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Foreword

Tea has a long tradition of cultivation in Georgia, where the first tea plants
were introduced as early as 1845 in experimental plantations along the Black
Sea coast. By the turn of the twentieth century tea had become a crop of
industrial significance and Georgia, by that time part of the Russian Empire,
was the key tea supplier to the rest of the country. In fact, peak production
occurred in the mid-1980s at 150 000 tonnes per year on an area of over
65 000 ha, and Georgia was by far the largest tea producer in the former
Soviet Union. Azerbaijan was at that time producing around 35 000 tonnes
per year, and these two former Soviet republics accounted for over 95 percent
of the Soviet Union’s domestic tea production and for the bulk of the Soviet
Union’s domestic tea supply.

The structural changes that followed the collapse of the Soviet Union
in the early 1990s led to a rapid decline in the Georgian tea sector. In 2014 the
cultivated tea areas reached a historic low of 1800 ha of which a mere 800 ha
were productive — a 99 percent decrease from peak production years in the
1980s. Total tea output, in turn, decreased to under 2000 tonnes per year,
which is a tiny fraction of the large volumes produced during Soviet times.

However, interest in the tea sector hasincreased in recent years and in
an effort to revive its once thriving tea sector, the Georgian government
started a Tea Rehabilitation Program in 2016 to subsidize weeding, pruning,
and other operations, with the objective to rehabilitate up to 7000 hectares
of abandoned tea plantations over a number of years.

In spite of a long tradition and accumulated know-how of tea production
and processing, there is little doubt that investments in both technology and
knowledge will be required for Georgia’s tea sector to grow in a successful
and sustainable way. Production must focus on efficiency and quality, while
keeping in mind that the environment is critical to achieving this.

Itisin this spirit that the joint sector review of the Food and Agriculture
Organization of the United Nations (FAO) and the European Bank for
Reconstruction and Development (EBRD) aim to provide a general overview
of the Georgian tea sector, with a focus on the key sector aspects such as
financial profitability, quality, international competitiveness and
environmental sustainability. Ultimately, our hope is that this report will serve
as a basis for informed policy and investment decisions to national and
international stakeholders with an interest in this promising sector.

1o A
i x
1A
Natalya Zhukova Mohamed Manssouri
Head of Agribusiness Director
European Bank for Reconstruction FAO Investment Centre

and Development (EBRD)
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Executive summary

THE GLOBAL MARKET

Globaltea productionincreased from 4 to over 6 milliontonnes between 2007
and 2017 (Figure E1), however, increasing tea consumption and production is
mostly dueto populationgrowthin producing countriesand nottoconsumption
growthin high-value importing markets. Afterincreasing for several decades,
globalteatrade has stagnated since 2010 at around 2 million tonnes per year,
equivalent to around USD 8 billion (2018). Kenya is the largest exporter in
terms of volume (500 000 tonnes); however, China is the most significant
exporterinterms of value (USD 2 billion) and together with the other two major
exporters - India and Sri Lanka - the four countries account for two-thirds of
the global tea exports by value (Figure E1).
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BN Kenya China Sri Lanka India
Rest of the world Total supply (right axis)
Figure E1

Evolution of global tea supply and exports (in million tonnes)

SOURCE: FAOSTAT. 2020. [online]. Supply Utilization Accounts. www.fao.org/faostat/en/#data/SCL.

Growth in demand for and production of green tea is expected to reach
7.5 percent per year by 2027 and will stay considerably higher as compared
to that of black tea (2.2 percent per year for the same period).

In turn, the specialty* and health and wellness? sub-categories are
where the most growth is happening globally, with Europe and North American
markets leading the way.®

1 Teas sold in counts of less than 40 servings per packet.

2 Those products that claima functional effect on the body.

3 It should be borne in mind, however, that “tea” in this context translates to anything that
can be infused with hot water, other than coffee, cocoa and a few grain derivatives. Within
these markets Camellia sinensis (“real tea”) is morphing from teabag cut material towards
more leafy types (Orthodox manufactured teas) and green teas but the largest increase is
in the herbal sector, predominantly within the “functional” group of products in the
health and wellness category.


http://www.fao.org/faostat/en/#data/SCL

In terms of price developments, the average FAO Composite Tea Price
(FAO, 2018) remained firm over the last decade until 2014 where there was a
5.3 percent decline, mainly due to the weakening of the crush, tear and curl
method (CTC) tea prices. Prices recovered in 2015, reflecting the recovery in
CTC prices offsetting the decline in Orthodox teas asimportsinto the Russian
Federation, and the Near East fell due to weakened economic growth rates
associated with lower world oil prices.

In the medium term, the projections suggest that supply and demand
of black tea will be in equilibrium by 2027 at a price of USD 3 per kg. Prices
over the last decade increased from an annual average of USD 2.39 per kg in
2008 to USD 3.15 per kg in 2017, with monthly peaks of USD 3.18 per kg, USD 3
per kgand USD 3.26 per kg, reached in September 2009, December 2012 and
May 2017, respectively. The projections indicate a decline in nominal terms of
1.4 percent, while in real terms, prices would actually decline by an annual
average of 3.6 percent over the next decade (Figure E2).

nominal

real

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
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2025
2026
2027
2028

Figure E2
FAO Tea Prices (USD/Kg) baseline projections to 2027

SOURCE: FAO. 2018. Current Market Situation and Medium-Term Outlook for Tea to 2027.
Twenty-third Session of the Intergovernmental Group (IGG) on Tea, Hangzhou, China,
17-20 May 2018 [Cited 12 May 2021]. www.fao.org/3/BU642en/bu642en.pdf.

XVi

The stronger demand for green tea and health and wellness teas as well as
for high quality expected in developed markets, suggests that these product
categories should be areas of focus for the Azerbaijaniteaindustry inthe next
decade.

Infact,according to sector experts, itis likely that within adecade there
will be a two-tier industry: one providing industrial grade tea (for extraction
for bottled teas, decaffeination and less discerning markets) and another
highly bespoke hand-crafted tea industry, providing relatively small quantities
of expensive but high-quality teas. This fact suggests two possible main
strategies for producers: (i) to be a low-cost provider of industrial tea; or (ii)
to focus on producing high-quality tea in line with consumers’ expectations
within developed markets.
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PRODUCTION

Key production indicators

As part of the Union of Soviet Socialist Republics (USSR), Georgia was the
main producer and supplier of tea to the rest of the Soviet Union with a
production of over 150 000 tonnes from an area of over 65 000 ha in the
mid-1980s. The transition to a market economy and the loss of the former
Soviet market following the break-up of the USSR led to a rapid and drastic
decline of the tea sector. The cropped area reached lows of 1800 ha in 2014
of which a mere 800 ha were productive — a record low and a 99 percent
decrease from peak production years in the 1980s. Production, in turn,
decreased to values typically under 2000 tonnes per year.

Although teais an integral part of Georgia’s rich agricultural heritage,
it has not been the main source of income for farmers. In fact, the net value of
tea production at the farm level in Georgia according to FAO data decreased
from USD 25.5 million in 2000 (3 percent of farm total) to USD 3.2 million in
2016 (1 percent) as milk, grapes, meat, hazelnuts, potatoes, tomatoes and
other products generate more income than tea. When measured by its net
production value (in constant USD 2004-2006 prices), tea also generated
less income per hectare in 2014-2016 (USD 1071/ha) than the average farm
income (USD 1769/ha) derived from all crops. While tea production has been
marginally more profitable than the production of cereals and certain types
of fruits and vegetables, it is clear that it is not the main investment priority
for farmers.
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Figure E3
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SOURCE: FAOSTAT. 2020. [online]. Value of Agricultural Production. www.fao.org/faostat/en/#data/QV.

More recently, partly as a result of the Tea Rehabilitation Program, the
productiveteaareaexpandedfrom 803 hain 2014 to0 1827 hain 2018. Currently,
the area under tea represents around 0.4 percent of the country’s total
cropped area (compared to around 5 percent in 1992) and around 1.5 percent
of the land area under permanent crops.
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Figure E4
Georgia - Key tea production indicators

SOURCE: FAOSTAT. 2020. [online]. Production Indices. www.fao.org/faostat/en/#data/QI.

Tea plantations are situated in the coastal plain of western Georgia, where
mildtemperatures, highhumidity and year-round precipitation offer favourable
conditions for tea cultivation. The tea growing area is split between four
administrative units: the regions of Samegrelo-Zemo Svaneti (often referred
to simply as Samegrelo), Imereti and Guria and the Autonomous Republic of
Adjara. According to 2015 estimates by the Ministry of Environmental
Protection and Agriculture (MEPA), 5971 ha were to be considered for
rehabilitation out of about 9000 ha of the remaining tea plantations. Between
2016 and 2018, over 1000 ha of the old tea plantations were rehabilitated,
bringing the total productive area to 1800 ha. The regional distribution of
plantations considered for rehabilitation and actually rehabilitated plantations
until 2018 is described in Table E1.

Table E1
Tzz pelantations considered for rehabilitation and actually rehabilitated plantations,
2016-2018
Considered for Rehabilitated Number of plantations
Region rehabilitation (ha) 2016-2018 (ha) rehabilitated (2016-2018)
Samegrelo 2553 493 15
Guria 2202 203 13
Imereti 978 327 21
Adjara 238 0 0
Total 5971 1023 49

SOURCE: Geostat. 2021. [online]. www.geostat.ge/en.

Xviil
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According to the 2014 Agriculture Census, there were 173 productive
plantations in Georgia with an average size of 4.6 ha. Between 2016 and 2018,
49 plantations with an average size of 21 ha were rehabilitated, bringing the
total number of productive plantations to 222 and increasing the average
productive plantation size considerably to 8.2 ha. This may indicate that the
tea rehabilitation programme has benefitted mostly large farms. This could
be attributed to the conditions for rehabilitation (described further below in
the section on policy), which make it more difficult for smaller farmers to
benefit from state support.

As rehabilitated plantations can take from three to seven years to
become fully productive depending on the intensity of pruning applied and
other factors, anincrease in production is not yet visible, furthermore, 2018 saw
the lowest green tea leaf output in Georgia at just over 1500 tonnes (Figure E5).
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I Adjara Guria Imereti I samegrelo

Figure E5
Production of tea leaves per region (ths tonnes)

SOURCE: Geostat, 2018. Data taken from National Statistics Office of Georgia. [online]. www.geostat.ge/en.

Yield estimatesfor 2015, before the rehabilitation programme started, suggest
an averageyield ofaround 2.5tonnes/habased on atotal greentealeaf output
of 2100 tonnes from a productive area of about 800 ha. This is slightly higher
thanthe global average of 2tonnes/ha. It must be borne in mind, however, that
as opposed to many other crops, the performance of the primary production
of tea can hardly be assessed based solely on yields. In fact, plucking more
leaves in one harvesting round will increase harvest occasion but can have a
significant negative impact on quality and yields. While harvesting decisions
areinherently localand need to be made on a case-by-case basis, they always
require a careful cost-benefit analysis of quality versus quantity in view of the
local context (agro-climatic conditions, production costs and especially
labour costs, prices, target markets). We examine such production issues in
more detail in sections 2 and 3.
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Financial profitability

Crop profitability per unit of land is a key factor influencing land use decisions
by farmers. Our findings suggest that as per the currently dominant production
methods (Model 1, Table E2) tea profitability per hectare is low. However, tea
profitability per hectare in Georgia varies considerably depending on the
production and harvesting practices adopted, and our analysis also shows
that changes in existing practices can considerably improve tea profitability
through a careful examination of improvement options on a case-by-case
basis (Models 2-5). Nevertheless, even in this case there appear to be other
crops more financially attractive to farmers Georgia’s tea growing regions,
such as blueberries or hazelnuts for instance (see Models 7 and 8).

Our net present value (NPV) and financial internal rate of return (FIRR)
estimates take into consideration a period of 20 years. Since the cost of land
is around GEL 15 000/ha and this is the single most significant investment
cost (when required), it therefore has a significant impact on NPV and FIRR.
This is illustrated in sub-models (a) and (b) of Models 1 and 2. In Model 1
(rehabilitation without changes to current practices) the NPV is invariably
negative and the FIRR is only positive in the case where no investmentin land
is required. As illustrated by Model 2, improvements in production practices
have the potential to significantly increase profitability per hectare due to
improvements in quality, resulting in higher farm gate prices, and also
presenting a positive NPV and FIRR in both sub-scenarios (with and without
investment in land).

Models 3 and 4 assume that investment in land, as in the first case
organic certification, is sought (subject to specific conditions which might be
difficult to achieve in any given plantation) and in the second case a new
plantation is considered. In spite of higher gross margins per haas compared
to the baseline model (M1), NPV is negative in both cases over a period of 20
years. Model 5 is where the highest gains are realized through improved
production practices and the introduction of mechanical harvesting. As the
gains are significant enoughto bring NPV to positive values even if investment
in land is considered, only this scenario is shown.

While our financial benefits summary for different scenarios is only
indicative — as such benefits are ultimately farm-specific and depend on a
number of variables — it clearly suggests that there is significant potential for
improving tea gross margins through changes in production practices
combining a lower reliance on manual labour and improvements in quality. In
orderto make these improvements, the situation with the major tea origins must
be taken into consideration. Nowadays, tea farmers in Georgia receive higher
prices for the green leaf than their peers in India and Viet Nam (Table E3).

In addition, as most of the value added along the tea value chain is
created at the processing level in both countries, the picture is very different
for processors (Model 6). While assuming that processing from own tea
production from an estate of 10 haand a 25 percent share has a value of about
USD 15/kg of premium tea output, we estimate that gross margins of up to
USD 120 000 can be achieved for the processing unit. In this scenario, the
estimated FIRR over a period of 20 years is 55 percent.

Models 7 and 8, in turn, present the financial benefits for a new
blueberry and hazelnut plantation respectively, in both cases taking into
consideration investment in land. The financial benefits from blueberries per
unit of land clearly stick out in comparison with tea but also hazelnuts.
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Finally, Model 9is areplication of Model 1(a) (with investment in land) but using
economic prices. The related economic internal rate of return (EIRR) is

provided instead of FIRR.

Table E2

Financial benefits summary for tea under different production scenarios and other crops*

Margin NPV
Model Description GEL/ha USD/ha GEL uUsD FIRR EIRR
Old plantation rehabilitation with
Mi(@) ~Pusiness-as-usual (BAU) production 837 284 16102 | -5475 -5%
practices scenario with investment in
land
Old plantation rehabilitation with BAU
M1(b) production practices without 837 284 -2466 -838 5%
investment in land
Old plantation rehabilitation with
M2(a) application of improved agro practices 5900 2006 12778 4344 17%
with investment in land
Old plantation rehabilitation with
M2(b) improved practices and without 5900 2006 26 414 8981 44%
investment in land
M3 Old pllantatlc?r) rehabllltatlon and 36492 1938 -3940 1340 8%
organic certification
5319 1808 -18 657 -6343 4%
10 940 3720 40180 13 661 27%
355967 121029 1485527 505079 55%
M7 New blueberries plantation 28 888 9822 58203 19789 17%
6206 2110 -11092 -3771 6%
3058 1040 -6582 -2238 6%

SOURCE: Authors’ calculations based on field visits, 2019.

*An exchange rate of GEL 0.34 for USD 1 has been assumed throughout the report, valid at the time of

fieldwork in late 2019.
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Table E3
Average green tea leaf farm-gate price

Origin Price, USD /Kg
Georgia 0.30*
Azerbaijan 0.64**

Sri Lanka 0.57

India 010

Viet Nam 0.09

SOURCE: Authors.

*Average price for 20 percent of output at GEL 3 (USD 1.1) and 80 percent at GEL 0.35 (USD 0.13) depending on
quality.

**Average price for 20 percent of output at AZN 1.4 (USD 0.82) and 80 percent at AZN 1 (USD 0.59) depending on
quality.

Model 5 provides a discussion of options for reducing labour costs through
the introduction of mechanization when relevant, and in parallel to improving
leaf output, quality is key to improving Georgia’s competitiveness vis-a-vis
main global tea producers. Our estimates show that the current production
costs for manufactured tea (i.e. after processing) in Georgia are higher thanin
SriLanka, India or Viet Nam, where either higher-quality teas are produced at
asimilar cost or similar quality teas are produced at a much lower cost (Figure
E6).

5.29
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Viet Nam Sri Lanka India Georgia Azerbaijan

w

N

Figure E6
Estimated average cost of production for 1 kg of made tea (after processing)

SOURCE: Authors' own calculation.
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Processing

Processing factories are responsible for drying, withering, rolling, fermenting,
sorting, blending and packaging tea. In order to make 1kg of processed tea
(or the so-called “made tea”), 4-4.5 kg of raw tea leaves are necessary. The
average Georgian green tea leaf production for 2016-2018 suggests a made-
tea production of about 600 tonnes from locally produced tea leaves.

Thereare currently about 30 to 35 tea processing factories across the
country, of which seven factories are large while the rest are small- to medium-
sized enterprises, including 15 cooperatives. Most of the tea factories lack
enough raw material (green tea leaf) to process and are operating way below
their operational capacities. From this perspective, the requirement for
farmersto own or establish a processing plantin order to access government
support for tea plantation rehabilitation is counterintuitive.

Visits to these factories revealed that withering, one of the first and
foremost important steps in tea processing, can be improved to produce a
better quality of tea. Tea leaf processing typically takes place using old Soviet-
era machines, which can to a certain extent be renovated locally. These
machines were developed with a focus on maintaining a high volume of
production and not on maintaining or improving the quality of processed tea
leaves. Modern international quality standards require investment in better-
quality machinery suited for tea leaf supply and renovation of the processing,
packaging and storage facilities to comply with the hazard analysis and critical
control point (HACCP) and Global Food Safety Initiative (GFSI) standards.
Some investments have already been made with companies who have
managed to purchase new processing equipment from China, Japan or Turkey.
Inaddition, afew companies renovated factory buildings and have or are going
to acquire a certificate (ISO, HACCP).

There are two main methods of processing tea. The first and only one
used in Georgia is the standard, or Orthodox method; the second is the CTC
method.* Given that only the first method is employed in Georgia, our
discussion throughout the report is focused on the Orthodox method of tea
processing (see the definitions section for a description of both methods).

Exclusively black and green teas from the leaves of Camellia sinensis
are produced in Georgiain significant quantity, while white teaand oolong tea
production has started only recently and therefore the quantities remain
marginal. As the price of these products is high, local demand is limited.

Quality and competitiveness

Georgia has alegacy of black tea production from the Soviet period when the
focus was on producing the largest possible quantity at the lowest possible
cost. Nevertheless, it is truly believed within the sector that Georgian tea
production is of good quality. While every terroir hasits unique characteristics,
the bulk of Georgian production still needs to meet the standards of other
global competitors in terms of quality.

In this study, the organoleptic qualities of four Georgian teas as
comparedtoteasfrom several majorimport origins, which were chosen based
ontheirdominanceinthe Orthodox category, were reviewed (the methodology
isdescribed in Section 3). The top two origins (Sri Lanka and India) have better
developed characteristics than the domestic production, while Viet Nam is
similar. These teas therefore have a potential value in bulk form on the
international market.

4 For an explanation of these terms, see the Glossary section.
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The majority of Georgian black teas are bright but thin and lack development.
Quite often, the sourness of local tea can be attributed to the absence of pre-
manufacture care, as well as fermentation in some cases. This does not imply
alack of expertise withinthe sector but rather the result of amismatch between
the field and obsolete factories that are largely working under capacity.
Consequently, this adds to the cost of production (COP) and impacts the
quality and finish of the tea for a variety of reasons.

» At certain times the factories dictate when the farmers can deliver
the leaf; subsequently they decide if they have enough leaf to switch
on high-capacity processing equipment. Consequently, when
farmers leave the leaf on the bush too long, they are paid for poor
quality leaf instead of premium leaf that could have been delivered
if harvested at the right time.

« Working with individual smallholders, not all tea is going to mature
at the same time so leaf consistency, on receipt, can also be an
issue.

» Leaf production is very uneven throughout the season so the
processing equipment must be working at different capacities and
under different conditions, which requires a lot of work to produce
the same quality month to month.

In order to estimate the market price of the teas whose quality we assessed,
the scores of the sensory analysis were combined with other criteria that
determine the value of a tea in the international market, including leaf score,
defects and market weighing. The results summarized in Table E.4 show that
India and Sri Lanka fetch higher prices for comparable tea types. However, it
is evident that Georgia is indeed able to produce - although in extremely
limited quantities — high-end specialty teas targeted at premium and niche
markets (such as Oolong).

Without a doubt, improvements in quality are critical to the success of
the Georgian tea sector. While decisions on production strategies are highly
individual and depend on a number of strictly local factors, they invariably
need to be based on a solid cost-benefit analysis to ensure the financial
viability of individual undertakings and the Georgian tea sector as a whole.
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Table E4

Calculated values for Georgian and Azerbaijan leaf teas vs seven relevant competitive
origins (all producers of Orthodox leaf teas)

Origin Rate (%) Market price USD/kg
Kenya Kericho 3.83
Sri Lanka Low grown leaf 4.96
Malawi EP 3.90
Viet Nam Lamdong 218
Argentina Maingrade 191
China Green steamed 8.25
India Nilgiri orthodox 5.66
Kenya KTDA East of Rift 4.40
India Assam post second flush 5.27
India Darjeeling 14.60
Indonesia W Java 3.80
China Green Pan fired 10.50
Georgia Georgian Tea A 3.58
Azerbaijan Azerbajani Tea A 3.58
Georgia Georgian Tea B 3.60
Georgia Georgian TeaC 18.17
Azerbaijan Azerbajani Tea B 2.95
Azerbaijan Azerbajani Tea C 0.82
Georgia Georgian TeaD 4.27

SOURCE: Authors’ own elaboration.

Environmental sustainability

Although not to the same extent asin other maintea production areasin Africa
and Asia, tea productionin Georgiais exposed to the elements and vulnerable
to climate change. While recorded and projected changes may not result in
immediate adverse impacts, the vulnerability of current production as well as
of the future expansion/rehabilitation of tea areas is not to be neglected. The
described trends and projections may reduce the overall resilience of tea
mostly because of increased water needs (especially in possible expansion
areas) and increase exposure to new pests and diseases. The registered
increase in temperature variation (MIN-MAX) and changes in precipitation
patterns are causing — among others — a shift in agro-climatic zones. Our
(conservative) estimates show that it is likely that, within 50 years, certain tea
growing areas (those further inland) may be affected and tea cultivation there
may not be possible without irrigation (Figure E7).
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Changes in tea agro-climatic zoning 1966-90,
1991-2015 and 2071-2100 years

i| 1991-2015

Not suitable
Only if irrigated

Favorable

Furthermore, although industry and public sources claim that tea production
is not currently facing pest and diseases problems, Georgian tea producers
and public plant protection services need to be preparedto cope with potential
risks in case of outbreaks. Addressing the relevant bottlenecks will reduce
the overall risk to tea cultivation and its expected expansion. Therefore, the
expansion and/or rehabilitation of tea growing areas in the country will require
parallel investments in research and development, as well as water
managementinitiativesto prepare for possible adverse impacts,andtoensure
thattherequiredirrigationforteain such areas will not adversely impact water
resources.

1966- 19_90 |

Figure E7
Expected changes in the areas suitable for tea growing in Georgia due
to climate change

NOTE: The agro-climatic zones shifting was evaluated according to changes of the following
agro-climatic parameters: total of active temperatures, precipitation in the vegetation
period and average absolute minimal temperature. These are the parameters used for agro-
climatic zoning of Georgia for the first time in 1970s (MEPA, 2017a).

SOURCE: Authors, adapted from MEPA. 2017. Climate Change National Adaptation Plan for
Georgia’s Agriculture Sector. Thilisi.
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Concerning the general environmental impact of tea cultivation, the potential
adverse effects of current tea cultivation in Georgia appear to be limited or
negligible for existing farms and moderate/high in the case of new plantations.
In fact, assuming there is or will be no land-use change in tea areas, tea
cultivation is an effective way of protecting mountainous soils from erosion
and instability. Nonetheless, the overall impact of tea processing should be
considered moderate/high due to the obsolete technologies and energy
sources currently in use. Tea sector growth in Georgia can be environmentally
sustainable, but only assuming that the appropriate safeguards are in place
and that the environmental impact, from cultivation to processing, is limited
or neutralized.
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CONSUMPTION

At around 400 grammes per year, per capita tea consumption in Georgia is
considerably lower than in neighbouring Azerbaijan and Turkey and
comparable to the EU average (480 grammes, Figure E8). On a global scale,
the price elasticity of tea demand is relatively low and differences in
consumption are influenced significantly by local culture and tradition. While
thereis nodata onteademand elasticity in Georgia, FAO estimates that global
demand elasticity for black tea varies between -0.32 and -0.80, which means
that a10 percent increase in black tea prices leads to a decline in demand for
black teabetween 3.2 percent and 8 percent, revealing the relative inelasticity
of demand for black tea. In fact, FAO statistics show that per capita tea
consumption in least developed countries® is slightly higher than in the
European Union, which is due to long-standing consumer preferences
ingrained in local culture.

Whilerising incomes in Georgia might open up opportunities for high-
end niche products, such as specialty or health and wellness teas, a focus on
quality should be a priority not only with a view of reaching the lucrative export
markets, but also in terms of domestic marketing due to the limited size and
growth potential of the national market.

Armenia a

Georgia -
EU-28 |

-
World _
Russian Federation —
China B |
UK B |
Azerbaijan B |
Turkey E——— ]
0 0.5 1 1.5 2 2.5 3 3.5
Figure E8

Average yearly per capita tea consumption (kg)

SOURCES: for Georgia: Geostat. 2019. [online]. www.geostat.ge/en; for Azerbaijan: Azerbaijan Statistics
Office. 2018. [online] www.stat.gov.az/?lang=en; for all other countries: FAOSTAT. 2020. [online]. Food
Balances. www.fao.org/faostat/en/#home.

5 As per the 2018 UN Department of Economic and Social Affairs definition. Further
information is found at www.un.org/development/desa/dpad/least-developed-country-
category/ldcs-at-a-glance.html
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Table E5

Based on our estimates, total tea consumption in Georgiais about 1560 tonnes
per year, with an approximate total value of GEL 88.5 million (or USD 31.5
million; Table E5). According to the National Statistics Office of Georgia, only
about one-quarter of teais consumed within households, while the remainder
is consumed at the workplace or HoReCa (Hotel/Restaurant/Café) sector,
which includes consumption by tourists and other visitors.

Tea prices for both loose tea and teabags show an increasing trend in
Georgia, with the weighted average price of both types increasing by 40
percent between 2012 and 2018. As of 2018, the average consumer price for
loose tea was GEL 38/kg (USD 14/kg) and GEL 64/kg (USD 23/kg) for tea in
teabags. According to local experts, 30 percent of tea consumed in Georgia
is loose tea® and 70 percent is in the form of teabags. The average price of a
50 g package of 25 teabags was about GEL 3.3/kg (around USD 1.1/kg) in 2018
(Geostat).

Georgia - key tea consumption indicators

Average total yearly consumption (T)** 1564
Average per capita yearly consumption (kg)** 0.42
Average per capita yearly consumption within households (kg)** 010
Averge yearly consumption in households (T)* 355
Average yearly consumption per household (kg)* 0.34
Weighed average price per kg (GEL)* 56.6
Total tea market value (million GEL)** 88.5
Weighed average price per kg (USD)** 201
Total tea market value (million USD)** 315

SOURCE: *Geostat, 2019. Data taken from the National Statistics Office of Georgia. [online].
www.geostat.ge/en.

**Author’s calculation.

6

XXVl

The limited size of the domestic market makes the issue of mixing Georgian-
grown tea with imported, often low-quality tea, and marketing it as “Georgian
tea”, all the more problematic. The effect of such practices on the evolution
of consumer preferences both domestically and in key export markets may
be significant, as consumers are led to believe that tea characteristics they
have become accustomed to are those of Georgian tea while in fact they are
consuming mostly imported tea. The introduction of rules of origin or
geographic indications coupled with parallel efforts to educate consumers
about the unique characteristics of tea grown in Georgia are a possible basis
forthe creation of more discerning tea markets not only domestically, but also
in key export destinations.

Most of the loose tea is consumed by the Muslim population of Georgia.
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TRADE

The loss of the Soviet market following the collapse of the USSR in the early
1990s s largely responsible for the decline of the Georgian tea sector. Infact,
at its peak in the mid-1980s, the bulk of Georgia’s production of 150 000
tonnes of tea mostly supplied other Soviet republics, accounting for up to
almost two-thirds of total tea consumptioninthe USSR at the time.” By 2006,
Georgia had become a net tea importer and its exports have since then
stagnated at around 2000 tonnes/year® until 2016 when they slowly started

picking up again (Figure E9).
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Figure E9
Tea export-import by value during 2000-2018

SOURCE: Geostat, 2019. Data taken from the National Statistics Office of Georgia. [online].
www.geostat.ge/en.

Since 2016 Georgian tea exports have gradually started shifting from bulk
to packaged black tea, their value has increased considerably, almost tripling
between 2016 and 2019 (from USD 1.6 million to USD 4.4 million).° However,
as of 2019, tea exports still remain marginal in terms of their contribution to
the total value of Georgian agrifood exports (almost USD 900 million) at just
0.5 percent.

Somewhat in contrast to neighbouring Azerbaijan, Georgia has
diversified its tea exports both in terms of types of teas and export markets
(Figure E10). In 2019, around two-thirds of the total exported volumes were
accounted for by green tea, mostly exported to Central Asia (Mongolia,
Kazakhstan and Turkmenistan). This is a significant shift from Soviet times,
when Georgia exported almost exclusively black teato other Soviet republics.
Black tea is now mostly exported to neighbouring Turkey (in bulk) and
Azerbaijan (in packs of less than 3 kg). Packed black tea is where most of the
export value was created, representing only 12 percent of tea exports in
volume terms, but accounting for almost half of their USD value.

7 Consumption estimates for the former USSR are based on FAOSTAT Food Balances
standardized data from 1985.

8 They reached a historic minimum of 1600 tonnes in 2016.

9 Data reported by the National Statistics Office of Georgia through Trade Data
Monitor (TDM).
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Figure E10
Destination, size of packaging and average export value by type of Georgian tea,
2019 (volume in tonnes, price in USD)

SOURCE: Trade Data Monitor (TDM). 2020. [online]. www.tradedatamonitor.com.

However, the average Georgian green tea leaf production for 2016-2018
suggests a made-tea production of about 600 tonnes from locally produced
tealeaves, equivalent to only one-third of export volumes. In addition, taking
into account domestic consumption it is highly likely that the majority of
Georgian tea exports are made of foreign teas that have been processed,
blended and packaged by the Georgian tea processing industry. As previously
mentioned, tea of blended origins, sometimes containing minimal amounts
of Georgian-grown tea is often exported under the “Made in Georgia” brand.

Tea imports on the other hand, have averaged around 2500 tonnes
per year since 2017, half of them can be accounted for by black tea in bulk. In
turn, these were mostly constituted by low-value (USD 0.2/kg) imports from
Turkey (50 percent) and higher-value imports from SriLanka and India (around
USD 2.3/kg). The other half were imports of packaged tea, mainly from
Azerbaijan and Russian Federation, with an average import value of USD
6/kg and above. Green tea imports were marginal (less than 3 percent of total
volumes).*° Considering that domestic teaconsumptionis estimated ataround
1500 tonnes/year, it is probable that a significant share of bulk tea imports
caterstothe Georgiantea processingindustry that re-exports them underits
various brands.

10 Data on volumes and prices refers to 2019 (TDM).
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Overall, domestic consumption and external trade patterns suggest that,
subjectto achieving adequate levels of efficiency and product quality, afocus
on export markets could be a cornerstone in the context of the revival of the
Georgian tea sector as this represents a promising opportunity for further
value addition. In addition to the traditional production of black tea, the
production of quality greenteasand organicteamay be worthwhile alternatives
to explore. Considering options for the protection of tea origin and traceability
of domestically produced tea, from field to cup, might be a way of ensuring
trust in the “Tea Grown and Made in Georgia” brand both domestically and
internationally.

POLICY CONTEXT

In an effort to revive its once thriving tea sector, in 2016, the Georgian
government adopted a Tea Rehabilitation Program subsidizing weeding,
pruning, fencing and other operations with the objective of rehabilitating up
to 7000 hectares of abandoned tea plantations over the next years. The
programme is managed by the Agricultural Projects Management Agency
(APMA) of the MEPA and disburses funds to its beneficiaries to be spent on
the rehabilitation of old tea plantations.

The amount granted by the government is a share of an estimated
average cost of rehabilitation of GEL 2500 (USD 910) per hectare.'* The share
of this amount that an applicant will receive depends on land ownership and
legal status and ranges from 60 percent for physical persons producing on
own land to 90 percent for cooperatives producing on leased, state-owned
land. These grants are only accessible to farms between 5 and 300 ha and, in
order to benefit, applicants need to purchase a small processing plant if they
do not own one already.

While the programme is already showing results in terms of the
expansion of the productive teaarea (over 1000 ha were rehabilitated until the
end of 2019), its economic and social sustainability still need improving, as
described in the recommendations section.

SWOT ANALYSIS

Table E6 summarizes the main strengths, weaknesses, opportunities and
threats (SWOT) that the Georgian tea sector is facing, as identified by our
study.

11 Including VAT or GEL 2050 (USD 747) after VAT (net).

EXECUTIVE SUMMARY XXXI



Table E6
SWOT Analysis of tea production in Georgia

STRENGTHS

« long historical association with tea;

« slow growth due to dormancy creates high polyphenol/
health quota and confers Georgian teas unique
organoleptic qualities;

« good internal tea production skillset;
« current governmental support for tea;
« large processing capacity;

« state support and technical assistance available to support
industry expansion;

proximity to “traditional” Commonwealth of Independent
States (CIS) markets and high-value markets (European
Union) for export;

WEAKNESSES

highly inequitable supply chain (margins and pricing
in the hands of the black tea processors and packers);
rules of origin not upheld so consumers cannot
differentiate local tea from imports (in fact, consumers
have been conditioned to import quality);

current leaf style is not conducive to export-quality
retail packs;

need to improve production practices, especially at the
harvesting and post-harvest stages to improve quality;

high labour costs.

OPPORTUNITIES

opportunity for organic production as pesticides and
chemical fertilizers are generally not used;

development of Gls and voluntary quality/carbon labels;

room to increase productivity of existing fields, match
factory capacities to green leaf catchment, refine
manufacturing process to mimic and therefore replace
foreign teas in domestic black tea packs;

unique clonal material and northerly latitude creates
unique teas. Opportunity to make world-class quality leaf
teas if market strategy supports;

natural stock creates smooth profiles perfect for green tea
if market strategy supports (conducive to lowering labour
costs through the introduction of mechanized harvesting).

THREATS

loss of skillset with ageing population;
land use competition by more profitable crops;

return on Investment and financial profitability, even with
government support, is not as attractive to farmers as
compared to other crops;

tea will mainly attract current processors limiting the
economic impact on rural communities;

climate change poses risks with regards to the inability to
produce tea at certain altitudes without irrigation and the
introduction of new pests.

SOURCE: Authors own elaboration.

RECOMMENDATIONS

Reassess support to the tea sector in view of its potential, alternative crop
and greening. Under the current support system, tea appears to be one of the
few crops that receive substantial public support in Georgia. The local tea
varieties, along dormancy period and inherent tea processing skillsets mean
that Georgia could re-emerge as a quality origin. However, agro-climatic
conditions in the coastal areas of the country allow for the production of a
number of other crops where Georgia may have a stronger comparative
advantage internationally, and that are financially more attractive to local
farmers. Our analysis suggests a limited financial attractiveness of primary
tea production for farmers in comparison with other such alternatives. In
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addition, considering the international market situation whereby only a limited
increase in demand for tea is expected in the next decade and real prices are
expected to decrease, we suggest that equal priority be given to all crops
considering their value-addition and employment generation potential. While
we recommend that such adiscussion be led by the MEPA of Georgia with key
tea sector stakeholders at the national and local levels, the following
recommendations should be considered as options for improving the
efficiency and international competitiveness of the tea sector of Georgia, in
view of expected global consumption trends.

Improve production practices of black tea. As per field visits, the following
steps are seen as critical to improving the quality of current black tea
manufacture in Georgia:

I. maximize the quality potential of the first harvest (first flush) in May;

Il. ensure that harvesting is taking place in line with standard international
practice, as the reported harvesting of 5-6 leaves and a bud cannot
produce any quality tea capable of competing on international markets;

.consider options for reducing the cost of labour in tea production,
through a careful analysis of the costs and benefits of partially
mechanized harvesting for different types of tea. Producers in many
countries successfully produce quality green tea using mechanical
harvesting;

I\V.ensure an adequate post-harvest handling of tea leaves by reducing
the time between tea harvest and processing;

V. modernize processing methods and equipment, when necessary.

Consider the production of specialty teas (especially green tea). The low
yields and high labour costs (for hand plucking) make the primary input for
production (green leaf) prohibitive in Georgia, unless the focus is on the
manufacture of specialty teas. In addition, the potential loss of rural labour in
the future also requires a strategy that can work with mechanically harvested
leaf that focuses on green tea manufacture.

In particular, the Georgian tea varieties seem to be best suited for
making very smooth liquoring bright green teas which, coupled with agro-
chemical free notations, creates a significant opportunity both within Western
markets (North America and Europe) and traditional Chinese markets
(including China’s domestic market). While thisis a growth category, significant
supportfromthe government to make this happenwill berequired, in particular
asregards an extension of the rehabilitation programme, which would dictate
the type and support the building of processing units within specified
guidelines, to ensure a national identity of type.
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Support improved integration of the industry. It is evident that government
objectives to increase the productive tea area are manageable goals, albeit
thefinancial capabilities of smallholders have not necessarily been considered.
Inorderto support smallholder inclusion through a more equitable distribution
of value added, further consideration should be given to state supportin:

» promoting farmer-processor cooperation;

» teafarmers’ participation in the revenues from tea markets linked to
specific geographical location;

» organic and carbon emission certification schemes.

In particular, this could be centered around a field and factory cooperative
framework that would see ownership and profit sharing from:

» scaling tea leaf production to processing capacities;

« central control of field practices and leaf quality;

» aggregating smallholder purchasing power for farm inputs includ-
ing technical assistance;

» the ability for farmers to access credit, as part of a vertically
integrated, higher-margin enterprise;

» consider limits on the state support provided to large vertically
integrated companies in order to ensure wider socioeconomic
inclusion.

Without thisintervention,itis highly likely that the large production companies
will eventually move further into production.

Strengthen standards, quality coordination and sample analysis. Protecting
the reputation of and ensuring the success of Georgian teas would require
continuous efforts to guarantee their quality and safety. The collection of
regional samples for testing of chemical residues, pyrrolizidine alkaloids and
pathogenic microbes is strongly recommended as a first step, to monitor key
tea quality parameters and ensure the identification of adequate support
policies and well-targeted government actions. The industry in both countries
may also further benefit from an increased understanding between farmers,
processors and consumers about the main quality attributes and product
grading. As the industry evolves, governments may consider developing
national quality standards to protect the interests of farmers, producers and
consumers by differentiating harvest timing and grading based on quality and
sensory parameters.

Consider introducing rules of origin and geographical indications. For
Georgian teas to receive the recognition they deserve — both domestically
and in export markets — it is imperative that rules be enforced that allow
consumers to know the actual origin of the tea they are consuming. At present,
a very significant share of tea marketed as Georgian tea is, in fact, mostly
comprised of imports. While both origins undoubtedly have some unique
characteristics, this prevents consumers from developing their knowledge of
the local terroir and the specific organoleptic qualities of their teas. Thisis a
fundamental requirement for Georgian tea to be placed as a national product
in its own market. Key steps would include: (i) introducing legislation that
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differentiates value-added and domestic-grown tea products from other tea
packaged in Georgia; and (ii) following EU regulations on the control of
pesticide residues, heavy metals and pathogenic organisms throughout the
entire value chain: imports, domestic production and exports.

Anticipate food safety risks. Although compliance with stringent maximum
residue limits (MRLs) for agrochemicals in tea, or the use of prohibited
chemicals do not present an issue for tea producers due to the current
relatively low pest and disease pressure, food safety issues are onthe agenda
of regulators in key tea markets (especially the European Union). Considering
that Georgiais actively importing, blending, packaging and re-exporting tea,
strict food safety controls would protect the reputation of the domestic tea
industry and further increase the attractiveness/value in export markets in
the long-term future. For example, options for Global Food Safety Initiative
(GFSI) certification and approval could be considered. Although this is not
required for the internal market, the GFSI would be useful for the export
markets, including the Russin Federation where GFSl is taking hold.

Consider organic certification. If certification schemes and testing support
the fact that Georgian teas are chemical-free, it would offer a substantial
marketing advantage that few origins can compete with; therefore, organic
certification should be considered. Consumer demand for organic certified
productsisontherise, especially withinthe specialty and greentea categories.
For existing plantations (as is the case in Georgia) this should be relatively
easy to achieve, particularly in the case where rehabilitated tea plantations
have not been managed for many years. That said, there is a transition period
for all crops before full certification (usually 3 years) and furthermore, the
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