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Nepal’s accession to the World Trade Organization (WTO) marked an important shift in the
trading environment of Nepal, particularly in the high-value agricultural products like tea.
Being a small agrarian economy, Nepal faced unique challenges in translating the
multilateral trade commitments into sectoral growth and competitiveness. This research
examined how WTO membership influenced the performance of Nepalese tea industry by
analysing the trade commitments, growth pattern, structural characteristics and
competitiveness. The research had four specific objectives. First, to evaluate Nepal's WTO
commitments and compliance in the tea sector. Second, to assess the change in growth of
tea sector after Nepal’s membership with the WTO. Third, to examine the structural
characteristics and market dynamics of Nepalese tea in the post-WTO period. Finally, to
evaluate the competitiveness of Nepalese tea with particular focus on the role of certification.
To achieve these objectives, the study primarily used a quantitative approach using the
combination of time-series secondary data and industry-level primary data, followed by a
policy and documents review. The growth rate estimation, log-linear trend model, structural
break analysis and a gravity model-based econometric analysis were done using secondary
data on plantation, production and exports. An industrial census of tea processing units in
Jhapa and Ilam districts was done to collect primary data for analysing the cost-based
competitiveness indicators, profitability analysis and one-way analysis of variance. The
results indicate that Nepal largely fulfilled its WTO commitments in the agricultural sector
in terms of market access, domestic support and export competition. However, the policy
space that is available under these commitments has not been fully utilized. The growth
analysis shows that there was rapid expansion in the tea plantation area and production
during the pre-WTO years. While the plantation and production growth slowed in the post-
WTO period, there was an improvement in export performance. The structural break analysis
confirms the significant increase in tea exports after WTO accession. However, the gravity
model estimates showed that WTO membership alone did not significantly explain the
export growth after controlling for variables like economic size, geographic proximity and
bilateral trade agreement with India. Furthermore, the study showed that the Nepalese tea
industry is structurally divided into two segments. While the crush-tear-curl segment is
domestic market-based and mostly estate-based, the orthodox segment is export-oriented
and smallholder-based. The competitive analysis showed that it is less likely that Nepalese
tea can compete with major tea-producing countries in terms of cost and volume. However,
it has a comparative advantage in terms of quality differentiation, particularly in orthodox
tea. Certification increases the price realisation and market access but imposes additional
cost burdens as well. The economic benefits of the certification vary across certification
types and size of firms. Overall, the findings suggest that WTO membership has created a
favourable institutional framework for Nepal's tea sector, but its potential benefits have been
constrained by underutilization of available policy space, structural limitations and heavy
dependence on Indian market. The study highlights the need for targeted domestic policies
that complement WTO commitments to achieve sustainable growth and competitiveness.
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