
2.2
Economic History of
Tobacco Production:
From Colonial Origins to
Contemporary Trends

Tobacco occupies a prime place in the Indian

economy on account of its considerable

contribution to the agricultural, industrial and

export sectors. India is the second largest

producer of tobacco in the world. China and the

USA rank first and third, respectively, in terms

of tobacco cultivation. Brazil, Turkey, Zimbabwe,

Malawi, Italy and Greece are the other major

tobacco producing countries' Tobacco

contributes substantially to the economies of

these countries. In zooo-zoot, the contribution

of tobacco to the Indian economy was to the

extent of Rs 8r,8zo million, which accounted for

aboultzo/o ofthe total excise collections. Foreign

exchange earnings during the same period were

Rs 9o3o million accounting for 4o/" of India's

total agricultural exports. Endowed with
favourable agro-climatic attributes such as fertile

soil, rainfall and ample sunshine, India has the

potential of producing different varieties of

tobacco with varied flavours.

Figure 2.3 shows the locations and varieties of

tobacco grown in various Indian states. Andhra

Pradesh, Gujarat, Karnataka, Maharashtra,

Bihar and Tamil Nadu are the major tobacco

producing states in India. Around 65% oflndia's
production comes from Andhra Pradesh (34"A),

Gujarat (zzo/o) and Karnataka (rr%). Tobacco is

also grown in Orissa, Uttar Pradesh and West

Bengal. Andhra Pradesh, Gujarat, Karnataka and

Uttar Pradesh together account for over 9oo/o of

the total tobacco production in the country'

Currently, Indian tobacco is exported to more

than 8o countries spread over all the continents.
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x VFC tobacco (black soil)
a VFC tobacco (light soil)
o Burley tobacco
. HDBRG tobacco
a /Vafu tobacco
x Beedi tobacco
o Chewing tobacco
t Hookah and chew tobacco
- Cigar and cheroot
o Snuff tobacco

Fig. 2.3 The tobocco mop of Indio (Note: mop not to scole)

A few of the top multinational companies such

as British American Tobacco (BAT), Philip
Morris, RJ Reynolds, Seita, Imperials,

Reemtsma, etc. and many companies with
government monopoly import Indian tobacco

either directly or indirectlY.

The Indian market for tobacco products,

however, has some characteristics rather

different from most other markets. India has a

large, highly integrated tobacco industry, which

involves the cultivation of several varieties of

tobacco. the manufacture of different tobacco

products, including unprocessed and chewing

tobacco, and an extensive distribution and retail

system. Over the years, a combination of strong
-irrices, domestic consumption, good export

demand for tobacco and low prices of other crops

helped the growth of tobacco from a cash crop

to a manufacturing industry linked with
commercial considerations. The tobacco

industry in India includes the production,

distribution and consumption of (i) leaf tobacco,

(ii) smoking products such as cigarettes and
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Historical Overview of Tobacco in India

Exports Imports1787-Establishment of the Botanicai Gardens at Sibpur,
Calcutta (trials to grow tobacco were conducted).

1829-The government's decided to promote cultivation
of superior tobacco. Imported seeds were made available
to the Agrihorticulture Society of Calcutta and trials on
an improved variety continued for several years.

1.875 ttempts were rnade to produce Virginia tobacco
at Ghaziour in Uttar Pradesh.

1875-Growing and curing of tobacco continued in the
Pusa farm in Bihar.

i1901-The British and American Tobacco Comoanv
expanded their trade into India and set up three
companies, which later together became the Imperial
Tobacco Compaly India, i.e. the present Indian Tobacco
Company (ITC) Ltd.

1903-The establishment of the Imperial Agricultriral
Research Institute alrd College at the Pusa farm initiated
the cultivation of a new rrarietv of tobacco.

1920--The Indian Leaf Tobacco Division IILTDJ of ITC
experimented on the black soils of Gultur, Andlua Pradesh

and successfully cultivated Virginia tobacco in 1s28.

1929--Commercial and large-scale production of tobacco
was initiated by the ILTD. The company established
demonstration barns, provided techdcal guidance to them
ald encouraged local farmers to gro."v tobacco by pro'r'iding
financial assistalce to construct barns, purchase fertilizers,
rvood fuel, etc. Slowly, tobacco cultivalion spread to all
the coasta-l dishicts of Andhra Pradesh.

1933-The ILTD introduced flue-cured Virginia (FCVI

tobacco into the international market.

1936-A. cigarette tobacco research station was
established in Guntur to study the effect of soil and
manure on the flavour of tobacco.

1937-Tobacco cultivation was introduced in Karnataka
(Mysore State) by the Mysore Tobacco Company Ltd.

1938-lndia produced 499 miilion kg of tobacco and rarked
second in production next to the USA (628.7 million kgl.
China was the third largest producer [446.8 million kg).

194Os-{ultivation of FCV tobacco was initiated in north
Bihar (19a0), Uttar Pradesh (1s40) and Guiarat (1945-
1946). In the first year (1,943-1944), excise revenue from
tobacco was Rs 9.65 crore. This led the government to
explore other types of tax on tobacco as well to initiate
measures to promote tobacco cultivation.

1943-The govemment set apart an annual, non-lapsable
grant of Rs 10 lakh from the proceeds of excise dutl'
imposed to extend the cultivation of high-quality leaf
and improve the production of tobacco.

1945-The Tobacco Grading lnspectorate was established
at Guntur to ensure the quality control of tobacco for
exports, and the setting up ofthe Indian Central Tobacco
Committee (ICTC) to look after the cultivation, techlrical
and economic aspects of tobacco cultivation in India.

-\dapted from ICTC 1960; Directorate of Tobacco Development

1997: Kori 1998: Tobacco Board 2002

Year

1881-1882
r99r-1992
1912-1913
r92Ft927
7921-1922

t.20
t.4L
3.84
7.49

7.t8

0.63
t.L7
6.94
25.59

IO.J I

Source: hnghvi t992

to rg2o-rg2r. Since then, the area under tobacco

cultivation has been hovering around four lakh
hectares. The value of imports shown in Table

2.2 re\/eals that there \4'as a great demand for
tobacco, parlicularll, cigarettes, b)' r9zo. Since

cigarettes were not manufactured in India,
irnports increased to meet the domestic demand.

Revenue from tobacco increased six times, u'hile
the value of imports increased 26 times during
a period of 4o irears.

Although tobacco was grown in many parts of
India during the r95os, the best quality crop

was grown in Bihar, West Bengal, Tamil Nadu,

Karnataka, Nlaharashtra, Punjab and Andhra
Pradesh.a'

Cultivation of flue-cured Virginia (FCV) tobacco

spread to Tamil Nadu (r9SZ-1958), Maharashtra
(t96r-tg6z) and West Bengal (1966). Till the

196os, the cultivation of FCV tobacco was

traditionally confined to the biack soils in India.
However, r'r,'ith increasing demand for light-
bodied leaves and low nicotine/tar content, its
cuitivation was extended to Karnataka's light
soils. Madras (no*'Chennai) vras leading in the

area under tobacco cultivation until the formaticln

of Andhra Pradesh in 1953. West Bengal was also

one of the leading producers before t947.

Figure 2.4 and Table 2.3 give details of tobacco

cultivation and consumption, and the revenue

derived from it in the post-Independence
period.3- 4'

The area under tobacco increased within the
first zo years of Independence. Although there

zl
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Fig. 2.4 Trends in oreo, produciion ond yield (oll Indio)37'a'

was a steep reduction in the area in tg75-t976'

by r98o-r98r, the area under cultivation

increased by zz%. This increase was the result

of initial efforts taken by the Tobacco Board set

up in 1975. The reduction in crop area, observed

in 2oo1, was due to a crop holiilay obsewed in

Andhra Pradesh. This was in response to an

unsold surplus of tobacco produce from the

preceding years. These fluctuations have

o"co.r"d only in the tobacco growing regions of

India. Overall, the area under cultivation has

been limited to four lakh hectares, because of

the non-suitability of the soil for tabacco

cultivation in other. parts of India'

From r95r to 2oo1' there was an increase in the

production by lgo%o, in excise revenue by

Bt,6t4%o, in export revenue by 5829"/" and in

consumption bY gz"/o (Table z'g)'

The worldwide trend in the area of tobacco

cultivation and production shows that while

there has been a relatively modest growth in the

area under tobacco cultivation, a steady growth

in the production area has taken place' pointing

to substantial productivity gains' There has also

been a shift in tobacco production from the

developed to developing countries' India's share

in the world tobacco production was ro'z% in

zooo, while that of China was 36'7%'However'

in terms of productivity, India has always

remained much below the world average by

zo%o-4o%. An analysis of variety-wise tobacco

production reveals that the bulk of total tobacco

production in India consists of non-cigarette

tobacco products as there is a strong, but

unorganized, domestic market for non-cigarette

tobacco products. Production of cigarette

tobacco, mainly FCV, though increasing, still
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accounts for only goo/o of the total production

in the country. This is because of the zoo million
tobacco consumers in India, only t3% consume

it in the form of cigarettes, while 54% consume

it in the form of beedi and the rest in ra{
gutka forms.a3 Worldwide, 85o/o of the tobacco

cultivated is used in the production ofcigarettes.

Hence, the tobacco consumption pattern in
India markedly differs from the rest of the world

in terms of product configuration. Develop-

ments in the post-Independence period are

listed in Box 2.4.38'4o

A special feature of the domestic tobacco

production scene in India is the varietal
composition of the produce. India is the only

country where the bulk of production consists

of numerous non-smoking tpes of tobacco. The

presence of a strong domestic demandfor beedi,

hookah, chewing and snuff tobacco necessitates

the cultivation of non-cigarette types of tobacco

to a relativelylarge extent. An analysis ofvariety-
wise production of tobacco shows that during
rg97-r998, beedis accounted for 29.6% of the

total area under tobacco cultivation and 29.5%"

of the total production, whereas Virginia tobacco

used in cigarettes was grown on J).ro/o of the

area under tobacco cultivation and accounted

for z9.6% of the total production. However, the

share of chewing tobacco in India's tobacco

production has risen steadily over the years from

rJ% in rggg-rgg4 to z9.r%o tn t9g7-t998.

Unmanufactured tobacco is either exported,

directly consumed as chewing tobacco, or used

as an input in the production of manufactured

items such as cigarettes, cigars and beedis.

Usually, there are seven broad typeq-of un-

manufactured tobacco, based on the end-use

and curing methods. These are: (i) FCV, (ii)
Burley, (iii) Oriental, (iv) dark air/sun-cured,
(v) light air-cured, (vi) dark air-cured (cigar)

and (vii) dark fire-cured.

Currently, India produces 6oo million kg (dry

weight) of tobacco on an average. Of this, FCV

tobacco accounts for gr% (r85 million kg).

Cigarette (FCV), beedi, cheving, hookah, cigar,

cheroot, snuff, natu and Burley tobacco are

grown in different parts of India. FOV, burley
and natutobacco are the three main varieties of
cigarette tobacco. Flue-cured Virginia tobacco

is the primary ingredient in the manufacture of

cigarettes. It is mainly cultivated in Andhra

Pradesh and Karnataka, whereas beeditobacpo

is grown in Gujarat. Tobacco used for chewing

arrd hookah are grown in other tobacco

producing states of India. Burley and Oriental

types are blended with FCV in appropriate
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proportions to create specific qualities oftobacco

for cigarettes to cater to the taste of smokers.

. Beedi tobacco: This occupies goo/o-95%o of
the total area under tobacco cultivation and

is grown in Gujarat, Karnataka and

Maharashtra. Nearly 8S% of the world's beedi

tobacco is grown in India. The average yield
varies between looo and rToo kg/hectare iir
Karnataka and Gujarat, respectively.

. FCV tobacco: It is grown in Andhra Pradesh

and Karnataka. A small quantity of this
tobacco is also grown in Orissa (Rayagarh)

and Maharashtra (Gadchiroli). It is the most

remunerative crop due to the demand from
domestic cigarette manufacturers and

importers. In zooo-zoot, the average yield

of FCV tobacco was t71o kg/hectare. Fifty
per cent of the FCV grown in India is used by

the domestic cigarette industry while the
remaining is exported.

. Burley tobacco: This air-cured form of
tobacco is used for cigarette blends and is
grown in Andhra Pradesh.

. Hookah tobacco: (Nicotiana rustica variety)

It is used for smoking and is grown in Uttar
Pradesh, Bihar, West Bengal and Orissa.

. Chewing tobacco: This is used for gutk4 snttfr

and pipe tobacco. It is grown in Tamil Nadu,

Uttar Pradesh, Bihar, West Bengal and Orissa.
. Natu tobacco: It is sun-cured and grown in
"' Andhra Pradesh.
, Cigar tobacco: This type of tobacco is grown

in West Bengal and Tamil Nadu.
. Cheroot tobacco: It is grown in Tamil Nadu

and Andhra Pradesh.

The production of different varieties of tobacco

in India is shown in Table 2.4.4

Unmanufactured tobacco

Recently, India became one of the largest
producers of unmanufactured tobacco, ranking

third after China and the USA (Table 2.5).s China

produces gg.z% of the total world production,

while India's share of unmanufactured tobacco

production is ro.5%. During zooz-zoo3, the

world production of unmanufachrred tobacco was

6,0z4,cc,0 tonnes of which India produced

Sg2,ooo tonnes. This is estimated to increase to

595,ooo tonnes in zoo3-zoo4.

Manufactured tobacco

Manufactured tobacco is typically used for
smoking such as in cigarettes and beedis, and in
some varieties of chewing tobaccos. The
production of different varieties of tobacco is

directly related to the pattern of consumption.
Internationally, smoking tobacco usage has

shifted from traditional products such as hand-
rolled cigarettes, cigars, cheroots, beedis, pipes

and hookah to cigarettes (both filter and non-

filter). As shown in Table 2.6, there has been an

overall shift in manufactured tobacco production

towards smoking use in India.a6 In this respect,

the Indian trehd is similar to the worldwide
trend of more smoking tobacco products. The

pattern of production within smoking products,

however, presents a sharp contrast to the
worldwide trend. Beedi is the dominant form of
tobacco produced in Indian manufacturing
wits. Beedis alone account for 3t% of all
manufactured tobacco production while the
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Share in world production (%)
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39.s
38.0
35.1

31.5
31.0

L8.2

77.7

t9.2
28.6
34.4
32.4
36.6
36.3
aa)

43.2

30.9
40.L

37.9
42.4
47.0

44.2

1s.6
14.8

2r.0
19.8

20.8
19.5

18.4
19.1

14.9

225: tobacco stemmtng, redrying and other operations; 226: manufacture of beedis,227: manufacture of cigars, cigarettes, cheroots and

cigarette tobacco; zzgl manufaciu re of snuff, zarda, chewing tobacco and other tobacco products; 229: manufacture of paan masala, catxhtt

and chewing lime.

Source: Cenlral Statistical Organization
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share of cigarettes, cigars, cheroots and cigarette

tobacco was gg%o in t997-rgg8. However, the

production of chewing tobaccos such as paan

masala and catechu is increasing over the years.

The overall trend of total manufactured tobacco

production showed a steady increase from Rs

4257.7 million in rg7T-r974 to Rs 8o,319.6

million in r997-tgg8. 
o

Of the four major manufacturers of cigarettes

in India-the Indian Tobacco Company (ITC)

Limited, Godfrey Phillips India (GPI) Limited,
Vazir Sultan Tobacco (VST) Industries Limited
and Golden Tobacco Company (GTC) Limited
(Table 2.il-ITC Limited alone accounts for
more than 6o% of the total production, and

8oo/o of the sales and market share.aT-ae The

cigarette industry all over the world is facing a

declining trend and increased activity from anti-
smoking lobbies. According to the US

Department of Agriculture (USDA) estimates

(Table 2.8), the production of cigarettes in India

has declined from 98,ooo sticks in t997-r998
to 93,ooo sticks in 2oo2-2oo3.45 Although the

share of domestic cigarette production has

increased marginally over the years, it has

mostly remained stable within the range of
r.5%-r.9%. According to the data provided by

the Indian Tobacco Board and Reserve Bank of
India (RBI), the production ofcigarettes reached

a peak of 94,o5o million sticks in r98z-r983,
declining subsequently thereafter.so's' In the

199os, production started again, increasing fl
rggg-2ooo, and showed a decline for the ne-t
two vears till zooz.

India is one of the biggest tobacco markets in
the world, ranking third in total tobacco

consumption behind only the markets of China

and the United States. However, the per @pita

consumption in the country is o.9 kg compared

to the world average of r.8 kg.aS Domestic

unmanufactured tobacco consumption has

increased from 483,360 tonnes in 1998-1999

to 488,go tonnes in zoo3-zoo4 (Table z.g).s
Tobacco usage in India is contrary to world
trends since chewing tobacco and beedi are ttre

dominant forms of tobacco consumption,
whereas internationally, cigarette is the

dominant form of tobacco use.

The use of tobacco and its various products

appears to have declined in the rural and urban

populations of India over the period from 1987-

1988 to 1999-2ooo. According to the National

Sample Survey (NSS) data shown in Table z.ro,
consumption of tobacco in all recorded forms

has reduced.s' This trend of decline in
consumption is faster among the urban
population. Since gatka is a recent entrant, the

trends of oral tobacco use are not clearly
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Total production Share in world production (%)

7997- 1998 2001-2002 (p) 2oo2- 2oo3 (f) 1997-1998 2001-2002 (p) 2002-{03 (f)

China
Russia
'lanan

Germany
Indonesia
Turkey

UK

Netherlands
Brazil

India
Korea

Others
World total

1,683,549
180,500
267,050
181,904
216,240
1 18,020

163,547

1L6,263
170,000

98,000
103,586

2,282,L48
5,580,767

r,709,505
375,000
229,000
212,500
200,358
130,830
L33,0I4
126,292
106,685

90,500
93,750

2,194,477
s,601,911

1,735,000
380,000
224,000
21 1,000

186,000
134,500

130,000

126,500
101,580

93,000
92,000

r,622,069
5,035,649

30.2
3.2
4.8

2,1

2.9
2.7
J.I

1.8
I,>

40.9
100

30.s
6.7
4.1

3.8
AC

2.3

2.4
2.3
1.9
r.o
L.7

39.2
100

34.5
7.6

4,5
4.2

3.7
2.7

2.6

2.5

2.0

1.9

1.8

32.2
100

p: preliminary; f: forecast

Source; United States Depadment of Agriculture (USDA) estimates for tubruary 2004

documented by using paan-tobacco alone as

an indicator. After 1987-88, there is a declining

trend in the consumption of the smoked forms'

in both urban and rural ateas.

Total cigarette consumption increased from

6z,9o8 million sticks in !g7o to Br,5r4 million

sticks in rgg7. However, the per caplta

consumption of cigarettes decreased from r9o

sticks in rgTo to 129 sticks in 1997. More

recentll', a decline in the number of cigarette

sticks consumed has been noted (Table 2.11).16

On the other hand, the share of domestic

consumption of unmanufactured tobacco went

up from 6.9%o tn r9g7-L9gg to 2.5% in zooz-
2oo3. Over the years, India's position has

increased from the third- to the second-largest

unmanufactured tobacco consuming country in

the vr'orld. This suggests that compared to

cigarettes, more of the other forms of tobacco

are consumed in India and that this trend is

increasing in recent years.

::=

Total domestic consumPtion Share in world consumPtion

1997-1998 2001-2002 (p) 2002-2003 (f) 1997-1998 2001-2002 (p) 2002-2003 (f)

China
India
Russia

Germany
'lan:n

Indonesia
Turkey
Brazil

UK

USA

Philippines

Others
World Total

2,34t,759
483,360
180,450

r42,65r
172,700
133,300

108,850
I qq o?q

136,750

616,835
74,690

2,472,732
7,020,012

2,772,904
481,130
309,300
180,000
149,000
155,140

120,100

t12,525
100,750
463,190

94,t20
1,663,606
6,60i,765

2,997,554
488,130
293,r00
162,000

149,000
r42,49r
123,000' 
107,700
100,750
444,190

96,320
t,536,574
6,540,809

33.4
6.9

2.6

2.0

2.5
1.9

2.2
L,)

8.8
1.1

35.21
100

42.0
7.2

4.7

2.7
z.J
2.4
1.8

r.7
'I 5

7.0

1.4

25.2
100

44.3

7.5

4"5

2.5

2.3
2.2
1.9

t.7
r.f
6.8
1.5

23.5

100

P: preliminary; f: forecast

source: llnited states Department of Agriculture (usDA) estimates for February 2004
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The Tobacco Board, agricultural research

institutes located in different parts of India and

the tobacco industry, particularly ITC, are

facilitating the sustained production of different

types of tobacco in the country. Beedi tobacco

seeds are supplied by the research station at

Anand (Gujarat) whereas FCV tobacco seeds are

supplied by the Central Tobacco Research

Institute (CTRI) and ITC. In addition, research

institutes affiliated to the Indian Council of
Agricultural Research (ICAR) and universities

are undertaking research on new and improved

*varieties. The Tobacco Board is promoting the

production of FCV tobacco through regulated

cultivation, procdssing and marketing of
tobacco. Subsidies are provided for the purchase

of coal, fertilizers, sprinHer sets, installing barn

insulation, etc. Extension programmes, namely,

demonstration plots, study tours, web portals,

flow of bank credit via tie-up arrangements,

meetings with exporters and importers, etc. are

also taken.up by the Tobacco Board. The

Tobacco Institute of India (TII), the Indian
Society on. Tobacco Science (ISTS) and the

Directorate of Tobacco Development (DTD) are

promoting tobacco by providing information on

production, prices, market, tax rates,

government policies, etc. The Ministry of
Commerce, Government of India provides

assistance for study/business tours, conferences

and exhibitions related to tobacco trade.

However, it may be stated here that the

developments in tobacco research may help

increase the yield, quality and flavour oftobacco,

but not the area und.er tobacco cultivation.
Further scope for increasing this area in India

is limited because of the peculiar soil conditions

and climate required for cultivating tobacco.

Moreover, this may not be possible in the light
of the growing anti-tobacco movement within
the country, the World Health Organization's
(WHO) Framework Convention on Tobacco

Control (FCTC), World Trade Organizations
(lyTO) specifications on trade and agriculture

and the government's decision to impose

restrictions on tobacco consumption in India.

Exports

Tobacco has been a traditional export item for

India. However, the share of tobacco exports in

India's total exports witnessed a declining trend
ftom t974-tg7; to 2oo2-2oo3. The share of
tobacco exports to total exports declined from

2.5%o in rg74-rg71 to o4% in zooz-zoo3. The

share in disaggregated forms of unmanufactured

and manufactured tobacco also depicted a

similar declining trend. The declining share of
tobacco exports to total exports is basically due

to the sharp fall in the export share of
unmanufactured tobacco.

In 1985, India exported unmanufactured
tobacco products to nearly 5o countries.

Currently, India has tobacco trade with roo
countries. It appears that exports have
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Domestic consumotion Share in world consumption (%)

1997- 1998 2001-2002(p) 2002-2003(f) 1997-1998 2001-2002 (p) 2002-2003 (f)

-.,sld

-a-4!l

:-.Jcn€ia

-<::ol ly
--*ey
_?ry

S:ain

- 
-Jtd

,-ilippines
JJ lEI 5

,',ror'ld total

L,666,047
245,000
336,600
199,136

740,630
109,300

93,536
e2000
89,900
96,820
75,000

2,L7t,899
5,320,868

r,697,291
375,000
292,046
181,958

743,164
115,500

L02,357
105,500
94,309
89,455
84,000

2,r48,548
5,429,128

1,722,349
378,000
286,500
171,100
r42,000
116,000
106,500
100,200
94,300
91,160
82100

r,649,59t
4,944,800

31.3
4.6
6.3

3.7
2.6
z,L
1.8

1.8

L7
1,8

L.4

40.8
100

31.3

6.9
5.4

3.4
2.6
2.r
1.9
10
t.7
r.7
l. O

39.6
100

34.8
7.6

5.8

3.5
2.9
2.4
2.2

2.0

1.9

1.8

1.8

33.4
100

r: preliminary; f; forecast

-t,v,,ire: United States Department of Agriculture (USDA) estimates for February 2004

determined the production of FCV tobacco in
India. In r98z-r983, India made a record

production of r84 million kg of FCV tobacco,

rr-hich rvas 6% of the world's tobacco production.5'

The rise in the popularity of cigarettes opened

the market for Indian FCV tobacco in the UK,

Japan, the USSR, Egypt, Italy, China and

Bulgaria. According to data availabie in 2oo1,

Russia (z7ok), the UK (to%), Yemen (9%),

Germany (8%), the Netherlands (6%) and

Belgium (5o,4) are the major markets for Indian
unmanufactured tobacco. Russia, Belgium,

Germany, Nepal and Singapore are the major

importers of FCV tobacco from India. Of the

zoo exporters registered with the Tobacco Board

in zoor-zooz, there are 50 that export un-

manufactured tobacco from India.

Although India is one of the major exporters of
unmanufactured tobacco, it has yet to make its

presence felt in the export market for cigarettes.

From the data on tobacco exports, it is elident
that India is known more for its un-
manufactured tobacco than for the value-added

manufactured products of tobacco. As early as

in r95o-r9Sr, gS% of the tobacco exports

consisted of unmanufactured tobacco. Even

after 9o years of the existence of a domestic

cigarette manufacturing industr-Y, India's
tobacco exports still continue to be dominated

by unmanufactured leaf, which was 84.604 of

the total tobacco exported in zoo3-zoo4
(Table 2.12),3'Nevertheless, due to the global

increase in tobacco prices, India's export
earnings has gone up by over 58 times from Rs

r5z million in the beginning of the 195os to Rs

8834 million. India's exports of tobacco and its

products in terms of voiume spurted from 44.6

million kg in 195o-1951 to rr5.4 million kg in
2003-2OO4.

An analysis of variety-wise exports of un-

manufactured tobacco shows that FCV tobacco

accounted for between 6o% and 8z% of the total

Unmanufactured Manufactured
tobacco tobacco

Year Quantity Value Quantity Value

1950-1951 94.6 85.80
1955-19s6 96.2 90.03
1960-1961 96.4 92.82
1965-1966 9s.5 92.53
1970-r97t 95.4 96.44
7975-1976 94J 94.64
1980-1981 86.4 88.47
1985-1986 76.6 81.10
1990-1991 84.s 79.32
199s-1996 8s.8 8s.83
2000-2001 87.1 74.95

2003-2004 84.6 67.86

5.4 t4.20
3.8 9.97
3,6 7.L8

4.6 7.47

4.6 3.s6
5.3 5.36

13.5 11.53

23.4 18,90

1s.9 20,68
14.L 14.17

13.3 25.05
L5.4 32.t4

Values are expressed in percentages

Source: Tobacco Board 2004
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exports of unmanufactured tobacco from the

country during the r99os. Similarly, the export

value of FCV tobacco accounted for 75% to 9o% of
the total exports of unmanu-factured tobacco. The

other varieties of tobacco exported include SCN,

SCV, Burley (all cigarette tobaccos) and lalcho-
padiq Judi and rustica (chewing tobaccos).

India has an advantage over other countries ii
tobacco price and in the production of various

varieties of tobacco from different agro-climatic

regions. As a result, Indian tobacco is cheaper

in the world market than of other major
producers. In spite of India having a

comparative advantage over leading tobacco
producing countries in terms of low cost of
production, farm price and conversion cost, it
has not emerged as a leading exporter. This is
mainly due to low productivity and quality as

compared to Zimbabwe, Brazil, the USA, etc.

Table '2.r3 shows that there have been

fluctuations in tobacco exports from India.
Though India has explored new markets, its
share in the world market has declined.il

The continued accent on tobacco exports, mostly

in unmanufactured form, is probably due to the

Iimited scope for tobacco-based products from
India. Despite 6o years of international trade,

India has failed to take advantage of the
worldwide increase in the demand for cigarettes.

Exports of tobacco products from India are low.

Chewing tobacco with a share of +9.8% leads

the exports oftobacco products from the country

(Table 2.r4).'" Chewing tobacco is followed by
cigarettes (zg.7"A), hookah tobacco paste
(tz.zo/o), and. beedis (tt.Z%). However, there is
not much_scope for increasing the exports of
manufaciured tobacco products except

cigarettes, which constitute the most widely used

tobacco product in the world. Table z.r4 shows

that the share of cigarettes in total manufactured

exports increased both in volume and in terms

of value from 1995-1996 to 2oo1-2oo2.
However, the likelihood of the global tobacco

market shrinking due to worldwide controls on

tobacco and the extremely competitive nature

of the global tobacco market would suggest that
India's policies on tobacco agriculture and

manufacture should not be guided by unrealistic

expectations of potential exports.

Employment

The structure of employment in the Indian
tobacco industry largely reflects the structure of
the consumer market for tobacco products in
India. Specifically, the effect of the production

of beedis dominates employment opportunities
within the manufacturing sector of the domestic

industry as this is a highly labour-intensive
activity and involves much less sophisticated

manufacturing techniques compared to those

employed by cigarette manufacturers.

Within the tobacco industry, there are some

important additional characteristics of the
structure of employment. The vast majority of
positions in the tobacco indrrstry are available

either on a part-time or seasonal basis. The main

activities in which there is full-time employment

are leaf processing, cigarette manufacturing,
distribution and retailing. Of course, people

involved with the distribution and retailing of
tobacco products will derive only part of their
livelihoods from the sale of tobacco products.

The manufacture of beedis is undertaken by
part-time employees only. Seasonal employment

dominates in the leaf-growing industry, with
relatively small contributions to seasonal

employment opportunities also coming from leaf
processing and from brokering, auctions and
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Production Share in total exports (%)
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:=,.ied activities. The magnitude of seasonal

.::-:-orment in leaf growing, where many millions

.: :-ople are engaged in the industry, emphasizes
---.: nportance of the industry in prov'iding an

-,- -:re to these people, and in supporting famr\

--.::l5ers and other people in these regional and

--r: communities. Other partial employrnent

:- :--aies reinforce the crucial role of the tobacco

- - --.f in providing emplolment opportunities,

::t=--tl-h- in leaf growing.

. .= :eedi industry in India is labour-intensive.

' .,: beedi rolling is considered to be largely a

:.: ac industry, it generates much more

.-: -rrnent at the manufacturing stage. It is

: - :r-ated from the Annual Survey of Industries

--i- data that almost 85% of employees of

. r:-co manufacturing industries are employed
- -:.= beeditndustry.a6 Except the beedrindustry,

. --:mber of employees in all other sectors of

::.1 manufacturing units has declined over
----.= :=riod from r973-r974 to 1997-1998.

i'l SO fevenue

- -=; on tobacco have long been debated in
-- '^: coufltries. In many countries, both ad

: ':::i1 and sPecific taxes are levied
- :--- .rleously on tobacco products' In fact,
- - = . -:-:cture of taxes on tobacco in India is
- . -- lifferent. Until 1979, the primary form

- , -'r tobacco in India was through the lery

. -.-. :n all tlpes of leaf tobacco purchases,

,' .-= ::rose used for cigarettes, beedis, zarda

and snuff. In addition, an excise duty was levied

on finished products. In that year' the

government abolished the lely on leaf tobacco

because (i) many people thought it was a tax on

the poor farmers (producers) as well as an

instrument for harassing them in the name of

tax compliance, and (ii) it was becoming

administratively difficult to collect the tax.

Consequently, the entire ta-x burden was shifted

to the finished products.

The tobacco industry in India is subject to a

range of ta-xes imposed by the Central and State

Governments. The Union government raises

revenue from the sales of all t1,pes of tobacco

products predominantly through the imposition

of excise duty calculated on an ex-factory basis.

These are detailed in Section 6.8.

During t998-t999, Rs 532,46o million was

collected bv the Indian Government from excise

ta,x. The total excise dutl' generated by tobacco

products was Rs 57,68o million which is ro.8%

of the total excise re\renue collected. Tobacco

excise has become a particularly important source

of revenue for the national budget. The data on

revenue from excise duty highlights the

preferential treatment accorded to the unmanu-

factured tobacco sector through the imposition

of a lower excise on traditionai tobacco products

than that imposed on manufactured products. A

recent study of the Indian tobacco industry

concluded that traditional tobacco products, such

as beedis, chewing tobacco and smokeless tobacco,
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account for 8to/o of the national consumer market dependent on cigarettes, which account for one-

and yet they comprise only rzo/o oI the total fifth of consumption but contributes nearly four-

tobacco excise collected from tobacco products.56 fifths of the excise revenue'

However, the contribution of tobacco to the

excise revenue has reduced fromt4%" in 196o-

196r to ro.8% in 1998-1999. The slowdown in

the share of excise revenue is partly due to.the

nature of the tobacco consumption patterh in

India and partly due to the excise rates over

time. The bulk of tobacco consumption in India

is in traditional forms such as beedis and

chewing and non-smoking products, whereas

the excise revenue from tobacco is largely

Irrespective of the large contribution of cigarette

industries to excise revenue, it has shown an

increasing trend of profit. The profit of cigarettes

and cigarette products industries reached /8.2o/"

of the total profit of all tobacco industries in

tggZ-tgg8 from 6t.2o/o in tgTg-r98o'ao

Similarly, the profit share of paan masala and

catechu industry has also increased substantially

over the years. However, the profit margin of

the beedi industry is declining over the years.

2.2 ECONOMIC HISTORY OF TOBACCO PRODUCTION

KFY HESSAGES

. The entry of European colonial powers into India spurred the import of tobacco into

Ind.ia. Investement in production and export came later during the British rule'

. The policies of strong governmental support for tobacco agriculture, initiated during the

British colonial rule, have continued after Independence'

. Though recognized as a demerit good, tobacco plays a significant role in the Indian

economy as it contributes substantially in terms of excise revenue, export revenue and

employ'rnent.

. Tobacco cultivation has sustained despite social disapproval because of domestic demand

(beedi tobacco) and international market (flue-cured Virginia tobacco).

. The Tobacco Board, agricultural research institutes and the tobacco industry are the

' promoters of tobacco cultivation in India'

. Tobacco has emerged as a major producer and exporter from a mere importer some fifly

years back.

. India is the world's second largest producer of tobacco and also the second largest consumer

of unmanufactured tobacco. It is a major exporter of unmanufactured tobacco.

. From a leaf used initially as a medicine and intoxicant, tobacco has become a golden leaf

reaping money for the producer and government'

. In sharp contrast to other countries, major forms of tobacco consumption in India are

beedis and chewing tobacco.

. Cigarettes, which are tle major consumption category in other parts of the world' occupy the

third place in India. The cigarette sector, however, has shown a rising profit trend.

. The export potential of tobacco is shrinking and domestic consumption too appears to be

responding to interventions related to tobacco control'

. The need to restrict the growth of the tobacco industry and to progressively replace

tobacco with alternative crops must receive serious policy consideration.


