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ABSTnACT
;-

'I"t: s stuc!y h8.s h3.d t',;O najor objecti ves. The first

~.:as to construct. an econometric f.1odel of the uorld tea

r.lar!:ct, pD.~1"in': particular attention to its noncompetitive

r.!:1r!:et structure. The second was to apply the model to

ex~nine whether there ~iGht be potential ~ains for the

producin~ countries from cartelization of the supply of

estate tea. TI1e estate tea rnurket was found to be
I

monopsonistic, and the econometric model was developed

w~thln this market structure. To the best of my knowled~e,

thi::;; i::;; tHe first econometri c model of a vorld commodi t:r

mar!:et (:eri ved "Ii thin a theoreti cal framework of. quantity

and price ~etermination ,in a monopsonistic market structure.

'::i thin the model, a distinction vias dra"m bet"leen

est~te t('~ (or input or producer tea) and consumer tea (or

out~ut or retail tea). Estate tea is the tea which is.
produced as a finished product ready, except for blendin~,

, .
for consumption, but ~his estate tea does not usually reach

the cohS\imer direct11_ It is '3enerally bou~ht from the

producers by an intennediar; who blends, packa~es, brands

and (!i strl butes it to the final consumers throup:h retailers.

Thi:::; is the -Lea ,·..hich .; ~
_0 desi~nated as consumer tea •

To exam~ne whether cartelization is worthwhile and



L

to estimate the potential

(:. V)

..
. ...

~.:l.lnS .1. rom cnrtelizrttion, a

-.-

..

theoreti cal fOIi'mlation \"as developed expli ci tly \vi thin the

framework of quant~ty and price determination in a
,-

monopsonistic market structure., The relation bet\'leen this

formulation and the relevant fo~ulation in the case of
)

per:ect competition is also sho~m. The econometric rrJ1del was

specifically desi~ned to allow the estiMates of potential
.

~ains from cartelization under alternative versions of a tea

producers' cartel to be calculated. The model allows one to

estimate potential {':ains in the short-run as Hell as :in the

lonC""-run.<...'

Alternative versions of the econometric moeel were

estimated by two sta~e least squares (2SL8) and constra-~-j

nonlinear least squares (CnLS).- In the CNL3 method" estimates

of the structural parameters were obtained via simultaneous

estimation of constrained reduced form equations. Further, a
~

sub-model of tea acrea~e response equations for Sri Lanxa,

India, Afri can countri es, and the Rest Of tr.e WorI':: 't,;as a1 so
""

estimated by ordina~r least squares (01S).

~~o alternative cartels were-considered: 1) Sri

Lanka acts alone as. a cartel, and 2) Sri Lanka and India

t08ether form a cartel. Potential gains seem to exist only

in the short-run in the former case while there seems to be

substantial Gains in both the short-run anq lonr--rlli' in the

latter case.
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CHAPT~R 1
•

()

INTRODUCTION AND OUTLINE OF THE STUDY

"

INTRODUCTION: ...
"

The purpose of this dissertation i~ to develop an

econometric model o£'theowQrld tea market, paying particular
~. " ...

r=attention to its noncompetitive marketstructu~e, and to

.'

/

~....~ ..".. -

- ;I, :.

,

use- it to exqmine whether there mrght be scopeifor-, .
,: increasing produc~r t~a:'=Rtlifes ~d tea export earnings

from ~artelizati~~Df t~~'s~pply. _
,

All ~he major tea~exporting pountri~s are less
• P'

, developed c~untries/'".(LDC~-p}. It is a widely known :ract~'at
~ --'.. - ". . ~.

least in the develbpm~nt econo~1cs literature, that the.,
, -

availability ~f fo~eign exchange is an important ~on~traint
i-~~ 1 .. ,. •

on the achievemen~ oT development, goals o£ most LDC's.

-These include ~ll ,the majpr tea .exporting countries. 1he

rollowing th~~e QUotations 'selected £~om three indeR~ndent

~our¢es should conv:t~'c~:tJie~'f:.mi4~r read-er Of" the '
0, ,

signi£icance of'the £oreign exchange constraint facing the
. <.J; ,

major. tea .exporting cou.ntries.
, ~ , ). .

.,
/ '
Jere R.'Behnnan (1971), in the introduction to his

.'

study, "Econome~rtc Model Eimulations of'.the'World Rubber
,

1



.
Market, 1950-19$0"., states that:

/ 2

·'The availability of .foreign exchange is widely /'
recognized to be an important cpnstraint on the ~~

economic options o~ most, less deve~oped nations. The,
two gap models of Chenery and Strout and of others,
.for eX¥ffiple, provide one vivid (although perhaps'
oversimpli.fied) illustration of this recognition. The
major source o.f foreign ex~hange for most such
countries, of course, 'is exports. Oiyen the relatively.
slow rate of growth or most other fore~gn exchange
sources, exports \rill continue to be the major provider
of foreign exchange for most less developed economies
and considerable,expansion of foreign exchange earnings
from this source is almost a 'necessity_ if 'i;here is to
b~ a reasonable probability o~ f~lfillment of
dev€lopment goals". (P.3)., " .

,
The Five Year Plan (1972-76) of

c

Sri Lanka, th~
1 ,

world's largest tea exporter, states that:
/

"A "major factor that would constrain the rate of Sri
Lanka's economic growth in the coming years is' the'
shortage o~ foreign exchange. \Vhile the situation
demands the utmost economy ~n the use of foreign
exchange resources, it also demands a vigorous and
sustained e£fort to increase foreign exchange.
earnings through exports" (P. 93) • . .

11orgenston and Muller (1974), in their article,

/

/
(

. L
'~f

,
u:-1ultinational Corporations a:nd Balance of Payments Imp~cts

-1 .r
Behaviour", state that:

in LDC's: An Econometric Analysis of Export Pricing

nIt has been recognized that during the decade of the
1970's most Third World Nations'will be £acing an
ever increasing balance-of-payments Rroblem; namely,
insu~fic~ent foreign exchange earnings to finance
th~ir'im~orts of capital goods J "intermediate inputs,
and bas.ic consumption. goods". tP .304~~ -

. )

As Table 1.1 demonstrates, tea is an ~mportant

,foreign exchange earner. It is the major .foreign ex·c?an,ge
~.

~ .



..

. .

"

'~_.

TABLE 1.1

*Tea §zporters an~ the Importance of Tea As a Forei~

Exchange Earner,1969-1972

(1)

Country

(2)

Percenta~e of World
Tea Exports '

(3 )

Percentage or'
Total Export
Earnings

Sri Lanka 34.5

India 33.7'

East Africa 17..6
" .

--#

f} Keltya 6.5

Malawi 3.1

Uganda .' 2.9

Mozambique 2-.9

Tanzania 1.4

Rl!landa and
Burundi .. '0.,8

Inponesia 6.4

- Other
*Coun~ri-es 7 .. 8

-100.0 >

58.0

9.8

7-.0

J •

, I,

. .
Source: 'Column (2) was computed from Inte~national

Tea Committee (I.~.C), ~~nua1 Bulletins' of
, \ ' , --

Statistics. Column (3) was computed from .'

I.T."C~Bulletlns combined ¢th th,e,.
. '.

~Internation~l Finaricial'Statisti~s (I.F.S.)

Bulletins.

* See footnote ~.
















































































































































































































































































































































































































































