such additional sources of income are vital for the tea growers in highly

vulnerable regions and those with marginal tea lands. Formulation of government policies

enabling such income generating activities is essential to minimize adverse impacts of

climate change on the tea growing community and also to preserve the environment.

Rebating the tea growers for environmental services such as watershed management,

agro-forestry and carbon sequestration and value addition of tea would be a few other

options to counterpart the escalating cost of tea production and enhance profits.

6. Policy Interventions

When the economic, environmental and social significance of the tea industry in Sri

Lanka is considered, it is vital to minimize production losses and quality variations due

to climate change. However, the degree and success of adapting to climate change largely

depend on the profitability of tea cultivation and the capacity of tea growers to implement

appropriate adaptation measures. Although most of the proposed strategies are "GAP"

known to the tea growing community over a long period of time, many have not been

adequately implemented in the field due to lack of attention, capital and workers.

Therefore, policy interventions are necessary enabling and encouraging growers to

implement appropriate adaptation strategies and ensure sustainability of the tea

industry. In this context, policies and acts on land use, soil, water and environmental

management which are already in force should be made active. Financial assistance for

soil and water conservation in tea lands gives short-term as well as long-term returns.

Introduction of crop insurance schemes also help minimizing the adverse impacts of

climate change on the economy of tea growers and other stakeholders engaged in the tea

industry. It is also important to strengthen research and development institutes for

conducting climate change related studies and generating new adaptation technologies

such as breeding and selection of drought/heat/pest and disease tolerant cultivars,

development of more cost effective and less labour intensive methods of tea cultivation

and management and integrated tea production ecosystem, seasonal weather forecasting

and environmental related disaster predications etc., and for improving extension services

on climate change, its impacts and adaptation strategies.
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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8
Food Standards Governing the Tea Value Chain in Sri Lanka:

Benefits, Costs and Challenges

Janaka Wijayasiri1

1. Introduction

The standards environment has transformed recently, displaying four main trends:

increasing stringency of public mandatory standards, increasing importance of private

standards, a shift from product standards to process standards, and the increasing

scope of standards (Humphrey and Memodovic, 2006). These developments have affected

the tea industry in Sri Lanka. Currently, the industry not only has to meet public quality

and safety standards which are mostly mandatory but also private standards set by the

buyers and/or third party organisations abroad. These private standards are more

complex than the public standards going beyond quality and safety concerns (Fulponi,

2006 & 2007; Martinez and Poole, 2004; Organization for Economic Cooperation and

Development [OECD], 2006). Though voluntary, private standards are increasingly

important for supplying certain overseas buyers and markets.

This chapter discusses the perceptions of the main stakeholders (tea producers,

manufacturers and exporters) in Sri Lanka regarding the food standards governing the

tea value chain . More specifically, Section 2 provides an overview of the main food

standards governing tea production, manufacturing, auctioning and exporting tea.

Section 3 identifies the main costs and benefits associated with the standards while

Section 4 highlights the challenges for the government and private sector in promoting

standards. Section 5 summarises the main findings of the chapter.

1 This chapter is based on information collected through stakeholder interviews and direct observations
in the field over during December 2010-June 2011, January-February 2012, which was conducted for
PhD dissertation on 'Implications of Food Standards on Governance in the Tea Industry in Sri
Lanka: A Value Chain Analysis' (Wijayasiri, 2013).
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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departments in the company. Similarly, manufacturers also noted an increase in efficiency

on the factory floor following the adoption of standards, leading to reduction in the cost

of production.

Buyer Assurance and Monitoring

According to the exporters, implementing quality or safety management systems and

obtaining certifications has given them the confidence to assure their buyers about the

quality and safety of the product, as continuous audits are conducted by an internal

quality assurance team as well as external accredited bodies.

Similarly, the manufacturers/producers stated that the standards provide their buyers

with confidence in the product and the conditions under which it was produced. In fact,

these factories have gained the confidence to the extent of opening up their doors to

outsiders, as mentioned by a representative of private factories: 'we have been bold

enough to open our factory to any foreign visitor because we conform to all international

standards'.

While the certificates may provide assurance to buyers about the product and the

production process, they do not necessarily guarantee the quality and safety of the end-

product. Therefore, buyers who are particular about quality and safety still continue to

monitor the product and conduct their own audits of their suppliers. For example, there

are a handful of international buyers (brands and retailers) and markets (Japan) which

have stringent requirements, and they are not satisfied by certificates like HACCP/

ISO22000 alone. Therefore they conduct their own monitoring missions independent of

audits/certification. Also the monitoring and auditing of tea factories by a few of the

larger buyers/exporters with their own labels or pack for international brands did not

change because of certifications.

Currently, the main means of monitoring of teas by exporters remains through sampling

of the tea distributed by brokers prior to the auction. This requires an assessment through

visual inspection and tasting of the tea to judge their quality and value. This practice is

unlikely to change as the current standards cannot codify this kind of information.  In

the case of smallholders, it was reported that at the production level monitoring by

factories has increased. Some quality-conscious factories are increasingly working closely

with the smallholders and monitoring their activities.
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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private standards, exporters and manufacturers/producers have selectively adopted

them, based on their end-buyers and markets.  Currently, voluntary, public and private

standards appear to be more relevant in catering to markets in developed countries than

in developing countries (the Middle East, Russia and CIS countries), which are Sri Lanka's

biggest export markets for tea.

Compliance with standards has brought about a number of benefits in terms of

marketability of the tea, discipline within the company, efficiency gains, buyer assurance,

reduction in wastage, improvements in the working environment, morale of the

workforce, enhancement of the company's reputation and improvements in the quality

of the product and production process. Contrary to the expectations, compliance has not

resulted in higher sales, prices or even reduction of monitoring, with the exception of

Organic and Fair Trade-certified. In the interim, there have been costs associated with

complying with standards, due to capital costs in upgrading factories/warehouses,

testing, auditing and certification costs, loss of production, consultant fees, additional

staff and time, training costs, documentation costs, increase in input costs and multiplicity

of standards.

The industry still faces a number of challenges in complying with the standards, and

these need to be addressed together by the government and stakeholders of the industry.

Government needs to strengthen regulations governing standards, obtain accreditation

for laboratories to conduct product testing and recruit personnel for relevant government

organisations in order to undertake product testing, and monitor compliance with

standards.  The main challenges identified by exporters, manufacturers and producers

in complying with standards were shortage of green leaf to operate factories, lack of

know-how to adopt food safety management systems, high cost of compliance in

upgrading infrastructure, lack of monetary return on compliance in terms of higher

sales and prices, transforming the mindset of workers, smallholders and collectors,

monitoring suppliers, and the proliferation of standards. These challenges have made

standard compliance a demanding task for the tea industry.
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Food Standards Governing the Tea Value Chain in Sri Lanka:

Benefits, Costs and Challenges

Janaka Wijayasiri1

1. Introduction

The standards environment has transformed recently, displaying four main trends:

increasing stringency of public mandatory standards, increasing importance of private

standards, a shift from product standards to process standards, and the increasing

scope of standards (Humphrey and Memodovic, 2006). These developments have affected

the tea industry in Sri Lanka. Currently, the industry not only has to meet public quality

and safety standards which are mostly mandatory but also private standards set by the

buyers and/or third party organisations abroad. These private standards are more

complex than the public standards going beyond quality and safety concerns (Fulponi,

2006 & 2007; Martinez and Poole, 2004; Organization for Economic Cooperation and

Development [OECD], 2006). Though voluntary, private standards are increasingly

important for supplying certain overseas buyers and markets.

This chapter discusses the perceptions of the main stakeholders (tea producers,

manufacturers and exporters) in Sri Lanka regarding the food standards governing the

tea value chain . More specifically, Section 2 provides an overview of the main food

standards governing tea production, manufacturing, auctioning and exporting tea.

Section 3 identifies the main costs and benefits associated with the standards while

Section 4 highlights the challenges for the government and private sector in promoting

standards. Section 5 summarises the main findings of the chapter.

1 This chapter is based on information collected through stakeholder interviews and direct observations
in the field over during December 2010-June 2011, January-February 2012, which was conducted for
PhD dissertation on 'Implications of Food Standards on Governance in the Tea Industry in Sri
Lanka: A Value Chain Analysis' (Wijayasiri, 2013).
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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departments in the company. Similarly, manufacturers also noted an increase in efficiency

on the factory floor following the adoption of standards, leading to reduction in the cost

of production.

Buyer Assurance and Monitoring

According to the exporters, implementing quality or safety management systems and

obtaining certifications has given them the confidence to assure their buyers about the

quality and safety of the product, as continuous audits are conducted by an internal

quality assurance team as well as external accredited bodies.

Similarly, the manufacturers/producers stated that the standards provide their buyers

with confidence in the product and the conditions under which it was produced. In fact,

these factories have gained the confidence to the extent of opening up their doors to

outsiders, as mentioned by a representative of private factories: 'we have been bold

enough to open our factory to any foreign visitor because we conform to all international

standards'.

While the certificates may provide assurance to buyers about the product and the

production process, they do not necessarily guarantee the quality and safety of the end-

product. Therefore, buyers who are particular about quality and safety still continue to

monitor the product and conduct their own audits of their suppliers. For example, there

are a handful of international buyers (brands and retailers) and markets (Japan) which

have stringent requirements, and they are not satisfied by certificates like HACCP/

ISO22000 alone. Therefore they conduct their own monitoring missions independent of

audits/certification. Also the monitoring and auditing of tea factories by a few of the

larger buyers/exporters with their own labels or pack for international brands did not

change because of certifications.

Currently, the main means of monitoring of teas by exporters remains through sampling

of the tea distributed by brokers prior to the auction. This requires an assessment through

visual inspection and tasting of the tea to judge their quality and value. This practice is

unlikely to change as the current standards cannot codify this kind of information.  In

the case of smallholders, it was reported that at the production level monitoring by

factories has increased. Some quality-conscious factories are increasingly working closely

with the smallholders and monitoring their activities.

171

         Food Standards Governing the Tea Value Chain in Sri Lanka

Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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private standards, exporters and manufacturers/producers have selectively adopted

them, based on their end-buyers and markets.  Currently, voluntary, public and private

standards appear to be more relevant in catering to markets in developed countries than

in developing countries (the Middle East, Russia and CIS countries), which are Sri Lanka's

biggest export markets for tea.

Compliance with standards has brought about a number of benefits in terms of

marketability of the tea, discipline within the company, efficiency gains, buyer assurance,

reduction in wastage, improvements in the working environment, morale of the

workforce, enhancement of the company's reputation and improvements in the quality

of the product and production process. Contrary to the expectations, compliance has not

resulted in higher sales, prices or even reduction of monitoring, with the exception of

Organic and Fair Trade-certified. In the interim, there have been costs associated with

complying with standards, due to capital costs in upgrading factories/warehouses,

testing, auditing and certification costs, loss of production, consultant fees, additional

staff and time, training costs, documentation costs, increase in input costs and multiplicity

of standards.

The industry still faces a number of challenges in complying with the standards, and

these need to be addressed together by the government and stakeholders of the industry.

Government needs to strengthen regulations governing standards, obtain accreditation

for laboratories to conduct product testing and recruit personnel for relevant government

organisations in order to undertake product testing, and monitor compliance with

standards.  The main challenges identified by exporters, manufacturers and producers

in complying with standards were shortage of green leaf to operate factories, lack of

know-how to adopt food safety management systems, high cost of compliance in

upgrading infrastructure, lack of monetary return on compliance in terms of higher

sales and prices, transforming the mindset of workers, smallholders and collectors,

monitoring suppliers, and the proliferation of standards. These challenges have made

standard compliance a demanding task for the tea industry.
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2. Food Standards Governing the Tea Value Chain in Sri Lanka

There are numerous public and private standards which affect the tea value chain in Sri

Lanka as shown in Table 1.

In cultivating tea, producers are required to follow recommendations and guidelines set

out by the Tea Research Institute (TRI) with regard to Good Agricultural Practices (GAPs).

In addition, plantations have obtained third party audited certifications under private

standards, such as Ethical Tea Partnership (ETP), Fair Trade, GlobalGAP, Organic, and

Source: Interviews.

Table 1
Food Safety and Quality Standards in the Sri Lankan Tea Value Chain

Standards Tea Value Chain in Sri Lanka 

 i) Cultivation

 

ii) Manufacturing

 

iii) Auction

 

iv) Export 

 

Public  GAP GMP ISO3720 ISO3720 

 (Mandatory)   Foreign matter, 

micro-biological, 

heavy metal & 

pesticide residue 

limits 

Foreign matter, 
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pesticide residue 

limits 

Public   CQC-QMS  Lion Logo 

 (Voluntary)  SLSI-SLTB product 

certification 

  

   5S   

  ISO9001 ISO9001 ISO9001 

  HACCP HACCP HACCP 

  ISO22000 ISO22000 ISO22000 

Private  ETP ETP   

 (Voluntary) GlobalGAP    

  RA RA   

  Fair Trade Fair Trade Fair Trade Fair Trade 

  Organic Organic Organic Organic 

     BRC 

     Private Codes of 
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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Reduction in Wastage

Implementation of the standards has reduced wastage in the production process. As

there is continuous monitoring and improvements to production which are the main

focuses of standards like ISO9001 and ISO22000, the number of rejects has reduced.

However, the extent to which there was reduction in wastage depended on how

streamlined the production process was initially before the implementation.

Manufacturers acknowledged that the implementation of standards has cut down on

wastage on the factory floor and thereby made substantial savings, as highlighted by a

private factory owner, who adopted the HACPP/ISO22000 standard: 'after conveyerising

the rolling room, we find that we have saved a lot on wastage. Otherwise, every day

about 40-50 kg of tea was going down the drain… Like that, if you work out for a one

year, you can save a few millions'.

Improvements in Working Environment and Morale of Workforce

In upgrading the factory to meet standards requirements, workers were educated and

trained, which helped to change their attitudes towards their job and raise the morale at

the workplace according to the exporters and manufacturers.  The manufacturers also

noted that the workers now feel important and recognised subsequent to certification: 'I

remember one of our workers saying now they like to come to work. Earlier they didn't

realise their importance. Now they feel important because they are recognised'.

Enhancement of Reputation of the Company and Country

Obtaining the standard certification was deemed beneficial for companies which are

involved in value-addition production and branding. An exporter, which only packs

under its own brand name, highlighted the importance of standards for its brand

development and for the industry as a whole: ' ..our brand focuses a lot on the quality of

the product. We are proud to have these kinds of certificates. They strengthen our brand….

it boosts the Sri Lankan industry one step ahead'. According to a manufacturer, obtaining

the standards has also contributed to building the reputation of the company, even

though there has not been any price advantage: 'Financial-wise - nothing at all. It is only a

prestige that is (there) when you take the standards'.

Improvements in Quality of Product and Production Process

Implementation of standards such as HACCP and ISO22000 has not only improved the

production process but also the quality and safety of the end-product, especially reducing
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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2. Food Standards Governing the Tea Value Chain in Sri Lanka

There are numerous public and private standards which affect the tea value chain in Sri

Lanka as shown in Table 1.

In cultivating tea, producers are required to follow recommendations and guidelines set

out by the Tea Research Institute (TRI) with regard to Good Agricultural Practices (GAPs).

In addition, plantations have obtained third party audited certifications under private

standards, such as Ethical Tea Partnership (ETP), Fair Trade, GlobalGAP, Organic, and

Source: Interviews.

Table 1
Food Safety and Quality Standards in the Sri Lankan Tea Value Chain

Standards Tea Value Chain in Sri Lanka 
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Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Reduction in Wastage

Implementation of the standards has reduced wastage in the production process. As

there is continuous monitoring and improvements to production which are the main

focuses of standards like ISO9001 and ISO22000, the number of rejects has reduced.

However, the extent to which there was reduction in wastage depended on how

streamlined the production process was initially before the implementation.

Manufacturers acknowledged that the implementation of standards has cut down on

wastage on the factory floor and thereby made substantial savings, as highlighted by a

private factory owner, who adopted the HACPP/ISO22000 standard: 'after conveyerising

the rolling room, we find that we have saved a lot on wastage. Otherwise, every day

about 40-50 kg of tea was going down the drain… Like that, if you work out for a one

year, you can save a few millions'.

Improvements in Working Environment and Morale of Workforce

In upgrading the factory to meet standards requirements, workers were educated and

trained, which helped to change their attitudes towards their job and raise the morale at

the workplace according to the exporters and manufacturers.  The manufacturers also

noted that the workers now feel important and recognised subsequent to certification: 'I

remember one of our workers saying now they like to come to work. Earlier they didn't

realise their importance. Now they feel important because they are recognised'.

Enhancement of Reputation of the Company and Country

Obtaining the standard certification was deemed beneficial for companies which are

involved in value-addition production and branding. An exporter, which only packs

under its own brand name, highlighted the importance of standards for its brand

development and for the industry as a whole: ' ..our brand focuses a lot on the quality of

the product. We are proud to have these kinds of certificates. They strengthen our brand….

it boosts the Sri Lankan industry one step ahead'. According to a manufacturer, obtaining

the standards has also contributed to building the reputation of the company, even

though there has not been any price advantage: 'Financial-wise - nothing at all. It is only a

prestige that is (there) when you take the standards'.

Improvements in Quality of Product and Production Process

Implementation of standards such as HACCP and ISO22000 has not only improved the

production process but also the quality and safety of the end-product, especially reducing
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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Colombo Tea Auction: Major Marketing Mechanism

to Dispose Bulk Tea

K. G. M. C. P. Bandara Gajanayake

1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the

173

         Food Standards Governing the Tea Value Chain in Sri Lanka

References

Daily News. (2010, August 10). Clean Certificate for Ceylon Tea. Retrieved from Daily
News: http://www.dailynews.lk/2010/08/10/bus24.asp.

Fulponi, L. (2006, July 31). OECD Final Report on Private Standards and the Shaping of Agro-
food System (AGR/CA/APM(2006)9/FINAL). Retrieved from Organization for
Economic Cooperation and Development (OECD): http://www.oecd.org/
trade/agricultural-trade/finalreportonprivate standardsandtheshaping
oftheagro-foodsystem.htm.

Fulponi, L. (2007). Private Voluntary Standards and Developing Country Market Access: Pre-
liminary Results. Geneva: World Trade Organization (WTO).

Humphrey, J., & Memodovic, O. (2006). Global Value Chains in the Agrifood Sector.  Vienna:
United Nations Industrial Development Organization (UNIDO) .

Ingall, R. (2006, July 9). Focus on Tea: Lack of Fertilisers Taking its Toll. Colombo: Sunday
Times, p. II.

Kithsiri, K. H. (2008, June 16). Ceylon Tea Quality Certificate for Sustainable Quality System.
Retrieved from Island: http://www.island.lk/2008/06/16/business2.html.

LankaNewspapers.com. (2006, March 06). Quality Certification for Tea. Retrieved from
Lanka Newspapers: http://www.lankanewspapers.com/news/2006/3/
5879.html.

Martinez, M. G., & Poole, N. (2004). The Development of Private Fresh Produce Safety
Standards: Implications for Developing Mediterranean Exporting Countries.
Food Policy, 29, 229-255.

Modder, W. W. (July/August 2001). Success and Trends in Tea Research. Economic Re-
view, 13-16.

Organization for Economic Cooperation and Development. (2006). Interaction of Public
and Private Standards in the Food Chain, (AGR/CA/APM(2006)21). Paris: Orga-
nization for Economic Cooperation and Development (OECD).

Ranaweera, S. (2007, December 23). Future of Sri Lankan Tea is Value Addition. Retrieved
from Sunday Times: http://www.sundaytimes.lk/071223/FinancialTimes/
ft331.html.

Senadheera, A. (2007, August 8). Programme to Absorb New Generation into Tea Indus-
try. Island, p. 3.

Senaweera, L. (2010, August 31). Product Certification for Black Tea.  Retrieved from Daily
News: http://www.dailynews.lk/2001/pix/PrintPage.asp?REF=/2010/
08/31/bus19.asp.

Sri Lanka Tea Board. (2007). Star Rating System for Tea. Colombo: Sri Lanka Tea Board.



154

Janaka Wijayasiri

Rainforest Alliance (RA), which go beyond quality and safety of the product and cover

social and environmental issues.

In manufacturing, tea factories are required by the Sri Lanka Tea Board (SLTB) to comply

with Good Manufacturing Practices (GMPs). On their own initiative, factories are

increasingly adopting HACCP and ISO22000, which are international food safety

management systems; few factories have gone beyond and obtained organic, Fair Trade

and ETP certifications. These are again voluntary standards but are increasingly

necessary to cater to specific international buyers and markets in developed countries.

In order to sell tea at the Colombo auction and export, tea has to comply with ISO3720

product standard for black tea, which is required by the SLTB. Moreover, tea has to

adhere to other stipulated product standards, including foreign matter, micro-biological,

heavy metal and pesticide limits, which have been specified by the SLTB. In addition, to

complying with these exporters have to also meet various product standards of importing

countries.

International public standards such as HACCP and ISO22000 are also increasingly

becoming important at the point of export, given that the exporters deal directly with the

buyers and markets abroad. Some of the exporters have selectively adopted a number of

national and international private standards, including British Retail Consortium (BRC),

organic, Fair Trade, etc., depending on their buyers/markets.These public and private

food standards governing the chain are discussed below while highlighting the awareness

of stakeholders and their level of compliance.

2.1 Public, Mandatory Standards

Good Agricultural Practices (GAPs)

At the level of cultivation, smallholders and plantations are required to follow TRI

recommendations and guidelines with regard to the GAPs, including pesticide use,

fertiliser application, harvesting, leaf handling, transport, etc. Smallholders are informed

about GAPs through the extension activities of the Tea Smallholder Development

Authority (TSHDA) which works in conjunction with the Sri Lanka Federation of Tea

Smallholder Development Societies (SLFTSDS). To improve the GAPs of smallholders,

some quality-conscious bought leaf factories (BLFs) are also increasingly engaging with
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.

156

Janaka Wijayasiri

Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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Colombo Tea Auction: Major Marketing Mechanism

to Dispose Bulk Tea
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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the farmers. Officers from the TRI also visit and disseminate information through

regional/grass-root level smallholder society meetings. In the case of plantations, the

TRI works with the estates and informs them about the GAPs, etc. Thus awareness about

the GAPs is high among producers. However, there is a variance between the

smallholders and plantations in terms of compliance, as the TRI recommendations and

guidelines are neither mandated nor strictly enforced. Smallholders do not always comply

or fully adopt the TRI recommendations and guidelines due to lack of capital,  poor

literacy, lack of skilled labour, unhealthy competition between factories for green leaf,

etc.

Good Manufacturing Practices (GMPs)

In processing green leaf into made tea, manufacturers are required to comply with the

GMPs set by the SLTB. Officials from the Tea Commissioners Division of the SLTB

regularly visit and monitor factories through seven regional offices and field officers/

inspectors. Manufacturers are well-aware of the need to comply with these requirements

to process black tea. If factories do not comply with the GMPs, they are advised to

upgrade. The consequences of non-compliance include cancellation of factory

registration. Additionally, brokers, and some large buyers at the auction, engage with

factories and encourage them to follow the GMPs.

ISO 3720

In order to manufacture and export tea, manufacturers and exporters have to comply

with the ISO3720 standard for black tea; the standard is mandatory (SLTB, 2008). ISO3720

is an international product standard; the equivalent standard in Sri Lanka is SLSI 1315.

Under this standard, six parameters are specified (water extract, total ash, water-soluble

of total ash, alkalinity of water-soluble ash, acid insoluble ash, crude fibre), together

with their specified limits and the testing method to ensure quality of the product (SLTB,

2008). This standard is mandatory to sell tea at the Colombo auction as well as to export

(SLTB, 2010). Sri Lanka is amongst the very few tea producing countries which strictly

adheres to ISO3720 (van der Wal, 2008).

As the monitoring authority of quality, the SLTB together with brokers, closely checks

tea before the auction and shipment to ensure it complies with the ISO3720 standard. the

SLTB has been strictly implementing and monitoring ISO3720 since the mid-1980s as

the need to comply is high amongst exporters.
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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Colombo Tea Auction: Major Marketing Mechanism

to Dispose Bulk Tea

K. G. M. C. P. Bandara Gajanayake

1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the

177

Colombo Tea Auction: Major Marketing Mechanism to Dispose Bulk Tea

vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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Foreign Matter, Micro-biological Contamination, Heavy Metal and Pesticide Residue

Limits

In addition to ISO3720, the SLTB requires tea exports to comply with other product

standards pertaining to foreign matter, micro-biological contamination, heavy metal

(iron, copper, lead, zinc, cadmium) and pesticide residues (SLTB, 2008). Of these product

standards, pesticide residues are the most important for exports. Sri Lanka does not

have its own minimum residue limits; the SLTB recommends that exporters should be

guided by the standards in the destination country (SLTB, 2008). Nevertheless, it provides

EU and Japan limits as guidelines for exporters.

Most buyers do not require a pesticide analysis, because Sri Lankan teas are generally

free of residues. Also it is quite expensive to test each and every consignment of tea

exported. According to an exporter, each test can cost up to USD500 per sample.

Nevertheless, some buyers in Japan and the EU test the tea at the point of import.

Awareness of these requirements is high amongst stakeholders while Sri Lanka has

been successful in complying with these standards. Instances where there have been

buyer complaints and shipments returned have been rare. It was pointed out that Sri

Lanka has been able to ship teas without much difficulty compared to other producing

countries like India and China, which have had problems with pesticide residues. To

date, Sri Lankan tea has been recognised as the cleanest tea in the world (Kithsiri, 2008;

Modder, 2001).

2.2 Public, Voluntary Standards

ISO9001, HACCP and ISO22000

Two prominent standards are HACCP and ISO22000, which are international food

safety management system standards. Many exporters and manufacturers were either

compliant or in the process of complying with them. While these standards are not

compulsory at the moment, compliance with either HACCP or ISO22000 is increasingly

becoming necessary (Kithsiri, 2008). Tea is now considered a beverage as opposed to a

commodity, and due to the world-wide trend towards food safety management systems

(Ranaweera, 2007).  Moreover, buyers and markets abroad are increasingly requiring

them, and in this respect they can be considered de facto mandatory.  Buyers are interested
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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in these standards because they provide them with an assurance that the tea has been

produced under hygienic conditions.

Initially, some companies opted for ISO9001 which is a quality management system, but

with the introduction of HACCP and subsequently ISO22000, many have since applied

for these certifications. The drive towards obtaining these standards in the industry

gathered pace when the EU stipulated under Regulation (EC) No. 852/2004 of the

European Parliament and the Council that food business operators supplying food

(including tea) to the EU, have to put in place, implement and maintain a permanent

procedure based on HACCP principles (LankaNewspapers.com, 2006). While the EU

subsequently did not enforce this condition on tea exports from Sri Lanka, the industry

continued to adopt the standards (Ingall, 2006).

Awareness of international standards is quite high within the industry; certification

agencies regularly disseminate information about these standards, while other

stakeholders like brokers, SLTB and industry associations regularly encourage factories

to comply with international certifications. In terms of compliance, because these

standards are not mandatory, there is no proper record of the extent to which the industry

has fallen in line with these standards. As is likely to be expected, certification was low

at the beginning. Factories which have obtained HACCP/ISO22000 certificates appear

to be mostly RPC-owned located in the higher elevations and producing tea which is

predominantly catering to Western buyers and markets. In the case of tea exporters, a

number of companies have adopted the HACCP/ISO22000 standard, especially large

and medium export companies.

Ceylon Quality Certificate (CQC-QMS)

Most factories which opted for HACCP and ISO22000 certification have initially

implemented the Japanese 5S system and the SLTB's Ceylon Quality Certificate (CQC-

QMS) voluntarily; the latter was launched in 1998 (Kithsiri, 2008). These two programmes

have helped factories achieve international standards in management and food hygiene.

The CQC certificate 'is a quality management system that has been designed for tea

factories to help them to achieve an excellent status in quality tea manufacture satisfying

all modern customer requirements'. Under this certificate, factories were given a star

rating: One Star for Excellence in Tea Factory Organisation, Two Stars for Excellence in
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.

169

         Food Standards Governing the Tea Value Chain in Sri Lanka

High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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Good Manufacturing Practices, Three Stars for Excellence in Good Hygienic Practices,

Four Stars for Excellence in Good Quality Management Practices, and Five Stars for

Excellence in Total Quality Management. The CQC programme was replaced in 2009

with the launch of the SLSI-SLTB product certification programme.

SLSI-SLTB Product Certification Programme

Under the Sri Lanka Standards Institute-SLTB product certification programme, tea is

tested and audited against the ISO3720, SLSI code of practices for the industry and SLTB

Regulations and Guidelines (Senaweera, 2010). The SLSI-SLTB programme is concerned

with improving the quality of the final product, whereas other standards like ISO9001,

ISO22000 and HACCP focus on the process of production or system. Under the

programme, the SLSI appoints an audit team to conduct an on-site assessment,

surveillance audits and draw samples for testing purposes. The programme is voluntary.

2.3 Private, Voluntary Standards

In addition to mandatory and voluntary public standards, there are a number of private

standards adopted by the tea exporters, manufacturers and producers. The number of

private standards governing the industry has proliferated since 2000. These private

standards go beyond the realm of public standards for food quality and safety issues

and cover a gamut of issues, including social and environmental concerns. Some well-

known private initiatives include the BRC, Organic, Fair Trade, ETP, and GlobalGAP,

which have been collectively set and monitored by the external agencies. There are also

private standards or private codes of conduct, specific to individual buyers; for example,

supermarkets and fast-food chains have their own set of standards and requirements.

The emergence of private standards reflects a growing concern of international buyers

(brands and ultimately consumers) about the conditions under which tea is produced.

Many brand owners now publicly declare their commitment to make the industry more

sustainable and to improve labour and environmental conditions in the chain. These

standards not only help to differentiate their offerings to their end-consumers but also

enable them to position themselves as socially responsible corporations. While more

and more buyers are committed to buying certified tea, all are focused on supplying

Western countries. These developments are not unique to the tea industry in Sri Lanka
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders

170

Janaka Wijayasiri

comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this

181

Colombo Tea Auction: Major Marketing Mechanism to Dispose Bulk Tea

effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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but reflect changes in recent years in the standards environment governing agriculture

and food businesses.

While public standards can be both mandatory and voluntary, private standards tend to

be voluntary in nature. Nevertheless, compliance with them is increasingly becoming

necessary to cater to certain buyers and markets abroad. Exporters, manufacturers and

producers are selectively adopting them to cater to their main buyers and markets. For

example, an exporter which mainly exports to the EU, has obtained Fair Trade certification

to cater to its largest customer, a supermarket chain in the Netherlands.

In the case of factories and estates, most have met private standards, such as ETP

certification, while a select few have opted for Fair Trade, GlobalGAP, BRC, organic,

UTZ and RA certifications. According to the manufacturers/producers, a handful of

exporters require these private standards on behalf of their principal buyers abroad.

They pointed out that these tend to be buyers that export mainly to Western countries,

and not necessarily the Middle East, Russia and Commonwealth of Independent States

(CIS) countries, which are Sri Lanka's main markets.

Given that these private standards cater to specific customers and niche markets, their

adoption has not been widespread among manufacturers and producers. Moreover, it

was pointed out that majority of exporters and overseas buyers do not require such

certifications. By and large most buyers are concerned more about the quality attributes

of tea rather than the certificate per se.

In summary, the interviews with producers, manufacturers and exporters revealed that

the awareness of public and private standards governing the value chain in Sri Lanka is

high in the industry. However, compliance varied depending upon whether the standards

are mandatory or voluntary. Where standards are mandatory, stakeholders seem to

have fallen in line with them to a large extent, whereas with standards that are voluntary

- public or private - the extent of compliance depended upon end-consumers and markets.

3. Perceived Benefits and Costs of Standards Compliance

To date, most studies have failed to recognise the benefits from complying with standards.

Compliance has been seen as almost entirely a cost with few, if any, benefits. As result,

studies have tended to overestimate the net costs of compliance (World Bank [WB],
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2005). This section will throw light on both costs and benefits of compliance, based on

the perception of the three stakeholders in the industry: exporters, manufacturers and

producers.

3.1 Perceived Benefits of Standard Compliance

Sales, and Marketability and of Product Differentiation

According to interviews with the exporters, while it is difficult to attribute an increase in

their export sales subsequent to compliance with standards, with the exception of Fair

Trade and Organic certified teas, compliance ensured that the exporters were able to

differentiate themselves from their competitors and access certain buyers and markets

that are particular about standards. In fact, Fair Trade and Organic certifications have

helped some companies cater to 'premium' buyers/markets, while compliance with

international food safety management systems like HACCP/ISO22000 have opened up

potential new markets. Some exporters also obtained other certifications like BRC,

International Food Standard (IFS), etc. as they desired to cater to new buyers and markets

other than Sri Lanka's traditional markets. Thus, standards could potentially help

increase the marketability of the company and its product.

The ability to differentiate is important in a highly competitive industry like the tea

trade. Having standards such as ISO9001, HACCP and ISO22000 provide companies

with a competitive advantage in the world market until they become a regulatory

requirement (Ranaweera, 2007).  As a country, Sri Lanka has a competitive advantage

vis-à-vis other tea-producing countries because ISO3720 is strictly implemented and

monitored by SLTB and the industry.

In the case of manufacturers/producers, it was stated that it is difficult to say that they

managed to sell more tea because of the standards, with the exception of Fair Trade and

organic certification. Interviews with manufacturers/producers highlighted that

compliance with standards also opens up a larger set of buyers and markets which are

particular about adhering to standards.

Price Increase

Except for Fair Trade and Organic teas, adoption of standards has not led to a discernible

price increase despite the ability of standards to differentiate and market a product/

company. Fair Trade and Organic certified teas are currently fetching higher prices at
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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departments in the company. Similarly, manufacturers also noted an increase in efficiency

on the factory floor following the adoption of standards, leading to reduction in the cost

of production.

Buyer Assurance and Monitoring

According to the exporters, implementing quality or safety management systems and

obtaining certifications has given them the confidence to assure their buyers about the

quality and safety of the product, as continuous audits are conducted by an internal

quality assurance team as well as external accredited bodies.

Similarly, the manufacturers/producers stated that the standards provide their buyers

with confidence in the product and the conditions under which it was produced. In fact,

these factories have gained the confidence to the extent of opening up their doors to

outsiders, as mentioned by a representative of private factories: 'we have been bold

enough to open our factory to any foreign visitor because we conform to all international

standards'.

While the certificates may provide assurance to buyers about the product and the

production process, they do not necessarily guarantee the quality and safety of the end-

product. Therefore, buyers who are particular about quality and safety still continue to

monitor the product and conduct their own audits of their suppliers. For example, there

are a handful of international buyers (brands and retailers) and markets (Japan) which

have stringent requirements, and they are not satisfied by certificates like HACCP/

ISO22000 alone. Therefore they conduct their own monitoring missions independent of

audits/certification. Also the monitoring and auditing of tea factories by a few of the

larger buyers/exporters with their own labels or pack for international brands did not

change because of certifications.

Currently, the main means of monitoring of teas by exporters remains through sampling

of the tea distributed by brokers prior to the auction. This requires an assessment through

visual inspection and tasting of the tea to judge their quality and value. This practice is

unlikely to change as the current standards cannot codify this kind of information.  In

the case of smallholders, it was reported that at the production level monitoring by

factories has increased. Some quality-conscious factories are increasingly working closely

with the smallholders and monitoring their activities.
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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bids received not meeting the broker's expectations. Despite this set back, Somerville &

Co. and the other brokers persisted and were able to conduct auctions on a regular basis

from 1885. In 1894, Ceylon Chamber of Commerce (CCC) set up the Colombo Tea Traders’

Association (CTTA) to formulate rules for the conduct of the tea auction and promote the

common interest of buyers and sellers. With modest beginnings, CTA grew to become the

largest tea auction in the world in terms of the number of lots sold.

The CTA adapted over the years towards meeting changing circumstances. Auctions

were originally conducted in the CCC building in Chatham Street in Colombo on one

day of the week in one auction room. As the volume of tea sold through the CTA and the

number of lots increased, the auction was split over two days per week. With the increase

in the number of lots, the CCC Board Room was converted into a second auction room.

The new CCC building at Nawam Mawatha, Colombo made provision for two custom

built auction rooms, but this too proved to be insufficient over time.

Other developments in the tea trade included the shift from solid wooden boxes to

plywood cases to paper sacks, metrication with lots being sold in multiples of 10 and not

12, the change from pounds to kilograms and shift from a Monday/Tuesday auction to

a Tuesday/Wednesday auction (Banyard, 1981). All these changes were opposed by

some sections of the trade when these were first proposed, but decisions were taken in

the best interest of the trade.

4.2 Tea Marketing System in Sri Lanka

Tea manufactured in Sri Lanka are sold in bulk by the producers through one of the five

marketing channels approved by the Sri Lanka Tea Board (SLTB ) namely: 1) Colombo

auctions; 2) private sales; 3) direct sales; 4) forward contracts; and, 5) ex-factory sales

(Kelegama et al, 1995; Ariyawardena, 2001).

However, out of the five channels, more than 95% of tea is sold through the CTA (CTTA,

2016). Other channels are used in special circumstances, such as to accommodate any

quick requests from buyers. Also there are some unrecorded private sales mainly used

for local consumption, but the volume sold is very low.

At the tea auction, the producing party has the opportunity to obtain the highest bid

(offer) from the widest possible range of offers. The potential buyers bid for catalogued
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private standards, exporters and manufacturers/producers have selectively adopted

them, based on their end-buyers and markets.  Currently, voluntary, public and private

standards appear to be more relevant in catering to markets in developed countries than

in developing countries (the Middle East, Russia and CIS countries), which are Sri Lanka's

biggest export markets for tea.

Compliance with standards has brought about a number of benefits in terms of

marketability of the tea, discipline within the company, efficiency gains, buyer assurance,

reduction in wastage, improvements in the working environment, morale of the

workforce, enhancement of the company's reputation and improvements in the quality

of the product and production process. Contrary to the expectations, compliance has not

resulted in higher sales, prices or even reduction of monitoring, with the exception of

Organic and Fair Trade-certified. In the interim, there have been costs associated with

complying with standards, due to capital costs in upgrading factories/warehouses,

testing, auditing and certification costs, loss of production, consultant fees, additional

staff and time, training costs, documentation costs, increase in input costs and multiplicity

of standards.

The industry still faces a number of challenges in complying with the standards, and

these need to be addressed together by the government and stakeholders of the industry.

Government needs to strengthen regulations governing standards, obtain accreditation

for laboratories to conduct product testing and recruit personnel for relevant government

organisations in order to undertake product testing, and monitor compliance with

standards.  The main challenges identified by exporters, manufacturers and producers

in complying with standards were shortage of green leaf to operate factories, lack of

know-how to adopt food safety management systems, high cost of compliance in

upgrading infrastructure, lack of monetary return on compliance in terms of higher

sales and prices, transforming the mindset of workers, smallholders and collectors,

monitoring suppliers, and the proliferation of standards. These challenges have made

standard compliance a demanding task for the tea industry.
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the auction because they cater to niche market segments in which consumers are willing

to pay higher prices to purchase tea that is produced ethically and sustainably. However,

in the case of standards such as HACCP/ISO22000, an increase in price was not visible

subsequent to the certification process.  This is probably because the food quality and

safety management systems are considered to be a necessity and expected by the buyers

from their suppliers.

Similarly, implementation of standards by factories/estates has not brought about an

increase in prices of teas sold at the auction, with the exception of Fair Trade and Organic

certified teas. It was stated that there is only limited number of Fair Trade and Organic-

certified factories/estates in Sri Lanka, and this would tend to drive up the prices of

these teas. However, there is no price advantage for other certificates like HACCP/

ISO22000 and buyers at the auction are not willing to pay more for them. Like exporters,

most of manufacturers/producers that adopted the standards initially expected a price

increase due to certification. This has not materialised to date and accordingly they are

disappointed, since there is a considerable cost associated with obtaining the standards.

In the case of smallholders, they appear to have benefited from a price increase as a

result of adhering to the standards. Quality-conscious factories are increasingly paying

higher prices as incentives to smallholders to attract good quality leaf; the difference in

price can be substantial.

Discipline and Efficiency

The implementation of standards has brought discipline within organisations as well

as along the value chain from the exporters to smallholders. According to interviews

with the exporters, the implementation of standards has instilled discipline within the

workforce and processes of the organisation, 'What I would think is, quite frankly, any

kind of certification requires discipline and if you follow good disciplines, it helps your

overall business'. Similar observations were made by, manufacturers/producers: 'What

I can say is, actually it has brought in a lot of discipline; now everything is documented.

So rather than having a sort of ad-hoc process, it is a structured way of doing things'.

Consequently, the implementation of standards has streamlined work wherever they

have been adopted and improved efficiency. One exporter highlighted how the

implementation of standards such as ISO22000 has improved efficiency in his company

because the quality manual lists the tasks and responsibilities of personnel and
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departments in the company. Similarly, manufacturers also noted an increase in efficiency

on the factory floor following the adoption of standards, leading to reduction in the cost

of production.

Buyer Assurance and Monitoring

According to the exporters, implementing quality or safety management systems and

obtaining certifications has given them the confidence to assure their buyers about the

quality and safety of the product, as continuous audits are conducted by an internal

quality assurance team as well as external accredited bodies.

Similarly, the manufacturers/producers stated that the standards provide their buyers

with confidence in the product and the conditions under which it was produced. In fact,

these factories have gained the confidence to the extent of opening up their doors to

outsiders, as mentioned by a representative of private factories: 'we have been bold

enough to open our factory to any foreign visitor because we conform to all international

standards'.

While the certificates may provide assurance to buyers about the product and the

production process, they do not necessarily guarantee the quality and safety of the end-

product. Therefore, buyers who are particular about quality and safety still continue to

monitor the product and conduct their own audits of their suppliers. For example, there

are a handful of international buyers (brands and retailers) and markets (Japan) which

have stringent requirements, and they are not satisfied by certificates like HACCP/

ISO22000 alone. Therefore they conduct their own monitoring missions independent of

audits/certification. Also the monitoring and auditing of tea factories by a few of the

larger buyers/exporters with their own labels or pack for international brands did not

change because of certifications.

Currently, the main means of monitoring of teas by exporters remains through sampling

of the tea distributed by brokers prior to the auction. This requires an assessment through

visual inspection and tasting of the tea to judge their quality and value. This practice is

unlikely to change as the current standards cannot codify this kind of information.  In

the case of smallholders, it was reported that at the production level monitoring by

factories has increased. Some quality-conscious factories are increasingly working closely

with the smallholders and monitoring their activities.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.

182

K.G.M.C.P. Bandara Gajanayake

bids received not meeting the broker's expectations. Despite this set back, Somerville &

Co. and the other brokers persisted and were able to conduct auctions on a regular basis

from 1885. In 1894, Ceylon Chamber of Commerce (CCC) set up the Colombo Tea Traders’

Association (CTTA) to formulate rules for the conduct of the tea auction and promote the

common interest of buyers and sellers. With modest beginnings, CTA grew to become the

largest tea auction in the world in terms of the number of lots sold.

The CTA adapted over the years towards meeting changing circumstances. Auctions

were originally conducted in the CCC building in Chatham Street in Colombo on one

day of the week in one auction room. As the volume of tea sold through the CTA and the

number of lots increased, the auction was split over two days per week. With the increase

in the number of lots, the CCC Board Room was converted into a second auction room.

The new CCC building at Nawam Mawatha, Colombo made provision for two custom

built auction rooms, but this too proved to be insufficient over time.

Other developments in the tea trade included the shift from solid wooden boxes to

plywood cases to paper sacks, metrication with lots being sold in multiples of 10 and not

12, the change from pounds to kilograms and shift from a Monday/Tuesday auction to

a Tuesday/Wednesday auction (Banyard, 1981). All these changes were opposed by

some sections of the trade when these were first proposed, but decisions were taken in

the best interest of the trade.

4.2 Tea Marketing System in Sri Lanka

Tea manufactured in Sri Lanka are sold in bulk by the producers through one of the five

marketing channels approved by the Sri Lanka Tea Board (SLTB ) namely: 1) Colombo

auctions; 2) private sales; 3) direct sales; 4) forward contracts; and, 5) ex-factory sales

(Kelegama et al, 1995; Ariyawardena, 2001).

However, out of the five channels, more than 95% of tea is sold through the CTA (CTTA,

2016). Other channels are used in special circumstances, such as to accommodate any

quick requests from buyers. Also there are some unrecorded private sales mainly used

for local consumption, but the volume sold is very low.

At the tea auction, the producing party has the opportunity to obtain the highest bid

(offer) from the widest possible range of offers. The potential buyers bid for catalogued
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private standards, exporters and manufacturers/producers have selectively adopted

them, based on their end-buyers and markets.  Currently, voluntary, public and private

standards appear to be more relevant in catering to markets in developed countries than

in developing countries (the Middle East, Russia and CIS countries), which are Sri Lanka's

biggest export markets for tea.

Compliance with standards has brought about a number of benefits in terms of

marketability of the tea, discipline within the company, efficiency gains, buyer assurance,

reduction in wastage, improvements in the working environment, morale of the

workforce, enhancement of the company's reputation and improvements in the quality

of the product and production process. Contrary to the expectations, compliance has not

resulted in higher sales, prices or even reduction of monitoring, with the exception of

Organic and Fair Trade-certified. In the interim, there have been costs associated with

complying with standards, due to capital costs in upgrading factories/warehouses,

testing, auditing and certification costs, loss of production, consultant fees, additional

staff and time, training costs, documentation costs, increase in input costs and multiplicity

of standards.

The industry still faces a number of challenges in complying with the standards, and

these need to be addressed together by the government and stakeholders of the industry.

Government needs to strengthen regulations governing standards, obtain accreditation

for laboratories to conduct product testing and recruit personnel for relevant government

organisations in order to undertake product testing, and monitor compliance with

standards.  The main challenges identified by exporters, manufacturers and producers

in complying with standards were shortage of green leaf to operate factories, lack of

know-how to adopt food safety management systems, high cost of compliance in

upgrading infrastructure, lack of monetary return on compliance in terms of higher

sales and prices, transforming the mindset of workers, smallholders and collectors,

monitoring suppliers, and the proliferation of standards. These challenges have made

standard compliance a demanding task for the tea industry.
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Reduction in Wastage

Implementation of the standards has reduced wastage in the production process. As

there is continuous monitoring and improvements to production which are the main

focuses of standards like ISO9001 and ISO22000, the number of rejects has reduced.

However, the extent to which there was reduction in wastage depended on how

streamlined the production process was initially before the implementation.

Manufacturers acknowledged that the implementation of standards has cut down on

wastage on the factory floor and thereby made substantial savings, as highlighted by a

private factory owner, who adopted the HACPP/ISO22000 standard: 'after conveyerising

the rolling room, we find that we have saved a lot on wastage. Otherwise, every day

about 40-50 kg of tea was going down the drain… Like that, if you work out for a one

year, you can save a few millions'.

Improvements in Working Environment and Morale of Workforce

In upgrading the factory to meet standards requirements, workers were educated and

trained, which helped to change their attitudes towards their job and raise the morale at

the workplace according to the exporters and manufacturers.  The manufacturers also

noted that the workers now feel important and recognised subsequent to certification: 'I

remember one of our workers saying now they like to come to work. Earlier they didn't

realise their importance. Now they feel important because they are recognised'.

Enhancement of Reputation of the Company and Country

Obtaining the standard certification was deemed beneficial for companies which are

involved in value-addition production and branding. An exporter, which only packs

under its own brand name, highlighted the importance of standards for its brand

development and for the industry as a whole: ' ..our brand focuses a lot on the quality of

the product. We are proud to have these kinds of certificates. They strengthen our brand….

it boosts the Sri Lankan industry one step ahead'. According to a manufacturer, obtaining

the standards has also contributed to building the reputation of the company, even

though there has not been any price advantage: 'Financial-wise - nothing at all. It is only a

prestige that is (there) when you take the standards'.

Improvements in Quality of Product and Production Process

Implementation of standards such as HACCP and ISO22000 has not only improved the

production process but also the quality and safety of the end-product, especially reducing
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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teas after visually observing the characteristics (colour, uniformity and purity etc.), tasting

quality and judging its value beforehand.

Under private sales, the tea offered by the owners go through a panel valuation. The

particular lots of tea to be sold privately is examined by a panel consisting of two

independent brokers and a representative from the SLTB. The owner has to pay Rs.100

to the SLTB as ratification charges for each line of tea being sold privately. Owners prefer

to sell their produce privately when they are in an urgent need of cash, and the market

for some teas is favourable during particular periods.

Under direct sales, producers are able to directly enter into contracts with buyers. No

brokers are involved in this marketing channel. However, the Rs 100 ratification fee to

the SLTB applies for each consignment.

Under forward contracts, a seller can enter into a contract by offering tea at a pre-

determined price subjected to the approval of the SLTB and a selling broker. However,

Figure 2
Colombo Tea Auction at Ceylon Chamber of Commerce, Colombo

Source: Photo courtesy of Business Today.
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only a small percentage of tea manufactured in Sri Lanka is marketed through this

channel due to the uncertainty of demand and supply conditions.

In 1992, the government took a decision to allow tea manufacturers to sell ex-factory up

to a maximum of 3% of their monthly production for local consumption. There is no

price ratification by a panel given that the expenditure involved would hardly justify

the volume and the value of teas sold under the scheme. However, ex-factory sales are

subjected to an excise duty of Rs. 1.00 per kg of tea (Kelegama et al., 1995).

4.3 Colombo Tea Auction

CTTA and CCC are responsible for the functioning of the tea auction. The By-Laws and

Conditions of Sale of Tea by public auction, provide a stable, reliable and credible

procedure for the sale of tea. CTA is held at the CCC in Nawam Mawatha in Colombo.

Usually the tea auction is held on every Tuesday and Wednesday of the week, except

during the Sinhala and Tamil New Year and Christmas. There are three chambers in the

building namely, Ground Floor Main Auditorium, Second Floor Auditorium and West

Wing, allowing the auction to take place simultaneously.

Eight commodity brokers and around 450 buyers participate in the auction, of which

approximately 200 are active on a regular basis (SLTB, 2016).

The selling operation involves three parties viz. sellers, brokers, and buyers.

1. Sellers are manufacturers of tea. They handover the process of selling of
their tea in the public auction to a third party or (brokers). They can
choose one or more brokering company according to their preference
under their garden marks.

Day Ground Floor Main   2nd Floor Main     Ground Floor
       Auditorium      Auditorium        West-wing

On Tuesday Low grown leafy Low grown tippy High and medium

Premium flowery BOP1A

On Wednesday Dust Ex estate Off grades

Table 2
Auction Sale Locations at Colombo Tea Auction (CTA) at

Ceylon Chamber Commerce

Source: CTTA, 2016.
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Reduction in Wastage

Implementation of the standards has reduced wastage in the production process. As

there is continuous monitoring and improvements to production which are the main

focuses of standards like ISO9001 and ISO22000, the number of rejects has reduced.

However, the extent to which there was reduction in wastage depended on how

streamlined the production process was initially before the implementation.

Manufacturers acknowledged that the implementation of standards has cut down on

wastage on the factory floor and thereby made substantial savings, as highlighted by a

private factory owner, who adopted the HACPP/ISO22000 standard: 'after conveyerising

the rolling room, we find that we have saved a lot on wastage. Otherwise, every day

about 40-50 kg of tea was going down the drain… Like that, if you work out for a one

year, you can save a few millions'.

Improvements in Working Environment and Morale of Workforce

In upgrading the factory to meet standards requirements, workers were educated and

trained, which helped to change their attitudes towards their job and raise the morale at

the workplace according to the exporters and manufacturers.  The manufacturers also

noted that the workers now feel important and recognised subsequent to certification: 'I

remember one of our workers saying now they like to come to work. Earlier they didn't

realise their importance. Now they feel important because they are recognised'.

Enhancement of Reputation of the Company and Country

Obtaining the standard certification was deemed beneficial for companies which are

involved in value-addition production and branding. An exporter, which only packs

under its own brand name, highlighted the importance of standards for its brand

development and for the industry as a whole: ' ..our brand focuses a lot on the quality of

the product. We are proud to have these kinds of certificates. They strengthen our brand….

it boosts the Sri Lankan industry one step ahead'. According to a manufacturer, obtaining

the standards has also contributed to building the reputation of the company, even

though there has not been any price advantage: 'Financial-wise - nothing at all. It is only a

prestige that is (there) when you take the standards'.

Improvements in Quality of Product and Production Process

Implementation of standards such as HACCP and ISO22000 has not only improved the

production process but also the quality and safety of the end-product, especially reducing
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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teas after visually observing the characteristics (colour, uniformity and purity etc.), tasting

quality and judging its value beforehand.

Under private sales, the tea offered by the owners go through a panel valuation. The

particular lots of tea to be sold privately is examined by a panel consisting of two

independent brokers and a representative from the SLTB. The owner has to pay Rs.100

to the SLTB as ratification charges for each line of tea being sold privately. Owners prefer

to sell their produce privately when they are in an urgent need of cash, and the market

for some teas is favourable during particular periods.

Under direct sales, producers are able to directly enter into contracts with buyers. No

brokers are involved in this marketing channel. However, the Rs 100 ratification fee to

the SLTB applies for each consignment.

Under forward contracts, a seller can enter into a contract by offering tea at a pre-

determined price subjected to the approval of the SLTB and a selling broker. However,

Figure 2
Colombo Tea Auction at Ceylon Chamber of Commerce, Colombo

Source: Photo courtesy of Business Today.
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2. Buyers belong to companies or an organizations which produce value
added tea products to export or sell locally. They buy tea at the tea auction
for their products.

3. Brokers are third parties who sell manufactured tea to the buyers at the
auction.

Both sellers and buyers have contacts with the broker but they never meet directly.

Brokers receive manufactured tea from factories under a garden mark. Tea brokers, who

take care of the complete selling process, decide prices by analyzing previous auctions

and sell tea lots at the tea auction (Table 2). Each broker is given a particular time period

to sell their lots. Usually 5.5Mkg - 8Mkg of tea that comprises of 11,000 - 13,000 of lots are

sold in the auction during a week. Purchasing tea from the auction is a very complex

process. It consists of three steps, namely Pre-auctioning Process, Auctioning Process

and Post-auctioning Process.

4.4 Brokers at the Colombo Tea Auction

At the CTA, only registered brokers are entitled to conduct sales as auctioneers, who are

also members of the Brokers Association and registered as brokers with a license from

the relevant licensing authority.  There are eight registered tea brokers in the CTA (Table

3) and they operate according to the International Tea Commodities regulations.

Figure 3
Broker Selling Tea at the Colombo Tea Auction (CTA)

Source:  Photo courtesy of Business Today.
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only a small percentage of tea manufactured in Sri Lanka is marketed through this

channel due to the uncertainty of demand and supply conditions.

In 1992, the government took a decision to allow tea manufacturers to sell ex-factory up

to a maximum of 3% of their monthly production for local consumption. There is no

price ratification by a panel given that the expenditure involved would hardly justify

the volume and the value of teas sold under the scheme. However, ex-factory sales are

subjected to an excise duty of Rs. 1.00 per kg of tea (Kelegama et al., 1995).

4.3 Colombo Tea Auction

CTTA and CCC are responsible for the functioning of the tea auction. The By-Laws and

Conditions of Sale of Tea by public auction, provide a stable, reliable and credible

procedure for the sale of tea. CTA is held at the CCC in Nawam Mawatha in Colombo.

Usually the tea auction is held on every Tuesday and Wednesday of the week, except

during the Sinhala and Tamil New Year and Christmas. There are three chambers in the

building namely, Ground Floor Main Auditorium, Second Floor Auditorium and West

Wing, allowing the auction to take place simultaneously.

Eight commodity brokers and around 450 buyers participate in the auction, of which

approximately 200 are active on a regular basis (SLTB, 2016).

The selling operation involves three parties viz. sellers, brokers, and buyers.

1. Sellers are manufacturers of tea. They handover the process of selling of
their tea in the public auction to a third party or (brokers). They can
choose one or more brokering company according to their preference
under their garden marks.

Day Ground Floor Main   2nd Floor Main     Ground Floor
       Auditorium      Auditorium        West-wing

On Tuesday Low grown leafy Low grown tippy High and medium

Premium flowery BOP1A

On Wednesday Dust Ex estate Off grades

Table 2
Auction Sale Locations at Colombo Tea Auction (CTA) at

Ceylon Chamber Commerce

Source: CTTA, 2016.
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extraneous matter in made tea. While standards such as HACPP/ISO22000 have

improved the quality of the tea by reducing biological, chemical and physical

contamination, some exporters still clean the teas before shipping them even if they buy

from certified estates/factories, because there is no guarantee that it is free of contaminants.

Standards such as Fair Trade, ETP and RA also have wider social and environmental

benefits beyond the quality and safety of tea to the community at large. Fair Trade tea

sells at a premium price, and part of this selling price goes to a fund, which is administered

by the workers for their welfare and to improve their socio-economic conditions. The

fund has been used to set up a loan scheme, purchase an ambulance, provide electricity

to households, etc. (Sunday Times, 2009).

3.2 Perceived Costs of Standard Compliance

Capital Costs to Upgrade Infrastructure

To comply with standard requirements, exporters and manufacturers had to incur a

number of costs. The largest and the most significant was the initial capital cost involved

in upgrading warehouses and factories to meet standard requirements. Substantial

improvements included, tiling of floors, installing bird nets or meshes to windows,

fixing magnets to machines, laminating glass, buying plastic crates to store tea, installing

belt guards on machines to cover the exposed moving parts, fixing ceilings, installing air

curtains, foot baths, new wash basins, and purchasing of staff uniforms, etc.

Tea factories appear to have required substantial upgrading and larger capital outlays

compared to exporters, as most factories were built more than 100 years ago, especially

those under the management control of RPCs. In the case of low- and medium-country

factories, privately owned ones, because they are relatively new and modern, they did

not require extensive upgrading of their infrastructure. On average Rs.3-4million

(USD27,132-36,177) was required to upgrade the infrastructure, inclusive of certification

costs, which could add 2-3% to the cost of production, according to the Human Resource

Manager of a RPC.

Testing, Auditing and Certification Costs

Exporters and manufacturers also had to pay for certification, which is valid for a

specified period of time, and for surveillance audits, which are conducted regularly

during the validity of the certification. For example, in the case of HACCP/ISO22000,

the certificates are valid for three years and audits are conducted every six months.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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2. Buyers belong to companies or an organizations which produce value
added tea products to export or sell locally. They buy tea at the tea auction
for their products.

3. Brokers are third parties who sell manufactured tea to the buyers at the
auction.

Both sellers and buyers have contacts with the broker but they never meet directly.

Brokers receive manufactured tea from factories under a garden mark. Tea brokers, who

take care of the complete selling process, decide prices by analyzing previous auctions

and sell tea lots at the tea auction (Table 2). Each broker is given a particular time period

to sell their lots. Usually 5.5Mkg - 8Mkg of tea that comprises of 11,000 - 13,000 of lots are

sold in the auction during a week. Purchasing tea from the auction is a very complex

process. It consists of three steps, namely Pre-auctioning Process, Auctioning Process

and Post-auctioning Process.

4.4 Brokers at the Colombo Tea Auction

At the CTA, only registered brokers are entitled to conduct sales as auctioneers, who are

also members of the Brokers Association and registered as brokers with a license from

the relevant licensing authority.  There are eight registered tea brokers in the CTA (Table

3) and they operate according to the International Tea Commodities regulations.

Figure 3
Broker Selling Tea at the Colombo Tea Auction (CTA)

Source:  Photo courtesy of Business Today.
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only a small percentage of tea manufactured in Sri Lanka is marketed through this

channel due to the uncertainty of demand and supply conditions.

In 1992, the government took a decision to allow tea manufacturers to sell ex-factory up

to a maximum of 3% of their monthly production for local consumption. There is no

price ratification by a panel given that the expenditure involved would hardly justify

the volume and the value of teas sold under the scheme. However, ex-factory sales are

subjected to an excise duty of Rs. 1.00 per kg of tea (Kelegama et al., 1995).

4.3 Colombo Tea Auction

CTTA and CCC are responsible for the functioning of the tea auction. The By-Laws and

Conditions of Sale of Tea by public auction, provide a stable, reliable and credible

procedure for the sale of tea. CTA is held at the CCC in Nawam Mawatha in Colombo.

Usually the tea auction is held on every Tuesday and Wednesday of the week, except

during the Sinhala and Tamil New Year and Christmas. There are three chambers in the

building namely, Ground Floor Main Auditorium, Second Floor Auditorium and West

Wing, allowing the auction to take place simultaneously.

Eight commodity brokers and around 450 buyers participate in the auction, of which

approximately 200 are active on a regular basis (SLTB, 2016).

The selling operation involves three parties viz. sellers, brokers, and buyers.

1. Sellers are manufacturers of tea. They handover the process of selling of
their tea in the public auction to a third party or (brokers). They can
choose one or more brokering company according to their preference
under their garden marks.

Day Ground Floor Main   2nd Floor Main     Ground Floor
       Auditorium      Auditorium        West-wing

On Tuesday Low grown leafy Low grown tippy High and medium

Premium flowery BOP1A

On Wednesday Dust Ex estate Off grades

Table 2
Auction Sale Locations at Colombo Tea Auction (CTA) at

Ceylon Chamber Commerce

Source: CTTA, 2016.
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Figure 4
Functions of Brokers in Tea Marketing Through Colombo Tea Auction

Source: Author.
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Audit/certification fees vary, depending on the standard in question. For example, the

ETP certificate and audits are free, while the HACCP/ISO22000 certificate costs

approximately Rs.150,000-200,000 (USD1,327-1,769) and the surveillance audit amounts

to Rs.75,000-80,000 (USD663-708) for a factory. In addition, depending on the number of

other standards that factories have obtained, they have to pay for their certification and

surveillance audits, which multiplies the cost of certification substantially. Some

exporters and manufacturers also had to bear the travel and accommodation expenses

of the auditors, if the certification agency they have chosen is not based in Sri Lanka or

if there are no qualified auditors in the country to carry out an audit for a particular

standard.

Loss of Production

In upgrading warehouses and factories, some interviewees reported that there were

many structural changes required, especially in the case of old tea factories and training

of staff prior to the first audit. Consequently there was some disruption to production

and a loss of production at the beginning. In cases where there was extensive

infrastructural upgrading, which took 6-8 months to undertake,  during that time green

leaf was  sent elsewhere to be processed into made tea. It was also pointed out that not

only was production process disrupted but they received a lower price for the teas,

because they were processed in a factory which usually fetches low prices at the auction.

Consultant Fees and Training Costs

Almost all exporters/manufacturers hired a consultant to advise and train their staff on

what needs to be carried out to comply with the standards. In terms of cost, it was stated

that a consultant could charge between Rs.250,000-300,000 (USD2,261-2,713) as fees.

Alternatively, some companies sent their staff to be trained or trained them internally in

order to conduct the internal audits in preparation for certification.

Additional Staff and Time

All the companies have established a separate department/division within the company

and hired staff towards complying with standards. The size of the quality assurance

department varied according to the size of the business. Factories also had to hire staff or

re-allocate existing people within the organisation after training them to work full-time

on maintaining records and ensuring compliance with standard requirements. For

example, officers were assigned to work full-time to monitor and record details of the
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-

176

K.G.M.C.P. Bandara Gajanayake

Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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to Dispose Bulk Tea
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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2. Buyers belong to companies or an organizations which produce value
added tea products to export or sell locally. They buy tea at the tea auction
for their products.

3. Brokers are third parties who sell manufactured tea to the buyers at the
auction.

Both sellers and buyers have contacts with the broker but they never meet directly.

Brokers receive manufactured tea from factories under a garden mark. Tea brokers, who

take care of the complete selling process, decide prices by analyzing previous auctions

and sell tea lots at the tea auction (Table 2). Each broker is given a particular time period

to sell their lots. Usually 5.5Mkg - 8Mkg of tea that comprises of 11,000 - 13,000 of lots are

sold in the auction during a week. Purchasing tea from the auction is a very complex

process. It consists of three steps, namely Pre-auctioning Process, Auctioning Process

and Post-auctioning Process.

4.4 Brokers at the Colombo Tea Auction

At the CTA, only registered brokers are entitled to conduct sales as auctioneers, who are

also members of the Brokers Association and registered as brokers with a license from

the relevant licensing authority.  There are eight registered tea brokers in the CTA (Table

3) and they operate according to the International Tea Commodities regulations.

Figure 3
Broker Selling Tea at the Colombo Tea Auction (CTA)

Source:  Photo courtesy of Business Today.
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Figure 4
Functions of Brokers in Tea Marketing Through Colombo Tea Auction

Source: Author.
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Among them, Forbes and Walkers (Pvt.) Ltd and John Keels Ltd dominate the market,

handling more than 40% of the market share collectively.  The brokering business has

developed from a selling role to a multifaceted marketing role ensuring that there is

regular demand for their client’s garden mark (Figure 4).

No. Name of the Broker Market Share (%)

1 Forbes and Walker Tea Broker (Pvt.) Ltd. 21.4

2 John Keels Ltd. 20.8

3 Asia Siyaka Commodities (Pvt.) Ltd 15.4

4 Lanka Commodity Brokers Ltd. 13.3

5 Mercantile Produce Brokers (Pvt.) Ltd. 12.4

6 Bartleet and Company Ltd. 6.7

7 Ceylon Tea Brokers Ltd. 6.2

8 Eastern Tea Brokers Ltd. 3.8

Table 3
List of Brokering Companies Registered at the Colombo Tea Auction (CTA)

and their Relative Market Share in Year 2010.

Source: Ceylon Tea Brokers Ltd., 2010.

4.5 Tea Prices at the Colombo Tea Auction

The price of tea is governed by the principle of supply and demand. In CTA, prices of tea

have fluctuated over time (Figure 5). Changing tea prices  impacts on the economy as tea

is one of the major foreign export earners to the country. Also large number of small

holders and estate workers depend on tea for their income. Therefore, changes in tea

prices have a significant impact on the economy and living standard of the people

dependent on the industry.

Global tea production has increased in larger quantities from 1970s while demand has

not improved at a corresponding rate, thereby exerting pressure on the producer prices

of tea. The dominance of larger multinationals also has influenced the prices to a certain

extent. Nominal price for bulk tea produced in India, Indonesia, Kenya and Sri Lanka

has improved slightly over the time in export markets, such as United Kingdom, USA

and Canada, while real prices have come down from 1970s to date (Ganewatta and

Edward, 2000). Nominal and real price for final tea also follow the same trend. However,

margins between raw and final tea have remaine a constant level (Weerahewa, 1996).
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production process starting from the receiving point to check the raw material up to the

point of dispatch of made tea.

In the case of the smallholders, it was reported that it took them more time and effort to

follow the GAPs. For example, rather than applying chemicals to control weeds,

smallholders now undertake manual weeding. In fact, this is more costly and time-

consuming than using chemicals.

Documentation Costs

In addition, both exporters and manufactures complained that they spent a lot of time on

maintaining records initially. The paperwork can be burdensome when it comes to

record keeping which is required to comply with standards. Both the exporters and

manufacturers had to hire extra people or reallocate staff to ensure that there was detailed

record keeping and filing.

Increase in Input Costs

Input costs have gone up as the exporters and manufacturers have to source food grade

material (food grade ink and gum for packaging material, food grade grease to oil

machinery in the factory, paper sacks to pack made teas, plastic crates to transport and

store tea) from certified suppliers to comply with the standards. These food grade materials

from the certified suppliers cost more. For example, the difference in cost between a

certified and non-certified paper sack was said to be Rs.5-10 per sack (USD 5-10 cents).

One manufacturer also observed that the cost of green leaf has increased subsequent to

the implementation of standards because producers now have to use TRI-approved

agro-chemicals as well as observe GAPs, especially Pre-Harvesting Intervals (PHIs).

This has affected yields, as they cannot go for very close plucking rounds but must

observe PHIs of 7-8 days after spraying of agro-chemicals. Similarly, exports who buy

Fair Trade and Organic tea have to pay more at the auctions to obtain certified teas.

Multiplicity of Standards

The proliferation of standards has brought confusion amongst exporters and

manufacturers alike, given that they have to obtain certification for various standards.

For example, when tea is exported to Iran, the Iranian government requires GMP
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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Figure 4
Functions of Brokers in Tea Marketing Through Colombo Tea Auction

Source: Author.
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It shows that tea exporters enjoy reasonably higher margins compared to the producers.

Many people argue that tea auction does not behave competitively since multinational

operates through their agents. Thus, tea producers face an imperfect market.

4.6 Criticism of the Colombo Tea Auction

According to the World Bank (1993) and few recent research articles published on CTA,

the main criticism of the CTA has been the high concentration of buying power, which

may be due to collusion and unfair competition among buyers (Motha et al., 2004;

Sankalpana et al., 2017). According to the report of the Presidential Commission on the

Tea Industry, more than 60% of the total purchases are made by the six largest buyers out

of  358 registered buyers in CTA. The report claims that the CTA market is a virtual

monopoly or there are monopolistic forces with sellers no longer being able to get the

most efficient prices (Government of Sri Lanka [GOSL], 1995). The spread between the

auction price and the export price (FOB) in the past 20 years from 1980 to 2000 has been

high as 40% (Motha et al., 2004).

Compared to prices realized at the other auction centers in the world, prices at the CTA

center fall in the average to high price category. More than 90% of total production of Sri

Figure 5
Average Prices at the Colombo Tea Auction (Rupees per Kilogram)

Source: Sankalpana et al., 2017.

There is a considerable margin between the Colombo Auction price and FOB. price.

Table 4 shows the margins of the exporter and producer prices at the Colombo auction.
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Among them, Forbes and Walkers (Pvt.) Ltd and John Keels Ltd dominate the market,

handling more than 40% of the market share collectively.  The brokering business has

developed from a selling role to a multifaceted marketing role ensuring that there is

regular demand for their client’s garden mark (Figure 4).

No. Name of the Broker Market Share (%)

1 Forbes and Walker Tea Broker (Pvt.) Ltd. 21.4

2 John Keels Ltd. 20.8

3 Asia Siyaka Commodities (Pvt.) Ltd 15.4

4 Lanka Commodity Brokers Ltd. 13.3

5 Mercantile Produce Brokers (Pvt.) Ltd. 12.4

6 Bartleet and Company Ltd. 6.7

7 Ceylon Tea Brokers Ltd. 6.2

8 Eastern Tea Brokers Ltd. 3.8

Table 3
List of Brokering Companies Registered at the Colombo Tea Auction (CTA)

and their Relative Market Share in Year 2010.

Source: Ceylon Tea Brokers Ltd., 2010.

4.5 Tea Prices at the Colombo Tea Auction

The price of tea is governed by the principle of supply and demand. In CTA, prices of tea

have fluctuated over time (Figure 5). Changing tea prices  impacts on the economy as tea

is one of the major foreign export earners to the country. Also large number of small

holders and estate workers depend on tea for their income. Therefore, changes in tea

prices have a significant impact on the economy and living standard of the people

dependent on the industry.

Global tea production has increased in larger quantities from 1970s while demand has

not improved at a corresponding rate, thereby exerting pressure on the producer prices

of tea. The dominance of larger multinationals also has influenced the prices to a certain

extent. Nominal price for bulk tea produced in India, Indonesia, Kenya and Sri Lanka

has improved slightly over the time in export markets, such as United Kingdom, USA

and Canada, while real prices have come down from 1970s to date (Ganewatta and

Edward, 2000). Nominal and real price for final tea also follow the same trend. However,

margins between raw and final tea have remaine a constant level (Weerahewa, 1996).
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certification. Even if the exporter has ISO22000 certification, which covers GMPs, Iran is

not satisfied.

Interviewees complained that there is duplication of effort and time, in terms of

maintaining separate records, as well as costs involved in obtaining various certificates,

though they are essentially the same. The manufacturers also face a similar predicament:

'different buyers ask for different standards. Some need HACCP. Some ask for ISO. Some

need GMP'.

Proliferation of standards increases the cost of production to both exporters and

manufacturers and this could be a constraining factor, given that they do not necessarily

get better prices for their tea. A glaring example of duplication of effort and cost is that of

organic tea. Each country has its own organic standards: the USA (USDA), the EU,

Australia (NASAA), and Japan (JAS). In this context, many expressed the need for a

common standard - a standardization of standards.

4. Challenges of Standards Compliance

In complying with standards, both government and the industry face a number of

challenges which will be highlighted in in this section.

4.1 Challenges Facing the Public Sector

Weak Regulations and Implementation

There is a need to strengthen existing laws to improve the quality of tea production and

manufacturing, giving greater powers to the SLTB to take punitive action against errant

parties to ensure that the GAPs and GMPs are adhered to. It was stated that the existing

laws are not stringent enough. As a result, some tea producers and manufacturers tend

to produce low-quality tea without adhering to recommended standards (Senadheera,

2007). It was also pointed out that collectors transport green leaves without much care,

which affects the quality of made tea (Senadheera, 2007). It has been reported that nearly

30% of the tea harvest goes to waste due to post-harvest damage, such as improper

plucking and transporting methods (Senadheera, 2007).

Lack of Laboratories Facilities

Although there are a number of laboratories operating in the country, these are not

accredited to undertake tests for certain chemicals. For example, SLTB has set up a state-
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders

177

Colombo Tea Auction: Major Marketing Mechanism to Dispose Bulk Tea

vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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It shows that tea exporters enjoy reasonably higher margins compared to the producers.

Many people argue that tea auction does not behave competitively since multinational

operates through their agents. Thus, tea producers face an imperfect market.

4.6 Criticism of the Colombo Tea Auction

According to the World Bank (1993) and few recent research articles published on CTA,

the main criticism of the CTA has been the high concentration of buying power, which

may be due to collusion and unfair competition among buyers (Motha et al., 2004;

Sankalpana et al., 2017). According to the report of the Presidential Commission on the

Tea Industry, more than 60% of the total purchases are made by the six largest buyers out

of  358 registered buyers in CTA. The report claims that the CTA market is a virtual

monopoly or there are monopolistic forces with sellers no longer being able to get the

most efficient prices (Government of Sri Lanka [GOSL], 1995). The spread between the

auction price and the export price (FOB) in the past 20 years from 1980 to 2000 has been

high as 40% (Motha et al., 2004).

Compared to prices realized at the other auction centers in the world, prices at the CTA

center fall in the average to high price category. More than 90% of total production of Sri

Figure 5
Average Prices at the Colombo Tea Auction (Rupees per Kilogram)

Source: Sankalpana et al., 2017.

There is a considerable margin between the Colombo Auction price and FOB. price.

Table 4 shows the margins of the exporter and producer prices at the Colombo auction.
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Among them, Forbes and Walkers (Pvt.) Ltd and John Keels Ltd dominate the market,

handling more than 40% of the market share collectively.  The brokering business has

developed from a selling role to a multifaceted marketing role ensuring that there is

regular demand for their client’s garden mark (Figure 4).

No. Name of the Broker Market Share (%)

1 Forbes and Walker Tea Broker (Pvt.) Ltd. 21.4

2 John Keels Ltd. 20.8

3 Asia Siyaka Commodities (Pvt.) Ltd 15.4

4 Lanka Commodity Brokers Ltd. 13.3

5 Mercantile Produce Brokers (Pvt.) Ltd. 12.4

6 Bartleet and Company Ltd. 6.7

7 Ceylon Tea Brokers Ltd. 6.2

8 Eastern Tea Brokers Ltd. 3.8

Table 3
List of Brokering Companies Registered at the Colombo Tea Auction (CTA)

and their Relative Market Share in Year 2010.

Source: Ceylon Tea Brokers Ltd., 2010.

4.5 Tea Prices at the Colombo Tea Auction

The price of tea is governed by the principle of supply and demand. In CTA, prices of tea

have fluctuated over time (Figure 5). Changing tea prices  impacts on the economy as tea

is one of the major foreign export earners to the country. Also large number of small

holders and estate workers depend on tea for their income. Therefore, changes in tea

prices have a significant impact on the economy and living standard of the people

dependent on the industry.

Global tea production has increased in larger quantities from 1970s while demand has

not improved at a corresponding rate, thereby exerting pressure on the producer prices

of tea. The dominance of larger multinationals also has influenced the prices to a certain

extent. Nominal price for bulk tea produced in India, Indonesia, Kenya and Sri Lanka

has improved slightly over the time in export markets, such as United Kingdom, USA

and Canada, while real prices have come down from 1970s to date (Ganewatta and

Edward, 2000). Nominal and real price for final tea also follow the same trend. However,

margins between raw and final tea have remaine a constant level (Weerahewa, 1996).

189

Colombo Tea Auction: Major Marketing Mechanism to Dispose Bulk Tea

Lankan tea is sold in bulk form through the CTA, while a small volume is exported in

value added forms. The main problem faced by the producers are the high cost of

production, price fluctuations and low price realized at the CTA in real value terms or in

terms of trade (Kelegama et al, 1995; Ariyawardena, 2001).  Also access to market

information on CTA is limited due to substantial variation in quality, quantity and

demand as well as the small numbers of brokers controlling the market (Asopa, 2011).

Even though the CTA is considered to be an effective in determining price, some argue

that there are imperfections in the market system (UNCTAD, 182; Ali, Choudry and

Lister, 1997, Motha et al, 2004). As per their arguments, buyers representing the major

multinational companies in the industry as blenders and packers have bargaining power

at the auction and limit the number of potential buyers. To overcome these imperfections,

Kelegama et al. (1995) suggests a number of government interventions, namely

implementation of floor prices, providing concessionary credits and establishing buying

houses.

Table 4
Tea Prices Received by Producers (Auction Price) and Exporters

(FOB Price) Rs. Per Kg

Year Auction price FOB price Difference Percentage

1980 18.4 33.5 15.1 82.4

1985 39.0 60.7 21.7 55.7

1990 71.0 91.8 20.9 29.4

1995 72.2 101.7 29.5 40.8

2000 135.5 181.4 45.9 33.9

2005 186.2 258.8 72.6 39.0

2010 370.6 501.9 131.3 35.4

2011 359.8 511.1 151.3 42.0

2012 391.6 563.4 171.8 43.9

2013 444.4 623.9 179.5 40.4

2014 461.9 649.4 187.5 40.6

2015 402.1 593.1 190.9 47.5

2016 468.6 639.9 171.3 36.5

Source : MPI, 1980-2016.
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of-the-art laboratory equipped with a Liquid Chromatography Mass Spectroscope, but it

had not been accredited at the time of its establishment (Daily News, 2010), while the

other government-run laboratory (ITI) can analyse only for certain chemicals. Privately

owned SGS Lanka also undertakes product testing in its laboratories but it is also

accredited to do tests only for certain chemicals. As a result, sometimes exporters are

compelled to send samples to be tested in other countries, which is quite expensive and

time-consuming.

Lack of Skilled Personnel

There is an absence of qualified personnel to conduct tests as well as to undertake

research and development activities. A glaring case in point is the TRI, which 'was one

of the best tea research institutes among the tea growing countries'. Currently it is

increasingly finding it difficult to retain its scientific staff. Consequently all the top

scientists have left the Institute - they have either joined the private sector or gone abroad

- and it is finding it difficult to attract qualified scientists without offering a good

remuneration package.

In the case of SLTB, not only is the laboratory not accredited but the Analytical Laboratory

Division does not have qualified scientific staff. The laboratory is currently capable of

providing certification for ISO3720 only but is not capable of doing tests for other

parameters.  Moreover, the SLTB is not able to recruit competent staff due to its inability

to offer competitive salaries, which are above the rates of government salaries (Daily

News, 2010). According to stakeholder interviews, the capacity to monitor the GAPS

and GMPs within the industry by the SLTB also needs to be strengthened. Currently,

this is weak due to insufficient numbers of officers to perform the job.

4.2 Challenges Facing Exporters, Manufacturers and Producers in Complying
with Standards

Shortage of Raw Material

Given the shortage of green tea leaf and expansion in the number of factories and their

capacities, there is intense competition for green leaf amongst the BLFs. Under these

circumstances, factories are increasingly finding it difficult to adhere to various standard

requirements.
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.

178

K.G.M.C.P. Bandara Gajanayake

At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.

180

K.G.M.C.P. Bandara Gajanayake

• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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It shows that tea exporters enjoy reasonably higher margins compared to the producers.

Many people argue that tea auction does not behave competitively since multinational

operates through their agents. Thus, tea producers face an imperfect market.

4.6 Criticism of the Colombo Tea Auction

According to the World Bank (1993) and few recent research articles published on CTA,

the main criticism of the CTA has been the high concentration of buying power, which

may be due to collusion and unfair competition among buyers (Motha et al., 2004;

Sankalpana et al., 2017). According to the report of the Presidential Commission on the

Tea Industry, more than 60% of the total purchases are made by the six largest buyers out

of  358 registered buyers in CTA. The report claims that the CTA market is a virtual

monopoly or there are monopolistic forces with sellers no longer being able to get the

most efficient prices (Government of Sri Lanka [GOSL], 1995). The spread between the

auction price and the export price (FOB) in the past 20 years from 1980 to 2000 has been

high as 40% (Motha et al., 2004).

Compared to prices realized at the other auction centers in the world, prices at the CTA

center fall in the average to high price category. More than 90% of total production of Sri

Figure 5
Average Prices at the Colombo Tea Auction (Rupees per Kilogram)

Source: Sankalpana et al., 2017.

There is a considerable margin between the Colombo Auction price and FOB. price.

Table 4 shows the margins of the exporter and producer prices at the Colombo auction.
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Lankan tea is sold in bulk form through the CTA, while a small volume is exported in

value added forms. The main problem faced by the producers are the high cost of

production, price fluctuations and low price realized at the CTA in real value terms or in

terms of trade (Kelegama et al, 1995; Ariyawardena, 2001).  Also access to market

information on CTA is limited due to substantial variation in quality, quantity and

demand as well as the small numbers of brokers controlling the market (Asopa, 2011).

Even though the CTA is considered to be an effective in determining price, some argue

that there are imperfections in the market system (UNCTAD, 182; Ali, Choudry and

Lister, 1997, Motha et al, 2004). As per their arguments, buyers representing the major

multinational companies in the industry as blenders and packers have bargaining power

at the auction and limit the number of potential buyers. To overcome these imperfections,

Kelegama et al. (1995) suggests a number of government interventions, namely

implementation of floor prices, providing concessionary credits and establishing buying

houses.

Table 4
Tea Prices Received by Producers (Auction Price) and Exporters

(FOB Price) Rs. Per Kg

Year Auction price FOB price Difference Percentage

1980 18.4 33.5 15.1 82.4

1985 39.0 60.7 21.7 55.7

1990 71.0 91.8 20.9 29.4

1995 72.2 101.7 29.5 40.8

2000 135.5 181.4 45.9 33.9

2005 186.2 258.8 72.6 39.0

2010 370.6 501.9 131.3 35.4

2011 359.8 511.1 151.3 42.0

2012 391.6 563.4 171.8 43.9

2013 444.4 623.9 179.5 40.4

2014 461.9 649.4 187.5 40.6

2015 402.1 593.1 190.9 47.5

2016 468.6 639.9 171.3 36.5

Source : MPI, 1980-2016.
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5. Future Direction of CTA

5.1 Dollarization of Auction

A proposal was made by the Planters’ Association of Ceylon (PAC) in 1993 to conduct

the tea auction in USD. This was based on successful conduct of tea auctions in Kenya in

USD. This proposal was comprehensively analyzed by the Central Bank of Sri Lanka

(CBSL) by taking the responses from various concerned parties. The dollarization

proposal was not implemented in view of serious opposition from various concerned

parties, especially the CBSL.  A subsequent proposal was made by the CCC  in year 2001

to convert the tea auction to a Dollar denominated auction, whereby the auction itself

would be conducted in Dollars while settlement would be made in Rupees. However,

this proposal also was not implemented (Asopa, 2011).

Presently, tea auctions in most centers are conducted in domestic currency (Colombo,

Cochin, Calcutta, Guwahati and Chittagong) while few others (Mombasa, Jakarta and

Limbe) are conducted in USD terms. In 2002, the Institute of Policy Studies of Sri Lanka

(IPS) further analyzed the dollarization proposal. After analyzing various points of

view, it concluded that the proposed dollarization is fraught with the danger of further

destabilizing an already destabilized economy during that period. It further highlighted

that the proposal should be approached with extreme caution and circumspection (IPS,

2002).

5.2 Automation of Auction

With the number of tea factories increasing, grades and lots have seen a correspondingly

increase, placing a further strain on the system. As the auction is only held on two days

of the week, buyers now have to taste, grade and evaluate up to 12,000 different lots of tea

during the other days of the week.

Since obtaining a fourth auction room is both an expensive and impractical option at

this stage, the CTTA appointed a sub-committee in year 2007 consisting of all relevant

stakeholders to look at the merits of using modern technology to automate the CTA and

thereby increase efficiency while curtailing operating costs. This sub-committee looked

at different options of reducing the auction time, which would enable buyers to spend

more time evaluating their teas. Committee members were also mindful of the concerns

of staff members of their own organizations when they computerized their companys’

operations in the last quarter of a century (Asian Tribune, 2007).
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High Compliance Costs

The most common challenge faced by the exporters and manufactures was the cost of

complying with the standards. These costs can be particularly significant for smaller

companies. Given the huge cost associated with complying, manufacturers are getting

their factories certified over time. This is particularly a challenge even for RPCs which

have a number of old factories under their control.

Lack of Monetary Return on Compliance

Whilst both the exporters and manufacturers were quite willing to bear the costs

associated complying with standards, they found it frustrating at times as there was

marginal or no monetary return on their investments in terms of higher prices for

certification.  Moreover, both the exporters and manufacturers argue that they have to

bear the whole cost associated with compliance, as they cannot pass on the additional

cost to the buyers because it would make them uncompetitive. Exporters and

manufacturers argue that the price benefits are enjoyed by the overseas buyers, who are

using them to their own advantage to differentiate themselves from the competition in

their own markets.

Transforming the Mindset of Workers

Exporters and manufacturers alike had difficulty at first in changing the mindset of

workers to fall into line with the standard requirements. In order to overcome these

teething problems, people at all levels had to be trained. The companies conducted

regular training programmes for staff to ensure that they are aware of the standards and

comply with their requirements.

Monitoring of Suppliers

Not only did the workers in certified warehouses and factories have to comply with the

standards but also their suppliers. In order to comply with standards like ISO22000, the

BLFs had to monitor smallholder leaf and ensure that they adhere to the GAPs on their

plots and keep a record of their activities. In this regard, factories found it challenging to

monitor production operations because thousands of smallholders supply the factories

and the latter do not have direct control over the activities of the smallholders. Factories

also found it difficult to convince the smallholders to adhere to the GAPs, given the

highly competitive environment in which they operate. To ensure that smallholders
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this

181

Colombo Tea Auction: Major Marketing Mechanism to Dispose Bulk Tea

effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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Lankan tea is sold in bulk form through the CTA, while a small volume is exported in

value added forms. The main problem faced by the producers are the high cost of

production, price fluctuations and low price realized at the CTA in real value terms or in

terms of trade (Kelegama et al, 1995; Ariyawardena, 2001).  Also access to market

information on CTA is limited due to substantial variation in quality, quantity and

demand as well as the small numbers of brokers controlling the market (Asopa, 2011).

Even though the CTA is considered to be an effective in determining price, some argue

that there are imperfections in the market system (UNCTAD, 182; Ali, Choudry and

Lister, 1997, Motha et al, 2004). As per their arguments, buyers representing the major

multinational companies in the industry as blenders and packers have bargaining power

at the auction and limit the number of potential buyers. To overcome these imperfections,

Kelegama et al. (1995) suggests a number of government interventions, namely

implementation of floor prices, providing concessionary credits and establishing buying

houses.

Table 4
Tea Prices Received by Producers (Auction Price) and Exporters

(FOB Price) Rs. Per Kg

Year Auction price FOB price Difference Percentage

1980 18.4 33.5 15.1 82.4

1985 39.0 60.7 21.7 55.7

1990 71.0 91.8 20.9 29.4

1995 72.2 101.7 29.5 40.8

2000 135.5 181.4 45.9 33.9

2005 186.2 258.8 72.6 39.0

2010 370.6 501.9 131.3 35.4

2011 359.8 511.1 151.3 42.0

2012 391.6 563.4 171.8 43.9

2013 444.4 623.9 179.5 40.4

2014 461.9 649.4 187.5 40.6

2015 402.1 593.1 190.9 47.5

2016 468.6 639.9 171.3 36.5

Source : MPI, 1980-2016.
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After evaluating the pros and cons, CTTA selected Millennium Information Technologies

(MIT) to partner in the proposed automation of the CTA. MIT would provide the

technological input while the automation on sub-committee and industry group, which

were appointed by the stakeholders, to provide specialized knowledge on tea.

The aim of the partnership between the CTTA and MIT has been to develop an auction

system unique to the Colombo tea trade, embodying and enhancing the positive features

of the CTA built up over the years. Other tea auction centers in Kenya and India have

been automated to varying degrees with different levels of success (Asian Tribune, 2007;

Daily News, 2007).  It was decided that the tea traders should only look at these systems

for guidance and not to re-produce any of their features which do not form part of the

current outcry system at the CTA. The proposed automation of the Colombo auction is

progressing at a slow pace in an attempt to ensure the stability and long term

sustainability of the CTA. The ultimate aim is for CTA to become more transparent and

less costly to operate, thereby increasing competition and resulting in a win win situation

for all participants.

6. Conclusion

Around 75% of the tea produced in the world is sold through the auction system and

marketing of tea through the auction system is the most popular method of disposal of

tea. Since tea has infinite varieties, auction became the main marketing system for tea. In

Sri Lanka, a majority of black tea produced is disposed through the CTA, which is the

largest single origin tea auction in the world.

The auction system is one sided operation controlled by brokers, who exercise enormous

power on price determination. In this system, producers do not have any role to decide

the appropriate price for their product. Therefore, the government and SLTB should

scrutinize the whole system and iron out anomalies pertaining to buyers prevailing

bargaining power on 'price making'.

190

K.G.M.C.P. Bandara Gajanayake

5. Future Direction of CTA

5.1 Dollarization of Auction

A proposal was made by the Planters’ Association of Ceylon (PAC) in 1993 to conduct

the tea auction in USD. This was based on successful conduct of tea auctions in Kenya in

USD. This proposal was comprehensively analyzed by the Central Bank of Sri Lanka

(CBSL) by taking the responses from various concerned parties. The dollarization

proposal was not implemented in view of serious opposition from various concerned

parties, especially the CBSL.  A subsequent proposal was made by the CCC  in year 2001

to convert the tea auction to a Dollar denominated auction, whereby the auction itself

would be conducted in Dollars while settlement would be made in Rupees. However,

this proposal also was not implemented (Asopa, 2011).

Presently, tea auctions in most centers are conducted in domestic currency (Colombo,

Cochin, Calcutta, Guwahati and Chittagong) while few others (Mombasa, Jakarta and

Limbe) are conducted in USD terms. In 2002, the Institute of Policy Studies of Sri Lanka

(IPS) further analyzed the dollarization proposal. After analyzing various points of

view, it concluded that the proposed dollarization is fraught with the danger of further

destabilizing an already destabilized economy during that period. It further highlighted

that the proposal should be approached with extreme caution and circumspection (IPS,

2002).

5.2 Automation of Auction

With the number of tea factories increasing, grades and lots have seen a correspondingly

increase, placing a further strain on the system. As the auction is only held on two days

of the week, buyers now have to taste, grade and evaluate up to 12,000 different lots of tea

during the other days of the week.

Since obtaining a fourth auction room is both an expensive and impractical option at

this stage, the CTTA appointed a sub-committee in year 2007 consisting of all relevant

stakeholders to look at the merits of using modern technology to automate the CTA and

thereby increase efficiency while curtailing operating costs. This sub-committee looked

at different options of reducing the auction time, which would enable buyers to spend

more time evaluating their teas. Committee members were also mindful of the concerns

of staff members of their own organizations when they computerized their companys’

operations in the last quarter of a century (Asian Tribune, 2007).
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comply with the GAPs, a number of quality-conscious factories have hired extension

officers to work closely with the smallholders and monitor them.

With regard to some standards like ETP, Fair Trade, and RA, however, some factories

have excluded smallholder leaf from the certification process because they cannot monitor

and ensure the compliance of their suppliers with certain standard requirements. This

is problematic for BLFs compared to own-leaf factories (RPCs). The latter have control

over how the tea is grown and can closely monitor and record the agricultural practices

in the fields. Therefore, these can ensure that they comply both on the field and at the

factory.

In the case of exporters, supplier compliance was not such an issue. Exporters who

require certified tea to comply with a standard can confine their buying at the auction to

certified estates and factories which are listed in the broker's catalogue.

Proliferation of Standards

Proliferation of standards also multiplies costs and effort, as discussed above. To add to

an already 'confusing' scenario, exporters and manufacturers are disillusioned that

different versions of the same standard are brought out regularly, requiring them to

continuously upgrade to comply with the latest versions of the standard and thereby

incurring additional cost. However, there have been some efforts towards harmonisation

of standards; for example, now if a company is Fair Trade-certified, it can also obtain an

ETP certificate, while RA is collaborating with ETP to streamline RA certification and

complement the monitoring work of ETP.  Similarly, discussions are taking place at the

international level with regard to harmonisation of MRLs between countries.

Transforming the Mindset of Smallholders and Leaf Collectors

Generally speaking, the smallholders are aware of the need to comply with the GAPs.

Smallholders also know that, if better quality leaf is given to factories, they will get better

prices at the auction. However, some smallholders have no motivation to supply quality

leaf, given that the prices paid by certified and non-certified factories are quite similar.

Thus, some smallholders do not pay much attention when plucking leaf. They also do

not pay much attention to minimizing post-harvest damage by proper handling and

transporting of plucked leaf.
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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bids received not meeting the broker's expectations. Despite this set back, Somerville &

Co. and the other brokers persisted and were able to conduct auctions on a regular basis

from 1885. In 1894, Ceylon Chamber of Commerce (CCC) set up the Colombo Tea Traders’

Association (CTTA) to formulate rules for the conduct of the tea auction and promote the

common interest of buyers and sellers. With modest beginnings, CTA grew to become the

largest tea auction in the world in terms of the number of lots sold.

The CTA adapted over the years towards meeting changing circumstances. Auctions

were originally conducted in the CCC building in Chatham Street in Colombo on one

day of the week in one auction room. As the volume of tea sold through the CTA and the

number of lots increased, the auction was split over two days per week. With the increase

in the number of lots, the CCC Board Room was converted into a second auction room.

The new CCC building at Nawam Mawatha, Colombo made provision for two custom

built auction rooms, but this too proved to be insufficient over time.

Other developments in the tea trade included the shift from solid wooden boxes to

plywood cases to paper sacks, metrication with lots being sold in multiples of 10 and not

12, the change from pounds to kilograms and shift from a Monday/Tuesday auction to

a Tuesday/Wednesday auction (Banyard, 1981). All these changes were opposed by

some sections of the trade when these were first proposed, but decisions were taken in

the best interest of the trade.

4.2 Tea Marketing System in Sri Lanka

Tea manufactured in Sri Lanka are sold in bulk by the producers through one of the five

marketing channels approved by the Sri Lanka Tea Board (SLTB ) namely: 1) Colombo

auctions; 2) private sales; 3) direct sales; 4) forward contracts; and, 5) ex-factory sales

(Kelegama et al, 1995; Ariyawardena, 2001).

However, out of the five channels, more than 95% of tea is sold through the CTA (CTTA,

2016). Other channels are used in special circumstances, such as to accommodate any

quick requests from buyers. Also there are some unrecorded private sales mainly used

for local consumption, but the volume sold is very low.

At the tea auction, the producing party has the opportunity to obtain the highest bid

(offer) from the widest possible range of offers. The potential buyers bid for catalogued
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After evaluating the pros and cons, CTTA selected Millennium Information Technologies

(MIT) to partner in the proposed automation of the CTA. MIT would provide the

technological input while the automation on sub-committee and industry group, which

were appointed by the stakeholders, to provide specialized knowledge on tea.

The aim of the partnership between the CTTA and MIT has been to develop an auction

system unique to the Colombo tea trade, embodying and enhancing the positive features

of the CTA built up over the years. Other tea auction centers in Kenya and India have

been automated to varying degrees with different levels of success (Asian Tribune, 2007;

Daily News, 2007).  It was decided that the tea traders should only look at these systems

for guidance and not to re-produce any of their features which do not form part of the

current outcry system at the CTA. The proposed automation of the Colombo auction is

progressing at a slow pace in an attempt to ensure the stability and long term

sustainability of the CTA. The ultimate aim is for CTA to become more transparent and

less costly to operate, thereby increasing competition and resulting in a win win situation

for all participants.

6. Conclusion

Around 75% of the tea produced in the world is sold through the auction system and

marketing of tea through the auction system is the most popular method of disposal of

tea. Since tea has infinite varieties, auction became the main marketing system for tea. In

Sri Lanka, a majority of black tea produced is disposed through the CTA, which is the

largest single origin tea auction in the world.

The auction system is one sided operation controlled by brokers, who exercise enormous

power on price determination. In this system, producers do not have any role to decide

the appropriate price for their product. Therefore, the government and SLTB should

scrutinize the whole system and iron out anomalies pertaining to buyers prevailing

bargaining power on 'price making'.
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private standards, exporters and manufacturers/producers have selectively adopted

them, based on their end-buyers and markets.  Currently, voluntary, public and private

standards appear to be more relevant in catering to markets in developed countries than

in developing countries (the Middle East, Russia and CIS countries), which are Sri Lanka's

biggest export markets for tea.

Compliance with standards has brought about a number of benefits in terms of

marketability of the tea, discipline within the company, efficiency gains, buyer assurance,

reduction in wastage, improvements in the working environment, morale of the

workforce, enhancement of the company's reputation and improvements in the quality

of the product and production process. Contrary to the expectations, compliance has not

resulted in higher sales, prices or even reduction of monitoring, with the exception of

Organic and Fair Trade-certified. In the interim, there have been costs associated with

complying with standards, due to capital costs in upgrading factories/warehouses,

testing, auditing and certification costs, loss of production, consultant fees, additional

staff and time, training costs, documentation costs, increase in input costs and multiplicity

of standards.

The industry still faces a number of challenges in complying with the standards, and

these need to be addressed together by the government and stakeholders of the industry.

Government needs to strengthen regulations governing standards, obtain accreditation

for laboratories to conduct product testing and recruit personnel for relevant government

organisations in order to undertake product testing, and monitor compliance with

standards.  The main challenges identified by exporters, manufacturers and producers

in complying with standards were shortage of green leaf to operate factories, lack of

know-how to adopt food safety management systems, high cost of compliance in

upgrading infrastructure, lack of monetary return on compliance in terms of higher

sales and prices, transforming the mindset of workers, smallholders and collectors,

monitoring suppliers, and the proliferation of standards. These challenges have made

standard compliance a demanding task for the tea industry.
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5. Future Direction of CTA

5.1 Dollarization of Auction

A proposal was made by the Planters’ Association of Ceylon (PAC) in 1993 to conduct

the tea auction in USD. This was based on successful conduct of tea auctions in Kenya in

USD. This proposal was comprehensively analyzed by the Central Bank of Sri Lanka

(CBSL) by taking the responses from various concerned parties. The dollarization

proposal was not implemented in view of serious opposition from various concerned

parties, especially the CBSL.  A subsequent proposal was made by the CCC  in year 2001

to convert the tea auction to a Dollar denominated auction, whereby the auction itself

would be conducted in Dollars while settlement would be made in Rupees. However,

this proposal also was not implemented (Asopa, 2011).

Presently, tea auctions in most centers are conducted in domestic currency (Colombo,

Cochin, Calcutta, Guwahati and Chittagong) while few others (Mombasa, Jakarta and

Limbe) are conducted in USD terms. In 2002, the Institute of Policy Studies of Sri Lanka

(IPS) further analyzed the dollarization proposal. After analyzing various points of

view, it concluded that the proposed dollarization is fraught with the danger of further

destabilizing an already destabilized economy during that period. It further highlighted

that the proposal should be approached with extreme caution and circumspection (IPS,

2002).

5.2 Automation of Auction

With the number of tea factories increasing, grades and lots have seen a correspondingly

increase, placing a further strain on the system. As the auction is only held on two days

of the week, buyers now have to taste, grade and evaluate up to 12,000 different lots of tea

during the other days of the week.

Since obtaining a fourth auction room is both an expensive and impractical option at

this stage, the CTTA appointed a sub-committee in year 2007 consisting of all relevant

stakeholders to look at the merits of using modern technology to automate the CTA and

thereby increase efficiency while curtailing operating costs. This sub-committee looked

at different options of reducing the auction time, which would enable buyers to spend

more time evaluating their teas. Committee members were also mindful of the concerns

of staff members of their own organizations when they computerized their companys’

operations in the last quarter of a century (Asian Tribune, 2007).
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Even if good quality leaf is collected from the smallholders, the leaf sometimes gets

damaged during transit if proper care is not taken in transporting the leaf by collectors.

Due to the intense competition for leaf, collectors travel long distances to collect leaf. By

the time the leaf is finally delivered to the factory, it has fermented - a process which

should only take place in the factory under controlled conditions.

Shortage of Skilled Labour

Another major issue is the shortage of a skilled labour force, which affects the ability to

pick leaf according to the plucking cycle. This affects the ability to follow the 5-7 day

cycle recommended for tea plucking. This affects the RPCs and smallholders who have

larger extent of land and rely on workers to cultivate and harvest tea. This problem is

compounded by the fact that the plucking of quality leaf is time-consuming and there is

no incentive for the workers to pluck quality leaf, since most are hired by the smallholders

on a casual basis and are paid according to the volume of leaf plucked.

Lack of Extension Services

Some factories have hired extension officers to improve the standard of leaf quality but

not all factories offer such support to smallholders. Even factories, which maintain

standards, find it difficult to expand their extension services due to costs involved. Some

factories have over 1000 smallholders supplying green leaf, and it is not practical for

extension officers to visit all farms individually.

5. Conclusion

Both the public and private standards govern the length of the tea value chain in Sri

Lanka, from cultivation to export, and affect producers, manufacturers and exporters in

the chain. Interviews with stakeholders revealed that awareness of both the public and

private standards is high within the industry, while compliance varies depending upon

the standards in question. Compliance with mandatory, public standards appears to be

high, given that they are mostly required by regulation and monitored by the SLTB.

Compliance with voluntary, public standards (ISO9001, HACCP, ISO22000, etc.) and

private standards (ETP, Fair Trade, Organic, etc.) varied in the tea industry. Though

public standards like HACCP and ISO22000 are voluntary at present, these standards

are increasingly becoming de facto mandatory, because tea is now considered a beverage

and there is a global trend towards food safety management systems. In the case of
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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bids received not meeting the broker's expectations. Despite this set back, Somerville &

Co. and the other brokers persisted and were able to conduct auctions on a regular basis

from 1885. In 1894, Ceylon Chamber of Commerce (CCC) set up the Colombo Tea Traders’

Association (CTTA) to formulate rules for the conduct of the tea auction and promote the

common interest of buyers and sellers. With modest beginnings, CTA grew to become the

largest tea auction in the world in terms of the number of lots sold.

The CTA adapted over the years towards meeting changing circumstances. Auctions

were originally conducted in the CCC building in Chatham Street in Colombo on one

day of the week in one auction room. As the volume of tea sold through the CTA and the

number of lots increased, the auction was split over two days per week. With the increase

in the number of lots, the CCC Board Room was converted into a second auction room.

The new CCC building at Nawam Mawatha, Colombo made provision for two custom

built auction rooms, but this too proved to be insufficient over time.

Other developments in the tea trade included the shift from solid wooden boxes to

plywood cases to paper sacks, metrication with lots being sold in multiples of 10 and not

12, the change from pounds to kilograms and shift from a Monday/Tuesday auction to

a Tuesday/Wednesday auction (Banyard, 1981). All these changes were opposed by

some sections of the trade when these were first proposed, but decisions were taken in

the best interest of the trade.

4.2 Tea Marketing System in Sri Lanka

Tea manufactured in Sri Lanka are sold in bulk by the producers through one of the five

marketing channels approved by the Sri Lanka Tea Board (SLTB ) namely: 1) Colombo

auctions; 2) private sales; 3) direct sales; 4) forward contracts; and, 5) ex-factory sales

(Kelegama et al, 1995; Ariyawardena, 2001).

However, out of the five channels, more than 95% of tea is sold through the CTA (CTTA,

2016). Other channels are used in special circumstances, such as to accommodate any

quick requests from buyers. Also there are some unrecorded private sales mainly used

for local consumption, but the volume sold is very low.

At the tea auction, the producing party has the opportunity to obtain the highest bid

(offer) from the widest possible range of offers. The potential buyers bid for catalogued
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After evaluating the pros and cons, CTTA selected Millennium Information Technologies

(MIT) to partner in the proposed automation of the CTA. MIT would provide the

technological input while the automation on sub-committee and industry group, which

were appointed by the stakeholders, to provide specialized knowledge on tea.

The aim of the partnership between the CTTA and MIT has been to develop an auction

system unique to the Colombo tea trade, embodying and enhancing the positive features

of the CTA built up over the years. Other tea auction centers in Kenya and India have

been automated to varying degrees with different levels of success (Asian Tribune, 2007;

Daily News, 2007).  It was decided that the tea traders should only look at these systems

for guidance and not to re-produce any of their features which do not form part of the

current outcry system at the CTA. The proposed automation of the Colombo auction is

progressing at a slow pace in an attempt to ensure the stability and long term

sustainability of the CTA. The ultimate aim is for CTA to become more transparent and

less costly to operate, thereby increasing competition and resulting in a win win situation

for all participants.

6. Conclusion

Around 75% of the tea produced in the world is sold through the auction system and

marketing of tea through the auction system is the most popular method of disposal of

tea. Since tea has infinite varieties, auction became the main marketing system for tea. In

Sri Lanka, a majority of black tea produced is disposed through the CTA, which is the

largest single origin tea auction in the world.

The auction system is one sided operation controlled by brokers, who exercise enormous

power on price determination. In this system, producers do not have any role to decide

the appropriate price for their product. Therefore, the government and SLTB should

scrutinize the whole system and iron out anomalies pertaining to buyers prevailing

bargaining power on 'price making'.
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private standards, exporters and manufacturers/producers have selectively adopted

them, based on their end-buyers and markets.  Currently, voluntary, public and private

standards appear to be more relevant in catering to markets in developed countries than

in developing countries (the Middle East, Russia and CIS countries), which are Sri Lanka's

biggest export markets for tea.

Compliance with standards has brought about a number of benefits in terms of

marketability of the tea, discipline within the company, efficiency gains, buyer assurance,

reduction in wastage, improvements in the working environment, morale of the

workforce, enhancement of the company's reputation and improvements in the quality

of the product and production process. Contrary to the expectations, compliance has not

resulted in higher sales, prices or even reduction of monitoring, with the exception of

Organic and Fair Trade-certified. In the interim, there have been costs associated with

complying with standards, due to capital costs in upgrading factories/warehouses,

testing, auditing and certification costs, loss of production, consultant fees, additional

staff and time, training costs, documentation costs, increase in input costs and multiplicity

of standards.

The industry still faces a number of challenges in complying with the standards, and

these need to be addressed together by the government and stakeholders of the industry.

Government needs to strengthen regulations governing standards, obtain accreditation

for laboratories to conduct product testing and recruit personnel for relevant government

organisations in order to undertake product testing, and monitor compliance with

standards.  The main challenges identified by exporters, manufacturers and producers

in complying with standards were shortage of green leaf to operate factories, lack of

know-how to adopt food safety management systems, high cost of compliance in

upgrading infrastructure, lack of monetary return on compliance in terms of higher

sales and prices, transforming the mindset of workers, smallholders and collectors,

monitoring suppliers, and the proliferation of standards. These challenges have made

standard compliance a demanding task for the tea industry.
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teas after visually observing the characteristics (colour, uniformity and purity etc.), tasting

quality and judging its value beforehand.

Under private sales, the tea offered by the owners go through a panel valuation. The

particular lots of tea to be sold privately is examined by a panel consisting of two

independent brokers and a representative from the SLTB. The owner has to pay Rs.100

to the SLTB as ratification charges for each line of tea being sold privately. Owners prefer

to sell their produce privately when they are in an urgent need of cash, and the market

for some teas is favourable during particular periods.

Under direct sales, producers are able to directly enter into contracts with buyers. No

brokers are involved in this marketing channel. However, the Rs 100 ratification fee to

the SLTB applies for each consignment.

Under forward contracts, a seller can enter into a contract by offering tea at a pre-

determined price subjected to the approval of the SLTB and a selling broker. However,

Figure 2
Colombo Tea Auction at Ceylon Chamber of Commerce, Colombo

Source: Photo courtesy of Business Today.
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only a small percentage of tea manufactured in Sri Lanka is marketed through this

channel due to the uncertainty of demand and supply conditions.

In 1992, the government took a decision to allow tea manufacturers to sell ex-factory up

to a maximum of 3% of their monthly production for local consumption. There is no

price ratification by a panel given that the expenditure involved would hardly justify

the volume and the value of teas sold under the scheme. However, ex-factory sales are

subjected to an excise duty of Rs. 1.00 per kg of tea (Kelegama et al., 1995).

4.3 Colombo Tea Auction

CTTA and CCC are responsible for the functioning of the tea auction. The By-Laws and

Conditions of Sale of Tea by public auction, provide a stable, reliable and credible

procedure for the sale of tea. CTA is held at the CCC in Nawam Mawatha in Colombo.

Usually the tea auction is held on every Tuesday and Wednesday of the week, except

during the Sinhala and Tamil New Year and Christmas. There are three chambers in the

building namely, Ground Floor Main Auditorium, Second Floor Auditorium and West

Wing, allowing the auction to take place simultaneously.

Eight commodity brokers and around 450 buyers participate in the auction, of which

approximately 200 are active on a regular basis (SLTB, 2016).

The selling operation involves three parties viz. sellers, brokers, and buyers.

1. Sellers are manufacturers of tea. They handover the process of selling of
their tea in the public auction to a third party or (brokers). They can
choose one or more brokering company according to their preference
under their garden marks.

Day Ground Floor Main   2nd Floor Main     Ground Floor
       Auditorium      Auditorium        West-wing

On Tuesday Low grown leafy Low grown tippy High and medium

Premium flowery BOP1A

On Wednesday Dust Ex estate Off grades

Table 2
Auction Sale Locations at Colombo Tea Auction (CTA) at

Ceylon Chamber Commerce

Source: CTTA, 2016.
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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teas after visually observing the characteristics (colour, uniformity and purity etc.), tasting

quality and judging its value beforehand.

Under private sales, the tea offered by the owners go through a panel valuation. The

particular lots of tea to be sold privately is examined by a panel consisting of two

independent brokers and a representative from the SLTB. The owner has to pay Rs.100

to the SLTB as ratification charges for each line of tea being sold privately. Owners prefer

to sell their produce privately when they are in an urgent need of cash, and the market

for some teas is favourable during particular periods.

Under direct sales, producers are able to directly enter into contracts with buyers. No

brokers are involved in this marketing channel. However, the Rs 100 ratification fee to

the SLTB applies for each consignment.

Under forward contracts, a seller can enter into a contract by offering tea at a pre-

determined price subjected to the approval of the SLTB and a selling broker. However,

Figure 2
Colombo Tea Auction at Ceylon Chamber of Commerce, Colombo

Source: Photo courtesy of Business Today.
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2. Buyers belong to companies or an organizations which produce value
added tea products to export or sell locally. They buy tea at the tea auction
for their products.

3. Brokers are third parties who sell manufactured tea to the buyers at the
auction.

Both sellers and buyers have contacts with the broker but they never meet directly.

Brokers receive manufactured tea from factories under a garden mark. Tea brokers, who

take care of the complete selling process, decide prices by analyzing previous auctions

and sell tea lots at the tea auction (Table 2). Each broker is given a particular time period

to sell their lots. Usually 5.5Mkg - 8Mkg of tea that comprises of 11,000 - 13,000 of lots are

sold in the auction during a week. Purchasing tea from the auction is a very complex

process. It consists of three steps, namely Pre-auctioning Process, Auctioning Process

and Post-auctioning Process.

4.4 Brokers at the Colombo Tea Auction

At the CTA, only registered brokers are entitled to conduct sales as auctioneers, who are

also members of the Brokers Association and registered as brokers with a license from

the relevant licensing authority.  There are eight registered tea brokers in the CTA (Table

3) and they operate according to the International Tea Commodities regulations.

Figure 3
Broker Selling Tea at the Colombo Tea Auction (CTA)

Source:  Photo courtesy of Business Today.
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only a small percentage of tea manufactured in Sri Lanka is marketed through this

channel due to the uncertainty of demand and supply conditions.

In 1992, the government took a decision to allow tea manufacturers to sell ex-factory up

to a maximum of 3% of their monthly production for local consumption. There is no

price ratification by a panel given that the expenditure involved would hardly justify

the volume and the value of teas sold under the scheme. However, ex-factory sales are

subjected to an excise duty of Rs. 1.00 per kg of tea (Kelegama et al., 1995).

4.3 Colombo Tea Auction

CTTA and CCC are responsible for the functioning of the tea auction. The By-Laws and

Conditions of Sale of Tea by public auction, provide a stable, reliable and credible

procedure for the sale of tea. CTA is held at the CCC in Nawam Mawatha in Colombo.

Usually the tea auction is held on every Tuesday and Wednesday of the week, except

during the Sinhala and Tamil New Year and Christmas. There are three chambers in the

building namely, Ground Floor Main Auditorium, Second Floor Auditorium and West

Wing, allowing the auction to take place simultaneously.

Eight commodity brokers and around 450 buyers participate in the auction, of which

approximately 200 are active on a regular basis (SLTB, 2016).

The selling operation involves three parties viz. sellers, brokers, and buyers.

1. Sellers are manufacturers of tea. They handover the process of selling of
their tea in the public auction to a third party or (brokers). They can
choose one or more brokering company according to their preference
under their garden marks.

Day Ground Floor Main   2nd Floor Main     Ground Floor
       Auditorium      Auditorium        West-wing

On Tuesday Low grown leafy Low grown tippy High and medium

Premium flowery BOP1A

On Wednesday Dust Ex estate Off grades

Table 2
Auction Sale Locations at Colombo Tea Auction (CTA) at

Ceylon Chamber Commerce

Source: CTTA, 2016.
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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2. Buyers belong to companies or an organizations which produce value
added tea products to export or sell locally. They buy tea at the tea auction
for their products.

3. Brokers are third parties who sell manufactured tea to the buyers at the
auction.

Both sellers and buyers have contacts with the broker but they never meet directly.

Brokers receive manufactured tea from factories under a garden mark. Tea brokers, who

take care of the complete selling process, decide prices by analyzing previous auctions

and sell tea lots at the tea auction (Table 2). Each broker is given a particular time period

to sell their lots. Usually 5.5Mkg - 8Mkg of tea that comprises of 11,000 - 13,000 of lots are

sold in the auction during a week. Purchasing tea from the auction is a very complex

process. It consists of three steps, namely Pre-auctioning Process, Auctioning Process

and Post-auctioning Process.

4.4 Brokers at the Colombo Tea Auction

At the CTA, only registered brokers are entitled to conduct sales as auctioneers, who are

also members of the Brokers Association and registered as brokers with a license from

the relevant licensing authority.  There are eight registered tea brokers in the CTA (Table

3) and they operate according to the International Tea Commodities regulations.

Figure 3
Broker Selling Tea at the Colombo Tea Auction (CTA)

Source:  Photo courtesy of Business Today.
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only a small percentage of tea manufactured in Sri Lanka is marketed through this

channel due to the uncertainty of demand and supply conditions.

In 1992, the government took a decision to allow tea manufacturers to sell ex-factory up

to a maximum of 3% of their monthly production for local consumption. There is no

price ratification by a panel given that the expenditure involved would hardly justify

the volume and the value of teas sold under the scheme. However, ex-factory sales are

subjected to an excise duty of Rs. 1.00 per kg of tea (Kelegama et al., 1995).

4.3 Colombo Tea Auction

CTTA and CCC are responsible for the functioning of the tea auction. The By-Laws and

Conditions of Sale of Tea by public auction, provide a stable, reliable and credible

procedure for the sale of tea. CTA is held at the CCC in Nawam Mawatha in Colombo.

Usually the tea auction is held on every Tuesday and Wednesday of the week, except

during the Sinhala and Tamil New Year and Christmas. There are three chambers in the

building namely, Ground Floor Main Auditorium, Second Floor Auditorium and West

Wing, allowing the auction to take place simultaneously.

Eight commodity brokers and around 450 buyers participate in the auction, of which

approximately 200 are active on a regular basis (SLTB, 2016).

The selling operation involves three parties viz. sellers, brokers, and buyers.

1. Sellers are manufacturers of tea. They handover the process of selling of
their tea in the public auction to a third party or (brokers). They can
choose one or more brokering company according to their preference
under their garden marks.

Day Ground Floor Main   2nd Floor Main     Ground Floor
       Auditorium      Auditorium        West-wing

On Tuesday Low grown leafy Low grown tippy High and medium

Premium flowery BOP1A

On Wednesday Dust Ex estate Off grades

Table 2
Auction Sale Locations at Colombo Tea Auction (CTA) at

Ceylon Chamber Commerce

Source: CTTA, 2016.
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Figure 4
Functions of Brokers in Tea Marketing Through Colombo Tea Auction

Source: Author.
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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to Dispose Bulk Tea
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1. Introduction

Tea is one of the most important agricultural as well as manufacturing products in Sri

Lanka, and like other products it needs to have a proper marketing channel for its

disposal. The four main modes for the marketing of tea are: (a) auction (b) ex-factory or

ex-garden sale, (c) forward contract and (d) private sales (Kelegama et al., 1995;

Ariyawardena, 2001).

Among different modes of disposal of tea, auction plays a dominant role in tea producing

countries. An auction is a specific type of market. It is known as one of the oldest forms

of trading for price discovery. Auctions were used in Babylon as early as 500 BC (Porter

and Zona, 1993; Strecker, 2004). Currently, auctions are mainly used to, (1) improve

speed of sale, (2) reveal information of buyers' valuation and (3) prevent dishonest dealing

between the sellers and buyers (van Dinther, 2007). In auctions, economic agents compete

against each other in settling a trade by submitting bids representing their willingness

to pay.

The objective of the chapter is to give an overview of the tea auction in Sri Lanka and

other black tea producing countries in the world. Sri Lanka is the second major black tea

exporting country in the world, and Colombo Tea Auction (CTA) is the largest single

origin tea auction in the world. First part of this chapter provides a brief overview of the

tea auction market, its history, role of brokers in the tea auction, its advantages/

disadvantages and distribution of tea auction centers in the world. The second part of

the chapter explains the tea marketing system in Sri Lanka. This section further explains

the history of the CTA, role of brokers, price formation and competitive behaviour in the
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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2. Buyers belong to companies or an organizations which produce value
added tea products to export or sell locally. They buy tea at the tea auction
for their products.

3. Brokers are third parties who sell manufactured tea to the buyers at the
auction.

Both sellers and buyers have contacts with the broker but they never meet directly.

Brokers receive manufactured tea from factories under a garden mark. Tea brokers, who

take care of the complete selling process, decide prices by analyzing previous auctions

and sell tea lots at the tea auction (Table 2). Each broker is given a particular time period

to sell their lots. Usually 5.5Mkg - 8Mkg of tea that comprises of 11,000 - 13,000 of lots are

sold in the auction during a week. Purchasing tea from the auction is a very complex

process. It consists of three steps, namely Pre-auctioning Process, Auctioning Process

and Post-auctioning Process.

4.4 Brokers at the Colombo Tea Auction

At the CTA, only registered brokers are entitled to conduct sales as auctioneers, who are

also members of the Brokers Association and registered as brokers with a license from

the relevant licensing authority.  There are eight registered tea brokers in the CTA (Table

3) and they operate according to the International Tea Commodities regulations.

Figure 3
Broker Selling Tea at the Colombo Tea Auction (CTA)

Source:  Photo courtesy of Business Today.
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Figure 4
Functions of Brokers in Tea Marketing Through Colombo Tea Auction

Source: Author.
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Among them, Forbes and Walkers (Pvt.) Ltd and John Keels Ltd dominate the market,

handling more than 40% of the market share collectively.  The brokering business has

developed from a selling role to a multifaceted marketing role ensuring that there is

regular demand for their client’s garden mark (Figure 4).

No. Name of the Broker Market Share (%)

1 Forbes and Walker Tea Broker (Pvt.) Ltd. 21.4

2 John Keels Ltd. 20.8

3 Asia Siyaka Commodities (Pvt.) Ltd 15.4

4 Lanka Commodity Brokers Ltd. 13.3

5 Mercantile Produce Brokers (Pvt.) Ltd. 12.4

6 Bartleet and Company Ltd. 6.7

7 Ceylon Tea Brokers Ltd. 6.2

8 Eastern Tea Brokers Ltd. 3.8

Table 3
List of Brokering Companies Registered at the Colombo Tea Auction (CTA)

and their Relative Market Share in Year 2010.

Source: Ceylon Tea Brokers Ltd., 2010.

4.5 Tea Prices at the Colombo Tea Auction

The price of tea is governed by the principle of supply and demand. In CTA, prices of tea

have fluctuated over time (Figure 5). Changing tea prices  impacts on the economy as tea

is one of the major foreign export earners to the country. Also large number of small

holders and estate workers depend on tea for their income. Therefore, changes in tea

prices have a significant impact on the economy and living standard of the people

dependent on the industry.

Global tea production has increased in larger quantities from 1970s while demand has

not improved at a corresponding rate, thereby exerting pressure on the producer prices

of tea. The dominance of larger multinationals also has influenced the prices to a certain

extent. Nominal price for bulk tea produced in India, Indonesia, Kenya and Sri Lanka

has improved slightly over the time in export markets, such as United Kingdom, USA

and Canada, while real prices have come down from 1970s to date (Ganewatta and

Edward, 2000). Nominal and real price for final tea also follow the same trend. However,

margins between raw and final tea have remaine a constant level (Weerahewa, 1996).
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Colombo auction. The last section of the chapter discusses the future directions of tea

auction in Sri Lanka and concludes.

2. What is an Auction?

The Oxford Dictionary defines an auction as a public event at which things are sold to

the person who offers the most money for them. McAfee and McMillan (1987) have

defined auctions as "market institution with an explicit set of rules determining resource

allocation and prices on the basis of bids from the market participants". Bids can be

stated in several ways, namely by raising hand or signaling when an auctioneer calls a

certain price, or clearly in written form. Auction permits the sales of products without a

fixed price or a standard value. The price depends on the demand and supply forces at

a certain point of time, influenced by expected future developments in the market.  In

general, the purpose of an auction is for the seller to obtain a remunerative and reasonable

price, which lies as close as possible to the highest valuation among potential buyers. If

the seller knew the valuation based on the market condition, there would have been no

requirement for an auction. The seller then could offer the 'goods' to  potential buyer with

the highest valuation at a price equal (or slightly higher or below) as per the respective

valuation. However, valuations are generally unknown or valuations are not perfect.

Thus, auctions are essentially revelation mechanisms mostly enabling sellers to achieve

their expected fair prices.

3. Tea Auction

Tea is unusual among major agricultural commodities, in that it is sold through auctions

or in private deals. Currently, there is a growing trend to sell tea through internet (on-

line selling or online auctions) (Asian Tribune, 2007; Daily News, 2007). Also, unlike

coffee or cocoa, there is no futures/commodity market for tea. At the same time,  there is

no single indicator price for tea. Tea prices are determined by the auction system, whereby

the price of tea from each estate is determined on a daily basis according to the quality,

supply and demand forces in the market on the auction day.

The auction system is ideally suited for tea because of the infinite varieties and grades

and the scattered and often remote location of estates. The quality of teas produced by

the different estates differs widely not only between districts but even within the same

districts or region because of climatic and soil factors. Teas from the same estate also
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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Figure 4
Functions of Brokers in Tea Marketing Through Colombo Tea Auction

Source: Author.
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It shows that tea exporters enjoy reasonably higher margins compared to the producers.

Many people argue that tea auction does not behave competitively since multinational

operates through their agents. Thus, tea producers face an imperfect market.

4.6 Criticism of the Colombo Tea Auction

According to the World Bank (1993) and few recent research articles published on CTA,

the main criticism of the CTA has been the high concentration of buying power, which

may be due to collusion and unfair competition among buyers (Motha et al., 2004;

Sankalpana et al., 2017). According to the report of the Presidential Commission on the

Tea Industry, more than 60% of the total purchases are made by the six largest buyers out

of  358 registered buyers in CTA. The report claims that the CTA market is a virtual

monopoly or there are monopolistic forces with sellers no longer being able to get the

most efficient prices (Government of Sri Lanka [GOSL], 1995). The spread between the

auction price and the export price (FOB) in the past 20 years from 1980 to 2000 has been

high as 40% (Motha et al., 2004).

Compared to prices realized at the other auction centers in the world, prices at the CTA

center fall in the average to high price category. More than 90% of total production of Sri

Figure 5
Average Prices at the Colombo Tea Auction (Rupees per Kilogram)

Source: Sankalpana et al., 2017.

There is a considerable margin between the Colombo Auction price and FOB. price.

Table 4 shows the margins of the exporter and producer prices at the Colombo auction.
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Among them, Forbes and Walkers (Pvt.) Ltd and John Keels Ltd dominate the market,

handling more than 40% of the market share collectively.  The brokering business has

developed from a selling role to a multifaceted marketing role ensuring that there is

regular demand for their client’s garden mark (Figure 4).

No. Name of the Broker Market Share (%)

1 Forbes and Walker Tea Broker (Pvt.) Ltd. 21.4

2 John Keels Ltd. 20.8

3 Asia Siyaka Commodities (Pvt.) Ltd 15.4

4 Lanka Commodity Brokers Ltd. 13.3

5 Mercantile Produce Brokers (Pvt.) Ltd. 12.4

6 Bartleet and Company Ltd. 6.7

7 Ceylon Tea Brokers Ltd. 6.2

8 Eastern Tea Brokers Ltd. 3.8

Table 3
List of Brokering Companies Registered at the Colombo Tea Auction (CTA)

and their Relative Market Share in Year 2010.

Source: Ceylon Tea Brokers Ltd., 2010.

4.5 Tea Prices at the Colombo Tea Auction

The price of tea is governed by the principle of supply and demand. In CTA, prices of tea

have fluctuated over time (Figure 5). Changing tea prices  impacts on the economy as tea

is one of the major foreign export earners to the country. Also large number of small

holders and estate workers depend on tea for their income. Therefore, changes in tea

prices have a significant impact on the economy and living standard of the people

dependent on the industry.

Global tea production has increased in larger quantities from 1970s while demand has

not improved at a corresponding rate, thereby exerting pressure on the producer prices

of tea. The dominance of larger multinationals also has influenced the prices to a certain

extent. Nominal price for bulk tea produced in India, Indonesia, Kenya and Sri Lanka

has improved slightly over the time in export markets, such as United Kingdom, USA

and Canada, while real prices have come down from 1970s to date (Ganewatta and

Edward, 2000). Nominal and real price for final tea also follow the same trend. However,

margins between raw and final tea have remaine a constant level (Weerahewa, 1996).
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vary in quality between seasons, which makes it difficult for an estate or group to market

its produce.

Five types of auction structures can be identified: (1) first-price sealed bid Vickrey auctions,

(2) Dutch auctions, (3) English auctions, (4) call market auctions and (5) continuous

double auction (Figure 1) (Wurman et al., 2001).

Above classification is based on three attributes namely, (1) single vs. double sided

auctions, (2) open (cry) vs. sealed auctions and (3) ascending (English) vs. descending

(Dutch) auctions. According to the classification, auctions with just one seller and multiple

buyers (or vice versa) are called single sided auctions, while auctions with multiple

buyers and sellers are called double sided auctions. Out of the five types of auctions, the

English auction is considered to be one of the classic standard auctions.  In the case of

sealed and Dutch auctions, it is a single sided auction, which means that there is just

one seller and multiple buyers or vice versa (Van Dinther, 2007).

The tea auction market can be categorized as ‘double auction’ as it has multiple buyers

and sellers. Also it can take the forms of ‘English (ascending) auctions’ and  ‘open (cry)

auction’ (Asopa, 2011).

Figure 1
Classification of Tea Auction Types

Source: Wurman et al., 2001.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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It shows that tea exporters enjoy reasonably higher margins compared to the producers.

Many people argue that tea auction does not behave competitively since multinational

operates through their agents. Thus, tea producers face an imperfect market.

4.6 Criticism of the Colombo Tea Auction

According to the World Bank (1993) and few recent research articles published on CTA,

the main criticism of the CTA has been the high concentration of buying power, which

may be due to collusion and unfair competition among buyers (Motha et al., 2004;

Sankalpana et al., 2017). According to the report of the Presidential Commission on the

Tea Industry, more than 60% of the total purchases are made by the six largest buyers out

of  358 registered buyers in CTA. The report claims that the CTA market is a virtual

monopoly or there are monopolistic forces with sellers no longer being able to get the

most efficient prices (Government of Sri Lanka [GOSL], 1995). The spread between the

auction price and the export price (FOB) in the past 20 years from 1980 to 2000 has been

high as 40% (Motha et al., 2004).

Compared to prices realized at the other auction centers in the world, prices at the CTA

center fall in the average to high price category. More than 90% of total production of Sri

Figure 5
Average Prices at the Colombo Tea Auction (Rupees per Kilogram)

Source: Sankalpana et al., 2017.

There is a considerable margin between the Colombo Auction price and FOB. price.

Table 4 shows the margins of the exporter and producer prices at the Colombo auction.
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Among them, Forbes and Walkers (Pvt.) Ltd and John Keels Ltd dominate the market,

handling more than 40% of the market share collectively.  The brokering business has

developed from a selling role to a multifaceted marketing role ensuring that there is

regular demand for their client’s garden mark (Figure 4).

No. Name of the Broker Market Share (%)

1 Forbes and Walker Tea Broker (Pvt.) Ltd. 21.4

2 John Keels Ltd. 20.8

3 Asia Siyaka Commodities (Pvt.) Ltd 15.4

4 Lanka Commodity Brokers Ltd. 13.3

5 Mercantile Produce Brokers (Pvt.) Ltd. 12.4

6 Bartleet and Company Ltd. 6.7

7 Ceylon Tea Brokers Ltd. 6.2

8 Eastern Tea Brokers Ltd. 3.8

Table 3
List of Brokering Companies Registered at the Colombo Tea Auction (CTA)

and their Relative Market Share in Year 2010.

Source: Ceylon Tea Brokers Ltd., 2010.

4.5 Tea Prices at the Colombo Tea Auction

The price of tea is governed by the principle of supply and demand. In CTA, prices of tea

have fluctuated over time (Figure 5). Changing tea prices  impacts on the economy as tea

is one of the major foreign export earners to the country. Also large number of small

holders and estate workers depend on tea for their income. Therefore, changes in tea

prices have a significant impact on the economy and living standard of the people

dependent on the industry.

Global tea production has increased in larger quantities from 1970s while demand has

not improved at a corresponding rate, thereby exerting pressure on the producer prices

of tea. The dominance of larger multinationals also has influenced the prices to a certain

extent. Nominal price for bulk tea produced in India, Indonesia, Kenya and Sri Lanka

has improved slightly over the time in export markets, such as United Kingdom, USA

and Canada, while real prices have come down from 1970s to date (Ganewatta and

Edward, 2000). Nominal and real price for final tea also follow the same trend. However,

margins between raw and final tea have remaine a constant level (Weerahewa, 1996).
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Lankan tea is sold in bulk form through the CTA, while a small volume is exported in

value added forms. The main problem faced by the producers are the high cost of

production, price fluctuations and low price realized at the CTA in real value terms or in

terms of trade (Kelegama et al, 1995; Ariyawardena, 2001).  Also access to market

information on CTA is limited due to substantial variation in quality, quantity and

demand as well as the small numbers of brokers controlling the market (Asopa, 2011).

Even though the CTA is considered to be an effective in determining price, some argue

that there are imperfections in the market system (UNCTAD, 182; Ali, Choudry and

Lister, 1997, Motha et al, 2004). As per their arguments, buyers representing the major

multinational companies in the industry as blenders and packers have bargaining power

at the auction and limit the number of potential buyers. To overcome these imperfections,

Kelegama et al. (1995) suggests a number of government interventions, namely

implementation of floor prices, providing concessionary credits and establishing buying

houses.

Table 4
Tea Prices Received by Producers (Auction Price) and Exporters

(FOB Price) Rs. Per Kg

Year Auction price FOB price Difference Percentage

1980 18.4 33.5 15.1 82.4

1985 39.0 60.7 21.7 55.7

1990 71.0 91.8 20.9 29.4

1995 72.2 101.7 29.5 40.8

2000 135.5 181.4 45.9 33.9

2005 186.2 258.8 72.6 39.0

2010 370.6 501.9 131.3 35.4

2011 359.8 511.1 151.3 42.0

2012 391.6 563.4 171.8 43.9

2013 444.4 623.9 179.5 40.4

2014 461.9 649.4 187.5 40.6

2015 402.1 593.1 190.9 47.5

2016 468.6 639.9 171.3 36.5

Source : MPI, 1980-2016.
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At auction, buyers bid for one particular grade from a particular tea estate (garden) at a

time, after tasting the tea and judging (quality testing) its value. The broker who acts as

an auctioneer plays an important role in the tea market acting on behalf of the estate/

factory (seller). Apart from personally tasting and evaluating each and every invoice, he

has to use his knowledge of the world demand and supply forces and marketing skills

in judging (tasting and valuing) the marketability of the tea. The auctioneer has the

power and judgment to determine the selling price of tea, to a certain extent.

3.1 History of Tea Auction

London was the major international market for tea prior to the Second World War. The

first tea auction was held in 1834 in Plantation House at Mincing Lane. Tea prices

registered in London auctions were regarded as the "irreplaceable thermometer of world

price and quality of tea" during those days (Forrest, 1985). However, in the post-war

period, London auctions gradually started to lose its importance as the volume of

transactions in Calcutta and Colombo auctions rose (Choudhry et al, 1997). These two

auction centers started in 19th century as local auctions in the producing countries.

Shares of Calcutta and Colombo auctions out of the total world tea auctions were 12%

and 6%, respectively in 1936-1937. By 1960-1961, the corresponding figures for the two

auctions rose to 24% and 15%, respectively (Choudhry et al., 1997). During this time,

London auction's share declined from 32% to 16%. After the War, most local auctions

were established in both Asia and Africa (see Table 1) and this significantly reduced the

amount of tea sold in London. In order to arrest the decline of the London tea auction,

London off-shore auctions (CIF sales) were introduced in 1982. In off-shore auctions, tea

tasters tasted air lifted tea samples prior to the corresponding tea lot was discharged.

The sellers at the off-shore auctions depended on tea from Kenya, Malawi and Zimbabwe.

Prices in London in this period did not reflect the world demand-supply situation as it

did during the pre-war period. Because of declining quantities, the London tea auction

ceased operations in 1998.

3.2 Role of Broker at a Tea Auction

Broker is a person or a firm who buys and sells for another on commission or who

arranges for the negotiation of contracts. Tea brokering has developed over time from a

purely a marketing role to a profession offering a multifaceted range of services covering

auctioning, warehousing, financing and technical advisory services.  Tea brokering is a

systematic and lengthy process, and a number of integrated businesses and professional
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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It shows that tea exporters enjoy reasonably higher margins compared to the producers.

Many people argue that tea auction does not behave competitively since multinational

operates through their agents. Thus, tea producers face an imperfect market.

4.6 Criticism of the Colombo Tea Auction

According to the World Bank (1993) and few recent research articles published on CTA,

the main criticism of the CTA has been the high concentration of buying power, which

may be due to collusion and unfair competition among buyers (Motha et al., 2004;

Sankalpana et al., 2017). According to the report of the Presidential Commission on the

Tea Industry, more than 60% of the total purchases are made by the six largest buyers out

of  358 registered buyers in CTA. The report claims that the CTA market is a virtual

monopoly or there are monopolistic forces with sellers no longer being able to get the

most efficient prices (Government of Sri Lanka [GOSL], 1995). The spread between the

auction price and the export price (FOB) in the past 20 years from 1980 to 2000 has been

high as 40% (Motha et al., 2004).

Compared to prices realized at the other auction centers in the world, prices at the CTA

center fall in the average to high price category. More than 90% of total production of Sri

Figure 5
Average Prices at the Colombo Tea Auction (Rupees per Kilogram)

Source: Sankalpana et al., 2017.

There is a considerable margin between the Colombo Auction price and FOB. price.

Table 4 shows the margins of the exporter and producer prices at the Colombo auction.
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Lankan tea is sold in bulk form through the CTA, while a small volume is exported in

value added forms. The main problem faced by the producers are the high cost of

production, price fluctuations and low price realized at the CTA in real value terms or in

terms of trade (Kelegama et al, 1995; Ariyawardena, 2001).  Also access to market

information on CTA is limited due to substantial variation in quality, quantity and

demand as well as the small numbers of brokers controlling the market (Asopa, 2011).

Even though the CTA is considered to be an effective in determining price, some argue

that there are imperfections in the market system (UNCTAD, 182; Ali, Choudry and

Lister, 1997, Motha et al, 2004). As per their arguments, buyers representing the major

multinational companies in the industry as blenders and packers have bargaining power

at the auction and limit the number of potential buyers. To overcome these imperfections,

Kelegama et al. (1995) suggests a number of government interventions, namely

implementation of floor prices, providing concessionary credits and establishing buying

houses.

Table 4
Tea Prices Received by Producers (Auction Price) and Exporters

(FOB Price) Rs. Per Kg

Year Auction price FOB price Difference Percentage

1980 18.4 33.5 15.1 82.4

1985 39.0 60.7 21.7 55.7

1990 71.0 91.8 20.9 29.4

1995 72.2 101.7 29.5 40.8

2000 135.5 181.4 45.9 33.9

2005 186.2 258.8 72.6 39.0

2010 370.6 501.9 131.3 35.4

2011 359.8 511.1 151.3 42.0

2012 391.6 563.4 171.8 43.9

2013 444.4 623.9 179.5 40.4

2014 461.9 649.4 187.5 40.6

2015 402.1 593.1 190.9 47.5

2016 468.6 639.9 171.3 36.5

Source : MPI, 1980-2016.
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5. Future Direction of CTA

5.1 Dollarization of Auction

A proposal was made by the Planters’ Association of Ceylon (PAC) in 1993 to conduct

the tea auction in USD. This was based on successful conduct of tea auctions in Kenya in

USD. This proposal was comprehensively analyzed by the Central Bank of Sri Lanka

(CBSL) by taking the responses from various concerned parties. The dollarization

proposal was not implemented in view of serious opposition from various concerned

parties, especially the CBSL.  A subsequent proposal was made by the CCC  in year 2001

to convert the tea auction to a Dollar denominated auction, whereby the auction itself

would be conducted in Dollars while settlement would be made in Rupees. However,

this proposal also was not implemented (Asopa, 2011).

Presently, tea auctions in most centers are conducted in domestic currency (Colombo,

Cochin, Calcutta, Guwahati and Chittagong) while few others (Mombasa, Jakarta and

Limbe) are conducted in USD terms. In 2002, the Institute of Policy Studies of Sri Lanka

(IPS) further analyzed the dollarization proposal. After analyzing various points of

view, it concluded that the proposed dollarization is fraught with the danger of further

destabilizing an already destabilized economy during that period. It further highlighted

that the proposal should be approached with extreme caution and circumspection (IPS,

2002).

5.2 Automation of Auction

With the number of tea factories increasing, grades and lots have seen a correspondingly

increase, placing a further strain on the system. As the auction is only held on two days

of the week, buyers now have to taste, grade and evaluate up to 12,000 different lots of tea

during the other days of the week.

Since obtaining a fourth auction room is both an expensive and impractical option at

this stage, the CTTA appointed a sub-committee in year 2007 consisting of all relevant

stakeholders to look at the merits of using modern technology to automate the CTA and

thereby increase efficiency while curtailing operating costs. This sub-committee looked

at different options of reducing the auction time, which would enable buyers to spend

more time evaluating their teas. Committee members were also mindful of the concerns

of staff members of their own organizations when they computerized their companys’

operations in the last quarter of a century (Asian Tribune, 2007).
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expertise in different areas are required for a brokering company to function. Tea brokers

primary role is to ensure that there is regular demand for their client's garden mark. The

quality of tea from each garden is properly introduced and presented to buyers.  Customer

awareness is important to ensure that the tea is sold to the right buyer.

In each auction centers around  the world, there are a number of tea brokering firms

dominating the sales. J. Thomas & Co. (Pvt.) Ltd. is the largest tea broker in the world. It

operates in major Indian tea auctions and handles more than 200 million kg. of tea per

year. It is followed by Carritt Moran and Co. Ltd., Unilever Co. Ltd., James Finlay and

Van Rees.  In Mombasa tea auction, eleven  brokers are registered with the Tea Board of

Kenya. In contrast, Colombo auction has eight brokers and Calcutta auction has only

four brokers.

In marketing tea through the auction, the auctioneer (broker) exerts a significant influence

in choosing and administering a selling strategy. In a recent study on Chittagong tea

auction in Bangladesh, the auctioneers were identified as market makers (Hossain et al.,

2014). The study further highlighted that the success of the auction depends on how

well auctioneers manage externalities without jeopardizing the trust of the buyers and

sellers.  However, the study illustrated that the incentives of brokers may not be well

aligned with those of individual sellers.  The study further argued that auctioneers must

maintain a careful balance between his own incentives vs. those of his clients. However,

the auction outcomes are affected by how much discretion the auctioneer has in choosing

a selling strategy.  For example, the study found that raising the reserve price of a lot

exerts a positive price externality on subsequent lots within the auction. To manage the

momentum of market prices, the auctioneer chooses higher reserve prices for teas

produced by tea estates in which he has an ownership stake. While these teas receive a

higher price when sold, they sell less frequently creating a short run cost to the auctioneer

but an overall positive impact on market prices. Thus, consistent with the role of a

market maker, a desire to appear non-opportunistic, rather than opportunism, seems to

better explain auctioneers actions (Hossain et al., 2013).

3.3 Advantages and Disadvantages of Auctions

There are several advantages of the auction system for the tea industry which include:

• Auction system ensures free and fair transparent competition and protects

the interest of both buyers and sellers.
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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Lankan tea is sold in bulk form through the CTA, while a small volume is exported in

value added forms. The main problem faced by the producers are the high cost of

production, price fluctuations and low price realized at the CTA in real value terms or in

terms of trade (Kelegama et al, 1995; Ariyawardena, 2001).  Also access to market

information on CTA is limited due to substantial variation in quality, quantity and

demand as well as the small numbers of brokers controlling the market (Asopa, 2011).

Even though the CTA is considered to be an effective in determining price, some argue

that there are imperfections in the market system (UNCTAD, 182; Ali, Choudry and

Lister, 1997, Motha et al, 2004). As per their arguments, buyers representing the major

multinational companies in the industry as blenders and packers have bargaining power

at the auction and limit the number of potential buyers. To overcome these imperfections,

Kelegama et al. (1995) suggests a number of government interventions, namely

implementation of floor prices, providing concessionary credits and establishing buying

houses.

Table 4
Tea Prices Received by Producers (Auction Price) and Exporters

(FOB Price) Rs. Per Kg

Year Auction price FOB price Difference Percentage

1980 18.4 33.5 15.1 82.4

1985 39.0 60.7 21.7 55.7

1990 71.0 91.8 20.9 29.4

1995 72.2 101.7 29.5 40.8

2000 135.5 181.4 45.9 33.9

2005 186.2 258.8 72.6 39.0

2010 370.6 501.9 131.3 35.4

2011 359.8 511.1 151.3 42.0

2012 391.6 563.4 171.8 43.9

2013 444.4 623.9 179.5 40.4

2014 461.9 649.4 187.5 40.6

2015 402.1 593.1 190.9 47.5

2016 468.6 639.9 171.3 36.5

Source : MPI, 1980-2016.

191

Colombo Tea Auction: Major Marketing Mechanism to Dispose Bulk Tea

After evaluating the pros and cons, CTTA selected Millennium Information Technologies

(MIT) to partner in the proposed automation of the CTA. MIT would provide the

technological input while the automation on sub-committee and industry group, which

were appointed by the stakeholders, to provide specialized knowledge on tea.

The aim of the partnership between the CTTA and MIT has been to develop an auction

system unique to the Colombo tea trade, embodying and enhancing the positive features

of the CTA built up over the years. Other tea auction centers in Kenya and India have

been automated to varying degrees with different levels of success (Asian Tribune, 2007;

Daily News, 2007).  It was decided that the tea traders should only look at these systems

for guidance and not to re-produce any of their features which do not form part of the

current outcry system at the CTA. The proposed automation of the Colombo auction is

progressing at a slow pace in an attempt to ensure the stability and long term

sustainability of the CTA. The ultimate aim is for CTA to become more transparent and

less costly to operate, thereby increasing competition and resulting in a win win situation

for all participants.

6. Conclusion

Around 75% of the tea produced in the world is sold through the auction system and

marketing of tea through the auction system is the most popular method of disposal of

tea. Since tea has infinite varieties, auction became the main marketing system for tea. In

Sri Lanka, a majority of black tea produced is disposed through the CTA, which is the

largest single origin tea auction in the world.

The auction system is one sided operation controlled by brokers, who exercise enormous

power on price determination. In this system, producers do not have any role to decide

the appropriate price for their product. Therefore, the government and SLTB should

scrutinize the whole system and iron out anomalies pertaining to buyers prevailing

bargaining power on 'price making'.
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5. Future Direction of CTA

5.1 Dollarization of Auction

A proposal was made by the Planters’ Association of Ceylon (PAC) in 1993 to conduct

the tea auction in USD. This was based on successful conduct of tea auctions in Kenya in

USD. This proposal was comprehensively analyzed by the Central Bank of Sri Lanka

(CBSL) by taking the responses from various concerned parties. The dollarization

proposal was not implemented in view of serious opposition from various concerned

parties, especially the CBSL.  A subsequent proposal was made by the CCC  in year 2001

to convert the tea auction to a Dollar denominated auction, whereby the auction itself

would be conducted in Dollars while settlement would be made in Rupees. However,

this proposal also was not implemented (Asopa, 2011).

Presently, tea auctions in most centers are conducted in domestic currency (Colombo,

Cochin, Calcutta, Guwahati and Chittagong) while few others (Mombasa, Jakarta and

Limbe) are conducted in USD terms. In 2002, the Institute of Policy Studies of Sri Lanka

(IPS) further analyzed the dollarization proposal. After analyzing various points of

view, it concluded that the proposed dollarization is fraught with the danger of further

destabilizing an already destabilized economy during that period. It further highlighted

that the proposal should be approached with extreme caution and circumspection (IPS,

2002).

5.2 Automation of Auction

With the number of tea factories increasing, grades and lots have seen a correspondingly

increase, placing a further strain on the system. As the auction is only held on two days

of the week, buyers now have to taste, grade and evaluate up to 12,000 different lots of tea

during the other days of the week.

Since obtaining a fourth auction room is both an expensive and impractical option at

this stage, the CTTA appointed a sub-committee in year 2007 consisting of all relevant

stakeholders to look at the merits of using modern technology to automate the CTA and

thereby increase efficiency while curtailing operating costs. This sub-committee looked

at different options of reducing the auction time, which would enable buyers to spend

more time evaluating their teas. Committee members were also mindful of the concerns

of staff members of their own organizations when they computerized their companys’

operations in the last quarter of a century (Asian Tribune, 2007).
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• Theoretically, auction provides the most efficient mechanism for price
determination.

• Manufacturers are provided with the services of brokers, who are
conversant with the latest status of the market.

• Manufactures use the price at the auction as a barometer to judge the
prevailing market trends.

• Auction system provides the fastest and the most efficient way to dispose
a very large quantity of products while offering a vast range of choice to

both buyers and sellers.

Although auctions constitute a convenient, transparent and safe mode of sale, they do

not provide the best remunerative price for producers or encourage value addition by

producers.  As a result, some companies have started to market directly to consumers

bypassing the auction system. Other disadvantages include:

• Sales price do not reflect the manufacturers total cost.

• Collusion among buyers when purchasing tea.

• Low and fluctuating prices.

• Teas are sold three to four weeks after manufacture and producer

need to wait an additional week for receipt of the sales proceed.

3.4. Tea Auction Centers in the World

Among the world's eleven tea auction centers, India has eight auction centers and other

countries have one each (Table 1). The auction center in Nairobi, Kenya moved to

Mombasa in 1970, when operation of London Tea Auction closed. Currently, the CTA

handles the largest volume of single origin tea of about 315 million kg in the world. The

Mombasa center is the only center, where teas from other countries are auctioned, and it

has become a leader in terms of volume handled which stands around 360 million kg.

The volume of tea sold at public auctions as a percentage of world tea exports varied

from 75 to 85% (Wilson and Clifford, 1992). This is because, two major producing parties,

China and the former Soviet Union with large domestic market traditionally bypassed

auctions in selling their tea on the world market.

4. Tea Marketing in Sri Lanka and Colombo Tea Auction

4.1 History and Growth of the Colombo Tea Auction

The first tea auction in Colombo was held on 30th July 1883 in the offices of Somerville &

Co. At that time of its establishment, there was much criticism and opposition to this
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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bids received not meeting the broker's expectations. Despite this set back, Somerville &

Co. and the other brokers persisted and were able to conduct auctions on a regular basis

from 1885. In 1894, Ceylon Chamber of Commerce (CCC) set up the Colombo Tea Traders’

Association (CTTA) to formulate rules for the conduct of the tea auction and promote the

common interest of buyers and sellers. With modest beginnings, CTA grew to become the

largest tea auction in the world in terms of the number of lots sold.

The CTA adapted over the years towards meeting changing circumstances. Auctions

were originally conducted in the CCC building in Chatham Street in Colombo on one

day of the week in one auction room. As the volume of tea sold through the CTA and the

number of lots increased, the auction was split over two days per week. With the increase

in the number of lots, the CCC Board Room was converted into a second auction room.

The new CCC building at Nawam Mawatha, Colombo made provision for two custom

built auction rooms, but this too proved to be insufficient over time.

Other developments in the tea trade included the shift from solid wooden boxes to

plywood cases to paper sacks, metrication with lots being sold in multiples of 10 and not

12, the change from pounds to kilograms and shift from a Monday/Tuesday auction to

a Tuesday/Wednesday auction (Banyard, 1981). All these changes were opposed by

some sections of the trade when these were first proposed, but decisions were taken in

the best interest of the trade.

4.2 Tea Marketing System in Sri Lanka

Tea manufactured in Sri Lanka are sold in bulk by the producers through one of the five

marketing channels approved by the Sri Lanka Tea Board (SLTB ) namely: 1) Colombo

auctions; 2) private sales; 3) direct sales; 4) forward contracts; and, 5) ex-factory sales

(Kelegama et al, 1995; Ariyawardena, 2001).

However, out of the five channels, more than 95% of tea is sold through the CTA (CTTA,

2016). Other channels are used in special circumstances, such as to accommodate any

quick requests from buyers. Also there are some unrecorded private sales mainly used

for local consumption, but the volume sold is very low.

At the tea auction, the producing party has the opportunity to obtain the highest bid

(offer) from the widest possible range of offers. The potential buyers bid for catalogued
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After evaluating the pros and cons, CTTA selected Millennium Information Technologies

(MIT) to partner in the proposed automation of the CTA. MIT would provide the

technological input while the automation on sub-committee and industry group, which

were appointed by the stakeholders, to provide specialized knowledge on tea.

The aim of the partnership between the CTTA and MIT has been to develop an auction

system unique to the Colombo tea trade, embodying and enhancing the positive features

of the CTA built up over the years. Other tea auction centers in Kenya and India have

been automated to varying degrees with different levels of success (Asian Tribune, 2007;

Daily News, 2007).  It was decided that the tea traders should only look at these systems

for guidance and not to re-produce any of their features which do not form part of the

current outcry system at the CTA. The proposed automation of the Colombo auction is

progressing at a slow pace in an attempt to ensure the stability and long term

sustainability of the CTA. The ultimate aim is for CTA to become more transparent and

less costly to operate, thereby increasing competition and resulting in a win win situation

for all participants.

6. Conclusion

Around 75% of the tea produced in the world is sold through the auction system and

marketing of tea through the auction system is the most popular method of disposal of

tea. Since tea has infinite varieties, auction became the main marketing system for tea. In

Sri Lanka, a majority of black tea produced is disposed through the CTA, which is the

largest single origin tea auction in the world.

The auction system is one sided operation controlled by brokers, who exercise enormous

power on price determination. In this system, producers do not have any role to decide

the appropriate price for their product. Therefore, the government and SLTB should

scrutinize the whole system and iron out anomalies pertaining to buyers prevailing

bargaining power on 'price making'.
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5. Future Direction of CTA

5.1 Dollarization of Auction

A proposal was made by the Planters’ Association of Ceylon (PAC) in 1993 to conduct

the tea auction in USD. This was based on successful conduct of tea auctions in Kenya in

USD. This proposal was comprehensively analyzed by the Central Bank of Sri Lanka

(CBSL) by taking the responses from various concerned parties. The dollarization

proposal was not implemented in view of serious opposition from various concerned

parties, especially the CBSL.  A subsequent proposal was made by the CCC  in year 2001

to convert the tea auction to a Dollar denominated auction, whereby the auction itself

would be conducted in Dollars while settlement would be made in Rupees. However,

this proposal also was not implemented (Asopa, 2011).

Presently, tea auctions in most centers are conducted in domestic currency (Colombo,

Cochin, Calcutta, Guwahati and Chittagong) while few others (Mombasa, Jakarta and

Limbe) are conducted in USD terms. In 2002, the Institute of Policy Studies of Sri Lanka

(IPS) further analyzed the dollarization proposal. After analyzing various points of

view, it concluded that the proposed dollarization is fraught with the danger of further

destabilizing an already destabilized economy during that period. It further highlighted

that the proposal should be approached with extreme caution and circumspection (IPS,

2002).

5.2 Automation of Auction

With the number of tea factories increasing, grades and lots have seen a correspondingly

increase, placing a further strain on the system. As the auction is only held on two days

of the week, buyers now have to taste, grade and evaluate up to 12,000 different lots of tea

during the other days of the week.

Since obtaining a fourth auction room is both an expensive and impractical option at

this stage, the CTTA appointed a sub-committee in year 2007 consisting of all relevant

stakeholders to look at the merits of using modern technology to automate the CTA and

thereby increase efficiency while curtailing operating costs. This sub-committee looked

at different options of reducing the auction time, which would enable buyers to spend

more time evaluating their teas. Committee members were also mindful of the concerns

of staff members of their own organizations when they computerized their companys’

operations in the last quarter of a century (Asian Tribune, 2007).
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effort by Somerville & Co. to generate a new avenue for marketing of tea manufactured in

Ceylon.

Prior to the establishment of the CTA, many tea plantations in Sri Lanka shipped their

teas to the London Tea Auction or sometimes directly sold to overseas buyers. The first

auction was modestly successful with only one lot of Kabaragala un-assorted tea selling

for cents 45 a pound whereas the other four lots remained unsold due to lack of bids or

Country Auction Year Auction Organizers Sale Days Volume
Handled
in 2015
(mil.kg)

India Guwahati 1970 Guwahati Tea Auction Tue. and Wed. 145.43
Committee (GTAC)

Kolkata 1861 Calcutta Tea Traders Mon. and Tue. 143.42
Association (CTTA)

Cochin 1947 Tea Trade Association of Tue. and Wed. 54.79
Cochin (TTAC)

Coonor (1) 1953 The Coonoor Tea Trade Thu. and Fri. 0.048
Association (CTTA)

Coonor (2) 2003 TEASERVE, Coonoor Wed. 0.015

Jalpaiguri 2005 North Bengal Tea Auction Fortnightly 0.001
Committee (NBTAC)

Siligury 1976 Siliguri Tea Auction Thu. and Fri. 0.079
Committee

Coimbatore 1980 Tea Trade Association of Fri. 0.016
Coimbatore (TTAC)

Sri Lanka Colombo 1883 Colombo Tea Traders Tue. and Wed. 315.51
Association (CTTA)

Kenya Nairobi 1957 East African Tea Trade Mon. and Tue. 359.38
Mombasa 1970 Association (EATTA)

Bangladesh Chittagong 1949 Tea Trade Association of Tue. 63.53
Bangladesh (TTAB)

Indonesia Jakartha 1972 Indonesia Tea Association Wed. 20.12

Malawi Limbe 1970 Tea Association of Malawi Thu. 8.41

Table 1
Tea Auction Centers in the World

Source: Asopa, 2011.
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bids received not meeting the broker's expectations. Despite this set back, Somerville &

Co. and the other brokers persisted and were able to conduct auctions on a regular basis

from 1885. In 1894, Ceylon Chamber of Commerce (CCC) set up the Colombo Tea Traders’

Association (CTTA) to formulate rules for the conduct of the tea auction and promote the

common interest of buyers and sellers. With modest beginnings, CTA grew to become the

largest tea auction in the world in terms of the number of lots sold.

The CTA adapted over the years towards meeting changing circumstances. Auctions

were originally conducted in the CCC building in Chatham Street in Colombo on one

day of the week in one auction room. As the volume of tea sold through the CTA and the

number of lots increased, the auction was split over two days per week. With the increase

in the number of lots, the CCC Board Room was converted into a second auction room.

The new CCC building at Nawam Mawatha, Colombo made provision for two custom

built auction rooms, but this too proved to be insufficient over time.

Other developments in the tea trade included the shift from solid wooden boxes to

plywood cases to paper sacks, metrication with lots being sold in multiples of 10 and not

12, the change from pounds to kilograms and shift from a Monday/Tuesday auction to

a Tuesday/Wednesday auction (Banyard, 1981). All these changes were opposed by

some sections of the trade when these were first proposed, but decisions were taken in

the best interest of the trade.

4.2 Tea Marketing System in Sri Lanka

Tea manufactured in Sri Lanka are sold in bulk by the producers through one of the five

marketing channels approved by the Sri Lanka Tea Board (SLTB ) namely: 1) Colombo

auctions; 2) private sales; 3) direct sales; 4) forward contracts; and, 5) ex-factory sales

(Kelegama et al, 1995; Ariyawardena, 2001).

However, out of the five channels, more than 95% of tea is sold through the CTA (CTTA,

2016). Other channels are used in special circumstances, such as to accommodate any

quick requests from buyers. Also there are some unrecorded private sales mainly used

for local consumption, but the volume sold is very low.

At the tea auction, the producing party has the opportunity to obtain the highest bid

(offer) from the widest possible range of offers. The potential buyers bid for catalogued
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After evaluating the pros and cons, CTTA selected Millennium Information Technologies

(MIT) to partner in the proposed automation of the CTA. MIT would provide the

technological input while the automation on sub-committee and industry group, which

were appointed by the stakeholders, to provide specialized knowledge on tea.

The aim of the partnership between the CTTA and MIT has been to develop an auction

system unique to the Colombo tea trade, embodying and enhancing the positive features

of the CTA built up over the years. Other tea auction centers in Kenya and India have

been automated to varying degrees with different levels of success (Asian Tribune, 2007;

Daily News, 2007).  It was decided that the tea traders should only look at these systems

for guidance and not to re-produce any of their features which do not form part of the

current outcry system at the CTA. The proposed automation of the Colombo auction is

progressing at a slow pace in an attempt to ensure the stability and long term

sustainability of the CTA. The ultimate aim is for CTA to become more transparent and

less costly to operate, thereby increasing competition and resulting in a win win situation

for all participants.

6. Conclusion

Around 75% of the tea produced in the world is sold through the auction system and

marketing of tea through the auction system is the most popular method of disposal of

tea. Since tea has infinite varieties, auction became the main marketing system for tea. In

Sri Lanka, a majority of black tea produced is disposed through the CTA, which is the

largest single origin tea auction in the world.

The auction system is one sided operation controlled by brokers, who exercise enormous

power on price determination. In this system, producers do not have any role to decide

the appropriate price for their product. Therefore, the government and SLTB should

scrutinize the whole system and iron out anomalies pertaining to buyers prevailing

bargaining power on 'price making'.
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10
The Case for Liberalization of Tea Imports for Increasing
Value Addition and Enhancing Tea Exports of Sri Lanka

Saman Kelegama1

1. Introduction

1.1 Background

The tea industry in Sri Lanka has been of vital importance to the country since its

introduction by the British in 1867. Tea is cultivated in  different districts in Sri Lanka,

with variation in produce arising due to both the regional and seasonal differences. The

varying landscapes of the tea-growing regions facilitate the production of high, medium,

and low grown teas; all of which have a distinct difference in flavour.2   Sri Lanka

exports bulk of its tea production and the export practices that were inherited from the

colonial rule still prevail, i.e., tea is exported mostly in bulk form to external markets so

that marketing is carried out by foreign buyers. Moreover, the British introduced

auctioning system still prevails where tea supplies are purchased at the auction for

exporting.

In the past, Sri Lanka has enjoyed recognition as the largest global tea exporter; with

shares of 34% of global tea exports in 1950 and 21% in 1999.  However, due to greater

competition from other producer countries, this share has continued to deplete, with the

title of leading exporter being recently lost to Kenya, which currently possess 22% of

global exports. Sri Lanka also faces tough competition from other producer countries

such as Vietnam, China, and India.

1 The author benefitted from the research assistance of Anneke De Silva, Research Intern at the
Institute of Policy Studies of Sri Lanka.

2 The high demand for low grown teas from the Middle East and Russia means that this variety
currently fetches the highest prices (and has subsequently seen prices increase by 119% over the
period 1990-2001).
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Local producers argue that due to the negative impact that the years of nationalization

has had on the tea industry, it should be regarded as an 'infant industry' and thereby

protected from outside competition until better established. This argument is often

regarded in the literature as lacking credibility as the industry was introduced into the

country over 100 years ago, and above all the status of the Sri Lankan export share in the

world market is well known. In addition, the tea sector experienced increased productivity

in the immediate aftermath on the privatization of management in 1992, which directly

contradicts the initial loss making characteristics of the traditional infant industry

argument.

Producers are also doubtful over their capacity to gain from a policy of liberalization,

owing to resources constraints restricting their ability to compete with other

manufacturers of value-added exports in the global market.3  Such obstacles can be

overcome through merging with the established producers of value-added goods.

Established producers possess superior market knowledge and strong relationships

with suppliers and consumers that new manufacturers lack. An example of a domestic

firm which has merged with an established producer, in order to capitalise on their

marketability, is Indian company Tata Tea Ltd. which joined forces with Lyons Tetley's

group in 1994. The success of the venture enabled Tata Tea to eventually buy out Tetley's

distribution network in February 2001, thus augmenting their global share.

It must be noted that there are a number of local tea exporters who have overcome this

resource constraint and ventured successfully into marketing of tea, such as Euro Scan

Export Pvt. Ltd, Mlesna Tea and Dilmah marketed by the M.J.F. Group Pvt. Ltd (Institute

of Policy Studies of Sri Lanka [IPS], 2000).

However, mergers such as that experienced by Tata Tea Ltd. may not always result in

such a favourable outcome for the domestic firm. Local producers, and the governments

within which they operate, should exercise caution when dealing with transnational

corporations whose market and political dominance may overbear decisions made by

the domestic affiliates.

3 The producers argue that the considerable resources and marketing skills possessed by multinational
firms is no match for smaller local firms operating in the Sri Lankan industry.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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1. Introduction

1.1 Background

The tea industry in Sri Lanka has been of vital importance to the country since its

introduction by the British in 1867. Tea is cultivated in  different districts in Sri Lanka,

with variation in produce arising due to both the regional and seasonal differences. The

varying landscapes of the tea-growing regions facilitate the production of high, medium,

and low grown teas; all of which have a distinct difference in flavour.2   Sri Lanka

exports bulk of its tea production and the export practices that were inherited from the

colonial rule still prevail, i.e., tea is exported mostly in bulk form to external markets so

that marketing is carried out by foreign buyers. Moreover, the British introduced

auctioning system still prevails where tea supplies are purchased at the auction for

exporting.

In the past, Sri Lanka has enjoyed recognition as the largest global tea exporter; with

shares of 34% of global tea exports in 1950 and 21% in 1999.  However, due to greater

competition from other producer countries, this share has continued to deplete, with the

title of leading exporter being recently lost to Kenya, which currently possess 22% of

global exports. Sri Lanka also faces tough competition from other producer countries

such as Vietnam, China, and India.

1 The author benefitted from the research assistance of Anneke De Silva, Research Intern at the
Institute of Policy Studies of Sri Lanka.

2 The high demand for low grown teas from the Middle East and Russia means that this variety
currently fetches the highest prices (and has subsequently seen prices increase by 119% over the
period 1990-2001).
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It is not only the external competition but also the domestic factors that have contributed

to the declining share in the global tea market. The industry has undergone a number of

managerial changes over the years such as nationalization for two decades and re-

privatization thereafter. Following nationalization in 1972/1975, the industry went

through a turbulent period and a decision was made to place tea plantations under

private management in 1992. However, the prevalence of the State as primary owners of

the plantations meant that the associated benefits of privatization, such as higher

productivity and output, were not realized. In order to remedy these distortions the

government transferred the ownership (under a long-term lease) to the private sector in

1995, in the hope that it would lead to the desired increases in productivity and output.

Since then, there has certainly been improvements in tea production and exports but Sri

Lanka still performs below its potential.

The somewhat archaic structure of Sri Lanka's tea industry has been criticized and

blamed for the gradual decline in the country's share of exports. The criticism targets

both the production and exports. With regards to the former, the industry harbours the

highest production costs among its competitors with labour amounting to 66% of

production costs. Continual government intervention with wages prevented managers

basing employees' pay on productivity. This in turn distorted the incentive structure of

the wage system which was one of the causes for the persistent low productivity

(Kelegama, 2010). There is also a reported lack of modernization in production practice

which makes it difficult for the industry to compete with other countries employing

more capital intensive methods of production.

With regard to exports, the main criticism lies with the industry's main produce, viz.,

bulk tea. Sri Lanka exports 90% of its production of which, in 2002, 59% was bulk tea.

Bulk tea refers to Ceylon tea sold in its purest form without any additional value added

to it. This tea is traded by exporters at tea auctions and purchased by local and foreign

companies that will go on to add value to the product, such as blending or producing tea

bags, before re-selling as a final good. However, competing countries such as Kenya and

India have moved from simply trading tea to marketing tea with greater investment in

the export of value-added tea, i.e., exporting a final product. Hence, with competitors

diversifying output in this manner, questions are being raised as to whether or not, Sri

Lanka should be doing the same in order to reclaim the share of the global market that

has already declined.
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Local producers argue that due to the negative impact that the years of nationalization

has had on the tea industry, it should be regarded as an 'infant industry' and thereby

protected from outside competition until better established. This argument is often

regarded in the literature as lacking credibility as the industry was introduced into the

country over 100 years ago, and above all the status of the Sri Lankan export share in the

world market is well known. In addition, the tea sector experienced increased productivity

in the immediate aftermath on the privatization of management in 1992, which directly

contradicts the initial loss making characteristics of the traditional infant industry

argument.

Producers are also doubtful over their capacity to gain from a policy of liberalization,

owing to resources constraints restricting their ability to compete with other

manufacturers of value-added exports in the global market.3  Such obstacles can be

overcome through merging with the established producers of value-added goods.

Established producers possess superior market knowledge and strong relationships

with suppliers and consumers that new manufacturers lack. An example of a domestic

firm which has merged with an established producer, in order to capitalise on their

marketability, is Indian company Tata Tea Ltd. which joined forces with Lyons Tetley's

group in 1994. The success of the venture enabled Tata Tea to eventually buy out Tetley's

distribution network in February 2001, thus augmenting their global share.

It must be noted that there are a number of local tea exporters who have overcome this

resource constraint and ventured successfully into marketing of tea, such as Euro Scan

Export Pvt. Ltd, Mlesna Tea and Dilmah marketed by the M.J.F. Group Pvt. Ltd (Institute

of Policy Studies of Sri Lanka [IPS], 2000).

However, mergers such as that experienced by Tata Tea Ltd. may not always result in

such a favourable outcome for the domestic firm. Local producers, and the governments

within which they operate, should exercise caution when dealing with transnational

corporations whose market and political dominance may overbear decisions made by

the domestic affiliates.

3 The producers argue that the considerable resources and marketing skills possessed by multinational
firms is no match for smaller local firms operating in the Sri Lankan industry.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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1. Introduction

1.1 Background

The tea industry in Sri Lanka has been of vital importance to the country since its

introduction by the British in 1867. Tea is cultivated in  different districts in Sri Lanka,

with variation in produce arising due to both the regional and seasonal differences. The

varying landscapes of the tea-growing regions facilitate the production of high, medium,

and low grown teas; all of which have a distinct difference in flavour.2   Sri Lanka

exports bulk of its tea production and the export practices that were inherited from the

colonial rule still prevail, i.e., tea is exported mostly in bulk form to external markets so

that marketing is carried out by foreign buyers. Moreover, the British introduced

auctioning system still prevails where tea supplies are purchased at the auction for

exporting.

In the past, Sri Lanka has enjoyed recognition as the largest global tea exporter; with

shares of 34% of global tea exports in 1950 and 21% in 1999.  However, due to greater

competition from other producer countries, this share has continued to deplete, with the

title of leading exporter being recently lost to Kenya, which currently possess 22% of

global exports. Sri Lanka also faces tough competition from other producer countries

such as Vietnam, China, and India.

1 The author benefitted from the research assistance of Anneke De Silva, Research Intern at the
Institute of Policy Studies of Sri Lanka.

2 The high demand for low grown teas from the Middle East and Russia means that this variety
currently fetches the highest prices (and has subsequently seen prices increase by 119% over the
period 1990-2001).
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It is not only the external competition but also the domestic factors that have contributed

to the declining share in the global tea market. The industry has undergone a number of

managerial changes over the years such as nationalization for two decades and re-

privatization thereafter. Following nationalization in 1972/1975, the industry went

through a turbulent period and a decision was made to place tea plantations under

private management in 1992. However, the prevalence of the State as primary owners of

the plantations meant that the associated benefits of privatization, such as higher

productivity and output, were not realized. In order to remedy these distortions the

government transferred the ownership (under a long-term lease) to the private sector in

1995, in the hope that it would lead to the desired increases in productivity and output.

Since then, there has certainly been improvements in tea production and exports but Sri

Lanka still performs below its potential.

The somewhat archaic structure of Sri Lanka's tea industry has been criticized and

blamed for the gradual decline in the country's share of exports. The criticism targets

both the production and exports. With regards to the former, the industry harbours the

highest production costs among its competitors with labour amounting to 66% of

production costs. Continual government intervention with wages prevented managers

basing employees' pay on productivity. This in turn distorted the incentive structure of

the wage system which was one of the causes for the persistent low productivity

(Kelegama, 2010). There is also a reported lack of modernization in production practice

which makes it difficult for the industry to compete with other countries employing

more capital intensive methods of production.

With regard to exports, the main criticism lies with the industry's main produce, viz.,

bulk tea. Sri Lanka exports 90% of its production of which, in 2002, 59% was bulk tea.

Bulk tea refers to Ceylon tea sold in its purest form without any additional value added

to it. This tea is traded by exporters at tea auctions and purchased by local and foreign

companies that will go on to add value to the product, such as blending or producing tea

bags, before re-selling as a final good. However, competing countries such as Kenya and

India have moved from simply trading tea to marketing tea with greater investment in

the export of value-added tea, i.e., exporting a final product. Hence, with competitors

diversifying output in this manner, questions are being raised as to whether or not, Sri

Lanka should be doing the same in order to reclaim the share of the global market that

has already declined.
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1.2 Current Performance of the Tea Industry

The Sri Lankan tea industry is currently the third largest export sector in the country,

accounting for over 13% of total export earnings in 2009. Between the period of 2002-

2009, the tea sector's share of GDP has remained relatively stable, as illustrated by

Table 1.

2002 2003 2004 2005 2006 2007 2008 2009

  1.4   1.3   1.4   1.2   1.1   1.4   1.3   1.5
   Tea

Table 1
Percentage Share of Tea in GDP at Current Prices

Along with this steady share of output in recent years there has been an increase in the

demand for low grown teas amongst consumers in Russia and the Middle East (Table 2).

The popularity of this particular variety of tea comes from the preference for the dark

colour and comparatively delicate flavour of the low growns amongst the Russian and

Middle Eastern consumers. The consumption from these low grown teas makes up 78%

of Sri Lankan tea exports. Subsequently, low grown teas receive the highest prices when

traded at the Colombo Tea Auctions (CTAs) (Figure 1).

Source: DCS, 2009a.

Table 2
Main Destinations of Ceylon Tea: 2008 and 2009

(Quantity in Mn. Kgs.)

Country 2008 2009

Russia 45.43 42.40

UAE 45.16 30.94

Syria 26.14 29.50

Iran 31.04 27.75

Turkey 15.86 15.72

Jordan 14.30 13.40

Kuwait 7.53 10.11

Iraq 11.65 9.85

Japan 10.25 9.51

Libya 7.24 8.11

Total 214.60 197.29

Source:  DCS, 2009b.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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It is not only the external competition but also the domestic factors that have contributed

to the declining share in the global tea market. The industry has undergone a number of

managerial changes over the years such as nationalization for two decades and re-

privatization thereafter. Following nationalization in 1972/1975, the industry went

through a turbulent period and a decision was made to place tea plantations under

private management in 1992. However, the prevalence of the State as primary owners of

the plantations meant that the associated benefits of privatization, such as higher

productivity and output, were not realized. In order to remedy these distortions the

government transferred the ownership (under a long-term lease) to the private sector in

1995, in the hope that it would lead to the desired increases in productivity and output.

Since then, there has certainly been improvements in tea production and exports but Sri

Lanka still performs below its potential.

The somewhat archaic structure of Sri Lanka's tea industry has been criticized and

blamed for the gradual decline in the country's share of exports. The criticism targets

both the production and exports. With regards to the former, the industry harbours the

highest production costs among its competitors with labour amounting to 66% of

production costs. Continual government intervention with wages prevented managers

basing employees' pay on productivity. This in turn distorted the incentive structure of

the wage system which was one of the causes for the persistent low productivity

(Kelegama, 2010). There is also a reported lack of modernization in production practice

which makes it difficult for the industry to compete with other countries employing

more capital intensive methods of production.

With regard to exports, the main criticism lies with the industry's main produce, viz.,

bulk tea. Sri Lanka exports 90% of its production of which, in 2002, 59% was bulk tea.

Bulk tea refers to Ceylon tea sold in its purest form without any additional value added

to it. This tea is traded by exporters at tea auctions and purchased by local and foreign

companies that will go on to add value to the product, such as blending or producing tea

bags, before re-selling as a final good. However, competing countries such as Kenya and

India have moved from simply trading tea to marketing tea with greater investment in

the export of value-added tea, i.e., exporting a final product. Hence, with competitors

diversifying output in this manner, questions are being raised as to whether or not, Sri

Lanka should be doing the same in order to reclaim the share of the global market that

has already declined.
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1.2 Current Performance of the Tea Industry

The Sri Lankan tea industry is currently the third largest export sector in the country,

accounting for over 13% of total export earnings in 2009. Between the period of 2002-

2009, the tea sector's share of GDP has remained relatively stable, as illustrated by

Table 1.

2002 2003 2004 2005 2006 2007 2008 2009

  1.4   1.3   1.4   1.2   1.1   1.4   1.3   1.5
   Tea

Table 1
Percentage Share of Tea in GDP at Current Prices

Along with this steady share of output in recent years there has been an increase in the

demand for low grown teas amongst consumers in Russia and the Middle East (Table 2).

The popularity of this particular variety of tea comes from the preference for the dark

colour and comparatively delicate flavour of the low growns amongst the Russian and

Middle Eastern consumers. The consumption from these low grown teas makes up 78%

of Sri Lankan tea exports. Subsequently, low grown teas receive the highest prices when

traded at the Colombo Tea Auctions (CTAs) (Figure 1).

Source: DCS, 2009a.

Table 2
Main Destinations of Ceylon Tea: 2008 and 2009

(Quantity in Mn. Kgs.)

Country 2008 2009

Russia 45.43 42.40

UAE 45.16 30.94

Syria 26.14 29.50

Iran 31.04 27.75

Turkey 15.86 15.72

Jordan 14.30 13.40

Kuwait 7.53 10.11

Iraq 11.65 9.85

Japan 10.25 9.51

Libya 7.24 8.11

Total 214.60 197.29

Source:  DCS, 2009b.
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Despite this seemingly positive outlook, the industry suffers from a number of

inefficiencies in production and, when compared to rival producer countries, continues

to under-perform. As stated, the production costs within the Sri Lankan tea industry are

some of the highest in the global market. Given the labour-intensive nature of production,

the highest cost accrues to labour. As evident in Table 3 these costs continue to rise.

Despite this high cost in labour, as stated, productivity is reportedly low due to a number

of factors (Kelegama, 2010).

Table 3
Cost of Production of Sri Lankan Tea (Rs.)

    Year 1998/ 1999/ 2000/ 2001/ 2002/ 2003/ 2004/ 2005/ 2006/ 2007/
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

100.82 105.88 113.39 121.97 126.72 133.09 149.13 161.98 210.75 231.49
 Total cost per
 kilogramme
 of made tea

Figure 1
Price of Exports (High, Medium, Low Grown Tea)

G
ro

ss
 p

ri
ce

 (
R

s.
/

k
g

)

Source: CBSL, 2008a.

Source: DCS, 2009b.
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The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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1.2 Current Performance of the Tea Industry

The Sri Lankan tea industry is currently the third largest export sector in the country,

accounting for over 13% of total export earnings in 2009. Between the period of 2002-

2009, the tea sector's share of GDP has remained relatively stable, as illustrated by

Table 1.

2002 2003 2004 2005 2006 2007 2008 2009

  1.4   1.3   1.4   1.2   1.1   1.4   1.3   1.5
   Tea

Table 1
Percentage Share of Tea in GDP at Current Prices

Along with this steady share of output in recent years there has been an increase in the

demand for low grown teas amongst consumers in Russia and the Middle East (Table 2).

The popularity of this particular variety of tea comes from the preference for the dark

colour and comparatively delicate flavour of the low growns amongst the Russian and

Middle Eastern consumers. The consumption from these low grown teas makes up 78%

of Sri Lankan tea exports. Subsequently, low grown teas receive the highest prices when

traded at the Colombo Tea Auctions (CTAs) (Figure 1).

Source: DCS, 2009a.

Table 2
Main Destinations of Ceylon Tea: 2008 and 2009

(Quantity in Mn. Kgs.)

Country 2008 2009

Russia 45.43 42.40

UAE 45.16 30.94

Syria 26.14 29.50

Iran 31.04 27.75

Turkey 15.86 15.72

Jordan 14.30 13.40

Kuwait 7.53 10.11

Iraq 11.65 9.85

Japan 10.25 9.51

Libya 7.24 8.11

Total 214.60 197.29

Source:  DCS, 2009b.
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Despite this seemingly positive outlook, the industry suffers from a number of

inefficiencies in production and, when compared to rival producer countries, continues

to under-perform. As stated, the production costs within the Sri Lankan tea industry are

some of the highest in the global market. Given the labour-intensive nature of production,

the highest cost accrues to labour. As evident in Table 3 these costs continue to rise.

Despite this high cost in labour, as stated, productivity is reportedly low due to a number

of factors (Kelegama, 2010).

Table 3
Cost of Production of Sri Lankan Tea (Rs.)

    Year 1998/ 1999/ 2000/ 2001/ 2002/ 2003/ 2004/ 2005/ 2006/ 2007/
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

100.82 105.88 113.39 121.97 126.72 133.09 149.13 161.98 210.75 231.49
 Total cost per
 kilogramme
 of made tea

Figure 1
Price of Exports (High, Medium, Low Grown Tea)
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The apparent caveat with relying heavily on Middle Eastern and Russian consumers for

exports is their evident price sensitivity. Hence, exports of bulk tea to these areas will be

subject to fluctuations in income. In order to make exports robust to such trends in

income, thus minimizing the impact of global income trends on exports, the tea industry

needs to tap into a market with greater price inelasticity. The argument for increasing the

exports of value-added goods stems from this rationale, with many of the belief that

through exporting final products the industry can acquire a more loyal, price inelastic,

consumer base.

The Sri Lankan economy is dependent on the success and longevity of the tea trade,

given the large number of people employed in tea production, which stood at 4.2% of the

labour force in 2000. Given the persistently high degree of poverty in the estate sector, the

industry cannot afford to ignore the need to modernize methods of production in order

to compete with other, increasingly innovative, producer countries.

1.3 Objectives

The objective of this chapter is to decipher whether or not, value-added exports would

benefit from liberalizing the imports of orthodox teas. In order to assess this issue, the

arguments both for and against liberalization are presented. Within a liberalized

framework, the role of government policy in the context of the value-addition process of

tea is made so as to gain further insights to the liberalization framework's sustainability.

Concluding remarks are then made with recommendations for policy.

2. The Impact of Liberalizing the Import of Orthodox Teas on Value-Added

    Exports

2.1 The Significance of Value-added Exports

Value-addition refers to the process by which value is added to a raw material so that the

good is closer to, or is, a finished product before entering the market. With regard to

value-added tea, manufacturers may add value by blending and packaging the tea before

selling it to consumers. In contrast, the sale of bulk tea is Ceylon tea in its purest form,

with no additional value added to it. Such tea is purchased at the CTAs and transported

elsewhere to be modified into a final good before re-selling to consumers.

The increasing number of producer countries that have invested in value-added

production has augmented the competition facing exports of Ceylon tea. The greater
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Despite this seemingly positive outlook, the industry suffers from a number of

inefficiencies in production and, when compared to rival producer countries, continues

to under-perform. As stated, the production costs within the Sri Lankan tea industry are

some of the highest in the global market. Given the labour-intensive nature of production,

the highest cost accrues to labour. As evident in Table 3 these costs continue to rise.

Despite this high cost in labour, as stated, productivity is reportedly low due to a number

of factors (Kelegama, 2010).

Table 3
Cost of Production of Sri Lankan Tea (Rs.)

    Year 1998/ 1999/ 2000/ 2001/ 2002/ 2003/ 2004/ 2005/ 2006/ 2007/
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

100.82 105.88 113.39 121.97 126.72 133.09 149.13 161.98 210.75 231.49
 Total cost per
 kilogramme
 of made tea

Figure 1
Price of Exports (High, Medium, Low Grown Tea)
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The apparent caveat with relying heavily on Middle Eastern and Russian consumers for

exports is their evident price sensitivity. Hence, exports of bulk tea to these areas will be

subject to fluctuations in income. In order to make exports robust to such trends in

income, thus minimizing the impact of global income trends on exports, the tea industry

needs to tap into a market with greater price inelasticity. The argument for increasing the

exports of value-added goods stems from this rationale, with many of the belief that

through exporting final products the industry can acquire a more loyal, price inelastic,

consumer base.

The Sri Lankan economy is dependent on the success and longevity of the tea trade,

given the large number of people employed in tea production, which stood at 4.2% of the

labour force in 2000. Given the persistently high degree of poverty in the estate sector, the

industry cannot afford to ignore the need to modernize methods of production in order

to compete with other, increasingly innovative, producer countries.

1.3 Objectives

The objective of this chapter is to decipher whether or not, value-added exports would

benefit from liberalizing the imports of orthodox teas. In order to assess this issue, the

arguments both for and against liberalization are presented. Within a liberalized

framework, the role of government policy in the context of the value-addition process of

tea is made so as to gain further insights to the liberalization framework's sustainability.

Concluding remarks are then made with recommendations for policy.

2. The Impact of Liberalizing the Import of Orthodox Teas on Value-Added

    Exports

2.1 The Significance of Value-added Exports

Value-addition refers to the process by which value is added to a raw material so that the

good is closer to, or is, a finished product before entering the market. With regard to

value-added tea, manufacturers may add value by blending and packaging the tea before

selling it to consumers. In contrast, the sale of bulk tea is Ceylon tea in its purest form,

with no additional value added to it. Such tea is purchased at the CTAs and transported

elsewhere to be modified into a final good before re-selling to consumers.

The increasing number of producer countries that have invested in value-added

production has augmented the competition facing exports of Ceylon tea. The greater
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competition comes from the ability of producers of value-added goods to supply the

market with cheaper exports of tea. This is facilitated by the prior blending (value-

addition) of the locally produced orthodox teas with imports of cheaper orthodox teas.

Two such countries employing these methods are Kenya and India, the former of whom

has recently managed to overtake Sri Lanka as the largest global exporter of tea.

Both Kenya and India have liberalized the imports of foreign teas in order to pursue the

value-addition and re-export of comparatively cheaper goods. The liberalization of

imports allowed the Kenyan tea industry to extend their consumer base to the more

price-sensitive markets in Somalia, Sudan and Yemen, whilst maintaining the export of

pure Kenyan tea to loyal consumers in the UK and Egypt. India liberalized the import of

loose teas, tea packets and tea bags in 1993 for value-addition purposes. In order to

protect the local producers from export substitution, the abolition of import restrictions

was twinned with a minimum local content requirement in value-added re-exports.

In addition to the heavier rivalry from producer countries, Sri Lanka is also facing

competition from non-producer countries. International blending centres have been

established in London, Rotterdam, Dubai and Hamburg wherein tea is imported in bulk

form, blended and then re-exported. This has heightened the pressure for the greater

provision of value-added exports, as such centres threaten to dig further into Sri Lanka's

diminishing market share.

The low productivity and greater threat from competitors is reflected in the decline of Sri

Lanka's share in the world export market over the period 1980-2001. In contrast, Kenya

managed to increase its share within the same period. Such figures suggest a degree of

complacency surrounding Sri Lanka's tea trade which has left the industry defenceless

against growing competition. This complacency stems from the previous popularity of

Ceylon tea amongst consumers in Western Europe. However, one cannot expect the past

reputation of Ceylon tea to carry the whole industry in the present day.

In recent times consumer preferences have changed in favour of more convenient

products, such as tea bags and instant teas. The majority of consumers are less likely to

want to make decisions on the type of tea they are consuming; instead, consumers are

more concerned with quality and reliability. This is evident in the rise in consumption of

branded products. Brand names guarantee a good quality product, making all the
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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The apparent caveat with relying heavily on Middle Eastern and Russian consumers for

exports is their evident price sensitivity. Hence, exports of bulk tea to these areas will be

subject to fluctuations in income. In order to make exports robust to such trends in

income, thus minimizing the impact of global income trends on exports, the tea industry

needs to tap into a market with greater price inelasticity. The argument for increasing the

exports of value-added goods stems from this rationale, with many of the belief that

through exporting final products the industry can acquire a more loyal, price inelastic,

consumer base.

The Sri Lankan economy is dependent on the success and longevity of the tea trade,

given the large number of people employed in tea production, which stood at 4.2% of the

labour force in 2000. Given the persistently high degree of poverty in the estate sector, the

industry cannot afford to ignore the need to modernize methods of production in order

to compete with other, increasingly innovative, producer countries.

1.3 Objectives

The objective of this chapter is to decipher whether or not, value-added exports would

benefit from liberalizing the imports of orthodox teas. In order to assess this issue, the

arguments both for and against liberalization are presented. Within a liberalized

framework, the role of government policy in the context of the value-addition process of

tea is made so as to gain further insights to the liberalization framework's sustainability.

Concluding remarks are then made with recommendations for policy.

2. The Impact of Liberalizing the Import of Orthodox Teas on Value-Added

    Exports

2.1 The Significance of Value-added Exports

Value-addition refers to the process by which value is added to a raw material so that the

good is closer to, or is, a finished product before entering the market. With regard to

value-added tea, manufacturers may add value by blending and packaging the tea before

selling it to consumers. In contrast, the sale of bulk tea is Ceylon tea in its purest form,

with no additional value added to it. Such tea is purchased at the CTAs and transported

elsewhere to be modified into a final good before re-selling to consumers.

The increasing number of producer countries that have invested in value-added

production has augmented the competition facing exports of Ceylon tea. The greater
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competition comes from the ability of producers of value-added goods to supply the

market with cheaper exports of tea. This is facilitated by the prior blending (value-

addition) of the locally produced orthodox teas with imports of cheaper orthodox teas.

Two such countries employing these methods are Kenya and India, the former of whom

has recently managed to overtake Sri Lanka as the largest global exporter of tea.

Both Kenya and India have liberalized the imports of foreign teas in order to pursue the

value-addition and re-export of comparatively cheaper goods. The liberalization of

imports allowed the Kenyan tea industry to extend their consumer base to the more

price-sensitive markets in Somalia, Sudan and Yemen, whilst maintaining the export of

pure Kenyan tea to loyal consumers in the UK and Egypt. India liberalized the import of

loose teas, tea packets and tea bags in 1993 for value-addition purposes. In order to

protect the local producers from export substitution, the abolition of import restrictions

was twinned with a minimum local content requirement in value-added re-exports.

In addition to the heavier rivalry from producer countries, Sri Lanka is also facing

competition from non-producer countries. International blending centres have been

established in London, Rotterdam, Dubai and Hamburg wherein tea is imported in bulk

form, blended and then re-exported. This has heightened the pressure for the greater

provision of value-added exports, as such centres threaten to dig further into Sri Lanka's

diminishing market share.

The low productivity and greater threat from competitors is reflected in the decline of Sri

Lanka's share in the world export market over the period 1980-2001. In contrast, Kenya

managed to increase its share within the same period. Such figures suggest a degree of

complacency surrounding Sri Lanka's tea trade which has left the industry defenceless

against growing competition. This complacency stems from the previous popularity of

Ceylon tea amongst consumers in Western Europe. However, one cannot expect the past

reputation of Ceylon tea to carry the whole industry in the present day.

In recent times consumer preferences have changed in favour of more convenient

products, such as tea bags and instant teas. The majority of consumers are less likely to

want to make decisions on the type of tea they are consuming; instead, consumers are

more concerned with quality and reliability. This is evident in the rise in consumption of

branded products. Brand names guarantee a good quality product, making all the
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decisions on tea origin for the consumer. The market for pure teas, such as "Pure Ceylon

Tea", is considered a niche market occupying only 10% of the global market, hence the

loss in market share of Sri Lankan tea. It would appear that the tea industry needs to

restructure its production in order to remain competitive with greater diversification of

exports, in particularly into the export of value-added teas.

The complete  reliance on auctions for the sale of bulk teas is another factor that may be

adding to the uncompetitive aspect of Sri Lanka's tea industry. The auction system gives

no prior indication as to the exact demand for the good. As a result, the supply of bulk

teas often exceeds the demand. Not only does overproduction dampen prices, it is also a

waste of resources. In contrast, private sales hold the potential for greater efficiency as

the exact volume to be purchased is predetermined, ensuring that supply meets demand.

Contact with buyers also enables producers to remain competitive through their greater

knowledge of consumer tastes and preferences.

2.2 The Rationale behind Liberalizing Imports: Exporters' Perspective

The import of orthodox teas is currently restricted in Sri Lanka. However, the import of

CTC (cut, tear, curl) teas (required for the production of tea bags) and specialty teas is

permitted for the purpose of value addition due to a lack of domestic production. The

removal of import restrictions on orthodox teas is a mooted point; with exporters in

favour of liberalization and producers strongly against it.

One of the main benefits of liberalization, as proclaimed by exporters, is the ability to

blend cheaper imported orthodox teas with local teas so as to reduce the Free on Board

(FOB) price of the teas. A lower FOB price increases the competitiveness of the product

and the likelihood that the good will be successful in the market.

Conversely, if value-addition is to be completed using only domestic tea, inputs may be

more expensive, thus decreasing its profitability. The large number of tea-growing districts

in Sri Lanka  is another factor that exporters claim will impede the quality of the tea

given the seasonal and geographical variations in taste. The droughts experienced in

2000 led to a decline in output of 3.5% over the period 2000-2001, due to the high reliance

on the production of low grown teas, which accounted for more than 56% of output.

However, if imports are used to blend the tea, such agro-climatic conditions related

fluctuation of supply will not arise.
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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competition comes from the ability of producers of value-added goods to supply the

market with cheaper exports of tea. This is facilitated by the prior blending (value-

addition) of the locally produced orthodox teas with imports of cheaper orthodox teas.

Two such countries employing these methods are Kenya and India, the former of whom

has recently managed to overtake Sri Lanka as the largest global exporter of tea.

Both Kenya and India have liberalized the imports of foreign teas in order to pursue the

value-addition and re-export of comparatively cheaper goods. The liberalization of

imports allowed the Kenyan tea industry to extend their consumer base to the more

price-sensitive markets in Somalia, Sudan and Yemen, whilst maintaining the export of

pure Kenyan tea to loyal consumers in the UK and Egypt. India liberalized the import of

loose teas, tea packets and tea bags in 1993 for value-addition purposes. In order to

protect the local producers from export substitution, the abolition of import restrictions

was twinned with a minimum local content requirement in value-added re-exports.

In addition to the heavier rivalry from producer countries, Sri Lanka is also facing

competition from non-producer countries. International blending centres have been

established in London, Rotterdam, Dubai and Hamburg wherein tea is imported in bulk

form, blended and then re-exported. This has heightened the pressure for the greater

provision of value-added exports, as such centres threaten to dig further into Sri Lanka's

diminishing market share.

The low productivity and greater threat from competitors is reflected in the decline of Sri

Lanka's share in the world export market over the period 1980-2001. In contrast, Kenya

managed to increase its share within the same period. Such figures suggest a degree of

complacency surrounding Sri Lanka's tea trade which has left the industry defenceless

against growing competition. This complacency stems from the previous popularity of

Ceylon tea amongst consumers in Western Europe. However, one cannot expect the past

reputation of Ceylon tea to carry the whole industry in the present day.

In recent times consumer preferences have changed in favour of more convenient

products, such as tea bags and instant teas. The majority of consumers are less likely to

want to make decisions on the type of tea they are consuming; instead, consumers are

more concerned with quality and reliability. This is evident in the rise in consumption of

branded products. Brand names guarantee a good quality product, making all the
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decisions on tea origin for the consumer. The market for pure teas, such as "Pure Ceylon

Tea", is considered a niche market occupying only 10% of the global market, hence the

loss in market share of Sri Lankan tea. It would appear that the tea industry needs to

restructure its production in order to remain competitive with greater diversification of

exports, in particularly into the export of value-added teas.

The complete  reliance on auctions for the sale of bulk teas is another factor that may be

adding to the uncompetitive aspect of Sri Lanka's tea industry. The auction system gives

no prior indication as to the exact demand for the good. As a result, the supply of bulk

teas often exceeds the demand. Not only does overproduction dampen prices, it is also a

waste of resources. In contrast, private sales hold the potential for greater efficiency as

the exact volume to be purchased is predetermined, ensuring that supply meets demand.

Contact with buyers also enables producers to remain competitive through their greater

knowledge of consumer tastes and preferences.

2.2 The Rationale behind Liberalizing Imports: Exporters' Perspective

The import of orthodox teas is currently restricted in Sri Lanka. However, the import of

CTC (cut, tear, curl) teas (required for the production of tea bags) and specialty teas is

permitted for the purpose of value addition due to a lack of domestic production. The

removal of import restrictions on orthodox teas is a mooted point; with exporters in

favour of liberalization and producers strongly against it.

One of the main benefits of liberalization, as proclaimed by exporters, is the ability to

blend cheaper imported orthodox teas with local teas so as to reduce the Free on Board

(FOB) price of the teas. A lower FOB price increases the competitiveness of the product

and the likelihood that the good will be successful in the market.

Conversely, if value-addition is to be completed using only domestic tea, inputs may be

more expensive, thus decreasing its profitability. The large number of tea-growing districts

in Sri Lanka  is another factor that exporters claim will impede the quality of the tea

given the seasonal and geographical variations in taste. The droughts experienced in

2000 led to a decline in output of 3.5% over the period 2000-2001, due to the high reliance

on the production of low grown teas, which accounted for more than 56% of output.

However, if imports are used to blend the tea, such agro-climatic conditions related

fluctuation of supply will not arise.
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Blending Ceylon tea with other origin teas and supplying it at lower prices will cater to

the price-conscious consumer, owing to the ability of the blender to obtain different

prices for different grades of teas, which will lead to an increase in the consumer base for

Sri Lankan tea and thus export revenue. Blending local teas with foreign teas to obtain a

consistent blend also minimizes fluctuations in quality, which not only facilitates brand

promotion but also increases the range of tea blends that can be exported.

The prospect of forward integration is another facet of value-added production advocated

by exporters. Expanding into value-addition brings producers the opportunity to gain

from production further along the value-chain, thus increasing employment

opportunities and encouraging growth in linking industries (such as packaging,

shipping, banking, transport and advertising). Greater value-addition will eventually

increase net export earnings and stimulate overall economic growth. In 2000, the Central

Bank of Sri Lanka reported that the value-addition activity in plantations was responsible

for 2.5% of GDP, 13% of the labour force, 16% of total export earnings and 73% of total

agricultural export earnings. Such figures indicate the potential that expanding the

exports of value-added goods has on the economic growth of the country.

As we can see from Table 4, within the plantation sector (tea, rubber and coconut

production) value-added activity in tea production contributed the most to GDP in the

period 1998-2002. Compared to both coconut and rubber production, value-added

production in the tea industry demonstrated a relatively stable contribution to GDP,

despite a slight dip in 1999 and 2001. Given the high number of labourers dependent on

the plantation sector, it is important to expand production where possible.

Table 4
Share Percentage of Value-added Activity in Agricultural GDP

1998 1999 2000 2001 2002

Tea 12.5 10.0 12.0 11.3 11.3

Rubber 2.2 1.6 1.7 1.4 1.7

Coconut 10.2 10.8 8.1 8.7 10.9

Source: DCS, 2009b.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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H. N. Thenuwara1

1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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decisions on tea origin for the consumer. The market for pure teas, such as "Pure Ceylon

Tea", is considered a niche market occupying only 10% of the global market, hence the

loss in market share of Sri Lankan tea. It would appear that the tea industry needs to

restructure its production in order to remain competitive with greater diversification of

exports, in particularly into the export of value-added teas.

The complete  reliance on auctions for the sale of bulk teas is another factor that may be

adding to the uncompetitive aspect of Sri Lanka's tea industry. The auction system gives

no prior indication as to the exact demand for the good. As a result, the supply of bulk

teas often exceeds the demand. Not only does overproduction dampen prices, it is also a

waste of resources. In contrast, private sales hold the potential for greater efficiency as

the exact volume to be purchased is predetermined, ensuring that supply meets demand.

Contact with buyers also enables producers to remain competitive through their greater

knowledge of consumer tastes and preferences.

2.2 The Rationale behind Liberalizing Imports: Exporters' Perspective

The import of orthodox teas is currently restricted in Sri Lanka. However, the import of

CTC (cut, tear, curl) teas (required for the production of tea bags) and specialty teas is

permitted for the purpose of value addition due to a lack of domestic production. The

removal of import restrictions on orthodox teas is a mooted point; with exporters in

favour of liberalization and producers strongly against it.

One of the main benefits of liberalization, as proclaimed by exporters, is the ability to

blend cheaper imported orthodox teas with local teas so as to reduce the Free on Board

(FOB) price of the teas. A lower FOB price increases the competitiveness of the product

and the likelihood that the good will be successful in the market.

Conversely, if value-addition is to be completed using only domestic tea, inputs may be

more expensive, thus decreasing its profitability. The large number of tea-growing districts

in Sri Lanka  is another factor that exporters claim will impede the quality of the tea

given the seasonal and geographical variations in taste. The droughts experienced in

2000 led to a decline in output of 3.5% over the period 2000-2001, due to the high reliance

on the production of low grown teas, which accounted for more than 56% of output.

However, if imports are used to blend the tea, such agro-climatic conditions related

fluctuation of supply will not arise.
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Blending Ceylon tea with other origin teas and supplying it at lower prices will cater to

the price-conscious consumer, owing to the ability of the blender to obtain different

prices for different grades of teas, which will lead to an increase in the consumer base for

Sri Lankan tea and thus export revenue. Blending local teas with foreign teas to obtain a

consistent blend also minimizes fluctuations in quality, which not only facilitates brand

promotion but also increases the range of tea blends that can be exported.

The prospect of forward integration is another facet of value-added production advocated

by exporters. Expanding into value-addition brings producers the opportunity to gain

from production further along the value-chain, thus increasing employment

opportunities and encouraging growth in linking industries (such as packaging,

shipping, banking, transport and advertising). Greater value-addition will eventually

increase net export earnings and stimulate overall economic growth. In 2000, the Central

Bank of Sri Lanka reported that the value-addition activity in plantations was responsible

for 2.5% of GDP, 13% of the labour force, 16% of total export earnings and 73% of total

agricultural export earnings. Such figures indicate the potential that expanding the

exports of value-added goods has on the economic growth of the country.

As we can see from Table 4, within the plantation sector (tea, rubber and coconut

production) value-added activity in tea production contributed the most to GDP in the

period 1998-2002. Compared to both coconut and rubber production, value-added

production in the tea industry demonstrated a relatively stable contribution to GDP,

despite a slight dip in 1999 and 2001. Given the high number of labourers dependent on

the plantation sector, it is important to expand production where possible.

Table 4
Share Percentage of Value-added Activity in Agricultural GDP

1998 1999 2000 2001 2002

Tea 12.5 10.0 12.0 11.3 11.3

Rubber 2.2 1.6 1.7 1.4 1.7

Coconut 10.2 10.8 8.1 8.7 10.9

Source: DCS, 2009b.
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The presence of continued value-added production in the tea sector indicates that the

foundations for further expansion of value-added exports already exist. However, the

lack of growth of share in GDP also suggests that value-added activity may become

stagnated given the current policy of import substitution. Exporters argue that the greatest

augmentation of value-added exports can be realized given the liberalization of imports.

2.3 The Case for Protectionism: Producers' Perspective

Despite the seemingly positive impact that the liberalization of imports would have on

the economy, there are a number of apprehensions expressed mainly by the producers of

bulk teas. The grievances of producers tend to regard the effect that liberalization would

have on the competitiveness of local bulk teas in both the domestic and international

market. Producers fear that the relatively cheaper blended teas will attract a higher

demand amongst consumers at the auctions leading to a reduction in the price of local

bulk teas.

Producers are also concerned about the effect that liberalization will have on the

reputation of pure Ceylon tea. The presence of multi-origin teas in the Sri Lankan market

may weaken the brand-image of Ceylon tea, reducing the marketability of pure Ceylon

tea. This is based on the assumption that both the value-added exports and bulk tea

exports cater to the same market. However, pure teas are often regarded as a niche

commanding only 10% of the global market. Therefore, it is improbable that blended re-

exports will target the same market as exports of pure Ceylon tea and, hence, incidents of

export substitution are unlikely to occur.

Furthermore, this concern of producers raises questions about the brand-power that

"pure Ceylon tea" commands. Due to poor regulations on the usage of the "Pure Ceylon

tea" name and lion logo, the reputation of this brand may already be diluted, as companies

are able to label blended teas as such regardless of the actual content of Ceylon tea in

their product.

It would appear that suppliers of bulk teas cater to two different markets; the connoisseurs

and the brand-conscious. The former may not be affected by the greater provision of

blended teas in Sri Lanka; however, the latter may be, due to their lower regard for the

tea's origin.
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1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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greater opportunities elsewhere leaving a severe shortage of labour. The collective

bargaining process for wages is intensified by the rising cost of living siphoning off

profits from the plantation owners and farmers.  Tea  factories depend  on    prices  at

auctions  conducted  by  the tea  brokering  firms.  The auctions are between the tea

broker, who represent tea factories, and tea exporter.  Tea exporters are price takers from

multi national companies.  They are also exposed to risks of ever worsening geo-political

conditions in major tea destinations, and fluctuations in exchange rates.  Thus, their

offers of prices at auctions depend on prices quoted by foreign buyers weighted by geo-

political risks.  Tea factory owners use those prices to determine the price of fresh green

leaves paid to farmers and any plantation that supplies green leaves to tea factories.

Thus, it imposes a challenge to farmers and plantations to make a surplus after meeting

a living wage, and facing off cost of inputs.

Stakeholders are making strong efforts to overcome those challenges, and in most cases

are becoming successful, ensuring a healthy growth in the industry in future.   The

environmentally damaging fertilizer usage is being curtailed in favour of environmentally

friendly applications while capitalizing on the growing awareness among consumers

on the importance of reducing carbon footprint by industries.  Mechanization in tea

plucking is being introduced wherever the terrain permits, and out-grower systems are

being adopted to overcome labour shortages.   Some firms have already integrated

themselves deeper in the global value chain supplying value  added products.  The

government institutions maintain strict standards in quality to protect 'Pure Ceylon Tea'

brand and to attract higher prices internationally.

This chapter will evaluate evidence on the sustainability of a healthy future of tea industry

in Sri Lanka.  It will examine the global demand and supply of tea, trends in Sri Lanka's

tea production, exports and prices, and future growth factors of Sri Lanka's tea industry.

2. The Global Demand for Tea

"The eternal question, of course, is whether the people of the world will be able or

willing to drink all the cups of tea which the enthusiastic growers are going to

pour out for them!". D. M. Forrest (1967).

Tea is a final product consumed solely by humans unlike commodities such as corn or

soybean that are both final and intermediate products consumed by both humans and

animals as well as used as inputs to other industrial products. Thus, estimating the
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Blending Ceylon tea with other origin teas and supplying it at lower prices will cater to

the price-conscious consumer, owing to the ability of the blender to obtain different

prices for different grades of teas, which will lead to an increase in the consumer base for

Sri Lankan tea and thus export revenue. Blending local teas with foreign teas to obtain a

consistent blend also minimizes fluctuations in quality, which not only facilitates brand

promotion but also increases the range of tea blends that can be exported.

The prospect of forward integration is another facet of value-added production advocated

by exporters. Expanding into value-addition brings producers the opportunity to gain

from production further along the value-chain, thus increasing employment

opportunities and encouraging growth in linking industries (such as packaging,

shipping, banking, transport and advertising). Greater value-addition will eventually

increase net export earnings and stimulate overall economic growth. In 2000, the Central

Bank of Sri Lanka reported that the value-addition activity in plantations was responsible

for 2.5% of GDP, 13% of the labour force, 16% of total export earnings and 73% of total

agricultural export earnings. Such figures indicate the potential that expanding the

exports of value-added goods has on the economic growth of the country.

As we can see from Table 4, within the plantation sector (tea, rubber and coconut

production) value-added activity in tea production contributed the most to GDP in the

period 1998-2002. Compared to both coconut and rubber production, value-added

production in the tea industry demonstrated a relatively stable contribution to GDP,

despite a slight dip in 1999 and 2001. Given the high number of labourers dependent on

the plantation sector, it is important to expand production where possible.

Table 4
Share Percentage of Value-added Activity in Agricultural GDP

1998 1999 2000 2001 2002

Tea 12.5 10.0 12.0 11.3 11.3

Rubber 2.2 1.6 1.7 1.4 1.7

Coconut 10.2 10.8 8.1 8.7 10.9

Source: DCS, 2009b.
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The presence of continued value-added production in the tea sector indicates that the

foundations for further expansion of value-added exports already exist. However, the

lack of growth of share in GDP also suggests that value-added activity may become

stagnated given the current policy of import substitution. Exporters argue that the greatest

augmentation of value-added exports can be realized given the liberalization of imports.

2.3 The Case for Protectionism: Producers' Perspective

Despite the seemingly positive impact that the liberalization of imports would have on

the economy, there are a number of apprehensions expressed mainly by the producers of

bulk teas. The grievances of producers tend to regard the effect that liberalization would

have on the competitiveness of local bulk teas in both the domestic and international

market. Producers fear that the relatively cheaper blended teas will attract a higher

demand amongst consumers at the auctions leading to a reduction in the price of local

bulk teas.

Producers are also concerned about the effect that liberalization will have on the

reputation of pure Ceylon tea. The presence of multi-origin teas in the Sri Lankan market

may weaken the brand-image of Ceylon tea, reducing the marketability of pure Ceylon

tea. This is based on the assumption that both the value-added exports and bulk tea

exports cater to the same market. However, pure teas are often regarded as a niche

commanding only 10% of the global market. Therefore, it is improbable that blended re-

exports will target the same market as exports of pure Ceylon tea and, hence, incidents of

export substitution are unlikely to occur.

Furthermore, this concern of producers raises questions about the brand-power that

"pure Ceylon tea" commands. Due to poor regulations on the usage of the "Pure Ceylon

tea" name and lion logo, the reputation of this brand may already be diluted, as companies

are able to label blended teas as such regardless of the actual content of Ceylon tea in

their product.

It would appear that suppliers of bulk teas cater to two different markets; the connoisseurs

and the brand-conscious. The former may not be affected by the greater provision of

blended teas in Sri Lanka; however, the latter may be, due to their lower regard for the

tea's origin.
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towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
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auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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greater opportunities elsewhere leaving a severe shortage of labour. The collective

bargaining process for wages is intensified by the rising cost of living siphoning off

profits from the plantation owners and farmers.  Tea  factories depend  on    prices  at

auctions  conducted  by  the tea  brokering  firms.  The auctions are between the tea

broker, who represent tea factories, and tea exporter.  Tea exporters are price takers from

multi national companies.  They are also exposed to risks of ever worsening geo-political

conditions in major tea destinations, and fluctuations in exchange rates.  Thus, their

offers of prices at auctions depend on prices quoted by foreign buyers weighted by geo-

political risks.  Tea factory owners use those prices to determine the price of fresh green

leaves paid to farmers and any plantation that supplies green leaves to tea factories.

Thus, it imposes a challenge to farmers and plantations to make a surplus after meeting

a living wage, and facing off cost of inputs.

Stakeholders are making strong efforts to overcome those challenges, and in most cases

are becoming successful, ensuring a healthy growth in the industry in future.   The

environmentally damaging fertilizer usage is being curtailed in favour of environmentally

friendly applications while capitalizing on the growing awareness among consumers

on the importance of reducing carbon footprint by industries.  Mechanization in tea

plucking is being introduced wherever the terrain permits, and out-grower systems are

being adopted to overcome labour shortages.   Some firms have already integrated

themselves deeper in the global value chain supplying value  added products.  The

government institutions maintain strict standards in quality to protect 'Pure Ceylon Tea'

brand and to attract higher prices internationally.

This chapter will evaluate evidence on the sustainability of a healthy future of tea industry

in Sri Lanka.  It will examine the global demand and supply of tea, trends in Sri Lanka's

tea production, exports and prices, and future growth factors of Sri Lanka's tea industry.

2. The Global Demand for Tea

"The eternal question, of course, is whether the people of the world will be able or

willing to drink all the cups of tea which the enthusiastic growers are going to

pour out for them!". D. M. Forrest (1967).

Tea is a final product consumed solely by humans unlike commodities such as corn or

soybean that are both final and intermediate products consumed by both humans and

animals as well as used as inputs to other industrial products. Thus, estimating the
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1. Introduction

1.1 Background

The tea industry in Sri Lanka has been of vital importance to the country since its

introduction by the British in 1867. Tea is cultivated in  different districts in Sri Lanka,

with variation in produce arising due to both the regional and seasonal differences. The

varying landscapes of the tea-growing regions facilitate the production of high, medium,

and low grown teas; all of which have a distinct difference in flavour.2   Sri Lanka

exports bulk of its tea production and the export practices that were inherited from the

colonial rule still prevail, i.e., tea is exported mostly in bulk form to external markets so

that marketing is carried out by foreign buyers. Moreover, the British introduced

auctioning system still prevails where tea supplies are purchased at the auction for

exporting.

In the past, Sri Lanka has enjoyed recognition as the largest global tea exporter; with

shares of 34% of global tea exports in 1950 and 21% in 1999.  However, due to greater

competition from other producer countries, this share has continued to deplete, with the

title of leading exporter being recently lost to Kenya, which currently possess 22% of

global exports. Sri Lanka also faces tough competition from other producer countries

such as Vietnam, China, and India.

1 The author benefitted from the research assistance of Anneke De Silva, Research Intern at the
Institute of Policy Studies of Sri Lanka.

2 The high demand for low grown teas from the Middle East and Russia means that this variety
currently fetches the highest prices (and has subsequently seen prices increase by 119% over the
period 1990-2001).
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Local producers argue that due to the negative impact that the years of nationalization

has had on the tea industry, it should be regarded as an 'infant industry' and thereby

protected from outside competition until better established. This argument is often

regarded in the literature as lacking credibility as the industry was introduced into the

country over 100 years ago, and above all the status of the Sri Lankan export share in the

world market is well known. In addition, the tea sector experienced increased productivity

in the immediate aftermath on the privatization of management in 1992, which directly

contradicts the initial loss making characteristics of the traditional infant industry

argument.

Producers are also doubtful over their capacity to gain from a policy of liberalization,

owing to resources constraints restricting their ability to compete with other

manufacturers of value-added exports in the global market.3  Such obstacles can be

overcome through merging with the established producers of value-added goods.

Established producers possess superior market knowledge and strong relationships

with suppliers and consumers that new manufacturers lack. An example of a domestic

firm which has merged with an established producer, in order to capitalise on their

marketability, is Indian company Tata Tea Ltd. which joined forces with Lyons Tetley's

group in 1994. The success of the venture enabled Tata Tea to eventually buy out Tetley's

distribution network in February 2001, thus augmenting their global share.

It must be noted that there are a number of local tea exporters who have overcome this

resource constraint and ventured successfully into marketing of tea, such as Euro Scan

Export Pvt. Ltd, Mlesna Tea and Dilmah marketed by the M.J.F. Group Pvt. Ltd (Institute

of Policy Studies of Sri Lanka [IPS], 2000).

However, mergers such as that experienced by Tata Tea Ltd. may not always result in

such a favourable outcome for the domestic firm. Local producers, and the governments

within which they operate, should exercise caution when dealing with transnational

corporations whose market and political dominance may overbear decisions made by

the domestic affiliates.

3 The producers argue that the considerable resources and marketing skills possessed by multinational
firms is no match for smaller local firms operating in the Sri Lankan industry.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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demand for tea is not too complicated. As per the estimates of Canadean the global share

of tea sales as a beverage is only second to water, implying a healthy global demand for

tea (Table 1)(Statista, 2017) .   The global tea consumption has been increasing over the

years as seen in Table 2.   The table shows that while the consumption of all varieties of

tea has been growing, black tea has had a significant share in the overall consumption.

Source: Canadean, 2017.

Table 1
Worldwide Beverage Sales Shares from 2011-2016

Beverage Share of Total % Beverage Share of Total %
Water - Packaged 18 Beer 8
Water - Bulk 15 Iced Tea 6
Tea 15 Carbonated Water 6
Milk and milk drinks 12 Coffee 4
Juice and juice drinks 8 Other 8

Table 2
The Trend in the Global Consumption of Tea in 000' MT

2006-08 2009 2010 2011 2012 2013 2013 2023 est.

All Varieties          Black Tea

World 3,715 3,916 4,180 4,450 4,627 4,842 3,081 4,143
Developed Countries 826 792 819 834 828 815 601 670

Russia 172 176 178 182 173 159 144 138
USA 110 108 124 125 123 127 106 140
Japan 139 124 124 123 122 119 15 17
UK 134 121 120 129 125 116 112 104

Developing Countries 2,889 3,123 3,362 3,615 3,799 4,028 2,480 3,473
China 867 1,045 1,189 1,315 1,482 ,614 238 540
India 787 822 818 922 939 1,001 992 1,281
Turkey 215 202 242 227 227 228 228 259
Pakistan 107 86 120 126 131 127 125 155
Egypt 81 82 69 96 95 99 97 135
Iran 77 86 90 80 80 83 83 116
Morocco 51 55 54 65 54 57
Indonesia 56 57 60 61 63 65 36 54
Bangladesh 46 54 57 59 60 62 61 90
Vietnam 26 28 28 29 30 32 0.19 0.32
Sri Lanka 33 48
Other Former 102 154

 USSR Countries

Region/Country

Sources:  Data on all varieties of tea from FAO, 2015.
Data on black tea consumption in 2013 and projection in 2023 from FAO, 2014.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.

∞
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1. Introduction

1.1 Background

The tea industry in Sri Lanka has been of vital importance to the country since its

introduction by the British in 1867. Tea is cultivated in  different districts in Sri Lanka,

with variation in produce arising due to both the regional and seasonal differences. The

varying landscapes of the tea-growing regions facilitate the production of high, medium,

and low grown teas; all of which have a distinct difference in flavour.2   Sri Lanka

exports bulk of its tea production and the export practices that were inherited from the

colonial rule still prevail, i.e., tea is exported mostly in bulk form to external markets so

that marketing is carried out by foreign buyers. Moreover, the British introduced

auctioning system still prevails where tea supplies are purchased at the auction for

exporting.

In the past, Sri Lanka has enjoyed recognition as the largest global tea exporter; with

shares of 34% of global tea exports in 1950 and 21% in 1999.  However, due to greater

competition from other producer countries, this share has continued to deplete, with the

title of leading exporter being recently lost to Kenya, which currently possess 22% of

global exports. Sri Lanka also faces tough competition from other producer countries

such as Vietnam, China, and India.

1 The author benefitted from the research assistance of Anneke De Silva, Research Intern at the
Institute of Policy Studies of Sri Lanka.

2 The high demand for low grown teas from the Middle East and Russia means that this variety
currently fetches the highest prices (and has subsequently seen prices increase by 119% over the
period 1990-2001).
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It is not only the external competition but also the domestic factors that have contributed

to the declining share in the global tea market. The industry has undergone a number of

managerial changes over the years such as nationalization for two decades and re-

privatization thereafter. Following nationalization in 1972/1975, the industry went

through a turbulent period and a decision was made to place tea plantations under

private management in 1992. However, the prevalence of the State as primary owners of

the plantations meant that the associated benefits of privatization, such as higher

productivity and output, were not realized. In order to remedy these distortions the

government transferred the ownership (under a long-term lease) to the private sector in

1995, in the hope that it would lead to the desired increases in productivity and output.

Since then, there has certainly been improvements in tea production and exports but Sri

Lanka still performs below its potential.

The somewhat archaic structure of Sri Lanka's tea industry has been criticized and

blamed for the gradual decline in the country's share of exports. The criticism targets

both the production and exports. With regards to the former, the industry harbours the

highest production costs among its competitors with labour amounting to 66% of

production costs. Continual government intervention with wages prevented managers

basing employees' pay on productivity. This in turn distorted the incentive structure of

the wage system which was one of the causes for the persistent low productivity

(Kelegama, 2010). There is also a reported lack of modernization in production practice

which makes it difficult for the industry to compete with other countries employing

more capital intensive methods of production.

With regard to exports, the main criticism lies with the industry's main produce, viz.,

bulk tea. Sri Lanka exports 90% of its production of which, in 2002, 59% was bulk tea.

Bulk tea refers to Ceylon tea sold in its purest form without any additional value added

to it. This tea is traded by exporters at tea auctions and purchased by local and foreign

companies that will go on to add value to the product, such as blending or producing tea

bags, before re-selling as a final good. However, competing countries such as Kenya and

India have moved from simply trading tea to marketing tea with greater investment in

the export of value-added tea, i.e., exporting a final product. Hence, with competitors

diversifying output in this manner, questions are being raised as to whether or not, Sri

Lanka should be doing the same in order to reclaim the share of the global market that

has already declined.
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Local producers argue that due to the negative impact that the years of nationalization

has had on the tea industry, it should be regarded as an 'infant industry' and thereby

protected from outside competition until better established. This argument is often

regarded in the literature as lacking credibility as the industry was introduced into the

country over 100 years ago, and above all the status of the Sri Lankan export share in the

world market is well known. In addition, the tea sector experienced increased productivity

in the immediate aftermath on the privatization of management in 1992, which directly

contradicts the initial loss making characteristics of the traditional infant industry

argument.

Producers are also doubtful over their capacity to gain from a policy of liberalization,

owing to resources constraints restricting their ability to compete with other

manufacturers of value-added exports in the global market.3  Such obstacles can be

overcome through merging with the established producers of value-added goods.

Established producers possess superior market knowledge and strong relationships

with suppliers and consumers that new manufacturers lack. An example of a domestic

firm which has merged with an established producer, in order to capitalise on their

marketability, is Indian company Tata Tea Ltd. which joined forces with Lyons Tetley's

group in 1994. The success of the venture enabled Tata Tea to eventually buy out Tetley's

distribution network in February 2001, thus augmenting their global share.

It must be noted that there are a number of local tea exporters who have overcome this

resource constraint and ventured successfully into marketing of tea, such as Euro Scan

Export Pvt. Ltd, Mlesna Tea and Dilmah marketed by the M.J.F. Group Pvt. Ltd (Institute

of Policy Studies of Sri Lanka [IPS], 2000).

However, mergers such as that experienced by Tata Tea Ltd. may not always result in

such a favourable outcome for the domestic firm. Local producers, and the governments

within which they operate, should exercise caution when dealing with transnational

corporations whose market and political dominance may overbear decisions made by

the domestic affiliates.

3 The producers argue that the considerable resources and marketing skills possessed by multinational
firms is no match for smaller local firms operating in the Sri Lankan industry.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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demand for tea is not too complicated. As per the estimates of Canadean the global share

of tea sales as a beverage is only second to water, implying a healthy global demand for

tea (Table 1)(Statista, 2017) .   The global tea consumption has been increasing over the

years as seen in Table 2.   The table shows that while the consumption of all varieties of

tea has been growing, black tea has had a significant share in the overall consumption.

Source: Canadean, 2017.

Table 1
Worldwide Beverage Sales Shares from 2011-2016

Beverage Share of Total % Beverage Share of Total %
Water - Packaged 18 Beer 8
Water - Bulk 15 Iced Tea 6
Tea 15 Carbonated Water 6
Milk and milk drinks 12 Coffee 4
Juice and juice drinks 8 Other 8

Table 2
The Trend in the Global Consumption of Tea in 000' MT

2006-08 2009 2010 2011 2012 2013 2013 2023 est.

All Varieties          Black Tea

World 3,715 3,916 4,180 4,450 4,627 4,842 3,081 4,143
Developed Countries 826 792 819 834 828 815 601 670

Russia 172 176 178 182 173 159 144 138
USA 110 108 124 125 123 127 106 140
Japan 139 124 124 123 122 119 15 17
UK 134 121 120 129 125 116 112 104

Developing Countries 2,889 3,123 3,362 3,615 3,799 4,028 2,480 3,473
China 867 1,045 1,189 1,315 1,482 ,614 238 540
India 787 822 818 922 939 1,001 992 1,281
Turkey 215 202 242 227 227 228 228 259
Pakistan 107 86 120 126 131 127 125 155
Egypt 81 82 69 96 95 99 97 135
Iran 77 86 90 80 80 83 83 116
Morocco 51 55 54 65 54 57
Indonesia 56 57 60 61 63 65 36 54
Bangladesh 46 54 57 59 60 62 61 90
Vietnam 26 28 28 29 30 32 0.19 0.32
Sri Lanka 33 48
Other Former 102 154

 USSR Countries

Region/Country

Sources:  Data on all varieties of tea from FAO, 2015.
Data on black tea consumption in 2013 and projection in 2023 from FAO, 2014.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.

∞
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7

 3. The Supply of Tea
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1. Introduction

1.1 Background

The tea industry in Sri Lanka has been of vital importance to the country since its

introduction by the British in 1867. Tea is cultivated in  different districts in Sri Lanka,

with variation in produce arising due to both the regional and seasonal differences. The

varying landscapes of the tea-growing regions facilitate the production of high, medium,

and low grown teas; all of which have a distinct difference in flavour.2   Sri Lanka

exports bulk of its tea production and the export practices that were inherited from the

colonial rule still prevail, i.e., tea is exported mostly in bulk form to external markets so

that marketing is carried out by foreign buyers. Moreover, the British introduced

auctioning system still prevails where tea supplies are purchased at the auction for

exporting.

In the past, Sri Lanka has enjoyed recognition as the largest global tea exporter; with

shares of 34% of global tea exports in 1950 and 21% in 1999.  However, due to greater

competition from other producer countries, this share has continued to deplete, with the

title of leading exporter being recently lost to Kenya, which currently possess 22% of

global exports. Sri Lanka also faces tough competition from other producer countries

such as Vietnam, China, and India.

1 The author benefitted from the research assistance of Anneke De Silva, Research Intern at the
Institute of Policy Studies of Sri Lanka.

2 The high demand for low grown teas from the Middle East and Russia means that this variety
currently fetches the highest prices (and has subsequently seen prices increase by 119% over the
period 1990-2001).
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It is not only the external competition but also the domestic factors that have contributed

to the declining share in the global tea market. The industry has undergone a number of

managerial changes over the years such as nationalization for two decades and re-

privatization thereafter. Following nationalization in 1972/1975, the industry went

through a turbulent period and a decision was made to place tea plantations under

private management in 1992. However, the prevalence of the State as primary owners of

the plantations meant that the associated benefits of privatization, such as higher

productivity and output, were not realized. In order to remedy these distortions the

government transferred the ownership (under a long-term lease) to the private sector in

1995, in the hope that it would lead to the desired increases in productivity and output.

Since then, there has certainly been improvements in tea production and exports but Sri

Lanka still performs below its potential.

The somewhat archaic structure of Sri Lanka's tea industry has been criticized and

blamed for the gradual decline in the country's share of exports. The criticism targets

both the production and exports. With regards to the former, the industry harbours the

highest production costs among its competitors with labour amounting to 66% of

production costs. Continual government intervention with wages prevented managers

basing employees' pay on productivity. This in turn distorted the incentive structure of

the wage system which was one of the causes for the persistent low productivity

(Kelegama, 2010). There is also a reported lack of modernization in production practice

which makes it difficult for the industry to compete with other countries employing

more capital intensive methods of production.

With regard to exports, the main criticism lies with the industry's main produce, viz.,

bulk tea. Sri Lanka exports 90% of its production of which, in 2002, 59% was bulk tea.

Bulk tea refers to Ceylon tea sold in its purest form without any additional value added

to it. This tea is traded by exporters at tea auctions and purchased by local and foreign

companies that will go on to add value to the product, such as blending or producing tea

bags, before re-selling as a final good. However, competing countries such as Kenya and

India have moved from simply trading tea to marketing tea with greater investment in

the export of value-added tea, i.e., exporting a final product. Hence, with competitors

diversifying output in this manner, questions are being raised as to whether or not, Sri

Lanka should be doing the same in order to reclaim the share of the global market that

has already declined.
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1.2 Current Performance of the Tea Industry

The Sri Lankan tea industry is currently the third largest export sector in the country,

accounting for over 13% of total export earnings in 2009. Between the period of 2002-

2009, the tea sector's share of GDP has remained relatively stable, as illustrated by

Table 1.

2002 2003 2004 2005 2006 2007 2008 2009

  1.4   1.3   1.4   1.2   1.1   1.4   1.3   1.5
   Tea

Table 1
Percentage Share of Tea in GDP at Current Prices

Along with this steady share of output in recent years there has been an increase in the

demand for low grown teas amongst consumers in Russia and the Middle East (Table 2).

The popularity of this particular variety of tea comes from the preference for the dark

colour and comparatively delicate flavour of the low growns amongst the Russian and

Middle Eastern consumers. The consumption from these low grown teas makes up 78%

of Sri Lankan tea exports. Subsequently, low grown teas receive the highest prices when

traded at the Colombo Tea Auctions (CTAs) (Figure 1).

Source: DCS, 2009a.

Table 2
Main Destinations of Ceylon Tea: 2008 and 2009

(Quantity in Mn. Kgs.)

Country 2008 2009

Russia 45.43 42.40

UAE 45.16 30.94

Syria 26.14 29.50

Iran 31.04 27.75

Turkey 15.86 15.72

Jordan 14.30 13.40

Kuwait 7.53 10.11

Iraq 11.65 9.85

Japan 10.25 9.51

Libya 7.24 8.11

Total 214.60 197.29

Source:  DCS, 2009b.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.

205

The Case for Liberalization of Tea Imports for Increasing Value Addition

The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.

∞
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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It is not only the external competition but also the domestic factors that have contributed

to the declining share in the global tea market. The industry has undergone a number of

managerial changes over the years such as nationalization for two decades and re-

privatization thereafter. Following nationalization in 1972/1975, the industry went

through a turbulent period and a decision was made to place tea plantations under

private management in 1992. However, the prevalence of the State as primary owners of

the plantations meant that the associated benefits of privatization, such as higher

productivity and output, were not realized. In order to remedy these distortions the

government transferred the ownership (under a long-term lease) to the private sector in

1995, in the hope that it would lead to the desired increases in productivity and output.

Since then, there has certainly been improvements in tea production and exports but Sri

Lanka still performs below its potential.

The somewhat archaic structure of Sri Lanka's tea industry has been criticized and

blamed for the gradual decline in the country's share of exports. The criticism targets

both the production and exports. With regards to the former, the industry harbours the

highest production costs among its competitors with labour amounting to 66% of

production costs. Continual government intervention with wages prevented managers

basing employees' pay on productivity. This in turn distorted the incentive structure of

the wage system which was one of the causes for the persistent low productivity

(Kelegama, 2010). There is also a reported lack of modernization in production practice

which makes it difficult for the industry to compete with other countries employing

more capital intensive methods of production.

With regard to exports, the main criticism lies with the industry's main produce, viz.,

bulk tea. Sri Lanka exports 90% of its production of which, in 2002, 59% was bulk tea.

Bulk tea refers to Ceylon tea sold in its purest form without any additional value added

to it. This tea is traded by exporters at tea auctions and purchased by local and foreign

companies that will go on to add value to the product, such as blending or producing tea

bags, before re-selling as a final good. However, competing countries such as Kenya and

India have moved from simply trading tea to marketing tea with greater investment in

the export of value-added tea, i.e., exporting a final product. Hence, with competitors

diversifying output in this manner, questions are being raised as to whether or not, Sri

Lanka should be doing the same in order to reclaim the share of the global market that

has already declined.
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1.2 Current Performance of the Tea Industry

The Sri Lankan tea industry is currently the third largest export sector in the country,

accounting for over 13% of total export earnings in 2009. Between the period of 2002-

2009, the tea sector's share of GDP has remained relatively stable, as illustrated by

Table 1.

2002 2003 2004 2005 2006 2007 2008 2009

  1.4   1.3   1.4   1.2   1.1   1.4   1.3   1.5
   Tea

Table 1
Percentage Share of Tea in GDP at Current Prices

Along with this steady share of output in recent years there has been an increase in the

demand for low grown teas amongst consumers in Russia and the Middle East (Table 2).

The popularity of this particular variety of tea comes from the preference for the dark

colour and comparatively delicate flavour of the low growns amongst the Russian and

Middle Eastern consumers. The consumption from these low grown teas makes up 78%

of Sri Lankan tea exports. Subsequently, low grown teas receive the highest prices when

traded at the Colombo Tea Auctions (CTAs) (Figure 1).

Source: DCS, 2009a.

Table 2
Main Destinations of Ceylon Tea: 2008 and 2009

(Quantity in Mn. Kgs.)

Country 2008 2009

Russia 45.43 42.40

UAE 45.16 30.94

Syria 26.14 29.50

Iran 31.04 27.75

Turkey 15.86 15.72

Jordan 14.30 13.40

Kuwait 7.53 10.11

Iraq 11.65 9.85

Japan 10.25 9.51

Libya 7.24 8.11

Total 214.60 197.29

Source:  DCS, 2009b.
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Despite this seemingly positive outlook, the industry suffers from a number of

inefficiencies in production and, when compared to rival producer countries, continues

to under-perform. As stated, the production costs within the Sri Lankan tea industry are

some of the highest in the global market. Given the labour-intensive nature of production,

the highest cost accrues to labour. As evident in Table 3 these costs continue to rise.

Despite this high cost in labour, as stated, productivity is reportedly low due to a number

of factors (Kelegama, 2010).

Table 3
Cost of Production of Sri Lankan Tea (Rs.)

    Year 1998/ 1999/ 2000/ 2001/ 2002/ 2003/ 2004/ 2005/ 2006/ 2007/
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

100.82 105.88 113.39 121.97 126.72 133.09 149.13 161.98 210.75 231.49
 Total cost per
 kilogramme
 of made tea

Figure 1
Price of Exports (High, Medium, Low Grown Tea)
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Source: CBSL, 2008a.

Source: DCS, 2009b.
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The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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1.2 Current Performance of the Tea Industry

The Sri Lankan tea industry is currently the third largest export sector in the country,

accounting for over 13% of total export earnings in 2009. Between the period of 2002-

2009, the tea sector's share of GDP has remained relatively stable, as illustrated by

Table 1.

2002 2003 2004 2005 2006 2007 2008 2009

  1.4   1.3   1.4   1.2   1.1   1.4   1.3   1.5
   Tea

Table 1
Percentage Share of Tea in GDP at Current Prices

Along with this steady share of output in recent years there has been an increase in the

demand for low grown teas amongst consumers in Russia and the Middle East (Table 2).

The popularity of this particular variety of tea comes from the preference for the dark

colour and comparatively delicate flavour of the low growns amongst the Russian and

Middle Eastern consumers. The consumption from these low grown teas makes up 78%

of Sri Lankan tea exports. Subsequently, low grown teas receive the highest prices when

traded at the Colombo Tea Auctions (CTAs) (Figure 1).

Source: DCS, 2009a.

Table 2
Main Destinations of Ceylon Tea: 2008 and 2009

(Quantity in Mn. Kgs.)

Country 2008 2009

Russia 45.43 42.40

UAE 45.16 30.94

Syria 26.14 29.50

Iran 31.04 27.75

Turkey 15.86 15.72

Jordan 14.30 13.40

Kuwait 7.53 10.11

Iraq 11.65 9.85

Japan 10.25 9.51

Libya 7.24 8.11

Total 214.60 197.29

Source:  DCS, 2009b.
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Despite this seemingly positive outlook, the industry suffers from a number of

inefficiencies in production and, when compared to rival producer countries, continues

to under-perform. As stated, the production costs within the Sri Lankan tea industry are

some of the highest in the global market. Given the labour-intensive nature of production,

the highest cost accrues to labour. As evident in Table 3 these costs continue to rise.

Despite this high cost in labour, as stated, productivity is reportedly low due to a number

of factors (Kelegama, 2010).

Table 3
Cost of Production of Sri Lankan Tea (Rs.)

    Year 1998/ 1999/ 2000/ 2001/ 2002/ 2003/ 2004/ 2005/ 2006/ 2007/
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

100.82 105.88 113.39 121.97 126.72 133.09 149.13 161.98 210.75 231.49
 Total cost per
 kilogramme
 of made tea

Figure 1
Price of Exports (High, Medium, Low Grown Tea)
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Source: CBSL, 2008a.

Source: DCS, 2009b.
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The apparent caveat with relying heavily on Middle Eastern and Russian consumers for

exports is their evident price sensitivity. Hence, exports of bulk tea to these areas will be

subject to fluctuations in income. In order to make exports robust to such trends in

income, thus minimizing the impact of global income trends on exports, the tea industry

needs to tap into a market with greater price inelasticity. The argument for increasing the

exports of value-added goods stems from this rationale, with many of the belief that

through exporting final products the industry can acquire a more loyal, price inelastic,

consumer base.

The Sri Lankan economy is dependent on the success and longevity of the tea trade,

given the large number of people employed in tea production, which stood at 4.2% of the

labour force in 2000. Given the persistently high degree of poverty in the estate sector, the

industry cannot afford to ignore the need to modernize methods of production in order

to compete with other, increasingly innovative, producer countries.

1.3 Objectives

The objective of this chapter is to decipher whether or not, value-added exports would

benefit from liberalizing the imports of orthodox teas. In order to assess this issue, the

arguments both for and against liberalization are presented. Within a liberalized

framework, the role of government policy in the context of the value-addition process of

tea is made so as to gain further insights to the liberalization framework's sustainability.

Concluding remarks are then made with recommendations for policy.

2. The Impact of Liberalizing the Import of Orthodox Teas on Value-Added

    Exports

2.1 The Significance of Value-added Exports

Value-addition refers to the process by which value is added to a raw material so that the

good is closer to, or is, a finished product before entering the market. With regard to

value-added tea, manufacturers may add value by blending and packaging the tea before

selling it to consumers. In contrast, the sale of bulk tea is Ceylon tea in its purest form,

with no additional value added to it. Such tea is purchased at the CTAs and transported

elsewhere to be modified into a final good before re-selling to consumers.

The increasing number of producer countries that have invested in value-added

production has augmented the competition facing exports of Ceylon tea. The greater
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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Despite this seemingly positive outlook, the industry suffers from a number of

inefficiencies in production and, when compared to rival producer countries, continues

to under-perform. As stated, the production costs within the Sri Lankan tea industry are

some of the highest in the global market. Given the labour-intensive nature of production,

the highest cost accrues to labour. As evident in Table 3 these costs continue to rise.

Despite this high cost in labour, as stated, productivity is reportedly low due to a number

of factors (Kelegama, 2010).

Table 3
Cost of Production of Sri Lankan Tea (Rs.)

    Year 1998/ 1999/ 2000/ 2001/ 2002/ 2003/ 2004/ 2005/ 2006/ 2007/
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

100.82 105.88 113.39 121.97 126.72 133.09 149.13 161.98 210.75 231.49
 Total cost per
 kilogramme
 of made tea

Figure 1
Price of Exports (High, Medium, Low Grown Tea)
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Source: CBSL, 2008a.

Source: DCS, 2009b.
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The apparent caveat with relying heavily on Middle Eastern and Russian consumers for

exports is their evident price sensitivity. Hence, exports of bulk tea to these areas will be

subject to fluctuations in income. In order to make exports robust to such trends in

income, thus minimizing the impact of global income trends on exports, the tea industry

needs to tap into a market with greater price inelasticity. The argument for increasing the

exports of value-added goods stems from this rationale, with many of the belief that

through exporting final products the industry can acquire a more loyal, price inelastic,

consumer base.

The Sri Lankan economy is dependent on the success and longevity of the tea trade,

given the large number of people employed in tea production, which stood at 4.2% of the

labour force in 2000. Given the persistently high degree of poverty in the estate sector, the

industry cannot afford to ignore the need to modernize methods of production in order

to compete with other, increasingly innovative, producer countries.

1.3 Objectives

The objective of this chapter is to decipher whether or not, value-added exports would

benefit from liberalizing the imports of orthodox teas. In order to assess this issue, the

arguments both for and against liberalization are presented. Within a liberalized

framework, the role of government policy in the context of the value-addition process of

tea is made so as to gain further insights to the liberalization framework's sustainability.

Concluding remarks are then made with recommendations for policy.

2. The Impact of Liberalizing the Import of Orthodox Teas on Value-Added

    Exports

2.1 The Significance of Value-added Exports

Value-addition refers to the process by which value is added to a raw material so that the

good is closer to, or is, a finished product before entering the market. With regard to

value-added tea, manufacturers may add value by blending and packaging the tea before

selling it to consumers. In contrast, the sale of bulk tea is Ceylon tea in its purest form,

with no additional value added to it. Such tea is purchased at the CTAs and transported

elsewhere to be modified into a final good before re-selling to consumers.

The increasing number of producer countries that have invested in value-added

production has augmented the competition facing exports of Ceylon tea. The greater
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competition comes from the ability of producers of value-added goods to supply the

market with cheaper exports of tea. This is facilitated by the prior blending (value-

addition) of the locally produced orthodox teas with imports of cheaper orthodox teas.

Two such countries employing these methods are Kenya and India, the former of whom

has recently managed to overtake Sri Lanka as the largest global exporter of tea.

Both Kenya and India have liberalized the imports of foreign teas in order to pursue the

value-addition and re-export of comparatively cheaper goods. The liberalization of

imports allowed the Kenyan tea industry to extend their consumer base to the more

price-sensitive markets in Somalia, Sudan and Yemen, whilst maintaining the export of

pure Kenyan tea to loyal consumers in the UK and Egypt. India liberalized the import of

loose teas, tea packets and tea bags in 1993 for value-addition purposes. In order to

protect the local producers from export substitution, the abolition of import restrictions

was twinned with a minimum local content requirement in value-added re-exports.

In addition to the heavier rivalry from producer countries, Sri Lanka is also facing

competition from non-producer countries. International blending centres have been

established in London, Rotterdam, Dubai and Hamburg wherein tea is imported in bulk

form, blended and then re-exported. This has heightened the pressure for the greater

provision of value-added exports, as such centres threaten to dig further into Sri Lanka's

diminishing market share.

The low productivity and greater threat from competitors is reflected in the decline of Sri

Lanka's share in the world export market over the period 1980-2001. In contrast, Kenya

managed to increase its share within the same period. Such figures suggest a degree of

complacency surrounding Sri Lanka's tea trade which has left the industry defenceless

against growing competition. This complacency stems from the previous popularity of

Ceylon tea amongst consumers in Western Europe. However, one cannot expect the past

reputation of Ceylon tea to carry the whole industry in the present day.

In recent times consumer preferences have changed in favour of more convenient

products, such as tea bags and instant teas. The majority of consumers are less likely to

want to make decisions on the type of tea they are consuming; instead, consumers are

more concerned with quality and reliability. This is evident in the rise in consumption of

branded products. Brand names guarantee a good quality product, making all the
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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The apparent caveat with relying heavily on Middle Eastern and Russian consumers for

exports is their evident price sensitivity. Hence, exports of bulk tea to these areas will be

subject to fluctuations in income. In order to make exports robust to such trends in

income, thus minimizing the impact of global income trends on exports, the tea industry

needs to tap into a market with greater price inelasticity. The argument for increasing the

exports of value-added goods stems from this rationale, with many of the belief that

through exporting final products the industry can acquire a more loyal, price inelastic,

consumer base.

The Sri Lankan economy is dependent on the success and longevity of the tea trade,

given the large number of people employed in tea production, which stood at 4.2% of the

labour force in 2000. Given the persistently high degree of poverty in the estate sector, the

industry cannot afford to ignore the need to modernize methods of production in order

to compete with other, increasingly innovative, producer countries.

1.3 Objectives

The objective of this chapter is to decipher whether or not, value-added exports would

benefit from liberalizing the imports of orthodox teas. In order to assess this issue, the

arguments both for and against liberalization are presented. Within a liberalized

framework, the role of government policy in the context of the value-addition process of

tea is made so as to gain further insights to the liberalization framework's sustainability.

Concluding remarks are then made with recommendations for policy.

2. The Impact of Liberalizing the Import of Orthodox Teas on Value-Added

    Exports

2.1 The Significance of Value-added Exports

Value-addition refers to the process by which value is added to a raw material so that the

good is closer to, or is, a finished product before entering the market. With regard to

value-added tea, manufacturers may add value by blending and packaging the tea before

selling it to consumers. In contrast, the sale of bulk tea is Ceylon tea in its purest form,

with no additional value added to it. Such tea is purchased at the CTAs and transported

elsewhere to be modified into a final good before re-selling to consumers.

The increasing number of producer countries that have invested in value-added

production has augmented the competition facing exports of Ceylon tea. The greater
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competition comes from the ability of producers of value-added goods to supply the

market with cheaper exports of tea. This is facilitated by the prior blending (value-

addition) of the locally produced orthodox teas with imports of cheaper orthodox teas.

Two such countries employing these methods are Kenya and India, the former of whom

has recently managed to overtake Sri Lanka as the largest global exporter of tea.

Both Kenya and India have liberalized the imports of foreign teas in order to pursue the

value-addition and re-export of comparatively cheaper goods. The liberalization of

imports allowed the Kenyan tea industry to extend their consumer base to the more

price-sensitive markets in Somalia, Sudan and Yemen, whilst maintaining the export of

pure Kenyan tea to loyal consumers in the UK and Egypt. India liberalized the import of

loose teas, tea packets and tea bags in 1993 for value-addition purposes. In order to

protect the local producers from export substitution, the abolition of import restrictions

was twinned with a minimum local content requirement in value-added re-exports.

In addition to the heavier rivalry from producer countries, Sri Lanka is also facing

competition from non-producer countries. International blending centres have been

established in London, Rotterdam, Dubai and Hamburg wherein tea is imported in bulk

form, blended and then re-exported. This has heightened the pressure for the greater

provision of value-added exports, as such centres threaten to dig further into Sri Lanka's

diminishing market share.

The low productivity and greater threat from competitors is reflected in the decline of Sri

Lanka's share in the world export market over the period 1980-2001. In contrast, Kenya

managed to increase its share within the same period. Such figures suggest a degree of

complacency surrounding Sri Lanka's tea trade which has left the industry defenceless

against growing competition. This complacency stems from the previous popularity of

Ceylon tea amongst consumers in Western Europe. However, one cannot expect the past

reputation of Ceylon tea to carry the whole industry in the present day.

In recent times consumer preferences have changed in favour of more convenient

products, such as tea bags and instant teas. The majority of consumers are less likely to

want to make decisions on the type of tea they are consuming; instead, consumers are

more concerned with quality and reliability. This is evident in the rise in consumption of

branded products. Brand names guarantee a good quality product, making all the
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decisions on tea origin for the consumer. The market for pure teas, such as "Pure Ceylon

Tea", is considered a niche market occupying only 10% of the global market, hence the

loss in market share of Sri Lankan tea. It would appear that the tea industry needs to

restructure its production in order to remain competitive with greater diversification of

exports, in particularly into the export of value-added teas.

The complete  reliance on auctions for the sale of bulk teas is another factor that may be

adding to the uncompetitive aspect of Sri Lanka's tea industry. The auction system gives

no prior indication as to the exact demand for the good. As a result, the supply of bulk

teas often exceeds the demand. Not only does overproduction dampen prices, it is also a

waste of resources. In contrast, private sales hold the potential for greater efficiency as

the exact volume to be purchased is predetermined, ensuring that supply meets demand.

Contact with buyers also enables producers to remain competitive through their greater

knowledge of consumer tastes and preferences.

2.2 The Rationale behind Liberalizing Imports: Exporters' Perspective

The import of orthodox teas is currently restricted in Sri Lanka. However, the import of

CTC (cut, tear, curl) teas (required for the production of tea bags) and specialty teas is

permitted for the purpose of value addition due to a lack of domestic production. The

removal of import restrictions on orthodox teas is a mooted point; with exporters in

favour of liberalization and producers strongly against it.

One of the main benefits of liberalization, as proclaimed by exporters, is the ability to

blend cheaper imported orthodox teas with local teas so as to reduce the Free on Board

(FOB) price of the teas. A lower FOB price increases the competitiveness of the product

and the likelihood that the good will be successful in the market.

Conversely, if value-addition is to be completed using only domestic tea, inputs may be

more expensive, thus decreasing its profitability. The large number of tea-growing districts

in Sri Lanka  is another factor that exporters claim will impede the quality of the tea

given the seasonal and geographical variations in taste. The droughts experienced in

2000 led to a decline in output of 3.5% over the period 2000-2001, due to the high reliance

on the production of low grown teas, which accounted for more than 56% of output.

However, if imports are used to blend the tea, such agro-climatic conditions related

fluctuation of supply will not arise.
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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competition comes from the ability of producers of value-added goods to supply the

market with cheaper exports of tea. This is facilitated by the prior blending (value-

addition) of the locally produced orthodox teas with imports of cheaper orthodox teas.

Two such countries employing these methods are Kenya and India, the former of whom

has recently managed to overtake Sri Lanka as the largest global exporter of tea.

Both Kenya and India have liberalized the imports of foreign teas in order to pursue the

value-addition and re-export of comparatively cheaper goods. The liberalization of

imports allowed the Kenyan tea industry to extend their consumer base to the more

price-sensitive markets in Somalia, Sudan and Yemen, whilst maintaining the export of

pure Kenyan tea to loyal consumers in the UK and Egypt. India liberalized the import of

loose teas, tea packets and tea bags in 1993 for value-addition purposes. In order to

protect the local producers from export substitution, the abolition of import restrictions

was twinned with a minimum local content requirement in value-added re-exports.

In addition to the heavier rivalry from producer countries, Sri Lanka is also facing

competition from non-producer countries. International blending centres have been

established in London, Rotterdam, Dubai and Hamburg wherein tea is imported in bulk

form, blended and then re-exported. This has heightened the pressure for the greater

provision of value-added exports, as such centres threaten to dig further into Sri Lanka's

diminishing market share.

The low productivity and greater threat from competitors is reflected in the decline of Sri

Lanka's share in the world export market over the period 1980-2001. In contrast, Kenya

managed to increase its share within the same period. Such figures suggest a degree of

complacency surrounding Sri Lanka's tea trade which has left the industry defenceless

against growing competition. This complacency stems from the previous popularity of

Ceylon tea amongst consumers in Western Europe. However, one cannot expect the past

reputation of Ceylon tea to carry the whole industry in the present day.

In recent times consumer preferences have changed in favour of more convenient

products, such as tea bags and instant teas. The majority of consumers are less likely to

want to make decisions on the type of tea they are consuming; instead, consumers are

more concerned with quality and reliability. This is evident in the rise in consumption of

branded products. Brand names guarantee a good quality product, making all the
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decisions on tea origin for the consumer. The market for pure teas, such as "Pure Ceylon

Tea", is considered a niche market occupying only 10% of the global market, hence the

loss in market share of Sri Lankan tea. It would appear that the tea industry needs to

restructure its production in order to remain competitive with greater diversification of

exports, in particularly into the export of value-added teas.

The complete  reliance on auctions for the sale of bulk teas is another factor that may be

adding to the uncompetitive aspect of Sri Lanka's tea industry. The auction system gives

no prior indication as to the exact demand for the good. As a result, the supply of bulk

teas often exceeds the demand. Not only does overproduction dampen prices, it is also a

waste of resources. In contrast, private sales hold the potential for greater efficiency as

the exact volume to be purchased is predetermined, ensuring that supply meets demand.

Contact with buyers also enables producers to remain competitive through their greater

knowledge of consumer tastes and preferences.

2.2 The Rationale behind Liberalizing Imports: Exporters' Perspective

The import of orthodox teas is currently restricted in Sri Lanka. However, the import of

CTC (cut, tear, curl) teas (required for the production of tea bags) and specialty teas is

permitted for the purpose of value addition due to a lack of domestic production. The

removal of import restrictions on orthodox teas is a mooted point; with exporters in

favour of liberalization and producers strongly against it.

One of the main benefits of liberalization, as proclaimed by exporters, is the ability to

blend cheaper imported orthodox teas with local teas so as to reduce the Free on Board

(FOB) price of the teas. A lower FOB price increases the competitiveness of the product

and the likelihood that the good will be successful in the market.

Conversely, if value-addition is to be completed using only domestic tea, inputs may be

more expensive, thus decreasing its profitability. The large number of tea-growing districts

in Sri Lanka  is another factor that exporters claim will impede the quality of the tea

given the seasonal and geographical variations in taste. The droughts experienced in

2000 led to a decline in output of 3.5% over the period 2000-2001, due to the high reliance

on the production of low grown teas, which accounted for more than 56% of output.

However, if imports are used to blend the tea, such agro-climatic conditions related

fluctuation of supply will not arise.
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Blending Ceylon tea with other origin teas and supplying it at lower prices will cater to

the price-conscious consumer, owing to the ability of the blender to obtain different

prices for different grades of teas, which will lead to an increase in the consumer base for

Sri Lankan tea and thus export revenue. Blending local teas with foreign teas to obtain a

consistent blend also minimizes fluctuations in quality, which not only facilitates brand

promotion but also increases the range of tea blends that can be exported.

The prospect of forward integration is another facet of value-added production advocated

by exporters. Expanding into value-addition brings producers the opportunity to gain

from production further along the value-chain, thus increasing employment

opportunities and encouraging growth in linking industries (such as packaging,

shipping, banking, transport and advertising). Greater value-addition will eventually

increase net export earnings and stimulate overall economic growth. In 2000, the Central

Bank of Sri Lanka reported that the value-addition activity in plantations was responsible

for 2.5% of GDP, 13% of the labour force, 16% of total export earnings and 73% of total

agricultural export earnings. Such figures indicate the potential that expanding the

exports of value-added goods has on the economic growth of the country.

As we can see from Table 4, within the plantation sector (tea, rubber and coconut

production) value-added activity in tea production contributed the most to GDP in the

period 1998-2002. Compared to both coconut and rubber production, value-added

production in the tea industry demonstrated a relatively stable contribution to GDP,

despite a slight dip in 1999 and 2001. Given the high number of labourers dependent on

the plantation sector, it is important to expand production where possible.

Table 4
Share Percentage of Value-added Activity in Agricultural GDP

1998 1999 2000 2001 2002

Tea 12.5 10.0 12.0 11.3 11.3

Rubber 2.2 1.6 1.7 1.4 1.7

Coconut 10.2 10.8 8.1 8.7 10.9

Source: DCS, 2009b.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.

219

                          The Future of Sri Lanka’s Tea Industry

it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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decisions on tea origin for the consumer. The market for pure teas, such as "Pure Ceylon

Tea", is considered a niche market occupying only 10% of the global market, hence the

loss in market share of Sri Lankan tea. It would appear that the tea industry needs to

restructure its production in order to remain competitive with greater diversification of

exports, in particularly into the export of value-added teas.

The complete  reliance on auctions for the sale of bulk teas is another factor that may be

adding to the uncompetitive aspect of Sri Lanka's tea industry. The auction system gives

no prior indication as to the exact demand for the good. As a result, the supply of bulk

teas often exceeds the demand. Not only does overproduction dampen prices, it is also a

waste of resources. In contrast, private sales hold the potential for greater efficiency as

the exact volume to be purchased is predetermined, ensuring that supply meets demand.

Contact with buyers also enables producers to remain competitive through their greater

knowledge of consumer tastes and preferences.

2.2 The Rationale behind Liberalizing Imports: Exporters' Perspective

The import of orthodox teas is currently restricted in Sri Lanka. However, the import of

CTC (cut, tear, curl) teas (required for the production of tea bags) and specialty teas is

permitted for the purpose of value addition due to a lack of domestic production. The

removal of import restrictions on orthodox teas is a mooted point; with exporters in

favour of liberalization and producers strongly against it.

One of the main benefits of liberalization, as proclaimed by exporters, is the ability to

blend cheaper imported orthodox teas with local teas so as to reduce the Free on Board

(FOB) price of the teas. A lower FOB price increases the competitiveness of the product

and the likelihood that the good will be successful in the market.

Conversely, if value-addition is to be completed using only domestic tea, inputs may be

more expensive, thus decreasing its profitability. The large number of tea-growing districts

in Sri Lanka  is another factor that exporters claim will impede the quality of the tea

given the seasonal and geographical variations in taste. The droughts experienced in

2000 led to a decline in output of 3.5% over the period 2000-2001, due to the high reliance

on the production of low grown teas, which accounted for more than 56% of output.

However, if imports are used to blend the tea, such agro-climatic conditions related

fluctuation of supply will not arise.
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Blending Ceylon tea with other origin teas and supplying it at lower prices will cater to

the price-conscious consumer, owing to the ability of the blender to obtain different

prices for different grades of teas, which will lead to an increase in the consumer base for

Sri Lankan tea and thus export revenue. Blending local teas with foreign teas to obtain a

consistent blend also minimizes fluctuations in quality, which not only facilitates brand

promotion but also increases the range of tea blends that can be exported.

The prospect of forward integration is another facet of value-added production advocated

by exporters. Expanding into value-addition brings producers the opportunity to gain

from production further along the value-chain, thus increasing employment

opportunities and encouraging growth in linking industries (such as packaging,

shipping, banking, transport and advertising). Greater value-addition will eventually

increase net export earnings and stimulate overall economic growth. In 2000, the Central

Bank of Sri Lanka reported that the value-addition activity in plantations was responsible

for 2.5% of GDP, 13% of the labour force, 16% of total export earnings and 73% of total

agricultural export earnings. Such figures indicate the potential that expanding the

exports of value-added goods has on the economic growth of the country.

As we can see from Table 4, within the plantation sector (tea, rubber and coconut

production) value-added activity in tea production contributed the most to GDP in the

period 1998-2002. Compared to both coconut and rubber production, value-added

production in the tea industry demonstrated a relatively stable contribution to GDP,

despite a slight dip in 1999 and 2001. Given the high number of labourers dependent on

the plantation sector, it is important to expand production where possible.

Table 4
Share Percentage of Value-added Activity in Agricultural GDP

1998 1999 2000 2001 2002

Tea 12.5 10.0 12.0 11.3 11.3

Rubber 2.2 1.6 1.7 1.4 1.7

Coconut 10.2 10.8 8.1 8.7 10.9

Source: DCS, 2009b.
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The presence of continued value-added production in the tea sector indicates that the

foundations for further expansion of value-added exports already exist. However, the

lack of growth of share in GDP also suggests that value-added activity may become

stagnated given the current policy of import substitution. Exporters argue that the greatest

augmentation of value-added exports can be realized given the liberalization of imports.

2.3 The Case for Protectionism: Producers' Perspective

Despite the seemingly positive impact that the liberalization of imports would have on

the economy, there are a number of apprehensions expressed mainly by the producers of

bulk teas. The grievances of producers tend to regard the effect that liberalization would

have on the competitiveness of local bulk teas in both the domestic and international

market. Producers fear that the relatively cheaper blended teas will attract a higher

demand amongst consumers at the auctions leading to a reduction in the price of local

bulk teas.

Producers are also concerned about the effect that liberalization will have on the

reputation of pure Ceylon tea. The presence of multi-origin teas in the Sri Lankan market

may weaken the brand-image of Ceylon tea, reducing the marketability of pure Ceylon

tea. This is based on the assumption that both the value-added exports and bulk tea

exports cater to the same market. However, pure teas are often regarded as a niche

commanding only 10% of the global market. Therefore, it is improbable that blended re-

exports will target the same market as exports of pure Ceylon tea and, hence, incidents of

export substitution are unlikely to occur.

Furthermore, this concern of producers raises questions about the brand-power that

"pure Ceylon tea" commands. Due to poor regulations on the usage of the "Pure Ceylon

tea" name and lion logo, the reputation of this brand may already be diluted, as companies

are able to label blended teas as such regardless of the actual content of Ceylon tea in

their product.

It would appear that suppliers of bulk teas cater to two different markets; the connoisseurs

and the brand-conscious. The former may not be affected by the greater provision of

blended teas in Sri Lanka; however, the latter may be, due to their lower regard for the

tea's origin.
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1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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greater opportunities elsewhere leaving a severe shortage of labour. The collective

bargaining process for wages is intensified by the rising cost of living siphoning off

profits from the plantation owners and farmers.  Tea  factories depend  on    prices  at

auctions  conducted  by  the tea  brokering  firms.  The auctions are between the tea

broker, who represent tea factories, and tea exporter.  Tea exporters are price takers from

multi national companies.  They are also exposed to risks of ever worsening geo-political

conditions in major tea destinations, and fluctuations in exchange rates.  Thus, their

offers of prices at auctions depend on prices quoted by foreign buyers weighted by geo-

political risks.  Tea factory owners use those prices to determine the price of fresh green

leaves paid to farmers and any plantation that supplies green leaves to tea factories.

Thus, it imposes a challenge to farmers and plantations to make a surplus after meeting

a living wage, and facing off cost of inputs.

Stakeholders are making strong efforts to overcome those challenges, and in most cases

are becoming successful, ensuring a healthy growth in the industry in future.   The

environmentally damaging fertilizer usage is being curtailed in favour of environmentally

friendly applications while capitalizing on the growing awareness among consumers

on the importance of reducing carbon footprint by industries.  Mechanization in tea

plucking is being introduced wherever the terrain permits, and out-grower systems are

being adopted to overcome labour shortages.   Some firms have already integrated

themselves deeper in the global value chain supplying value  added products.  The

government institutions maintain strict standards in quality to protect 'Pure Ceylon Tea'

brand and to attract higher prices internationally.

This chapter will evaluate evidence on the sustainability of a healthy future of tea industry

in Sri Lanka.  It will examine the global demand and supply of tea, trends in Sri Lanka's

tea production, exports and prices, and future growth factors of Sri Lanka's tea industry.

2. The Global Demand for Tea

"The eternal question, of course, is whether the people of the world will be able or

willing to drink all the cups of tea which the enthusiastic growers are going to

pour out for them!". D. M. Forrest (1967).

Tea is a final product consumed solely by humans unlike commodities such as corn or

soybean that are both final and intermediate products consumed by both humans and

animals as well as used as inputs to other industrial products. Thus, estimating the
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Table 8
Top 15 Tea Importing Countries, their Imports from the World and Sri Lanka

      Imports from the World     Imports from Sri Lanka

Country Qty MT As a % of world Qty MT  As a share of
    (2)           Total     (4) Imports from

(3) = (2)/World    the World

    Total *100     (4)/(2)x100

Russia 173,070 8.8 46,372 26.8

U.K. 137,581 7.0 1,072 0.8

U.S.A. 130,160 6.7 4,132 3.2

Pakistan 121,900 6.2 607 0.5

Afghanistan 106,583 5.4 11 0.0

Egypt 104,697 5.4 2,036 1.9

Iran 82,386 4.2 39,648 48.1

U.A.E. 80,576 4.1 18,071 22.4

China 62,453 3.2 4,517 7.2

Morocco 59,229 3.0 13 0.0

Germany 55,238 2.8 6,668 12.1

Japan 36,157 1.8 8,938 24.7

Saudi Arabia 34,623 1.8 3,758 10.9

Kazakhstan 32,782 1.7 868 2.6

Poland 32,381 1.7 3,054 9.4

 Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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Blending Ceylon tea with other origin teas and supplying it at lower prices will cater to

the price-conscious consumer, owing to the ability of the blender to obtain different

prices for different grades of teas, which will lead to an increase in the consumer base for

Sri Lankan tea and thus export revenue. Blending local teas with foreign teas to obtain a

consistent blend also minimizes fluctuations in quality, which not only facilitates brand

promotion but also increases the range of tea blends that can be exported.

The prospect of forward integration is another facet of value-added production advocated

by exporters. Expanding into value-addition brings producers the opportunity to gain

from production further along the value-chain, thus increasing employment

opportunities and encouraging growth in linking industries (such as packaging,

shipping, banking, transport and advertising). Greater value-addition will eventually

increase net export earnings and stimulate overall economic growth. In 2000, the Central

Bank of Sri Lanka reported that the value-addition activity in plantations was responsible

for 2.5% of GDP, 13% of the labour force, 16% of total export earnings and 73% of total

agricultural export earnings. Such figures indicate the potential that expanding the

exports of value-added goods has on the economic growth of the country.

As we can see from Table 4, within the plantation sector (tea, rubber and coconut

production) value-added activity in tea production contributed the most to GDP in the

period 1998-2002. Compared to both coconut and rubber production, value-added

production in the tea industry demonstrated a relatively stable contribution to GDP,

despite a slight dip in 1999 and 2001. Given the high number of labourers dependent on

the plantation sector, it is important to expand production where possible.

Table 4
Share Percentage of Value-added Activity in Agricultural GDP

1998 1999 2000 2001 2002

Tea 12.5 10.0 12.0 11.3 11.3

Rubber 2.2 1.6 1.7 1.4 1.7

Coconut 10.2 10.8 8.1 8.7 10.9

Source: DCS, 2009b.
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The presence of continued value-added production in the tea sector indicates that the

foundations for further expansion of value-added exports already exist. However, the

lack of growth of share in GDP also suggests that value-added activity may become

stagnated given the current policy of import substitution. Exporters argue that the greatest

augmentation of value-added exports can be realized given the liberalization of imports.

2.3 The Case for Protectionism: Producers' Perspective

Despite the seemingly positive impact that the liberalization of imports would have on

the economy, there are a number of apprehensions expressed mainly by the producers of

bulk teas. The grievances of producers tend to regard the effect that liberalization would

have on the competitiveness of local bulk teas in both the domestic and international

market. Producers fear that the relatively cheaper blended teas will attract a higher

demand amongst consumers at the auctions leading to a reduction in the price of local

bulk teas.

Producers are also concerned about the effect that liberalization will have on the

reputation of pure Ceylon tea. The presence of multi-origin teas in the Sri Lankan market

may weaken the brand-image of Ceylon tea, reducing the marketability of pure Ceylon

tea. This is based on the assumption that both the value-added exports and bulk tea

exports cater to the same market. However, pure teas are often regarded as a niche

commanding only 10% of the global market. Therefore, it is improbable that blended re-

exports will target the same market as exports of pure Ceylon tea and, hence, incidents of

export substitution are unlikely to occur.

Furthermore, this concern of producers raises questions about the brand-power that

"pure Ceylon tea" commands. Due to poor regulations on the usage of the "Pure Ceylon

tea" name and lion logo, the reputation of this brand may already be diluted, as companies

are able to label blended teas as such regardless of the actual content of Ceylon tea in

their product.

It would appear that suppliers of bulk teas cater to two different markets; the connoisseurs

and the brand-conscious. The former may not be affected by the greater provision of

blended teas in Sri Lanka; however, the latter may be, due to their lower regard for the

tea's origin.
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The Future of Sri Lanka’s Tea Industry

H. N. Thenuwara1

1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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greater opportunities elsewhere leaving a severe shortage of labour. The collective

bargaining process for wages is intensified by the rising cost of living siphoning off

profits from the plantation owners and farmers.  Tea  factories depend  on    prices  at

auctions  conducted  by  the tea  brokering  firms.  The auctions are between the tea

broker, who represent tea factories, and tea exporter.  Tea exporters are price takers from

multi national companies.  They are also exposed to risks of ever worsening geo-political

conditions in major tea destinations, and fluctuations in exchange rates.  Thus, their

offers of prices at auctions depend on prices quoted by foreign buyers weighted by geo-

political risks.  Tea factory owners use those prices to determine the price of fresh green

leaves paid to farmers and any plantation that supplies green leaves to tea factories.

Thus, it imposes a challenge to farmers and plantations to make a surplus after meeting

a living wage, and facing off cost of inputs.

Stakeholders are making strong efforts to overcome those challenges, and in most cases

are becoming successful, ensuring a healthy growth in the industry in future.   The

environmentally damaging fertilizer usage is being curtailed in favour of environmentally

friendly applications while capitalizing on the growing awareness among consumers

on the importance of reducing carbon footprint by industries.  Mechanization in tea

plucking is being introduced wherever the terrain permits, and out-grower systems are

being adopted to overcome labour shortages.   Some firms have already integrated

themselves deeper in the global value chain supplying value  added products.  The

government institutions maintain strict standards in quality to protect 'Pure Ceylon Tea'

brand and to attract higher prices internationally.

This chapter will evaluate evidence on the sustainability of a healthy future of tea industry

in Sri Lanka.  It will examine the global demand and supply of tea, trends in Sri Lanka's

tea production, exports and prices, and future growth factors of Sri Lanka's tea industry.

2. The Global Demand for Tea

"The eternal question, of course, is whether the people of the world will be able or

willing to drink all the cups of tea which the enthusiastic growers are going to

pour out for them!". D. M. Forrest (1967).

Tea is a final product consumed solely by humans unlike commodities such as corn or

soybean that are both final and intermediate products consumed by both humans and

animals as well as used as inputs to other industrial products. Thus, estimating the
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Table 8
Top 15 Tea Importing Countries, their Imports from the World and Sri Lanka

      Imports from the World     Imports from Sri Lanka

Country Qty MT As a % of world Qty MT  As a share of
    (2)           Total     (4) Imports from

(3) = (2)/World    the World

    Total *100     (4)/(2)x100

Russia 173,070 8.8 46,372 26.8

U.K. 137,581 7.0 1,072 0.8

U.S.A. 130,160 6.7 4,132 3.2

Pakistan 121,900 6.2 607 0.5

Afghanistan 106,583 5.4 11 0.0

Egypt 104,697 5.4 2,036 1.9

Iran 82,386 4.2 39,648 48.1

U.A.E. 80,576 4.1 18,071 22.4

China 62,453 3.2 4,517 7.2

Morocco 59,229 3.0 13 0.0

Germany 55,238 2.8 6,668 12.1

Japan 36,157 1.8 8,938 24.7

Saudi Arabia 34,623 1.8 3,758 10.9

Kazakhstan 32,782 1.7 868 2.6

Poland 32,381 1.7 3,054 9.4

 Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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Local producers argue that due to the negative impact that the years of nationalization

has had on the tea industry, it should be regarded as an 'infant industry' and thereby

protected from outside competition until better established. This argument is often

regarded in the literature as lacking credibility as the industry was introduced into the

country over 100 years ago, and above all the status of the Sri Lankan export share in the

world market is well known. In addition, the tea sector experienced increased productivity

in the immediate aftermath on the privatization of management in 1992, which directly

contradicts the initial loss making characteristics of the traditional infant industry

argument.

Producers are also doubtful over their capacity to gain from a policy of liberalization,

owing to resources constraints restricting their ability to compete with other

manufacturers of value-added exports in the global market.3  Such obstacles can be

overcome through merging with the established producers of value-added goods.

Established producers possess superior market knowledge and strong relationships

with suppliers and consumers that new manufacturers lack. An example of a domestic

firm which has merged with an established producer, in order to capitalise on their

marketability, is Indian company Tata Tea Ltd. which joined forces with Lyons Tetley's

group in 1994. The success of the venture enabled Tata Tea to eventually buy out Tetley's

distribution network in February 2001, thus augmenting their global share.

It must be noted that there are a number of local tea exporters who have overcome this

resource constraint and ventured successfully into marketing of tea, such as Euro Scan

Export Pvt. Ltd, Mlesna Tea and Dilmah marketed by the M.J.F. Group Pvt. Ltd (Institute

of Policy Studies of Sri Lanka [IPS], 2000).

However, mergers such as that experienced by Tata Tea Ltd. may not always result in

such a favourable outcome for the domestic firm. Local producers, and the governments

within which they operate, should exercise caution when dealing with transnational

corporations whose market and political dominance may overbear decisions made by

the domestic affiliates.

3 The producers argue that the considerable resources and marketing skills possessed by multinational
firms is no match for smaller local firms operating in the Sri Lankan industry.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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demand for tea is not too complicated. As per the estimates of Canadean the global share

of tea sales as a beverage is only second to water, implying a healthy global demand for

tea (Table 1)(Statista, 2017) .   The global tea consumption has been increasing over the

years as seen in Table 2.   The table shows that while the consumption of all varieties of

tea has been growing, black tea has had a significant share in the overall consumption.

Source: Canadean, 2017.

Table 1
Worldwide Beverage Sales Shares from 2011-2016

Beverage Share of Total % Beverage Share of Total %
Water - Packaged 18 Beer 8
Water - Bulk 15 Iced Tea 6
Tea 15 Carbonated Water 6
Milk and milk drinks 12 Coffee 4
Juice and juice drinks 8 Other 8

Table 2
The Trend in the Global Consumption of Tea in 000' MT

2006-08 2009 2010 2011 2012 2013 2013 2023 est.

All Varieties          Black Tea

World 3,715 3,916 4,180 4,450 4,627 4,842 3,081 4,143
Developed Countries 826 792 819 834 828 815 601 670

Russia 172 176 178 182 173 159 144 138
USA 110 108 124 125 123 127 106 140
Japan 139 124 124 123 122 119 15 17
UK 134 121 120 129 125 116 112 104

Developing Countries 2,889 3,123 3,362 3,615 3,799 4,028 2,480 3,473
China 867 1,045 1,189 1,315 1,482 ,614 238 540
India 787 822 818 922 939 1,001 992 1,281
Turkey 215 202 242 227 227 228 228 259
Pakistan 107 86 120 126 131 127 125 155
Egypt 81 82 69 96 95 99 97 135
Iran 77 86 90 80 80 83 83 116
Morocco 51 55 54 65 54 57
Indonesia 56 57 60 61 63 65 36 54
Bangladesh 46 54 57 59 60 62 61 90
Vietnam 26 28 28 29 30 32 0.19 0.32
Sri Lanka 33 48
Other Former 102 154

 USSR Countries

Region/Country

Sources:  Data on all varieties of tea from FAO, 2015.
Data on black tea consumption in 2013 and projection in 2023 from FAO, 2014.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.

∞
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.

223

                          The Future of Sri Lanka’s Tea Industry

Though  Sri  Lanka's  export tea  quantity  has  been  falling  as  a  share  of  world exports,

its unit price has been increasing (Figure 9).

Sri Lanka’s top Export Quantity Imported    World Ranking
         Destination from Sri Lanka MT of the Destination

Rank           in 2013
in 2015 Country   2015     2013

1 Russia 36,744 46,372 1

2 Turkey 33,706 32,235 51

3 Iraq 31,365 22,518 44

4 Iran 30,066 39,648 7

5 U.A.E. 23,438 18,071 8

6 Azerbaijan 11,177 10,781 41

7 Syria 11,091 21,059 23

8 Libya 9,984 6,643 39

9 Kuwait 8,730 16,112 45

10 Japan 8,462 8,938 12

11 China 7,454 4,517 9

12 Germany 6,998 6,668 11

13 Chile 6,963 6,859 25

14 Jordan 5,650 7,664 52

15 Saudi Arabia 4,907 3,758 13

16 Hong Kong 4,846 4,960 38

17 U.S.A. 4,249 4,132 3

18 Ukraine 4,208 9,342 20

19 Egypt 4,180 2,036 6

20 Taiwan 3,600 2,191 16

Table 9
Top 15 Tea Importing Countries, their Imports from the

World and Sri Lanka

Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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Local producers argue that due to the negative impact that the years of nationalization

has had on the tea industry, it should be regarded as an 'infant industry' and thereby

protected from outside competition until better established. This argument is often

regarded in the literature as lacking credibility as the industry was introduced into the

country over 100 years ago, and above all the status of the Sri Lankan export share in the

world market is well known. In addition, the tea sector experienced increased productivity

in the immediate aftermath on the privatization of management in 1992, which directly

contradicts the initial loss making characteristics of the traditional infant industry

argument.

Producers are also doubtful over their capacity to gain from a policy of liberalization,

owing to resources constraints restricting their ability to compete with other

manufacturers of value-added exports in the global market.3  Such obstacles can be

overcome through merging with the established producers of value-added goods.

Established producers possess superior market knowledge and strong relationships

with suppliers and consumers that new manufacturers lack. An example of a domestic

firm which has merged with an established producer, in order to capitalise on their

marketability, is Indian company Tata Tea Ltd. which joined forces with Lyons Tetley's

group in 1994. The success of the venture enabled Tata Tea to eventually buy out Tetley's

distribution network in February 2001, thus augmenting their global share.

It must be noted that there are a number of local tea exporters who have overcome this

resource constraint and ventured successfully into marketing of tea, such as Euro Scan

Export Pvt. Ltd, Mlesna Tea and Dilmah marketed by the M.J.F. Group Pvt. Ltd (Institute

of Policy Studies of Sri Lanka [IPS], 2000).

However, mergers such as that experienced by Tata Tea Ltd. may not always result in

such a favourable outcome for the domestic firm. Local producers, and the governments

within which they operate, should exercise caution when dealing with transnational

corporations whose market and political dominance may overbear decisions made by

the domestic affiliates.

3 The producers argue that the considerable resources and marketing skills possessed by multinational
firms is no match for smaller local firms operating in the Sri Lankan industry.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.

205

The Case for Liberalization of Tea Imports for Increasing Value Addition

The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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demand for tea is not too complicated. As per the estimates of Canadean the global share

of tea sales as a beverage is only second to water, implying a healthy global demand for

tea (Table 1)(Statista, 2017) .   The global tea consumption has been increasing over the

years as seen in Table 2.   The table shows that while the consumption of all varieties of

tea has been growing, black tea has had a significant share in the overall consumption.

Source: Canadean, 2017.

Table 1
Worldwide Beverage Sales Shares from 2011-2016

Beverage Share of Total % Beverage Share of Total %
Water - Packaged 18 Beer 8
Water - Bulk 15 Iced Tea 6
Tea 15 Carbonated Water 6
Milk and milk drinks 12 Coffee 4
Juice and juice drinks 8 Other 8

Table 2
The Trend in the Global Consumption of Tea in 000' MT

2006-08 2009 2010 2011 2012 2013 2013 2023 est.

All Varieties          Black Tea

World 3,715 3,916 4,180 4,450 4,627 4,842 3,081 4,143
Developed Countries 826 792 819 834 828 815 601 670

Russia 172 176 178 182 173 159 144 138
USA 110 108 124 125 123 127 106 140
Japan 139 124 124 123 122 119 15 17
UK 134 121 120 129 125 116 112 104

Developing Countries 2,889 3,123 3,362 3,615 3,799 4,028 2,480 3,473
China 867 1,045 1,189 1,315 1,482 ,614 238 540
India 787 822 818 922 939 1,001 992 1,281
Turkey 215 202 242 227 227 228 228 259
Pakistan 107 86 120 126 131 127 125 155
Egypt 81 82 69 96 95 99 97 135
Iran 77 86 90 80 80 83 83 116
Morocco 51 55 54 65 54 57
Indonesia 56 57 60 61 63 65 36 54
Bangladesh 46 54 57 59 60 62 61 90
Vietnam 26 28 28 29 30 32 0.19 0.32
Sri Lanka 33 48
Other Former 102 154

 USSR Countries

Region/Country

Sources:  Data on all varieties of tea from FAO, 2015.
Data on black tea consumption in 2013 and projection in 2023 from FAO, 2014.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.

∞
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7

 3. The Supply of Tea
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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Though  Sri  Lanka's  export tea  quantity  has  been  falling  as  a  share  of  world exports,

its unit price has been increasing (Figure 9).

Sri Lanka’s top Export Quantity Imported    World Ranking
         Destination from Sri Lanka MT of the Destination

Rank           in 2013
in 2015 Country   2015     2013

1 Russia 36,744 46,372 1

2 Turkey 33,706 32,235 51

3 Iraq 31,365 22,518 44

4 Iran 30,066 39,648 7

5 U.A.E. 23,438 18,071 8

6 Azerbaijan 11,177 10,781 41

7 Syria 11,091 21,059 23

8 Libya 9,984 6,643 39

9 Kuwait 8,730 16,112 45

10 Japan 8,462 8,938 12

11 China 7,454 4,517 9

12 Germany 6,998 6,668 11

13 Chile 6,963 6,859 25

14 Jordan 5,650 7,664 52

15 Saudi Arabia 4,907 3,758 13

16 Hong Kong 4,846 4,960 38

17 U.S.A. 4,249 4,132 3

18 Ukraine 4,208 9,342 20

19 Egypt 4,180 2,036 6

20 Taiwan 3,600 2,191 16

Table 9
Top 15 Tea Importing Countries, their Imports from the

World and Sri Lanka

Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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The apprehension expressed by the producers is based largely on past experiences of

liberalization in Sri Lanka between 1981-89. In 1981 the government relaxed restrictions

on all imports of tea with the intention of transforming Sri Lanka into a centre for tea

trading. The removal of import barriers enabled the production of various value-added

teas for exporting. Despite the regulations imposed in 1984 enforcing producers to specify

the nature of the teas' origin ("A blend of Ceylon and other teas packed in Sri Lanka" or

"Imported tea packed in Sri Lanka") the entry of imports of orthodox teas was blamed by

tea producers for the reduction in the domestic price offered for local teas and as a result

import regulations were reintroduced.

It should be noted that the price received for Sri Lankan tea is largely determined by

world demand and supply conditions - it is dependent on the volume of tea produced

and traded by the other tea producing nations in the world, such as India and Kenya.

Also, it is difficult to make a generalized statement on the price of Sri Lankan tea in the

world market since the price received for a particular type of tea tends to vary with the

type of consumer market, the process of manufacture and different grades of teas in Sri

Lanka. An IPS (2000) study that looked at the implications of liberalizing imports of

orthodox teas strongly suggests that declining prices experienced by the local tea

producers correspond to periods of over-supply in the domestic producer markets, with

little correlation of the import policies of the government.

Producers may be using this past experience of liberalization to make predictions on

present day prospects. However, as with all past experience, a paradox of thrift exists

meaning that past outcomes were conditional upon a multitude of factors in the past

which cannot be replicated today; hence, if the same policy was implemented today we

should not take for granted that the same outcome would be realized.

3.  Policy Implications

The arguments presented thus far have highlighted both the motivation for liberalizing

imports of orthodox teas and the justification behind continued protectionism. It is

apparent that liberalization must be accompanied by a number of regulatory measures

in order for the policy to realize an increase in value-added exports with minimum

damage to local producers.
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The Case for Liberalization of Tea Imports for Increasing Value Addition

The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.

∞
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition



205

The Case for Liberalization of Tea Imports for Increasing Value Addition

The role of the government in implementing supporting policies to facilitate the success

of liberalization is tantamount to its success. The task for the government is two-fold:

guiding first-time producers of value-added exports whilst helping to strengthen the

brandability of Ceylon tea.

Firstly, the government must support those firms venturing into value-added tea exports

by allocating resources towards research and development. The tea cess funds can be

effectively used for this purpose.4  It is vital that producers have good information on

their target market so as to avoid incidences of market failure. Innovation must be

encouraged amongst both long-established and new producers so that they can capitalize

on the tastes and preferences of the modern-day consumer. Owing to the generally more

health-conscious pool of consumers, tea holds great potential for being marketed as a

healthy alternative to many other beverages. If producers are able to tap into the market

for health drinks or instant drinks, they stand to profit greatly.

Following this, the government must also support those firms producing pure Ceylon

teas as a value-added final product. The greater marketing of pure Ceylon tea will help

to secure its position in the niche market so as to maintain a loyal consumer base. In turn,

this should work to secure its premium price in the market for bulk teas, so as to avoid

the risk of blended teas acquiring the consumer base of pure Ceylon teas.

It is important to ensure that there is greater transparency for the consumer on the

content of teas produced in Sri Lanka. This refers to the labelling of Ceylon teas which

should specify the origin of the tea in order to reduce the occurrence of export substitution

amongst consumers of pure Ceylon tea.

So as to protect local producers from export substitution in the value-added market, the

government should follow suit of India and enforce a minimum local content requirement

on such producers. This will help to ensure that all producers stand to benefit from the

economic activity accruing from liberalization, so as to maximize the welfare to society.

Without this minimum content requirement, producers of value-added teas may mix

4 There is criticism in the tea industry that the tea cess goes to the Consolidated Fund in the Treasury
and is being used for other purposes without channelling it back to the industry.
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7

 3. The Supply of Tea
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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little amounts of Ceylon tea with large amounts of cheaper orthodox imported teas, for

example, from Vietnam and China.

In short, the policy should be: (a) implementation of clear and precise laws applicable to

labelling these new products for the export market in order to facilitate easier consumer

choice, and (b) prescription of a minimum local content requirement for these mixed

blends, which  must recognize the need to ensure the quality of the re-export product.

The government must also encourage producers to invest in more environmentally

friendly methods of production. The environment is a key concern of the international

community and so it is important to establish greener production where industry is new

and yet to invest in heavy capital. The government could subsidize such investment in

order to encourage firms to uptake greener methods of production. Whilst benefitting

society as a whole, producers can also use their endorsement of green production to

attract the growing number of environmentally-aware consumers, thus further endorsing

the image of Ceylon tea within the global market.

However, it is unlikely that the government would be able to simultaneously fund and

oversee all of the discussed policies. Therefore, the process of liberalization should be a

gradual one. This could be achieved by choosing to support a few producers of value-

added exports, making imports of orthodox teas available exclusively to them. This

would give the government a longer time-span, and subsequently increase the resources,

with which they can gradually implement the necessary policies to safeguard the

production of domestic tea whilst increasing the provision of imports to the producers of

value-added exports. However, such a tactic requires a high degree of discipline on

behalf of the government to make sure that they remain committed to the goal of increasing

the production of value-added exports and, hence, eventually liberalize imports to all

producers. If the government loses sight of this intention, they may encourage the growth

of monopolies in the industry amongst who would harbour a great number of

inefficiencies.

One must also consider whether or not, current institutions are robust enough to regulate

and oversee the implementation of new policies. The ability to gradually introduce

liberalization into the economy will depend on the competence of regulatory bodies to

supervise the long-term strategy of the government, so as to avoid plans being undermined
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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by the private sector. Hence, the government may also have to strengthen the institutions

before commencing with liberalization policies.

4.  Conclusions

In trying to resolve the ongoing debate, concerning whether or not imports of orthodox

teas should be liberalized, the perspectives of both producers and exporters should be

closely assessed in order to decipher how best such a policy can be introduced with

minimum damage to the economy.

The Sri Lankan tea industry currently holds the third largest share within the export

sector (after ready-made garment exports and remittances) and in 2009, was responsible

for 13% of export earnings. Furthermore, the sector has demonstrated a relatively stable

share of GDP over the last seven years. Such figures indicate the importance of the

industry to the Sri Lankan economy.

The need for the restructuring of production and output has become apparent in recent

years given the increased competition from producer countries, such as India and Kenya,

and the rise of international blending centres amongst the non-producer countries. This

has called for greater investment into the diversification of produce within the tea

industry, given changes in consumer preferences and the diminishing share of pure teas

in the global market. Increasing the production and export of value-added goods is at

the forefront of this agenda. In doing so, the country will stand to reclaim some of its lost

global market share. The price-sensitivity of bulk tea consumers in the Middle East and

Russia, to which the industry supplies 78% of exports to, has heightened the need to

find a more price-inelastic consumer-base. In the contemporary policy debate in Sri

Lanka, the disagreement stems from whether or not, imports of orthodox teas should be

liberalized in order to increase the value-added exports.

Exporters within the industry proclaim that through liberalization the exports of value-

added teas can be maximized given the provision of cheaper orthodox teas used for

blending which will enable exporters to reduce the FOB price of their teas. The use of

foreign teas in blending will enable producers to control for variations in agro-climatic

conditions which affect the taste consistency of locally grown teas. This consistency in

produce will increase the brandability of the value-added exports, thus increasing
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.

227

                          The Future of Sri Lanka’s Tea Industry

would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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competitiveness amongst brand-conscious consumers who seem to make up the majority

of the global market.

Increasing the export of value-added teas will result in a number of macroeconomic

benefits. These include greater employment, increased foreign exchange and the potential

for strengthening industrial clusters in the economy via forward and backward

integration. If imports are liberalized, then these benefits to society stand to be maximized,

as a result of the increased global competitiveness of value-added teas that liberalization

will facilitate. Furthermore, given the greater income of the private sector, plantations

may be able to invest more into their human capital, increasing the overall welfare of

poor plantation workers whilst reducing the need for government intervention in wages.

Higher profit margins will also enable the private sector to invest in more efficient and

environmentally-friendly methods of production. Such investment will be imperative to

the survival of producers who, following the reduction in protection and participation

in the value-added market, will be facing greater global competition.

It would appear that the liberalization of imports is an essential prerequisite to increasing

the export of value-added goods. The inefficiencies harboured within the industry, as a

result of ongoing protection, stand only to impede the ability of the country to compete in

the global market for value-added exports. However, before proceeding with a policy of

liberalization, the government needs to consider the requirements of bulk tea producers

whilst assessing the ability of its institutions to oversee the transition.

The government will have to work with existing producers to encourage and fund greater

marketing of the niche products: pure Ceylon tea. This will help to strengthen the

reputation of Ceylon tea so that it is not negatively affected by the greater provision of

blended teas in Sri Lanka. Through investing into marketing, the government can help

to create two separate markets (segmented markets) for producers of pure Ceylon tea and

producers of value-added teas, with the latter aimed at the brand-conscious consumer

and the former at the connoisseurs. Safeguarding the reputation of pure Ceylon tea in

this manner indirectly protects producers of bulk tea by maintaining a market for those

that want to capitalize on the tea's success. To further protect producers of bulk tea, the

government must impose minimum content requirements on the producers of value-

added goods to reduce the chances of export substitution.
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Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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The Case for Liberalization of Tea Imports for Increasing Value Addition

Sri Lanka's tea sector cannot be classed as an infant industry, due to its 100 year existence

in the country. However, liberalization should be gradually introduced to the sector

until the regulatory and most importantly the enforcement frameworks, are fully in

place. Initially, the liberalization policy should be such that only a few market leaders

gain access to the cheaper imports. Such a method would enable the government to

strengthen the institutional framework so that as liberalization is deepened, the

government has the ability to regulate the industry. This would also give local producers

the time to become more efficient and, hence, more competitive in the rising face of

foreign competition. However, the government must be careful not to unnecessarily

prolong the provision of imports to the few chosen producers as they may inadvertently

increase the barriers to entry within the market for value-added exports, thus creating a

monopoly situation.

All in all, in the face of a steadily increasing cost of tea production resulting in Sri

Lanka's share of world tea slipping down, the persistence of Sri Lanka's current status

quo as a bulk exporter of pure teas needs re-thinking. In addition, the vulnerability of the

local tea industry to international shocks and crises has emphasized the need to focus

on a long-term strategy that guarantees stability to this vital industry. An important

dimension in this long-term strategy should be a movement towards value addition by

promoting a range of Sri Lankan tea blends for the export market and for this purpose,

the liberalization of foreign teas within a regulatory framework will definitely contribute.
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11
The Future of Sri Lanka’s Tea Industry

H. N. Thenuwara1

1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.

                               Loose Tea                                                    RTD Tea
Supplier    Value     % Cumula- Supplier    Value    % Cumula-

USD Mn.   tive % USD Mn.   tive %

Lipton 275 21.3 21.3 Arizona 678 20.9 20.9

Bigelow 158 12.2 33.5 Lipton Pure Leaf 549 16.9 37.8

Twinings of 103 8.0 41.5 Lipton Brisk 345 10.7 48.5
 London

Celestial 74 5.7 47.2 Lipton 323 10.0 58.4
Seasonings

Luzianne 62 4.8 52 Gold Peak 244 7.5 66.0

Yogi 45 3.5 55.5 Snapple 223 6.9 72.8

Tazo 44 3.4 58.9 Arizona Arnold 204 6.3 79.1
Palmer

Tetley 30 2.3 61.2 Lipton Diet 193 5.9 85.1

Keurig Café 25 1.9 63.1 Diet Snapple 108 3.3 88.4
Escapes

Private label 88 6.8 69.9 Peace Tea 64 2.0 90.4

Table 12
Top Retailers of  Loose Tea and Ready to Drink (RTD) Tea in the USA in 2015

Source: Beverage World, Statista (2017).
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The Future of Sri Lanka’s Tea Industry

H. N. Thenuwara1

1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.
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greater opportunities elsewhere leaving a severe shortage of labour. The collective

bargaining process for wages is intensified by the rising cost of living siphoning off

profits from the plantation owners and farmers.  Tea  factories depend  on    prices  at

auctions  conducted  by  the tea  brokering  firms.  The auctions are between the tea

broker, who represent tea factories, and tea exporter.  Tea exporters are price takers from

multi national companies.  They are also exposed to risks of ever worsening geo-political

conditions in major tea destinations, and fluctuations in exchange rates.  Thus, their

offers of prices at auctions depend on prices quoted by foreign buyers weighted by geo-

political risks.  Tea factory owners use those prices to determine the price of fresh green

leaves paid to farmers and any plantation that supplies green leaves to tea factories.

Thus, it imposes a challenge to farmers and plantations to make a surplus after meeting

a living wage, and facing off cost of inputs.

Stakeholders are making strong efforts to overcome those challenges, and in most cases

are becoming successful, ensuring a healthy growth in the industry in future.   The

environmentally damaging fertilizer usage is being curtailed in favour of environmentally

friendly applications while capitalizing on the growing awareness among consumers

on the importance of reducing carbon footprint by industries.  Mechanization in tea

plucking is being introduced wherever the terrain permits, and out-grower systems are

being adopted to overcome labour shortages.   Some firms have already integrated

themselves deeper in the global value chain supplying value  added products.  The

government institutions maintain strict standards in quality to protect 'Pure Ceylon Tea'

brand and to attract higher prices internationally.

This chapter will evaluate evidence on the sustainability of a healthy future of tea industry

in Sri Lanka.  It will examine the global demand and supply of tea, trends in Sri Lanka's

tea production, exports and prices, and future growth factors of Sri Lanka's tea industry.

2. The Global Demand for Tea

"The eternal question, of course, is whether the people of the world will be able or

willing to drink all the cups of tea which the enthusiastic growers are going to

pour out for them!". D. M. Forrest (1967).

Tea is a final product consumed solely by humans unlike commodities such as corn or

soybean that are both final and intermediate products consumed by both humans and

animals as well as used as inputs to other industrial products. Thus, estimating the
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Table 8
Top 15 Tea Importing Countries, their Imports from the World and Sri Lanka

      Imports from the World     Imports from Sri Lanka

Country Qty MT As a % of world Qty MT  As a share of
    (2)           Total     (4) Imports from

(3) = (2)/World    the World

    Total *100     (4)/(2)x100

Russia 173,070 8.8 46,372 26.8

U.K. 137,581 7.0 1,072 0.8

U.S.A. 130,160 6.7 4,132 3.2

Pakistan 121,900 6.2 607 0.5

Afghanistan 106,583 5.4 11 0.0

Egypt 104,697 5.4 2,036 1.9

Iran 82,386 4.2 39,648 48.1

U.A.E. 80,576 4.1 18,071 22.4

China 62,453 3.2 4,517 7.2

Morocco 59,229 3.0 13 0.0

Germany 55,238 2.8 6,668 12.1

Japan 36,157 1.8 8,938 24.7

Saudi Arabia 34,623 1.8 3,758 10.9

Kazakhstan 32,782 1.7 868 2.6

Poland 32,381 1.7 3,054 9.4

 Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.

                               Loose Tea                                                    RTD Tea
Supplier    Value     % Cumula- Supplier    Value    % Cumula-

USD Mn.   tive % USD Mn.   tive %

Lipton 275 21.3 21.3 Arizona 678 20.9 20.9

Bigelow 158 12.2 33.5 Lipton Pure Leaf 549 16.9 37.8

Twinings of 103 8.0 41.5 Lipton Brisk 345 10.7 48.5
 London

Celestial 74 5.7 47.2 Lipton 323 10.0 58.4
Seasonings

Luzianne 62 4.8 52 Gold Peak 244 7.5 66.0

Yogi 45 3.5 55.5 Snapple 223 6.9 72.8

Tazo 44 3.4 58.9 Arizona Arnold 204 6.3 79.1
Palmer

Tetley 30 2.3 61.2 Lipton Diet 193 5.9 85.1

Keurig Café 25 1.9 63.1 Diet Snapple 108 3.3 88.4
Escapes

Private label 88 6.8 69.9 Peace Tea 64 2.0 90.4

Table 12
Top Retailers of  Loose Tea and Ready to Drink (RTD) Tea in the USA in 2015

Source: Beverage World, Statista (2017).
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From the point of view of marketing, Sri Lanka supplies both the bulk and value added

tea to reputed wholesalers.   Sri Lanka has not been able to tap the retail market as it is

highly competitive, except by very few suppliers.2  In developed markets, well known

multi-national firms dominate the retails market (an example is in Table 12).    Thus, Sri

Lanka should engage deeply in the  global value   chain   with   greater entrepreneurial

strength   of   private   firms   and institutional support from the government.

5.8  Benefitting from External Economies and Overcoming Diseconomies of

the Tea Sector

 Tea sector provides economically significant positive externality (or external economies)

mostly to the tourism sector. Some efforts have already been made to harness the colonial

heritage of tea and the unique taste of 'Ceylon Tea' which provide additional incentives

for tourists to choose Sri Lanka as a prime destination.  The tea sector in turn introduces

pure ‘Ceylon Tea’ to tourists to initiate and develop a lasting desire for its tea.

The tea lands can also be used for various other economic activities with external

economies to  supplement  the  income  of  the plantation and its workers. The tea sector

also provides forward and backward linkages to a large number of other economic

activities.

Tea sector generates considerable external diseconomies to other sectors of the economy

mostly by way of soil degradation, water pollution and enhancing the green house

effect.   It also suffers from the climate change influenced by other domestic and

international agents.

The   climate   change   increases   the   temperature,   reduces   water   content, changes

rainfall patterns, and increases extreme weather conditions   (International Trade Center

[ITC], 2014).  This makes some areas uninhabitable to the tea plant.  Many tea growing

developing countries are keen on lowering the greenhouse effects by adopting greenhouse

mitigation  methods,  and  Sri  Lanka  has  taken  several  major  steps  to  reduce  its

2 Several firms in Sri Lanka have penetrated the retail market worldwide.
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H. N. Thenuwara1

1. Introduction

 "The period (1834) was propitious.   In the seething, proliferating cities and

towns of the new industrial era, there was an almost  explosive  demand  for a
cheap  and stimulating  drink which  would  offer the whole family an alternative

to the stupefying tyranny of beer".  D. M. Forrest (1967).

 Tea is  seemingly  a  beautiful  industry.    Tea bushes  form  a  green  carpet covering

misty hills.  Tender green leaves and the buds are plucked by equally tender hands.

Then, a sophisticated processing converts green leaves into a semi or fully fermented

state.  The processed tea is sorted by an ultra sensitive palette, sold through a century old

auctioning system, and packed into boxes of rainbow colours.  The final product puts

out a burgundy coloured drink that uplifts the mind and body of any living soul.

This beauty is propped up by a sophisticated agricultural, mechanical and commercial

infrastructure, which may not always be strong.  Conflicts and uncertainty persist

throughout the entire process from planting to retail sale.  Tea plants require heavy

doses of artificial fertilizer that may pollute the water and land.  Tea pluckers are rather

illiterate, and their children escape from tea bushes, when modern education offers them

1 The author is grateful to many for their assistance. Dr. Saman Kelegama  invited me to write this
paper. Dr. Janaka Wijayasiri helped with research material.   Mr. Sunil Mendis, the former Governor
of the Central Bank of Sri Lanka helped make all important connections in Sri Lanka’s tea industry.
Mr. Nirmal Ranasinghe,  Chairman of Ranfer Tea provided an exposure to challenges in blending,
pricing and exporting tea.  He also helped meet several significant players in the industry.  Mr. Viraj
of Ranfer Tea provided insights of the mechanical process from blending to packing as well as the tea
auction process.  Messrs. Tissa Gunatilaka, Dilantha Seneviratne, Senaka Alawattege and Dulshan
Jayatilaka of Hayleys Ltd., helped to experience  workings  in a tea plantation  and a tea factory.
Ms. Kimberly  Boedel  of the University of Iowa helped find important statistics. Ms. Upekka
Samaratunga,  Minister, Commercial attached to the Embassy of Sri Lanka in Washington D.C.
helped with data and introduced Mr. Sudath Munasinghe  of Bailey Tea, USA.  Both of them
provided an insight to the wholesale and retail sale of tea in USA.  All errors are of the author.

212

H. N. Thenuwara

greater opportunities elsewhere leaving a severe shortage of labour. The collective

bargaining process for wages is intensified by the rising cost of living siphoning off

profits from the plantation owners and farmers.  Tea  factories depend  on    prices  at

auctions  conducted  by  the tea  brokering  firms.  The auctions are between the tea

broker, who represent tea factories, and tea exporter.  Tea exporters are price takers from

multi national companies.  They are also exposed to risks of ever worsening geo-political

conditions in major tea destinations, and fluctuations in exchange rates.  Thus, their

offers of prices at auctions depend on prices quoted by foreign buyers weighted by geo-

political risks.  Tea factory owners use those prices to determine the price of fresh green

leaves paid to farmers and any plantation that supplies green leaves to tea factories.

Thus, it imposes a challenge to farmers and plantations to make a surplus after meeting

a living wage, and facing off cost of inputs.

Stakeholders are making strong efforts to overcome those challenges, and in most cases

are becoming successful, ensuring a healthy growth in the industry in future.   The

environmentally damaging fertilizer usage is being curtailed in favour of environmentally

friendly applications while capitalizing on the growing awareness among consumers

on the importance of reducing carbon footprint by industries.  Mechanization in tea

plucking is being introduced wherever the terrain permits, and out-grower systems are

being adopted to overcome labour shortages.   Some firms have already integrated

themselves deeper in the global value chain supplying value  added products.  The

government institutions maintain strict standards in quality to protect 'Pure Ceylon Tea'

brand and to attract higher prices internationally.

This chapter will evaluate evidence on the sustainability of a healthy future of tea industry

in Sri Lanka.  It will examine the global demand and supply of tea, trends in Sri Lanka's

tea production, exports and prices, and future growth factors of Sri Lanka's tea industry.

2. The Global Demand for Tea

"The eternal question, of course, is whether the people of the world will be able or

willing to drink all the cups of tea which the enthusiastic growers are going to

pour out for them!". D. M. Forrest (1967).

Tea is a final product consumed solely by humans unlike commodities such as corn or

soybean that are both final and intermediate products consumed by both humans and

animals as well as used as inputs to other industrial products. Thus, estimating the
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Table 8
Top 15 Tea Importing Countries, their Imports from the World and Sri Lanka

      Imports from the World     Imports from Sri Lanka

Country Qty MT As a % of world Qty MT  As a share of
    (2)           Total     (4) Imports from

(3) = (2)/World    the World

    Total *100     (4)/(2)x100

Russia 173,070 8.8 46,372 26.8

U.K. 137,581 7.0 1,072 0.8

U.S.A. 130,160 6.7 4,132 3.2

Pakistan 121,900 6.2 607 0.5

Afghanistan 106,583 5.4 11 0.0

Egypt 104,697 5.4 2,036 1.9

Iran 82,386 4.2 39,648 48.1

U.A.E. 80,576 4.1 18,071 22.4

China 62,453 3.2 4,517 7.2

Morocco 59,229 3.0 13 0.0

Germany 55,238 2.8 6,668 12.1

Japan 36,157 1.8 8,938 24.7

Saudi Arabia 34,623 1.8 3,758 10.9

Kazakhstan 32,782 1.7 868 2.6

Poland 32,381 1.7 3,054 9.4

 Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.

                               Loose Tea                                                    RTD Tea
Supplier    Value     % Cumula- Supplier    Value    % Cumula-

USD Mn.   tive % USD Mn.   tive %
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Source: Beverage World, Statista (2017).
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From the point of view of marketing, Sri Lanka supplies both the bulk and value added

tea to reputed wholesalers.   Sri Lanka has not been able to tap the retail market as it is

highly competitive, except by very few suppliers.2  In developed markets, well known

multi-national firms dominate the retails market (an example is in Table 12).    Thus, Sri

Lanka should engage deeply in the  global value   chain   with   greater entrepreneurial

strength   of   private   firms   and institutional support from the government.

5.8  Benefitting from External Economies and Overcoming Diseconomies of

the Tea Sector

 Tea sector provides economically significant positive externality (or external economies)

mostly to the tourism sector. Some efforts have already been made to harness the colonial

heritage of tea and the unique taste of 'Ceylon Tea' which provide additional incentives

for tourists to choose Sri Lanka as a prime destination.  The tea sector in turn introduces

pure ‘Ceylon Tea’ to tourists to initiate and develop a lasting desire for its tea.

The tea lands can also be used for various other economic activities with external

economies to  supplement  the  income  of  the plantation and its workers. The tea sector

also provides forward and backward linkages to a large number of other economic

activities.

Tea sector generates considerable external diseconomies to other sectors of the economy

mostly by way of soil degradation, water pollution and enhancing the green house

effect.   It also suffers from the climate change influenced by other domestic and

international agents.

The   climate   change   increases   the   temperature,   reduces   water   content, changes

rainfall patterns, and increases extreme weather conditions   (International Trade Center

[ITC], 2014).  This makes some areas uninhabitable to the tea plant.  Many tea growing

developing countries are keen on lowering the greenhouse effects by adopting greenhouse

mitigation  methods,  and  Sri  Lanka  has  taken  several  major  steps  to  reduce  its

2 Several firms in Sri Lanka have penetrated the retail market worldwide.



213

                          The Future of Sri Lanka’s Tea Industry

demand for tea is not too complicated. As per the estimates of Canadean the global share

of tea sales as a beverage is only second to water, implying a healthy global demand for

tea (Table 1)(Statista, 2017) .   The global tea consumption has been increasing over the

years as seen in Table 2.   The table shows that while the consumption of all varieties of

tea has been growing, black tea has had a significant share in the overall consumption.

Source: Canadean, 2017.

Table 1
Worldwide Beverage Sales Shares from 2011-2016

Beverage Share of Total % Beverage Share of Total %
Water - Packaged 18 Beer 8
Water - Bulk 15 Iced Tea 6
Tea 15 Carbonated Water 6
Milk and milk drinks 12 Coffee 4
Juice and juice drinks 8 Other 8

Table 2
The Trend in the Global Consumption of Tea in 000' MT

2006-08 2009 2010 2011 2012 2013 2013 2023 est.

All Varieties          Black Tea

World 3,715 3,916 4,180 4,450 4,627 4,842 3,081 4,143
Developed Countries 826 792 819 834 828 815 601 670

Russia 172 176 178 182 173 159 144 138
USA 110 108 124 125 123 127 106 140
Japan 139 124 124 123 122 119 15 17
UK 134 121 120 129 125 116 112 104

Developing Countries 2,889 3,123 3,362 3,615 3,799 4,028 2,480 3,473
China 867 1,045 1,189 1,315 1,482 ,614 238 540
India 787 822 818 922 939 1,001 992 1,281
Turkey 215 202 242 227 227 228 228 259
Pakistan 107 86 120 126 131 127 125 155
Egypt 81 82 69 96 95 99 97 135
Iran 77 86 90 80 80 83 83 116
Morocco 51 55 54 65 54 57
Indonesia 56 57 60 61 63 65 36 54
Bangladesh 46 54 57 59 60 62 61 90
Vietnam 26 28 28 29 30 32 0.19 0.32
Sri Lanka 33 48
Other Former 102 154

 USSR Countries

Region/Country

Sources:  Data on all varieties of tea from FAO, 2015.
Data on black tea consumption in 2013 and projection in 2023 from FAO, 2014.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.
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Though  Sri  Lanka's  export tea  quantity  has  been  falling  as  a  share  of  world exports,

its unit price has been increasing (Figure 9).

Sri Lanka’s top Export Quantity Imported    World Ranking
         Destination from Sri Lanka MT of the Destination

Rank           in 2013
in 2015 Country   2015     2013

1 Russia 36,744 46,372 1

2 Turkey 33,706 32,235 51

3 Iraq 31,365 22,518 44

4 Iran 30,066 39,648 7

5 U.A.E. 23,438 18,071 8

6 Azerbaijan 11,177 10,781 41

7 Syria 11,091 21,059 23

8 Libya 9,984 6,643 39

9 Kuwait 8,730 16,112 45

10 Japan 8,462 8,938 12

11 China 7,454 4,517 9

12 Germany 6,998 6,668 11

13 Chile 6,963 6,859 25

14 Jordan 5,650 7,664 52

15 Saudi Arabia 4,907 3,758 13

16 Hong Kong 4,846 4,960 38

17 U.S.A. 4,249 4,132 3

18 Ukraine 4,208 9,342 20

19 Egypt 4,180 2,036 6

20 Taiwan 3,600 2,191 16

Table 9
Top 15 Tea Importing Countries, their Imports from the

World and Sri Lanka

Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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carbon footprint.  These efforts will ignite the future demand for Sri Lanka tea, as it

embraces 'green' technologies in cultivation and production.

6. Conclusion

The future of tea industry in Sri Lanka depends on the quality of tea, and not on the

production quantity.   Sri Lanka has already been surpassed by major competitors in

terms of production volume, and area harvested, despite the increase in its yield.  It

appears that the area under cultivation in Sri Lanka may not see a significant increase in

the future, while yield and productivity may also not see any increases above the other

competitor countries.   Hence, the production quantity may not see a significant increase

either.     Thus, the only growth factors will be maintaining  the  high  quality  of  tea,

producing  value  added  tea,  developing  Sri Lanka's own brands and stamping out

reputation as an environmentally friendly tea producing country in order to draw a

higher price continuously.
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demand for tea is not too complicated. As per the estimates of Canadean the global share

of tea sales as a beverage is only second to water, implying a healthy global demand for

tea (Table 1)(Statista, 2017) .   The global tea consumption has been increasing over the

years as seen in Table 2.   The table shows that while the consumption of all varieties of

tea has been growing, black tea has had a significant share in the overall consumption.

Source: Canadean, 2017.

Table 1
Worldwide Beverage Sales Shares from 2011-2016

Beverage Share of Total % Beverage Share of Total %
Water - Packaged 18 Beer 8
Water - Bulk 15 Iced Tea 6
Tea 15 Carbonated Water 6
Milk and milk drinks 12 Coffee 4
Juice and juice drinks 8 Other 8

Table 2
The Trend in the Global Consumption of Tea in 000' MT

2006-08 2009 2010 2011 2012 2013 2013 2023 est.

All Varieties          Black Tea

World 3,715 3,916 4,180 4,450 4,627 4,842 3,081 4,143
Developed Countries 826 792 819 834 828 815 601 670

Russia 172 176 178 182 173 159 144 138
USA 110 108 124 125 123 127 106 140
Japan 139 124 124 123 122 119 15 17
UK 134 121 120 129 125 116 112 104

Developing Countries 2,889 3,123 3,362 3,615 3,799 4,028 2,480 3,473
China 867 1,045 1,189 1,315 1,482 ,614 238 540
India 787 822 818 922 939 1,001 992 1,281
Turkey 215 202 242 227 227 228 228 259
Pakistan 107 86 120 126 131 127 125 155
Egypt 81 82 69 96 95 99 97 135
Iran 77 86 90 80 80 83 83 116
Morocco 51 55 54 65 54 57
Indonesia 56 57 60 61 63 65 36 54
Bangladesh 46 54 57 59 60 62 61 90
Vietnam 26 28 28 29 30 32 0.19 0.32
Sri Lanka 33 48
Other Former 102 154

 USSR Countries

Region/Country

Sources:  Data on all varieties of tea from FAO, 2015.
Data on black tea consumption in 2013 and projection in 2023 from FAO, 2014.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.

225

                          The Future of Sri Lanka’s Tea Industry

enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition

223

                          The Future of Sri Lanka’s Tea Industry

Though  Sri  Lanka's  export tea  quantity  has  been  falling  as  a  share  of  world exports,

its unit price has been increasing (Figure 9).

Sri Lanka’s top Export Quantity Imported    World Ranking
         Destination from Sri Lanka MT of the Destination

Rank           in 2013
in 2015 Country   2015     2013

1 Russia 36,744 46,372 1

2 Turkey 33,706 32,235 51

3 Iraq 31,365 22,518 44

4 Iran 30,066 39,648 7

5 U.A.E. 23,438 18,071 8

6 Azerbaijan 11,177 10,781 41

7 Syria 11,091 21,059 23

8 Libya 9,984 6,643 39

9 Kuwait 8,730 16,112 45

10 Japan 8,462 8,938 12

11 China 7,454 4,517 9

12 Germany 6,998 6,668 11

13 Chile 6,963 6,859 25

14 Jordan 5,650 7,664 52

15 Saudi Arabia 4,907 3,758 13

16 Hong Kong 4,846 4,960 38

17 U.S.A. 4,249 4,132 3

18 Ukraine 4,208 9,342 20

19 Egypt 4,180 2,036 6

20 Taiwan 3,600 2,191 16

Table 9
Top 15 Tea Importing Countries, their Imports from the

World and Sri Lanka

Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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carbon footprint.  These efforts will ignite the future demand for Sri Lanka tea, as it

embraces 'green' technologies in cultivation and production.

6. Conclusion

The future of tea industry in Sri Lanka depends on the quality of tea, and not on the

production quantity.   Sri Lanka has already been surpassed by major competitors in

terms of production volume, and area harvested, despite the increase in its yield.  It

appears that the area under cultivation in Sri Lanka may not see a significant increase in

the future, while yield and productivity may also not see any increases above the other

competitor countries.   Hence, the production quantity may not see a significant increase

either.     Thus, the only growth factors will be maintaining  the  high  quality  of  tea,

producing  value  added  tea,  developing  Sri Lanka's own brands and stamping out

reputation as an environmentally friendly tea producing country in order to draw a

higher price continuously.
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Table 3
Estimated World Population (bn)

Year 2016 2017 2020 2025 2030

Population   7.4   7.6   7.8   8.1   8.5

Source: Canadian, 2017.

Purchasing power of the world population is increasing as indicated by the increase in

world per capita income and in major tea consuming countries according to projections

by the Organization for Economic Cooperation and Development (OECD, 2017) and

Price Waterhouse Coopers (2015) (Table 4).

Table  4
Forecast Growth of GDP (Purchasing Power Parity Terms at 2010

USD Prices) in Major Tea Consuming Countries and the World

Country/Region       Annual Average GDP Growth

2014-2030 2030-2050

Russia 2.95 1.06

USA 2.61 1.83

Japan 1.09 1.12

UK 2.72 2.09

China 4.80 2.80

India 5.86 4.67

Turkey 4.48 2.60

Pakistan 4.66 4.30

World 3.35 2.51

Sources: OECD (2017) except for Pakistan.  Pakistan data in PPP Terms at 2014
US Dollar Prices.

Additionally, the world population is projected to grow over the next two decades

implying a continuous healthy growth in the demand for tea (Table 3).

The evidence on the continuing healthy demand for tea is also seen in the price elasticity

of tea.   Though tea is not as essential as food and water, it has a sufficiently inelastic

demand  with  respect  to  its price  (Food and Agriculture Organization [FAO],  2011).

The  price elasticity of demand estimated by the FAO ranges from -0.32 to -0.8 for black

tea, and -0.69  to  -0.98  for  green  tea.  These estimates  suggest  significantly  high

inelasticity in price (where 0 represent perfect inelasticity and -    represent perfect

elasticity), thereby any increase in price will lead to higher revenue levels for the tea

producing countries.
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.

224

H. N. Thenuwara

Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.

226

H. N. Thenuwara

reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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3.1  The Global Supply of Tea

Tea plant grows only in some parts of the world.  Thus, only a specific group of countries

could satisfy the global demand for tea.

The number of tea growing countries is about 50 according to FAO statistics (FAO,

2017). However, in 2013, ten countries produced over 90% of world tea output, namely,

China, India, Kenya, Sri Lanka, Vietnam, Turkey, Iran, Indonesia, Argentina and Japan.

Of these countries, China was the largest producer with a production of over 35% of

world tea in 2013 (Table 5).   This was a result of an impressive annual average growth

of 6.5% from 1961 production of 79,000 metric tons, compared with the growth of  1%

"The tea plant needs a hot, moist climate.  Its specific  requirements  are:
temperatures  ranging  from 10-30oC  (zone  8 climate  or  warmer),  minimum
annual  precipitation  of 1,250  mm,  preferably  acidic  soils, ideally 0.5-10
degree slopes and elevations up to 2,000 meters. Tea production therefore is
geographically limited  to  a  few  areas  around  the  world  and  it  is  highly
sensitive  to  changes  in  growing  conditions (FAO, 2015)".

Source: FAO, 2017.

Table 5
Major Tea Producers in 2013 and 1961

Region/Country                 2013                1961               Average Annual

000 MT     % Rank 000 MT    % Rank      Growth Rate %

World 5,346 100.0 984 100.0 3.4

Top 10 Producers 4,830 90.4 842 85.5 3.5

China 1,924 36.0 1 79 8.0 4 6.5

India 1,209 22.6 2 354 36.0 1 2.4

Kenya 432 8.1 3 13 1.3 10 7.2

Sri Lanka 340 6.4 4 206 21.0 2 1.0

Vietnam 214 4.0 5 8 0.8 13 6.8

Turkey 212 4.0 6 5 0.6 16 7.4

Iran 160 3.0 7 11 1.1 11 5.4

Indonesia 148 2.8 8 77 7.8 5 1.3

Argentina 105 2.0 9 6 0.7 15 5.6

Japan 85 1.6 10 82 8.3 3 0.1

Other 41 producers 516 9.6 142 14.5 2.6

World Population bn. 3.1 7.2 1.7
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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recorded by Sri Lanka.  In 1961, Sri Lanka produced a substantially larger amount of tea

(206,000 metric tons) than China, and was only second to India.  However, over the

years the production in Sri Lanka grew slowly, and fell back to the fourth position in the

global tea production.

Figure 1
World Per Capita Tea Production (Tea Production/World Population)
(Kg Per Person) from 1961 - 2013 in the World, China, India, Kenya

and Sri Lanka

1a – World

1b –  China

1c –  India

1d –  Kenya

1e –  Kenya

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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The global supply of tea outgrew the global population growth thereby increasing the

world per capita tea production (Figure 1a). This increase seems significant in China

(Figure 1b), India (Figure 1c), and Kenya (Figure 1d) while Sri Lanka reported a decline

(Figure 1e).

The change in world supply -- is due to two factors, the increase in area harvested -

(Figure 2) and the increase in yield (Figure 3).  The increase in harvested area was seen

in countries with large areas of arable land (Table 6).  Those countries which also have

large populations  can facilitate the labour requirement in the tea industry.  Sri Lanka on

the other hand has the smallest land mass and population.  These factors limit the future

production and supply of tea from Sri Lanka.

Figure 2
Area Harvested in the World - 000 Ha

Figure 3
Yield in the World - MT/Ha

Source: FAO, 2017.

Source: FAO, 2017.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.

228

H. N. Thenuwara

The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Table 6
Total Land Area and Population of Competitors

Country Arable Land in Population   World Rank in
 2013, 000 ha in 2015, mn.   the Production

   of Tea in 2013

China 106,318 1,407 1

India 156,372 1,311 2

Kenya 5,800 46 3

Sri Lanka 1,300 21 4

Viet Nam 6,422 93 5

Turkey 20,574 79 6

Argentina 39,699 43 7

Indonesia 23,500 258 8

Source: FAO, 2017.

4.  Tea Production and Exports by Sri Lanka

Although Sri Lanka's tea production volume has been increasing moderately as shown

in  Figure 4,  the  production  as  a  share  of  the  global  production  has  been declining

(Figure 5).   The increase in tea production is purely due to the increase in the yield

(Figure 6) because the area harvested has not increased over the years (Figure 7). However,

"The progress of Ceylon Tea could be described as a success story with some
anxious interludes….".  D. M. Forrest (1967).

Figure 4
Sri Lanka's Tea Production in 000 MT

Source: FAO, 2017.
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it may not put Sri Lanka in any advantageous position since the rest of the world also

has gone through similar yield improvement (Figure 6).

Figure 5
Sri Lanka's Production as a Share of Global Production and Sri Lanka's

and Area Harvested as a Share of Global Area Harvested

Figure 6
Yield in Sri Lanka and the Rest of the World (MT/Ha)

Source: FAO, 2017.

Source: FAO, 2017.

220

H. N. Thenuwara

Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.

231

                          The Future of Sri Lanka’s Tea Industry

Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.

                               Loose Tea                                                    RTD Tea
Supplier    Value     % Cumula- Supplier    Value    % Cumula-

USD Mn.   tive % USD Mn.   tive %

Lipton 275 21.3 21.3 Arizona 678 20.9 20.9

Bigelow 158 12.2 33.5 Lipton Pure Leaf 549 16.9 37.8

Twinings of 103 8.0 41.5 Lipton Brisk 345 10.7 48.5
 London

Celestial 74 5.7 47.2 Lipton 323 10.0 58.4
Seasonings

Luzianne 62 4.8 52 Gold Peak 244 7.5 66.0

Yogi 45 3.5 55.5 Snapple 223 6.9 72.8

Tazo 44 3.4 58.9 Arizona Arnold 204 6.3 79.1
Palmer

Tetley 30 2.3 61.2 Lipton Diet 193 5.9 85.1

Keurig Café 25 1.9 63.1 Diet Snapple 108 3.3 88.4
Escapes

Private label 88 6.8 69.9 Peace Tea 64 2.0 90.4

Table 12
Top Retailers of  Loose Tea and Ready to Drink (RTD) Tea in the USA in 2015

Source: Beverage World, Statista (2017).
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Figure 7
Area Harvested in Sri Lanka 000 Ha

Sri  Lanka's  exports  are  also  facing  a  similar  fate  to  its  production  (Figure 8).  Sri

Lanka beat India to become the world's largest exporter in 1990s.  Since then, Sri Lanka

fell behind Kenya and China.   Sri Lanka is now at the third position, being a threat by

India and Vietnam (Table 7).

Figure 8
Exports by Sri Lanka as a Share of the World in MT

Source: FAO, 2017.

Source: FAO, 2017.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table

8, and Table 9).  Sri Lanka's next export destination countries, Turkey and Iraq are not

major importers of tea from the rest of the world, implying that they prefer Sri Lanka tea

to teas from other countries.   Sri Lanka also has a special place in Azerbaijan, Syria,

Libya and Kuwait, though some of those countries are in political turmoil.  However, Sri

Lanka's exports to several major world importers are insignificant.   Those countries are

the U.K., U.S.A., and Pakistan.   Of those countries, the U.S.A has become a major market

for tea due to its affluent and health conscious consumer base.   However, the US market

is dominated by multi- national companies supplying value added tea, as will be

discussed in Section 5.

Table 7
Sri Lanka's Position in World Tea Exports

Country            1961              1990                           2013

Qty MT Rank Qty MT Rank Qty MT Rank

Kenya 11,957 5 166,405 4 448,809 1

China 49,095 3 211,099 2 332,172 2

Sri Lanka 193,103 2 216,033 1 317,710 3

India 204,959 1 198,136 3 254,841 4

Viet Nam 2,266 7 16,076 7 90,296 5

Argentina 5,352 6 46,072 6 77,291 6

Indonesia 32,242 4 110,959 5 70,842 7

Source: FAO, 2017.
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Table 8
Top 15 Tea Importing Countries, their Imports from the World and Sri Lanka

      Imports from the World     Imports from Sri Lanka

Country Qty MT As a % of world Qty MT  As a share of
    (2)           Total     (4) Imports from

(3) = (2)/World    the World

    Total *100     (4)/(2)x100

Russia 173,070 8.8 46,372 26.8

U.K. 137,581 7.0 1,072 0.8

U.S.A. 130,160 6.7 4,132 3.2

Pakistan 121,900 6.2 607 0.5

Afghanistan 106,583 5.4 11 0.0

Egypt 104,697 5.4 2,036 1.9

Iran 82,386 4.2 39,648 48.1

U.A.E. 80,576 4.1 18,071 22.4

China 62,453 3.2 4,517 7.2

Morocco 59,229 3.0 13 0.0

Germany 55,238 2.8 6,668 12.1

Japan 36,157 1.8 8,938 24.7

Saudi Arabia 34,623 1.8 3,758 10.9

Kazakhstan 32,782 1.7 868 2.6

Poland 32,381 1.7 3,054 9.4

 Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.
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brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.
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Lipton 275 21.3 21.3 Arizona 678 20.9 20.9
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 London

Celestial 74 5.7 47.2 Lipton 323 10.0 58.4
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Yogi 45 3.5 55.5 Snapple 223 6.9 72.8

Tazo 44 3.4 58.9 Arizona Arnold 204 6.3 79.1
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Tetley 30 2.3 61.2 Lipton Diet 193 5.9 85.1

Keurig Café 25 1.9 63.1 Diet Snapple 108 3.3 88.4
Escapes

Private label 88 6.8 69.9 Peace Tea 64 2.0 90.4

Table 12
Top Retailers of  Loose Tea and Ready to Drink (RTD) Tea in the USA in 2015

Source: Beverage World, Statista (2017).
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From the point of view of marketing, Sri Lanka supplies both the bulk and value added

tea to reputed wholesalers.   Sri Lanka has not been able to tap the retail market as it is

highly competitive, except by very few suppliers.2  In developed markets, well known

multi-national firms dominate the retails market (an example is in Table 12).    Thus, Sri

Lanka should engage deeply in the  global value   chain   with   greater entrepreneurial

strength   of   private   firms   and institutional support from the government.

5.8  Benefitting from External Economies and Overcoming Diseconomies of

the Tea Sector

 Tea sector provides economically significant positive externality (or external economies)

mostly to the tourism sector. Some efforts have already been made to harness the colonial

heritage of tea and the unique taste of 'Ceylon Tea' which provide additional incentives

for tourists to choose Sri Lanka as a prime destination.  The tea sector in turn introduces

pure ‘Ceylon Tea’ to tourists to initiate and develop a lasting desire for its tea.

The tea lands can also be used for various other economic activities with external

economies to  supplement  the  income  of  the plantation and its workers. The tea sector

also provides forward and backward linkages to a large number of other economic

activities.

Tea sector generates considerable external diseconomies to other sectors of the economy

mostly by way of soil degradation, water pollution and enhancing the green house

effect.   It also suffers from the climate change influenced by other domestic and

international agents.

The   climate   change   increases   the   temperature,   reduces   water   content, changes

rainfall patterns, and increases extreme weather conditions   (International Trade Center

[ITC], 2014).  This makes some areas uninhabitable to the tea plant.  Many tea growing

developing countries are keen on lowering the greenhouse effects by adopting greenhouse

mitigation  methods,  and  Sri  Lanka  has  taken  several  major  steps  to  reduce  its

2 Several firms in Sri Lanka have penetrated the retail market worldwide.
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Sri Lanka's top export destination, Russia, is also the world's largest tea importer (Table
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Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.
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for tourists to choose Sri Lanka as a prime destination.  The tea sector in turn introduces
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economies to  supplement  the  income  of  the plantation and its workers. The tea sector
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effect.   It also suffers from the climate change influenced by other domestic and
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World

5. Future Growth Factors

Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not

be able to increase production quantity  compared with other players who are better

endowed to increase production levels.    Thus, key factors for increasing earnings from

tea are to attract higher prices through productivity improvements, quality improvements,

maintaining the uniqueness of Sri Lanka tea, and to lower production cost at all stages

of production.

The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound

macroeconomic policies; adopting  appropriate  trade  policies;  ensuring  quality  and

"Understanding …… the need for change, and the principles that would
underpin a sustainable tea sector, is just the beginning of the journey".
Forum for the Future (2017).

Sources:  FAO, 2017.
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Though  Sri  Lanka's  export tea  quantity  has  been  falling  as  a  share  of  world exports,

its unit price has been increasing (Figure 9).

Sri Lanka’s top Export Quantity Imported    World Ranking
         Destination from Sri Lanka MT of the Destination

Rank           in 2013
in 2015 Country   2015     2013

1 Russia 36,744 46,372 1

2 Turkey 33,706 32,235 51

3 Iraq 31,365 22,518 44

4 Iran 30,066 39,648 7

5 U.A.E. 23,438 18,071 8

6 Azerbaijan 11,177 10,781 41

7 Syria 11,091 21,059 23

8 Libya 9,984 6,643 39

9 Kuwait 8,730 16,112 45

10 Japan 8,462 8,938 12

11 China 7,454 4,517 9

12 Germany 6,998 6,668 11

13 Chile 6,963 6,859 25

14 Jordan 5,650 7,664 52

15 Saudi Arabia 4,907 3,758 13

16 Hong Kong 4,846 4,960 38

17 U.S.A. 4,249 4,132 3

18 Ukraine 4,208 9,342 20

19 Egypt 4,180 2,036 6

20 Taiwan 3,600 2,191 16

Table 9
Top 15 Tea Importing Countries, their Imports from the

World and Sri Lanka

Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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carbon footprint.  These efforts will ignite the future demand for Sri Lanka tea, as it

embraces 'green' technologies in cultivation and production.

6. Conclusion

The future of tea industry in Sri Lanka depends on the quality of tea, and not on the

production quantity.   Sri Lanka has already been surpassed by major competitors in

terms of production volume, and area harvested, despite the increase in its yield.  It

appears that the area under cultivation in Sri Lanka may not see a significant increase in

the future, while yield and productivity may also not see any increases above the other

competitor countries.   Hence, the production quantity may not see a significant increase

either.     Thus, the only growth factors will be maintaining  the  high  quality  of  tea,

producing  value  added  tea,  developing  Sri Lanka's own brands and stamping out

reputation as an environmentally friendly tea producing country in order to draw a

higher price continuously.
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World
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Sri  Lanka  has  the  ability  to  maintain  a  healthy  production  level,  though  it may not
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The ability to maintain the current level of production while reducing the cost of

production and increasing the unit price of tea depends on a series of critical factors.

Jaffee and Gordon (1992) and the Forum for the Future (2017) highlight some  of  these

critical  factors.     These include : developing   natural   resources   and   human   capital

needed   for   the   industry; developing physical infrastructure; maintaining sound
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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Though  Sri  Lanka's  export tea  quantity  has  been  falling  as  a  share  of  world exports,

its unit price has been increasing (Figure 9).

Sri Lanka’s top Export Quantity Imported    World Ranking
         Destination from Sri Lanka MT of the Destination

Rank           in 2013
in 2015 Country   2015     2013

1 Russia 36,744 46,372 1

2 Turkey 33,706 32,235 51

3 Iraq 31,365 22,518 44

4 Iran 30,066 39,648 7

5 U.A.E. 23,438 18,071 8

6 Azerbaijan 11,177 10,781 41

7 Syria 11,091 21,059 23

8 Libya 9,984 6,643 39

9 Kuwait 8,730 16,112 45

10 Japan 8,462 8,938 12

11 China 7,454 4,517 9

12 Germany 6,998 6,668 11

13 Chile 6,963 6,859 25

14 Jordan 5,650 7,664 52

15 Saudi Arabia 4,907 3,758 13

16 Hong Kong 4,846 4,960 38

17 U.S.A. 4,249 4,132 3

18 Ukraine 4,208 9,342 20

19 Egypt 4,180 2,036 6

20 Taiwan 3,600 2,191 16

Table 9
Top 15 Tea Importing Countries, their Imports from the

World and Sri Lanka

Sources:  FAO, 2017 and the Commerce Department, The Government of Sri Lanka.
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carbon footprint.  These efforts will ignite the future demand for Sri Lanka tea, as it

embraces 'green' technologies in cultivation and production.

6. Conclusion

The future of tea industry in Sri Lanka depends on the quality of tea, and not on the

production quantity.   Sri Lanka has already been surpassed by major competitors in

terms of production volume, and area harvested, despite the increase in its yield.  It

appears that the area under cultivation in Sri Lanka may not see a significant increase in

the future, while yield and productivity may also not see any increases above the other

competitor countries.   Hence, the production quantity may not see a significant increase

either.     Thus, the only growth factors will be maintaining  the  high  quality  of  tea,

producing  value  added  tea,  developing  Sri Lanka's own brands and stamping out

reputation as an environmentally friendly tea producing country in order to draw a

higher price continuously.
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Figure 9
Unit Price of Exports by Sri Lanka and the Rest of the World
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.

225

                          The Future of Sri Lanka’s Tea Industry

enhancing competitiveness; fostering a unique brand; integrating deeper in the global

value chain;  and  benefitting  from  external  economies  while  overcoming  external  dis-

economies. The remainder of this section will elaborate on these critical factors vis a vis

Sri Lanka.

5.1  Developing Natural Resources and Human Capital

Tea  industry  in  Sri  Lanka  is  more  intense  in  land use  and  labour,  and  less  in terms

of capital.    While the industry deploys the land for its growth, it also gradually degrades

the land with pollutants associated with fertilizer, and engendering soil erosion.   Thus,

the long term sustainability of the industry depends on how well the land is conserved.

Sri  Lanka  already  is  aware  of  those  problems  and  is  in  the  process  of resolving

them.  Wal Sanne van der (2008) reports that many large plantations use renewable

sources  for  energy.    They  also  use  organic  processes  to  enrich  soil  to  reduce the use

of harmful fertilizer.  This progress is continuing with the assistance  from various state

agencies (Tea Research Institute [TRI] and Sri Lanka Sustainable Energy Authority [SSEA],

2015).

The labour requirements in the industry are two-fold.  Manual labour with low levels of

human capital is used in plantations, while high level of human capital is required in

processing, quality control, sales, marketing and conducting auctions.  In a growing

economy, it is difficult to retain manual labour over long periods of time as new

generations  acquire  higher  levels  of  human  capital,  and  do  not  wish  to be engaged

in manual work in the tea sector.    The solution is mechanization, and to provide a

pathway for the younger generation to acquire high quality human capital, which could

then  be  employed  in  areas,  where  such  human  capital  is  needed. Sri  Lanka

plantations are also experimenting with out-grower systems, where workers receive

plots of  land  from  plantations  to  independently  cultivate,  and  supply  green  leaf  to

factories.    This  could  solve  various  moral  hazard  problems  associated  with  hired

labour.

5.2  Development of Physical Infrastructure

The    most    important    physical    infrastructures   are    the    transport    and communi-

cation networks.  Both networks have improved significantly over the last two decades,

from an unsatisfactory condition reported by  Ali et. al (1997) to a favourable condition
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reported by the Sri Lanka Export Development Board (2016).  This is a result of the

renewed government efforts in developing the road network in Sri Lanka in the aftermath

of ending the civil war, and global technological developments  in  telecommunications.

However,  there  is  still room  for  vast improvements in transport infrastructure within

and between the tea producing areas and the marketing centers.

5.3 Maintaining Sound Macroeconomic Policies

Macroeconomic policy is the combination of fiscal and monetary policies run by

independent government institutions. Sound macroeconomic policy produces

macroeconomic stability characterized by low and stable inflation, stable exchange rates,

and sufficient public finance space for national development.  Macroeconomic stability

is essential for the development of any sector in the economy, not only limited to the tea

sector.

Low and stable inflation helps retain the purchasing power of workers, who would then

not demand higher wages continuously.  It also helps to maintain a low interest rate

regime to attract investment.  The resulting stable exchange rates help tea exporters as

well as importers of ancillary inputs for the tea industry.    Having adequate fiscal policy

space may provide much needed tax relief for the private sector players, as well as

resources for the public sector administrators to carry out regulatory functions to ensure

quality.

World experience suggests that the lack of macroeconomic stability is a result of an

unhealthy national political situation, and politicization and disappearing institutional

independence due to inherent weaknesses of the foundations of those institutions, as

well as the ineffectiveness of civil servants whether they are 'corrupt and cynical or well-

intentioned' (Zamir and Sulitzeanu-Kenan, 2017).  Thus, achieving macroeconomic

stability would be a result of restructuring institutional set up and reforming civil service

in the country that requires a major political will.

5.4  Adopting Appropriate Trade Policies

Trade policy determines the degree to which a country is open for trade in goods and

services.   Open trade policies permit import of goods to a country which substitutes or

complements home goods benefitting home consumers, some home producers, and

exporters.    The importation of tea into Sri Lanka does not  substitute  Sri  Lanka  tea,  and
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).
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would  not  benefit  Sri  Lanka  consumers,  since almost all Sri Lankans prefer Sri

Lankan tea.   It would complement   exporters  of  blended tea from Sri Lanka, since

imported tea is much cheaper than Sri Lankan tea.     Exporters would have the option to

blend imported tea varieties with varying shares of Sri Lankan tea and use the phrase

'packeted in Sri Lanka',  as a signal of high quality that has been established by the 'Pure

Ceylon Tea' brand.    If the share of Sri Lankan tea in blended tea is high, Sri Lankan tea

will have a higher demand, in line with higher demand for blended and packeted tea

from Sri Lanka.  If the share is too small, it would lead to two problems.  One, the

resulting demand for Sri Lankan tea would be small, leading to significant economic

problems for producers of Sri Lankan tea,  and  the  other  is  that  global  consumers  of

blended  tea  will  not  able  to differentiate between 'blended with Sri Lankan tea', and

other tea varieties, eventually eliminating the premium associated with 'blended with

Sri Lankan tea'.  Thus, the Sri Lanka Tea Board (SLTB) will need to exercise some standards

to maintain the quality and unique taste in tea blended in Sri Lanka.   Kelegama (2010)

argues that gradual liberalization of tea imports may be permitted until a regulatory

framework for 'labelling' blended tea is established for a  'minimum  local  content',

though  administering  the  minimum local content would not be straightforward.

5.5 Ensuring Quality and Enhancing Competitiveness

Quality and competitiveness are essential parts of a healthy industry.  In the case  of  Sri

Lankan  tea,  the  sustainability  of  the  sector  crucially  depends  on maintaining the

quality of tea.

Maintaining the quality of tea is a 'public service', which is non-exclusive, requiring the

funding by the government or a common source.  In the absence of an effective

administration infrastructure to maintain quality, the quality of Sri Lankan tea will

suffer to the detriment of the tea industry.   In Sri Lanka, the administration is entrusted

with the SLTB, which has been successful in maintaining high quality of tea as proven

by the premium price attracted by Sri Lankan tea.

The  second  pillar of sustainability  of  the  tea  sector  is  enhancing  the global

competitiveness.    Competitiveness  of Sri Lankan tea increases  with  the  quality  of  the

product and profitability of suppliers.   The higher unit price for Sri Lankan tea indicates

on average the existence of high quality tea.
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The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).

229

                          The Future of Sri Lanka’s Tea Industry

  
  

  
  

  
  

  
 I

n
d

ic
e

s 
2

0
0

1
 =

 1
0

0
   

   
In

d
ic

e
s 

2
0

0
1

 =
 1

0
0

Y
e

a
r

  
 C

o
st

 o
f

C
o

n
su

m
e

r
E

xc
h

an
g

e
  

 C
o

st
 o

f
C

o
n

su
m

e
r

E
xc

h
an

g
e

R
e

a
l 

C
o

st
 o

f
  

C
o

st
 o

f
P

ro
d

u
ct

io
n

  
  

 P
ri

ce
  

  
R

a
te

P
ro

d
u

ct
io

n
  

  
P

ri
ce

  
  

R
a

te
  P

ro
d

u
ct

io
n

P
ro

d
u

ct
io

n

R
s.

In
d

ex
  

  
  

  
  

R
s.

/U
S

D
  

  
  

  
  

 i
n

 R
s.

  
  

  
  

  
  

  
In

d
e

x
  

  
  

  
  

 R
s.

/U
S

D
  

  
  

  
  

 R
s.

/C
P

I 
  

  
  

  
  

in
 U

S
D

20
01

12
2.

0
41

.6
89

.4
10

0
10

0
10

0
10

0
10

0

20
02

12
6.

7
45

.6
95

.7
1
0
3
.9

1
0
9
.6

1
0
7
.0

9
4
.8

9
7
.1

20
03

13
3.

1
48

.5
96

.5
10

9.
1

11
6.

5
10

8.
0

93
.7

10
1.

0

20
04

14
9.

1
52

.2
10

1.
2

12
2.

3
12

5.
3

11
3.

2
97

.6
10

8.
0

20
05

16
2.

0
58

.3
10

0.
5

13
2.

8
13

9.
9

11
2.

4
94

.9
11

8.
1

20
06

21
0.

8
64

.1
10

3.
9

17
2.

8
15

3.
9

11
6.

3
11

2.
3

14
8.

6

20
07

23
1.

5
74

.2
11

0.
6

18
9.

8
17

8.
3

12
3.

8
10

6.
5

15
3.

4

20
08

26
9.

0
91

.0
10

8.
3

22
0.

5
21

8.
5

12
1.

2
10

0.
9

18
2.

0

20
09

31
3.

2
94

.1
11

4.
9

25
6.

8
22

6.
1

12
8.

6
11

3.
6

19
9.

7

20
10

35
5.

0
10

0.
0

11
3.

1
29

1.
1

24
0.

1
12

6.
5

12
1.

2
23

0.
1

20
11

39
0.

9
10

6.
7

11
0.

6
32

0.
5

25
6.

3
12

3.
7

12
5.

1
25

9.
1

20
12

42
2.

7
11

4.
8

12
7.

6
34

6.
6

27
5.

6
14

2.
8

12
5.

8
24

2.
8

20
13

47
5.

1
12

2.
7

12
9.

1
38

9.
5

29
4.

6
14

4.
4

13
2.

2
26

9.
8

20
14

45
8.

8
12

6.
7

13
0.

6
37

6.
2

30
4.

3
14

6.
1

12
3.

6
25

7.
5

A
n

n
u

a
l 

A
v

er
a

g
e 

G
ro

w
th

 2
0

0
1

-2
0

1
4

9
.9

8
.3

2
.7

1
.5

7
.0

T
a

b
le

 1
0

C
o

st
 o

f 
P

ro
d

u
ct

io
n

, C
o

n
su

m
e

r 
P

ri
ce

s 
a

n
d

 E
x

ch
a

n
g

e
 R

a
te

s 
in

 S
ri

 L
a

n
k

a

N
o

te
:

U
S

 a
v

er
a

g
e 

a
n

n
u

a
l 

in
fl

a
ti

o
n

 d
u

ri
n

g
 2

0
0

1
 -

 2
0

1
4

 w
a

s 
2

.1
%

.

S
o

u
rc

e:
C

o
st

 o
f 

P
ro

d
u

ct
io

n
 -

 D
ep

t.
 o

f 
C

en
su

s 
a

n
d

 S
ta

ti
st

ic
s,

 C
P

I 
(C

o
n

su
m

er
 P

ri
ce

 I
n

d
ex

) 
a

n
d

 E
x

ch
a

n
g

e 
R

a
te

 f
ro

m
W

o
rl

d
 B

a
n

k
, 

2
0

1
7

.

237

Notes on the Contributors

Compact Network Ceylon and a former Chairman of the Planters’ Association

of Ceylon. He holds a PhD and an MBA from the University of Colombo. He is

also a Chartered Marketer and a Fellow of the Chartered Institute of Marketing

(CIM UK).

Bandara Gajanayake is currently a Senior Lecturer (grade I) in the Department

of Plantation Management at the Faculty of Agriculture and Plantation

Management of Wayamba University of Sri Lanka, where he has been an academic

member since 2001. He also worked as a Teaching Assistant at the Mississippi

State University, USA. His main areas of research interests are commodity

marketing, marketing and quality management, climate smart agriculture, crop

modeling, and resource management in plantations. He received his BSc

(Honours) in Agriculture from the Faculty of Agriculture, University of

Peradeniya, and his MPhil in Agriculture Economics and Business from the

Postgraduate Institute of Agriculture. He also has MS and PhD degrees from the

Mississippi State University, USA.

Saman Kelegama was the Executive Director and a Fellow of the IPS. He was a

Fellow of the National Academy of Sciences of Sri Lanka and an Honorary Fellow

of the Sri Lanka Economic Association where he served as the President for four

years (1999-2003). He was a Member of the Presidential Taxation Commission of

2009/2010 and was the author of many publications on the Sri Lankan economy

and South Asian economic integration issues. He served as a Director in a number

of Boards both in the government and the private sector and was the Chairman

of a leading private sector company in Sri Lanka. He received his MSc and DPhil

in Economics from the University of Oxford, UK.

Prasanna Perera is attached to the Department of Economics, University of

Peradeniya, Sri Lanka and his research areas include international finance and

trade, monetary economics, political economy, macroeconomics and forecasting.

He is an eminent economist who has received numerous awards and has published

in journals covering a wide range of topics. Presently, he holds the position of

Managing Director at the Ceylon Petroleum Corporation. He has served as the

Vice Chairman, Sri Lanka Ports Authority, and the Vice Chairman and the

239

Notes on the Contributors

Janaka Wijayasiri is currently a Research Fellow and the Head of International

Economic Policy research at the IPS. His research interests include issues of policy

significance to Sri Lanka in areas covering bilateral and regional preferential

trade initiatives, multilateral negotiations under the World Trade Organization

(WTO) and issues related to the textile and garment, tea and spice industries in

Sri Lanka. He has been part of Sri Lanka's official delegation representing the

academia at regional forums such as the Bay of Bengal Initiative for Multi-Sectoral

Technical and Economic Cooperation (BIMSTEC) and the Indian Ocean Rim

Association for Regional Cooperation (IOR-ARC). He has also participated in

various bilateral trade negotiations with other countries, with which Sri Lanka

is currently seeking agreements. He has a BA in Economics with Development

Studies from the University of Sussex, UK and an MA in Economics of

Development from the Institute of Social Studies, the Netherlands, and a PhD

from Monash University, Australia.

M. A. Wijeratne serves as a Principal Research Officer and the Officer-in-Charge

of the TRI Low country Regional Center, Ratnapura. He earned his first degree,

BSc (Agriculture) from the University of Ruhuna in 1987 and PhD from Wye

College University of London in 1994. He leads research on climate change impacts

on tea, field mechanization, land productivity improvements and allied subjects

of tea agronomy and physiology. He has been serving as an Assistant

Commissioner of the Sri Lanka Inventor's Commission, a member of Programme

Executive Board of UNREDD in Sri Lanka, a country representative of the

Working Group on Climate Change of the FAO-IGG on tea, the Chairman of the

National Committee of CARP, a Member of the Faculty Board, a Member of the

Advisory Committee of SLSI and as a Visiting Lecturer.  He holds patent rights

for four inventions and he has received two international gold medals from

Geneva, Switzerland, two Presidential awards for best inventions in Sri Lanka,

the SLAAS GRC award, Science and Technology award and "Excellence in Tea

Research" award  for outstanding contributions to research in Sri Lanka. He has

written more than 115 articles in international and local journals and several

books.

Sri Lanka Tea Industry in Transition: 150 Years and Beyond

238

Executive Director of the Civil Aviation Authority of Sri Lanka prior to assuming

current duties in May 2017.

M. A. B. Ranatunga is a Senior Research Officer at the Plant Breeding Division

of the TRI, Talawakelle, Sri Lanka. He obtained his BSc (Honours) in Agriculture

from Faculty of Agriculture, University of Peradeniya. He also has an MSc in

Biotechnology from the Tamil Nadu Agricultural University, India and a PhD in

Plant Sciences from the Post Graduate Institute of Science, University of

Peradeniya. His expertise and current research interests are in the areas of tea

breeding, molecular biology and biotechnology. He has authored 20 research

articles in peer reviewed journals and over 40 research communications and

abstracts.  He was a recipient of President’s Awards for Scientific Publication in

2009.

H. N. Thenuwara is an Adjunct Assistant Professor attached to the University

of Iowa, USA.  He has served as the Director of Economic Research and an

Assistant Governor of the Central Bank of Sri Lanka.  He holds a BSc (first class

honours) from the University of Kelaniya, a MSc from the University of Colombo,

a MA from the University of Manchester, UK, and a PhD from the University of

Iowa, USA.  His research interests are in the fields of monetary policy, public

finance, international trade, and economic growth and development.

Bilesha Weeraratne is currently a Research Fellow, attached to the Labour,

Employment and Human Resources Development unit at the IPS. She is also

serving as an International Consultant to the Asian Development Bank, Philippines

and the International Organization for Migration. Previously, she was a

Postdoctoral Research Associate at the Princeton University, New Jersey, USA.

Prior to moving to the United States, she worked at the IPS and at the University

of Colombo, Sri Lanka. Her research interests include internal and international

migration and urbanization. She holds a BA in Economics from the University of

Colombo, Sri Lanka, an MA in Economics from Rutgers University, USA and an

MPhil and PhD in Economics from the City University of New York, USA.



228

H. N. Thenuwara

The profitability of Sri Lankan tea further improves when the cost of production  is

manageable.    International  comparison  of  cost  of  production  by various researchers

provides varying conclusions.   For example, Shyamalie and Wijeratna (2015) and Wal

Sanne van der (2008) state that Sri Lanka records the highest cost of production of tea,

followed by Bangladesh, India, Kenya and Vietnam.  The Tea Board of India (2017)

claims that India has the highest cost of production followed by Sri Lanka and Kenya.

The cost of production to a great extent, depends on the productivity of the sector as well

as the overall inflation in the country.  According to Wal Sanne van der (2008), the

productivity  in  Sri  Lanka  though  comparable  with  India  (1,611 Kg/Ha in Sri Lanka

and 1,690 Kg/Ha in India), it is much lower than Kenya (2,235 Kg/Ha).   The Kenyan

productivity is attributed mainly to the high degree of mechanization in tea plucking,

and young plantations.   However, mechanization produces lower quality tea compared

with the higher quality of hand plucked tea.  Thus, gains from productivity are subdued

to some degree by lower price due to lower product quality.

All major tea producing countries are emerging or developing economies with fairly

high rates of inflation.   Therefore, the cost of tea production increases over time.   In

many of those countries, macroeconomic stability is maintained by allowing exchange

rate to depreciate along with inflation.   This provides a profit margin for exporters, and

producers.   However, as the Table 10 reveals Sri Lanka's exchange rate viz-a-viz the USD

has not depreciated in line with the inflation differential between Sri Lanka and the

USA.

The Table 10 shows that over the last decade the annual average growth in the cost of

production exceeded the annual average inflation by about 1.6%.  The cost includes a

substantial wage cost, implying that the real wages in the tea sector may have risen.

This is acceptable in view of the real economic growth experienced by the country.

However, the cost in USD terms has increased at a much higher rate of 7%, due to the

lower rate of depreciation of Sri Lanka Rupee (annual average depreciation of 2.7%).

This lower rate of depreciation of the Rupee despite the higher rate of inflation in Sri

Lanka is also in line with other trading partners  or  competitors  of  Sri  Lanka  who  have

had  similar  rates  of  inflation, exchange rate depreciation and real exchange rate

appreciation, except China (Table 11).

229

                          The Future of Sri Lanka’s Tea Industry

  
  

  
  

  
  

  
 I

n
d

ic
e

s 
2

0
0

1
 =

 1
0

0
   

   
In

d
ic

e
s 

2
0

0
1

 =
 1

0
0

Y
e

a
r

  
 C

o
st

 o
f

C
o

n
su

m
e

r
E

xc
h

an
g

e
  

 C
o

st
 o

f
C

o
n

su
m

e
r

E
xc

h
an

g
e

R
e

a
l 

C
o

st
 o

f
  

C
o

st
 o

f
P

ro
d

u
ct

io
n

  
  

 P
ri

ce
  

  
R

a
te

P
ro

d
u

ct
io

n
  

  
P

ri
ce

  
  

R
a

te
  P

ro
d

u
ct

io
n

P
ro

d
u

ct
io

n

R
s.

In
d

ex
  

  
  

  
  

R
s.

/U
S

D
  

  
  

  
  

 i
n

 R
s.

  
  

  
  

  
  

  
In

d
e

x
  

  
  

  
  

 R
s.

/U
S

D
  

  
  

  
  

 R
s.

/C
P

I 
  

  
  

  
  

in
 U

S
D

20
01

12
2.

0
41

.6
89

.4
10

0
10

0
10

0
10

0
10

0

20
02

12
6.

7
45

.6
95

.7
1
0
3
.9

1
0
9
.6

1
0
7
.0

9
4
.8

9
7
.1

20
03

13
3.

1
48

.5
96

.5
10

9.
1

11
6.

5
10

8.
0

93
.7

10
1.

0

20
04

14
9.

1
52

.2
10

1.
2

12
2.

3
12

5.
3

11
3.

2
97

.6
10

8.
0

20
05

16
2.

0
58

.3
10

0.
5

13
2.

8
13

9.
9

11
2.

4
94

.9
11

8.
1

20
06

21
0.

8
64

.1
10

3.
9

17
2.

8
15

3.
9

11
6.

3
11

2.
3

14
8.

6

20
07

23
1.

5
74

.2
11

0.
6

18
9.

8
17

8.
3

12
3.

8
10

6.
5

15
3.

4

20
08

26
9.

0
91

.0
10

8.
3

22
0.

5
21

8.
5

12
1.

2
10

0.
9

18
2.

0

20
09

31
3.

2
94

.1
11

4.
9

25
6.

8
22

6.
1

12
8.

6
11

3.
6

19
9.

7

20
10

35
5.

0
10

0.
0

11
3.

1
29

1.
1

24
0.

1
12

6.
5

12
1.

2
23

0.
1

20
11

39
0.

9
10

6.
7

11
0.

6
32

0.
5

25
6.

3
12

3.
7

12
5.

1
25

9.
1

20
12

42
2.

7
11

4.
8

12
7.

6
34

6.
6

27
5.

6
14

2.
8

12
5.

8
24

2.
8

20
13

47
5.

1
12

2.
7

12
9.

1
38

9.
5

29
4.

6
14

4.
4

13
2.

2
26

9.
8

20
14

45
8.

8
12

6.
7

13
0.

6
37

6.
2

30
4.

3
14

6.
1

12
3.

6
25

7.
5

A
n

n
u

a
l 

A
v

er
a

g
e 

G
ro

w
th

 2
0

0
1

-2
0

1
4

9
.9

8
.3

2
.7

1
.5

7
.0

T
a

b
le

 1
0

C
o

st
 o

f 
P

ro
d

u
ct

io
n

, C
o

n
su

m
e

r 
P

ri
ce

s 
a

n
d

 E
x

ch
a

n
g

e
 R

a
te

s 
in

 S
ri

 L
a

n
k

a

N
o

te
:

U
S

 a
v

er
a

g
e 

a
n

n
u

a
l 

in
fl

a
ti

o
n

 d
u

ri
n

g
 2

0
0

1
 -

 2
0

1
4

 w
a

s 
2

.1
%

.

S
o

u
rc

e:
C

o
st

 o
f 

P
ro

d
u

ct
io

n
 -

 D
ep

t.
 o

f 
C

en
su

s 
a

n
d

 S
ta

ti
st

ic
s,

 C
P

I 
(C

o
n

su
m

er
 P

ri
ce

 I
n

d
ex

) 
a

n
d

 E
x

ch
a

n
g

e 
R

a
te

 f
ro

m
W

o
rl

d
 B

a
n

k
, 

2
0

1
7

.

230

H. N. Thenuwara

Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Country Inflation      Exchange          Real
     %          Rate       Exchange

Depreciation           Rate
          % Appreciation %

Kenya 9.4 0.8 6.5

Indonesia 6.9 1 3.8

Sri Lanka 8.3 2.7 3.5

Vietnam 8.2 2.6 3.5

India 6.8 1.9 2.8

China* -0.4 -2.1 -0.4

Table 11
Inflation, Nominal Exchange Rate Depreciation and Real Exchange
Rate Appreciation viz-z-viz USA in Competitor Countries – Annual

Average Values from 2001-2014

Notes: Appreciation of the real exchange rate = Home inflation - US inflation -
Depreciation of the Exchange Rate.  China : Inflation data is from 2010 to
2014. USA : Annual average inflation rate is 2.1% during 2001-2014.

Source: World Bank, 2017.

5.6  Strengthening the Unique Brand

Sri Lanka's best opportunity in sustaining the tea sector is strengthening the unique

brand of 'Pure Ceylon Tea'.   Sri Lankan tea already commands a premium price.  The

availability of Sri Lankan tea  is becoming restricted, thus quality and brand uniqueness

are essential for continuing command in high price. This is a task that needs to be

worked out by all private and public sector stakeholders.

5.7  Integrating Deeper in the Global Value Chain

The global tea value chain consists of the producer, auctioneer, blender or packer,

wholesaler, and retailer, who meets the consumer demand (Ali et. al., 1997).  At each

stage of the chain, the value of tea increases.  Sri Lanka began as  a  producer  and  later

became  a  significantly  large  auctioneer,  and  producer  of  value added tea by way of

packeted tea, etc.  The production of value added tea has been increasing  overtime,  as

seen  in  Figure  10.  The  value  added  tea  is  mostly  in packeted form, and the growth

of other finer forms of value addition such as tea bags and instant tea has not been

growing fast enough.
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Figure 10
Composition of Sri Lanka Tea Exports - 000 MT

Source: Sri Lanka Tea Board, 2014.

                               Loose Tea                                                    RTD Tea
Supplier    Value     % Cumula- Supplier    Value    % Cumula-

USD Mn.   tive % USD Mn.   tive %

Lipton 275 21.3 21.3 Arizona 678 20.9 20.9

Bigelow 158 12.2 33.5 Lipton Pure Leaf 549 16.9 37.8

Twinings of 103 8.0 41.5 Lipton Brisk 345 10.7 48.5
 London

Celestial 74 5.7 47.2 Lipton 323 10.0 58.4
Seasonings

Luzianne 62 4.8 52 Gold Peak 244 7.5 66.0

Yogi 45 3.5 55.5 Snapple 223 6.9 72.8

Tazo 44 3.4 58.9 Arizona Arnold 204 6.3 79.1
Palmer

Tetley 30 2.3 61.2 Lipton Diet 193 5.9 85.1

Keurig Café 25 1.9 63.1 Diet Snapple 108 3.3 88.4
Escapes

Private label 88 6.8 69.9 Peace Tea 64 2.0 90.4

Table 12
Top Retailers of  Loose Tea and Ready to Drink (RTD) Tea in the USA in 2015

Source: Beverage World, Statista (2017).
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The tea industry in Sri Lanka has played an important role in terms of its contribution to the 
national output, employment and net foreign exchange earnings from its inception in 1867. 
The industry has undergone a number of changes over the last 150 years. During this period, 
the ownership of tea lands has changed from privately-owned large scale tea plantations to 
nationalized tea plantations managed by the state, and to the present day regional plantation 
companies owned by private companies. 

In recent times, the smallholder sector of the tea industry has also grown eclipsing the tea 
plantations as the main source of tea production in the country. The industry is changing 
rapidly in many other ways as well, due to the increased international competition, 
expansion of the small holder tea sector, labour issues, automation, changes in 
demand for tea, climate change and multiplication of quality standards.

This publication documents as to how the tea industry has changed over 
time and considers the future prospects for the industry. Areas 

covered by the book include, the challenges faced by the 
plantation and smallholder sectors, labour issues facing 

the industry, the role of the Tea Research Institute in 
improving the profitability of the tea sector, standards 

governing the tea value chain, the Colombo Tea 
Auction, vulnerability of the tea Industry to climate 

change, and future of Sri Lanka's tea industry.                 
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