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Estimation of Tea Supply and Demand Elasticities in Iran

Extended Abstract

Introduction
Tea is one of the strategic products in north

of Iran with a history of 120 years. Per
capita consumption of tea in Iran from 1977
to 2016 reached from 2.1 kg to 5.1 kg, and
the total annual consumption of tea, from
41 thousand tons reached to 110 thousand.
In recent years, studies have been
conducted to estimate the price and
revenue elasticities of tea in Iran, which
have caused in different results. Estimation
of supply and demand function for tea is
one of the important issues that include not
only the domestic economy but also trade
polices due to the high import of this
product. Estimates the demand function in
identifying  consumption  preferences,
determining consumption policies,
predicting future consumption needs, and
finally planning for the production and
supply of this product is important. Due to
high per capita consumption of tea, a large
number of supportive and trade policies
targeted the consumption and demand of
tea. Estimating supply function in
recognizing factors that affecting in increase
in supply and consequently increase in
production, increase employment and
decrease imports and reduce foreign
exchange outflows In other words,
economic  prosperity is  important,
therefore, accurate estimation of tea
demand and supply helps to adopt effective
policies, so the purpose of this study is to
estimate the function. Tea demand is
estimated using the threshold regression
model and estimation of tea supply function
is in the form of partial adjustment model.

Materials and Methods

The original Nerlovian partial adjustment
framework which assumed that adjustment
Coefficient is invariant with trend, is a two-
model equation given as:

A*t=a,+a1Pi1

At=At-1+ (1-1) (A*-At1),0£1<1 (1)
On the supply side, estimated tea acreage,
yield, and marketable production functions
were estimated. The tea acreage was
estimated using a partial adjustment model
of the form

4 =a+pPp
AT_Ar—lz(l_/)(Af _Ar—l)+51 (2)

The adjustment coefficient t, indicates the
rate of adjustment of actual acreage to
desired acreage. The partial adjustment
model is a model that captures producers’
behavior.

The model for tea per capita consumption is

InC tea, =a,+ 4, InC tea,_, +

L, InR + 5 InY, +¢, 3)
Findings

This study used a threshold regression
method to obtain accurate and accurate
estimation of tea demand function. Past
studies, using simple linear estimates,
yielded biased results on income
elasticities. In this study, the relationship
between income and consumption of tea
was investigated using time series data of
1357-93. For estimation of income
stretches, a two-regression regression
model was used. The Hansen test, used to
determine the number of time series
regimes, showed that per capita income had
two regimes (one threshold). And the level
of income threshold is about 20 million
Rials. This study, with the estimation of
nonlinear structure in tea demand, showed
that, income stretching for high and low
income levels is positive and significant

Discussion

The supply function in the form of the
Nerlove model is a short-term supply
function, and consequently, the coefficients
represent a short-term response. In this
function, the coefficient of area has a
positive and significant effect on the value
of this variable per unit area. The amount of
adjustment coefficient is equal to 0.15,
indicating that about 15% of the distance
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between the optimum level of cropping and
the actual crop area decreases each year. In
other words, about 6 years is required to
bring the actual cropping area to the
optimal level of cropping. Of course, this
speed is moderated. The price coefficient in
the supply function is theoretically positive.
The tea-maker's reaction to long-term price
changes is higher than short-term. As a unit
of price increase, the supplier's response to
supply changes in the short term is one unit,
and in the long run 7 units. The import
variable is also negative and according to
the theory, because the increase in imports
decreases the incentive for production and
supply of the interior.

Conclusion
For income levels below 20 million Rials,

tea is an inelastic commodity, which tends
to become more aggressive as revenue
increases. At a high income level, any rise in
tea prices significantly reduces the
consumption of tea, and this can be a sign of
fact that high levels of income tend to
consume substitute goods such as coffee.
The results of the estimation of the supply
function in the model of Nerlove showed
that the coefficients of all variables are
consistent with the theory and the
correction coefficient is 15%, so that it
takes about 6 years to reach the optimum
cultivation area. The price elasticity

coefficient of supply in the short run is 0.1
and the import stroke coefficient is -0.01.
All elasticities are larger than short-term
values in the long run. Therefore, growing
population in country, and the increase in
demand and consumption of tea (income
elasticity in the demand function is positive
and significant, which tends to increase)
and the impossibility of increasing the
cultivated area and the rapid production of
tea (speed Adjustment in the supply pattern
is 15%), it is all suggested that with the
reduction and control of imports (which
would lead to a massive withdrawal of the
country), through increased support, the
increase Productivity and increase in
production per hectare of this product is
required.
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