
 
  

 

The price of tea… 
 

English breakfast tea is made from a blend of cured evergreen leaves native to Asia. The most popular leaves come from 
India and Sri Lanka, though each tea manufacturer uses different blends. Because of global trade, the cost of these Asian 
leaves fall almost every year; currently around $20 wholesale per pound. One pound of tea should yield 200 cups, making 
the raw material cost of a single drink about 10 cents. 

Tea is a pretty simple product, however it generates an enormous amount of revenue worldwide; about $44 billion per 
year. I drink a lot of tea. I never developed an affinity for coffee but found something comforting about a hot cup of tea. I 
drink about 5 cups a day, but the large majority of it is made at home or in my office so the cost is under $1/day. When I 
have a cup of tea outside in the real world however, the prices are anything but uniform.  
 
On a recent trip to New York City, I experienced a wide variance in tea prices. The cup of tea at Starbucks next to my hotel 
was $3.99. At lunch I paid $1.99 for tea at a popular Midtown restaurant and in late afternoon I had a $5.99 tea from the 
specialty retailer, David’s Tea. All three teas were similar in size, temperature and flavour. Given the variety of teas I 
consumed while in New York, let me consider which was my favourite, ranking them on three attributes; taste, quality and 
experience. 

 

 

 

 

 

 

 
 
 

So which tea do I think was the best?  Which tea would I choose to have a second time? I suppose the answer depends 
on which attribute I consider most important; taste, quality or experience? Each cup of tea is superior to the others on only 
one characteristic, and therefore no one tea is clearly ‘best’.  
 
There is one variable which can help me clarify which cup of tea I should choose as being best; price. In fact, there is no 
such thing as a good or bad cup of tea without reference to price. For example, if taste was the sole determinate of 
superiority, if the highest rated tea (restaurant tea) was $20/cup more expensive than the lowest ranked tea (David’s Tea) 
I would not be willing to pay extra. I would happily choose to drink the cheaper tea.  Price should be the great equalizer. 
 
Now admittedly, overpaying for one cup of tea is not going to ruin anyone financially, but the principle of using price as a 
clarifying reference point is important. As it so happens, this principle is critically important in the world of in investing. 

Done properly, choosing an investment is a complex exercise. There are all kinds of attributes we can like in an 
investment; high growth potential, steady income and low volatility are some familiar examples; but we should always 
evaluate at what price are we being asked to pay for these attributes?  There is no such thing as a good or bad 
investment idea without reference to price.  We should only be interested in a particular investment if the price is fair, and 
because most investors move as a herd, this is often not the case.  
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From a taste perspective, the restaurant drink had a slightly 
better taste than the other two, but that may have been 
because the tea was allowed to steep in a teapot.  
 
From a quality perspective, Starbucks was the clear winner. I 
am sure mostly due to their practice of using two bags per 
cup, they had by far the most flavorful and bold tasting 
beverage. David’s Tea had a weak constitution and the 
restaurant tea bag eventually disintegrated in my tea pot.                    
 
From an experience perspective, David’s Tea was slightly 
more enjoyable than the other two because the store was 
reasonably quiet (by New York standards) and the people 
watching was great. 



 
It is obvious what is meant by fair price when referring to buying a cup of tea, but what exactly is meant by fair price in the 
context of investing?  It is here where investors can make the concept more difficult than necessary.  While there are 
many ways to estimate an investment price, we can make some broad conclusions if we think about fair price in the same 
general way we think about buying tea.  

We know the average price of a New York cup of tea is $3.99.  Let’s say that paying $0.99 for that same beverage would 
be a very good deal and paying $6.99 would be too much.  We have now established the appropriate range for the fair 
price of tea; on average we should be paying around $3.99, if we are lucky we will find tea for $0.99 and if in a trendy part 
of town will be asked to pay $6.99.    

When we purchase tea, we pay a price upfront, for the right to receive a cup of tea in the future (really a few moments 
later).  In an investment context, it works the same way; price is the upfront cost, for the right to receive future payments 
from an asset (in the case of a stock; future payments are from the successful operation of a business).  Using history as 
a guide, it turns out that over time, the average price of these future payments is $15 (a note for the jargon inclined; this 
number refers to median earnings multiple; which is how much an investor is willing to a pay for $1 of company profits; but 
the actual definition is not important here, it is only the analogy we are after).  This means buying into the US stock market 
at a price of $15 is equivalent to buying a cup of tea for an average price ($3.99).  Similarly, buying the US stock market at 
$5 is equivalent to purchasing a cheap cup of tea ($0.99) and buying at $25 is equivalent to purchasing an expensive tea 
($6.99).  We have now established a fair price range for investments.   

 

 

 

 

 

 

 

 

 

What happens when the price asked is not fair?  What is an investor to do when prices demanded are too high?  This is 
the most difficult question for most investors to face with honesty.  We all want our investments to increase in value, this is 
obvious.  However, the largest determinate of whether an investment will make money or not, is the price paid.  The best 
answer therefore, is to pay close attention to where current prices fall within the context of a fair range.  We should lessen 
the amount of the expensive stock we hold, and have a much higher weighting in less expensive options.  In this way, we 
have a much higher probability of achieving our desired rate of return over the business cycle.  This is because over time, 
prices revert to their long term average, and if we are buying too high, we will be holding onto the wrong asset when 
prices return to normal.  Just like most tea drinkers will eventually limit their consumption of expensive designer teas and 
return to purchasing average beverages, so too will stock purchasers make similar decisions.  

Your glad to be back in Canada with my inexpensive tea investment advisor,       

  

Duncan Stewart, MBA, CIMA, FCSI, CFP, CPWA 
duncan@stewartfinancial.ca 
 

 

We can graph this concept.  At right, price is on the vertical axis 
(price of the US stock market; high, average and low as well as the 
reference tea price eqivalent), and the different investable 
geographies are listed horizonally.  What is being shown are the 
current prices being demanded across different investment markets.  

Just like when buying tea, we want to be active buyers when the 
prices are average or lower and to shy away from buying when the 
prices are significantly above average.  As we can see, the highest 
price currently demanded are for US stocks at a price of $21.  This 
is quite high relative to the average price of $15 and well above 
what would be considered cheap (the market price was as low as $9 
back in 2009).  Canadian and European stocks are slightly less 
expensive, but still higher than average.  It is only Asian stocks 
which are at an active buying price ($13). 
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