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Exportable Surplus and Domestic Consumption:
A Case of Tea

K. S. Duinpsa*

Introduction

A country’s export performance may be explained by several factors associated with
demand and supply forces. The existing literature has mainly focussed attention on two

factors, namely external demand and relative éxport prices. The export supply which seems
to be the major determinant of export performance in many developing countries, especially
of densely populated countries with rapid growth of population, has been relatively neglected.

It appears that in India, rapidly increasing population and the consequently rising
domestic demand for tea along with the slowly increasing production have been responsible
for poor export performance of tea. In view of this, the present study is carried out with

the following specific objectives :

. to examine India’s export performance of tea.
2.  to identify the factors responsible for increasing domestic consumption of tea
India’s export performance in respect of tea can be examined by looking at India’s
share in world tea exports over the past two decades. The poor export performance is evi-
dent from the fact that India’s share in world tea exports declined from 36.6 percent in
1960-61 to 23.0 percent in 1978-70, while East Africa’s share in world tea exports increased
from 5.7 percent in 1960-61 to 18.2 percent in 1978-79 (see Table 1).

One of the major factors responsible for poor export performance of Indian tea may
be the lack of export supplies. Export production ratio indicates the proportion of output
which is exported. Table 1 (column 4 ) presents the export [ prodution ratio of tea over
the past two decades. It is clear from the table that export production ratio declined from
60.13 percent in 1960-61 to 30.11 percent in 1978-79. The declining export /| production
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TABLE 1

" India and East Africa’s Share in World Tea Exports and Export

Production Ratic and Consnmption of Tea

India’s EBast Africa’s Export / Consumption
share in share in Production of Tea in

Year World Tea World Tea ratio of India in ‘000°

Exports Exports Indian Tea . Metric Tonnes
(%) 9]

1 2 3 4 5
1960-61 36.6 5.7 60.13 126.8
1965-66 33.2 6.9 54.42 162.8
1970-71 31.4 11.6 47.84 213:0
1971-72 o321 11.7 44.22 222.0
11972-73 S80S 14.1 46.21 236.9

197374 210 14.7 40.06 260.0 -
v1974-75 291 13.8 43.00 260.0
1975-76. - 29.3 14.0 44.78 272.0
.1976-77 29.8 15.0 45.64 286.0
197778 288 15.9 4127 300.0
197879 . 23.0 | 18.2 30.11 314.0

Source : Calculated from (A) Tea Statistics, Various Issues published by Tea Board -of

India (B) Annual Bulletin of Tea Statistics, Various Issues published by International

- Tea Committee

31atio! 51gn1ﬁes that more of productlon is being dlverted towards domestic consumption.
Fhis "in turn shows high domestic demand pressure (see column 35, Table 1).
Jn. order to examine the trend in export / output ratio for tea, in better way, a trend

- function has been fitted to the data from 1960-61 to 1978-79. The trend function is of the

type :
‘ X=A-+Bt
. where,, X .stands for export [ output ratio for tea
...~ t signifies the time variables
The estimated equation is as follows:
X=.624— 0140t ' R2=.7853
(-7.6521)

(Figures within bracket signify t value)

It is found that there is negative trend in export [ output ratio for tea and.it is |stati-

stically ‘significant at 1 percent level of significance. R2 is also significant at 1 - percent level

of significance.
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It is obvious from export / output ratio of tea and trend fitted fto it that less of pro-
duction of tea is being exported and more of it is retained at home. In 1977-78 domestic
consumption appropriated about 33.96 percent of domestic production wheteas in 1960-61
consumption took only 39 53 percent of domestic production. Thus, in case of tea, India’s
capacity to export scemed to be greatly weakened by increasea domestic demand.

Supply Function of Tea

In some cases domestic consumption as well as production may operate as effective
constraint on the supply of exports. To examine the joint effect of production and consumpti-
on on exports the following equation has been tried for the period from 1960-61to 1978-79,

X=a+b(0+M+5~-C) 4+C (E)
or X=a+b(q) +C (E)
where, X =quantum of exports of tea
O =outpt of tea
M =imports of tea
S =opening stocks of tea
C = consumption of tea
E =private final consumption expenditure of tea ,

Data on private final consumption expenditure at 1970-71 prices has been collected
from National Accounts Statistics published by C.S.0. For all other variable information
has been obtained from Tea Statistics published by Tea Board of India". The esti}rjnate@l
equation is as follows: |

X =181.444 .4238 (q) - .0004 (E)
(4.161) (-2.927)
R*= .5744 .

As is obvious from the t values given in the brackets, that the estimated coecfficient -
of exportable surplus (O+ M -+ 8-C) and private final consumption expenditure are signi-
ficant at 1 percent level of significance.

It implies that if exportable surplus increases by one unit, quantum of tea exports will
rise by .4238 units. And one unit increase in private final consumption expenditure will
cause .0004 units reduction in tea exports. It signifies that exportable surplus isan effective
constraint on tea exports and private final consumption expenditure adversely affects tea
exports.

Domestic Consumption
. In order to examine the influence of income, relative prices, population on consumption
of tea in India, the following models have been used. ' '
MopEL. (1)
Y=a+b (py/p,)+€X - ... ()
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where, Y =aggregate consumption of tea in India

P, =domestic price index

P, =export price index

X ==national income of India at constant prices
MopeL (2)

Y=a+b (p)+CX . (@)

Model (2) is similar to model (1) with one exception that price variable refers to do-

mestic price of tea deflated by index of wholesale food prices.

Here p represents the domestic price of tea deflated by the index of wholesale food
prices. Other variables are similar to those of model (1).

MobsL (3)
Y=a-+b (p)+CX )]
Y = per capita consumption of tea in India
X = per capita real income of India
p is as explained for model 2

Annual data has been used, for the period 1960-61 to ]977—78; both years inclusive.
Data for exports of tea, consumption of tea, its ' domestic price is obtained from Tea Sta-
tistics published by Tea Board of India. Data regarding national income and wholesale
price index of food arficles has been collected from Statistical Abstract published by - Cen-
tral Statistical Organization and Coffee Statistics published by Coffee Board of India respec-
tively. Informotion for export price index has been obtained from RBI’s publication, Report
on Currency and Finance. All the three models are in linear form. :

Results (1), (2) and (3) are presented below: ‘

Y =104.7205 4 .0009* (p,/p,) -+ .0009* X . (D

(18.5) (16.68)
R3 = 9587
¥ =-58.916 ~ 2352 (p) - .0009* X (2
(-1.945)  (15929) o
o R*= 9559
¥ =- 2164 ~ 6007 (p) - .0011* X e 3
(2.367)  (5.96) | o
' RZ= .9598

Figures in parentheses indicate t values.

# Signifies that coefficient is significant at 1 percent level of significance,

- In model (1) R? is significant at 1 percent level of significance. Both income coeffici-
ent and relative price coefficient are also significant - at 1 percent level of significance. It
implies that both relative prices and real income affect significantly the consumption of tea in
India but the values of estimated coefficients are very small.



Dhindsa : Exportable Surplus and Consumption of Tea [ §

In case of model (2) and (3) R? is significant at 1 percent level of significance In-
come coefficient is also significant in both at 1 percent level of significance. Price coefficient
is insignificant in model (2) and (3). It shows that real income affects the consumption of
tea more than the domestic price variable.

In order to estimate income and price elasticities and to examine the influence of real
income, prices and population on consumption of tea in India, models (1), (2) and (3) have
been estimated in double log forms. The estimated models are as follows: ‘

log Y =-4.9720-F ,8292* log (p,/p,) + -8057* log X . (1)
' (4.825) (4.633)
‘ = .6181
log Y =-11.877-—.1769 log (p)--1.0209* log X e ()
| (-2.043) (12.584) SRS
: R% = 9350
log Y =-9.7012 - 2472 log (p) +1.5464* log X (3
(-2.35) (4.2955) '
’ : RZ = 6406

Figures within the brackets indicate t values

* signify that estimated coefficients are significant at 1 percent level of significance,

In all of the three models R? is significant at 1 percent level of significance. Income
coefficient is also significant in all at 1 percent level of significance. But price coefficient is
significant only in case of model (1). This again signifies that income affects consumption
of tea significantly.

Model (1) yields the income elasticity of demand equal to .8057, which implies that 1
percent increase in real income will cause .8057 percent increase in consumptlon of tea
keeping the effect of other variables constant. In casé of models (2) and (3) this’ income
elasticity has increased to 1.0209 and 1.5464 respectwely The high mcome elastlclty of
demend clearly indicates the strong pull exerted by domestic market on tea output More-
over elasticity of demand with respect to per capita real income is higher than w1th respect
to aggregate real 1ncome This underhnes the role of population in the rapld]y mcreasmg
consumptlon of tea. ‘

Conclasions

The study shows that India’s share in world tea exports declined rapidly .during the
period 1960-61 to 1978-79. Export ; production ratio for tea also declined sharply
during the same period. The declining export / production ratio signifies that more of
production is being diverted towards domestic consumption. The trend function analysis
of export / output ratio revealed that in case of tea, India’s capacity to export has been
greatly weakened by increased domestic demand.
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In order to examine the joint effect of production and consumption on exports, the
supply function was estimated. The estimated coefficient of exportable surplus has been
found to be statistically significant. This signifies that exportable surplus is an effective co-
nstraint on India’s tea exports.

It is also found that domestic price of tea does not significantly affect consumption
of tea in India. It is further revealed that increase in real income of the people results in
significantly higher consumption of tea. Since elasticity of demand with respect to per capita
real income is higher than with respect to aggregate real income, this underlines the role of
population in the rapidly increasing consumpion of tea. Thus the rapid growth of po
tion and increase in real income are mainly responsible for increased domestic consum

pula-
ption

of tea.

The policy implications which can be derived from this study are as follows : |

1. Tf the Government of India wishes to increase tea exports, it must increase the ex-
portable surplus of tea; and o

2. Since population and real income have been found to be mainly responsible for
increasing domestic consumption of tea in India, the growth rate of population must be

slowed down in order to increase exportable surplus of tea.

References
1. Ahkmaj; J. ¢1976): * ‘Domestic Demand and Ability to Export in Developing Economies; Some Prelimi-
. nary Results”, World Development, Vol. 4, No. 8, pp. 681-685.
2. Ball R, J.; Eaton, J. R. and Steuer, M.D. (1966): *“The Relationship Between United Kingdom
: Export Performance in Manufactures and The Internal Pressure of Demand”’, Economic Journal,
‘ Vol, 76, pp. 501-518,
3. Cooper, R. A,; Hartley, K, and Harvey, C. R. M. (1970): Export Performance and the Pressure of De-
. mand (Allen and UnwinLtd.)
4, Dhindsa, K. S. (1981): India’s Export Performance (New Delhi: Intellectual Publishing House),
5. Leff, N. H. (1967): «The Exportable Surplus Approach to Foreign Trade in_Under Developed Coun-
tries’®, Economic Development and Cultural Change, Vol. 17, pp, 346-355.
6, Morrison, T, K. (1977): <The Effects of Population Size, Population Density on the Manufactured Ex-
ports of Developing Countries’, Southern Economic Journal, Vol, 43, No. 3, pp. 1368-71.
7. Singh, Manmohan (1964): India’s Export Trends and the Prospects For Self Sustained Growth (Oxford:
‘Clarendon Press). ’



