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Introduction 

The development of “marketing” is one of the outstanding achievements of human civilization. Palmer defined: Marketing is essentially about marshalling the resources of an organization so that they meet the changing needs of the customer on whom the organization depends. Tea is one of the most important agricultural as well as manufacturing product, like other products it also needs a proper marketing channel for disposal. The three main modes preferred for the disposal of tea are: (a) through auction (b) ex-factory or ex-garden sale and (c) forward contract. In India, marketing process of tea can be divided into two parts, i.e., primary and secondary markets. Primary marketing channels help in moving made-tea from the grower (tea estates) to the bulk tea buyers. It also explains the movement of tea directly from producers to national or international buyers. This channel used to carry tea from producer to auction centers where it changes hands from the producers to the large buyers through brokers. Secondary marketing channel includes the movement of bulk tea (which is purchased in bulk in primary market) through auction trading to ultimate consumers. In this chain tea passes through wholesalers, commission agents, blenders, packers and retailers. 
In this paper a detailed analysis is made on the auction trading which is one of the important constituent of primary marketing channel of tea. Till 2001, it was mandatory for the producers to sell 75 per cent of their tea through auction, following the Tea (marketing) Control Order 1984. After the abolition of this order in 2001, producers were given the freedom to sell their tea through the channel they prefer. But till date the auction trading has remained by far the most important marketing channel for the tea growers. The paper also looks into the defects of auction system in tea trading in India with special reference to the Guwahati Tea Auction Center (GTAC) and finally some recommendations are made for the overall improvement of the marketing of tea in general and Assam tea in particular. 
Chart 1: Primary Marketing Chain of Tea
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Producers of tea may be (a) small growers or (b) big tea estates (according to Tea Board, producers  having up to 10.12 hector of area under tea cultivation are treated as small growers and beyond that  they are called big tea estates). Small tea growers use to sell their tea leaves to the collectors or the buying centers. They give it to Bought Leaf Factory (BLF) for further processing as small tea growers are not equipped with processing factory, on the other hand most of the  big tea estates have  their own factory. Tea generally moves directly from factory either to auction center for sale or to direct sale to national or international buyers. 
History of Tea Auction 
Tea auction has a long history which dates back to 17th century. Till date it is considered as the most preferred mode of disposal of tea among the tea growers. In general an auction is a process of buying and selling goods or services by offering them up for bid, taking bids and then selling the item to the winning bidder. Economic theory states, “an auction may refer to any mechanism or set of trading rules for exchange”. The word “auction” is derived from the Latin ‘augere’ which means “to increase” or “augment”. History says; auctions have been a relatively uncommon way to negotiate the exchange of good and commodities. Prior to the 17th century the few auctions that were held were sporadic and infrequent. 

During the 17th century, British East India Company was the most powerful commercial organization in the world and it had a crucial role in tea trade also. Britain experienced its first auction sale which was conducted for selling ancient books and artifacts; later auction was organized for other goods. World’s first tea auction was organized by The East India Company in UK. In those days tea auction meant an institution for transferring tea from China to Western World (Europe) as consumption of tea was higher in that part. The whole monopoly of this marketing system was enjoyed by the East India Company. In 1836, an order was passed that every tea chest must be auction at East India House. The East India Company had enough power to enforce the order. During that time tea was sold in the light of a candle. A candle was lit at the beginning of the sale; one could bid for a particular lot till one inch of the candle had burnt away. Moving away from the normal mechanism of commerce, this order affected everyone related to tea marketing. Due to public pressure the authority felt the urgent need of an actual auction system where tea would be sold giving equal opportunity to all buyers. By the middle of the nineteenth century the tradition of selling ‘by the candle’ was replaced by more practical methods. As a result the first formal and organized auction center for tea with every particular characteristic was established on 10th Jan 1837 at Mincing lane in London (Fernando, 1998). In those days tea chest were transferred to company’s warehouses and samples were given to the tea tasters for grading and valuing. Auction was held among brokers, their clients and the London merchants. There was no change in the monopolistic nature of the company even after modification of former unstructured tea trade at auction centers. This marketing system has remained highly organized ever since the first consignment of Assam tea was put up to London Auction on 10th Jan 1839, which was recognized as the first auction sale of Indian tea in the international market. 
Till the world’s tea production controlled by the British, auction trading through London auction was the most accepted one. Prior to Second World War (1939-1945) more than sixty percent tea of the entire world, which was under British control, was marketed in London. But with the development of tea industry the producers in different countries found defects in this system. Even after the War was over in 1945; London auction centre did not reopen till 1951. It has resulted in oversupply of tea in different producing countries. As an alternative to London Auction, sale was resumed at Calcutta (1946) and Colombo (1947) auctions to dispose off this surplus. This was not sufficient for marketing all the produced tea of the world and a need arise to establish new auction centers in different producing countries. As a result new auction centers were established (in Cochin, Amritsar, Coonoor, Guwahati, Siliguri, Jalpaiguri, Coimbatore, Mombasa, Chittagong, Limbe and Djakarta) which lead to a sharp decline in the quantity sent to London auction. Gradually it was seen that London Tea Auction Centre had lost its former priority. Till 1930 Indian teas were occupying almost 60 pc of total tea offered in London Auction. But after the India’s independence (1947), indigenous producers preferred to sell their tea in native auctions, avoiding the time and cost of sending them to London auction. Other producing countries like Sri Lanka and Kenya also stopped sending tea to the London auction. When auction was resumed in 1951 at London auction, sale quantities had declined from over 200 mkg during the peak period to only about 50 mkg. This trend that emerged from the early 1980s continues to reach critical level to 16 mkg only in 1996.  At last on 29th June 1998 the first tea auction centre of world, i.e.,  London Tea Auction was closed down. 
Following the idea of London Auction, like other countries British India also established its first auction center in Kolkata on 27th December 1861. It has the honour of being the second tea auction centre in the world. Earlier auction in Kolkata was conducted by Kolkata Tea Brokers Association but from 1947 Kolkata Tea Traders Association had taken the charge. Among the 14 auction centers of the world nine are situated in India. These are Amritsar, Calcutta, Cochin, Coimbatore, Coonoor (two centers), Guwahati, Jalpaiguri and Siliguri. Discussion is going on to establish the next auction centre at Jorhat in India.    

Table 1: The Auction Centers in India

	Serial No. 
	Auction Centre
	Auction Organizer
	Year of  starting
	Auction held on

	1
	Kolkata 
	Kolkata Tea Traders Association
	1861
	Monday & Tuesday

	2
	Guwahati 
	Guwahati Tea Auction Committee
	1970
	Tuesday & Wednesday

	3
	Siliguri 
	Siliguri Tea Auction Committee
	1976
	Thursday & Friday

	4
	Jalpaiguri
	North Bengal Tea Auction Committee
	2005
	Initially weekly, presently fortnightly

	5
	Amritsar
	Kangra Tea Planters Society
	1964
	Fortnightly 

	6
	Cochin 
	Tea Trade Association of Cochin
	1947
	Tuesday & Wednesday

	7
	Coonoor 
	Coonoor Tea Trade Association
	1963
	Thursday & Friday

	8
	Coonoor 
	Tea Serve
	2003
	Wednesdays 

	9
	Coimbatore 
	Tea Trade Association of Coimbatore
	1980
	Fridays


Source: Tea Board of India
Auction system

Auction makes it possible to distribute a large quantity of tea within a shortest period and with an organized manner. Furthermore it provides reliable means of selling and buying tea. In India out of 800 mkg bulk packaged tea, 500 mkg is sold through public auction annually. Auction takes place among five important stake holders. They are as follows: 
· Auction Organizers

· Seller/ Manufacturers

· Brokers/ Auctioneers

· Buyers 
· Warehouse keepers
In the auction process auction organizers monitor the whole auction mechanism and publish reports of the sale. Sellers or manufacturers do not have any active role in this system. They simply give the authority of their tea to concern broker and this broker used to sell tea after tasting and grading. These brokers are the controller of the whole selling process. They collect samples of tea from the warehouses and send them to registered buyers. Accepting or rejecting a bid for a particular lot of tea is also in their hands. Besides these, a buyer can not bring tea from warehouse without the permission of brokers. Buyers are the bidder for tea in auction. Tea is kept in registered warehouses and warehouse keeper has to take all the responsibility of this tea. After the selling process is over at the auction, brokers use to issue a permission receipt to the buyer to collect the particular amount of tea from concern warehouse.    
Chart 2: Marketing chain of tea through Auction 
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Tea producers are either big estates or small tea growers. Small tea growers do not have their own factory. They used to sell their green leaves to nearby big tea estates having own factory or Bought Leaf Factory (BLF) for further processing. From this whole production a portion of made tea moves to ex-factory or international buyers and major portion of the made tea move to auction sale. At the auction platform the registered brokers sell tea to the registered buyers after proper tasting and grading. These auction buyers are mostly the big tea companies who have their own blending, packaging and trading network all over the world. Finally branded tea moves directly to the hands of ultimate consumers  through retailers. Thus tea passes through various stages while moving from actual producer to ultimate consumer. In every movement of this marketing chain value is added to tea. Like every agricultural product, in case of tea also, most value addition is taken place at the last parts of the marketing channel. 
Only registered seller, buyer, broker and warehouses can participate in a particular auction. The function of a warehouse is just like a bank. A producer can keep his product in a warehouse giving a fixed sum of money as security for using it. When the tea of this producer is sold in auction, the buyers can collect the particular amount of tea directly from that warehouse showing a permission receipt from concern broker. 
Auction organizers monitor the whole auction system. They also publish statistical reports on auction. The most important feature of auction sale is that the producers do not directly take part in sale of their own tea. They keep their tea in warehouses approved by concern auction organizers. After receiving tea from a seller, warehouse management sends report of arrival and weighing of tea to concern broker. Warehouses are visited by brokers for inspection and they collect samples of tea which will be sent to eligible buyers. Brokers use to do valuation of tea after tasting and they publish this report considering the market trend and quality of tea. 
Depending on public outcry at the floor of the auction, tea is sold to the highest bidder. Delivery order of tea from a warehouse to a particular buyer is given by concerned broker. In North India, there are two types of buyer--cash buyer and credit buyer. A credit buyer has the permission to collect tea from warehouse before prompt date and without payment. On the other hand a cash buyer can take delivery of tea only after paying cash. Broker gives the payment to the seller or manufacturer after deducting his own commission, warehouse charges and taxes. One broker can sell tea of more than 100 gardens on behalf of the producers. So through the whole auction system brokers play very crucial role from tasting to delivering tea. Sellers or manufacturers do not have direct contact with buyers. The whole system is operated by limited number of brokers. 
Electronic bidding or shortly e-auction system of tea is recently developed with wide connectivity of computer networks. The world’s first electronic auction of tea organized jointly by Calcutta Tea Traders Association and Tea Board was held at Nilhat house which is the headquarters of the country’s largest tea auction firm J. Thomas & Co. on 19th Nov 2008. It is expected that this electronic platform will bring more transparency in auction system so that tea producers get a fair price. 
The present auction system has some beneficial effects to the producers giving them a large marketing platform. Buyers are benefited in the sense that they are able to purchase tea of a much broader variety than they would otherwise be able by moving from garden to garden individually. Also in auction they can watch the operation of their competitors. 
As brokers are the major driving force in auction they have enormous power to run the system according to their will. Again the whole system is controlled by some big buyers like Hindustan Lever; Tata Tea etc in case of Indian auctions, who have enormous control over the price of tea. These buyers have a vast network of production, blending, packing and selling all over the world. Longer transaction time (about 34 days) and higher transaction costs are other hurdles of this system. Many industry insiders believe that, the large buyers have co-operated with the broker on the auction floor to keep tea price low. An independent report commissioned by the Indian Government in 2002 also suggested a merging of interest between brokers and buyers, as well as co-operation between   buyers at auction houses, both of which prevented tea growers from fetching a fair price at auction.  For new comers auction is not effective marketing channel. Brokers generally do not accept bids from unknown buyers. So, new producers face a strong competition with already established sellers.
Guwahati Tea Auction Centre

Though commercial production of tea in Assam was started in 1833, she is the highest producer of tea in India but there was no  selling outlet within the state for a long time. Then on 25th Sep 1970 Guwahati Tea Auction Centre (GTAC) was established at Guwahati, the fast developed city in North East. The first meeting of Guwahati Tea Auction Committee, the auction organizer was held at Shillong, then capital of Assam on  August 29, 1970 and the inaugural sale was decided on September 25, 1970. In this first sale in Guwahati stadium’s guest house, first lot of tea was auctioned at a price of Rs 42.50 per kg, a very high price in those days. 

Presently it is the third largest auction centre in world after Colombo and Mombassa. To operate in GTAC every seller, buyer, broker and warehouse keeper have to register themselves with GTAC. They also have to pay annual registration fee according to the size of the firm. Presently GTAC has 665 producer sellers, 247 registered buyers, 9 reputed brokers and 34 warehouses (2008 statistics). Tuesdays and Wednesdays are the auction days and auction takes place in the auction hall of GTAC. 
GTAC is following the same auction procedure similar to the other auction centers in India. Every broker is given a particular time period to offer his lot by rotation. Bidding is started from a lower rate. Brokers have the power to accept or reject the bid. When starting bid is accepted, other buyers can also bid for the same lot of tea. In case, if the initial bid is rejected by brokers for a particular lot, it remains unsold and auction proceeds to the next lot. Brokers can reopen such previous rejected lots only before the cessation of bidding on the five subsequent lots. Once a lot is knocked down by the auctioneer in the name of a particular buyer, it can not be reopened. Highest bidder must accept the entire lot. If one lot consists of 16 to 34 packages the bidder can divide it with one other buyer. Lots of 5 to 15 packages are not divisible and can not be shared. Such divisions are announced in the auction room by the highest bidder. In GTAC sale continues generally for two full days and in peak season in July to October sale may continue for three days. After this selling process, buyers can collect their tea from particular warehouses with the permission of brokers. GTAC sold 29.64 per cent of the total tea produced in Assam. Beginning with a modest sale 9.098 mkg of tea at an average price of Rs 5.68 per kg in 1970-71, it has registered a stupendous growth over the years and sold 148.51 mkg of tea in 2006-2007 at average price of Rs 68.06. It has seen the largest volume of CTC tea auction in the world.

Table2: The Brokers and their selling price of tea in GTAC for the period Nov 2008
	Serial no.
	Name of Broker
	Kgs sold
	                           Price (Rs) 

	
	
	
	    CTC
	Orthodox
	  Dust 

	1

2

3

4

5

6

7

8

9

10
	J. Thomas

Carritt Moran

Assam Tea Broker
Tea Brokers (Ghty)
Contempory Broker  

Parcon India
Eastern Tea Brokers

Associated Brokers

A. W. Figgis

Paramount 
	1,45,8978.8

   698,307.6

     66,051.3

      99633.4

   354,883.0

   255,073.2

   450,919.7

    116,145.3

               0.0

    190,839.7


	93.94

97.56

104.14

90.92

91.44

90.42

95.30

94.99

    -

93.51
	83.33

109.93

      -

103.38

     -

     -

79.62

101.47

   -

89.15
	102.91

106.37

114.34

94.19

98.82

102.39

101.12

99.65

    -

100.56




Source: Statistical Cell, GTAC.


Among the ten brokers of GTAC, J. Thomas & Co. Pvt Ltd handles highest amount of tea. In tea prices the highest price for CTC tea is Rs104.14 which is dealt by Assam Tea Brokers. The same broker has also sold Dust tea in a price range of Rs 114.34. In Orthodox tea Carritt Moran gained the highest price Rs 109.93. In GTAC the average price of Dust tea is higher than both CTC and Orthodox teas. Good quality tea of Assam is generally sent to Kolkata auction.  
Table3: Quantity sold and Average Price in GTAC

	Period
	Total quantity in mkg
	Average price in Rs

	1984-85

1989-90

1994-95

1999-00

2000-01

2001-02

2002-03

2003-04

2004-05

2005-06

2006-07
2007-08
	98

149

135

160

142
141

125
133
129
141

149

  -
	27.25

40.34

42.99

79.03

71.97

63.17

64.04

58.24

68.76

61.07

68.06
100.18


Source: Year book (2006-2007) by Guwahati Tea Auction Committee.


The total quantity of tea auctioned and average auction price both have shown a sharp decline in between 2000-2007. The Tea Marketing Control Order was imposed in 1984 stating that every producer has to sell 75 per cent of their production through auction. As a result the quantity in auction increased dramatically. It increased from 98 mkg in 1984 to 160 mkg in the year 2000. During this period the average price was Rs 79.03 per kg. As the compulsory marketing order was abolished in 2001, its effect felt very soon and the quantity sold through auction decreased from 160 mkg in 2000 to only 125 mkg in 2002-2003. The cause was observed as most of the producers began to sell tea through direct marketing. Till 2006-2007 total quantity of tea increased to 149 mkg but price fell to Rs 68.06 per kg. Till now, big producers prefer auction as they have a faith in this marketing system and there is very little alternative channel available to sell bulk tea. And for some new producers auction is the readymade marketing platform where they will get at least a minimum return. For these reasons total quantity of tea in GTAC has increased but falling price indicates the quality of tea has degraded. In the year 2008, the average price is gradually increased to Rs 100 per kg. The International Tea Convention held in Guwahati helped in this positive change. Quality of tea is also improving during this time as most of the gardens are following re-plantation. Increasing stress on marketing by Tea Board and Tea Companies is another cause of this improvement. (Choudhury, 2008) 
Problems in Guwahati Tea Auction Centre
Guwahati Tea Auction Centre (GTAC) is an important source of revenue for the state and act as an important marketing channel for Assam tea.

· In GTAC only a few buyers have been dominating in purchase of tea. They use to rag the price by way of some power in the auction centre. If there is no bid from certain big buyers, the auction has come to a halt and if there is a bid from them, then no other buyer will be there to overbid these big buyers. This trend at the auction trading at GTAC has become a monopolistic market controlled by few buyers.

·  Only a small quantity of orthodox tea is sold through the auction centre. It is found that producers of orthodox tea have been reluctant in sending tea to the GTAC since its establishment. Most of the producers send their orthodox tea to Kolkata auction market for better price. 
· The sales sub-committee formulated the procedure to regulate the sale of tea by restricting the quantity offered for sale so that there will be sufficient amount of tea to be auctioned throughout the year. This resulted in seven to nine week waiting period and thereby blocked the money of the producers for nearly three months (including two weeks prompt after sale). This affected producers badly, for not having cash flow which was highly essential for meeting various day to day expenses by the management.
· It is also observed that at the GTAC very small number of foreign buyers and exporters has been participating in trading activities. 

Recommendations 

· The auction system of tea is one sided operation which is mainly controlled by brokers. They have enormous power on price determination. Undoubtedly this partial system where producers do not have any role to decide the appropriate price for their product cannot be termed as a good system. Government and Tea Board should go through a proper scrutiny of the whole system.

· Like every agricultural and manufactured product, tea also needs to be disposed after production. Auction is the most preferred channel for the disposal of tea since its commercial production. During the heyday of East India Company, Britishers had made auction as a compulsory system and it remained in action till 2001 until the  withdrawal of Marketing Control Order (1984) in India. After that producers are free now to choose the marketing channel they prefer. Here in this globalize market economy tea producers should try to maintain direct relationship with the ultimate consumer by choosing a proper marketing channel.

· As it is observed that the big planters (companies), who purchase directly from the tea growers, sell huge amount of tea without entering into auction process and maintain a relationship with the brokers at the auction where price manipulation is widely suspected. These defects at the auction centers should be investigated and take proper remedial measures like–bring more transparency at the auction trading; introduction of online auction practices for tea, etc. Auction centers of the country should be revitalized with better facilities and developed technologies to attract foreign buyers and exporters. 

· Although nearly 36 big producer countries are contributing a huge amount of tea per year, there are only 14 auction centers in the entire world for marketing. Considering this large scale production establishment of new auction centers in every tea producing region must be ensured. This will reduce transportation cost, save transaction time and help in economic development of that area. Market extension will indirectly benefit new tea growers.

· As we know most of our cash crops like rice, wheat, jute, cotton etc. has a minimum support price fixed by the Government of India. This is the price a grower will receive for their produces. Again for their procurement, Government has set up different organizations like Food Corporation of India (FCI).  This same model can be implemented in case of tea also. This will reduce the dependence on auction and will protect the growers in proper price realization (especially for small growers).

· Government of India with the collaboration of Tea Board can promote private sale of tea in some selected cities. The intension should be to create a direct contact between producers and buyers
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