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Optimal Export Taxes in the Short andLons-Run: Pakistan's.
 

Policies,.Toward aw~q Jute Exports
 

Introduction 
y vmainstay,Jute h Ia beensecon d only to rice aa 

of the' EattPakistan economy: Jukeoccupiesi about' 8% of total 

cropped acreage the: Province,4's th'e mjor source
gin.- :of cash 

income fer'the small: farmer The jute industry icontributes' 

almiot thirty percent of grois.Value :added in organised industry, , 

and a great dea, of .employment and, activity is generated in .trade, 

transportatio0ni,;, banking and other .ervices to: collect ''and handle

the crop., For the.' nation"as',a'whole, export' of raw jutet and jute 

manufactures contributed :-fifty-three' percent 'of.: all exp0rt earnings. 

duringI' theo Second- Plan ,,period, sd this contribution remained at 

f ifty percentI for the first -three years of the ,Third. Plan period. 

.. . .fThe performnce asector, has beenof this key poor, however, 

over the entire', period of:Pakis t~n'rs independence. Product ion, ,

acreage and yield, have been essentially.stagnant: output rose by 

only 6. from th'Iearliest .period,1947-51 to the most recent,1963-67. 

over this sme span, production of jut e and allied fibres (kensf,_, 

mesca) increased in the:ret of .the world by no ,less.:than 320%., 

the bulk of. thisi.-inIndia, , Nepal's.and, Thailand, countries. facing. 

similar production conditions. Coqsequently, virtually all the, 

increase in the world!s consumption of the fibre, which grew at an 

.average annual,rate .in excessof threepercent,, hasbeen suppl ied., 

by-countries other than Pakistan. Pakistan's'share in world,.producti.. 



of-Jute and allied fibres has declined from 65 in -the:earlier" ..
 

period to 327. in the more recent, with no reduction-in:the,rate of
 

decline in market share.,
 

.
s market position 'has
The deteriorationinPakistan


actually been much eveni'graver than implied by -the"Ifigures given
 

above, since other materials.have made substanteialinroads .a
 

substitutes for jute in its traditional',uses. Inpackaging uses,
 

cotton bags,,multiwall paper bags iand.,bulk handling widely, replaced
 

juts bags in the developed countries.-In the period:1938-1961.
 

'Jute consumption in these countries might have grow, by.about,;50%1/
 

more than it actually didi had its use .risen as Iast a the: productiota
 

of comnodities.!traditionallypacked in.jute bags.,- Therelatively
 

,;showin in ,the source
high and unstablei prices of jute over,,the,period were 


Just cited to have: been important causes, along with' geieral packaging
 

trends, of this process of substitution.- Moreover, since 'this.-substitution
 
,,
been.,


has involved investment in,newIbagging 
or:handl ing equipment , it Whas 

largely irreversible',in'the short" runt. 

In the'decade of the s n960an even"more serious -ompe- .
 

tition arose. 'Products made f"romsynthetic materials polypropylene
 

and high-density',polyethylene, were developed and introduced' as
 

specific, subsi tutes both'in jute's traditional packaging markets
 

and in the rapidlyi-expandin$, promising market of fabric backing
 

for tufted carpets. Polypropylene,- the preferred'material, was
 

first produced commercially in the la te 1950' s a olymerization'
 

a minor by-product of the refineryprocess,
of propylene,: which is, 


Since the'. capacity has been expanded very rapidly, and now
 

represunts a $500,000,000 investment in which virtually alL the,,
 

.
..vorld'.semajor 1.petrochemicals produ.ers.have participIat'ed -Prices

have fallen'by 607 over the decade as, competition among producers
 



has increased/and economies of large-scale production have .been,achieved. 

'Moderate future ,reductions iare anticipated as the result of process', 

improvements./2/By far the mjor application of polypropylene has been in, 

pr cto gods; products of film and to
 

with jute,,continue to be a minor outlet " probably :less' thanifive percent
 

Of total consumption. Therefore, producers .of the: basic material will
 

probably .continue to establishprices on the ,basis; of cost, and demand
 

conditions' n.their .j markets. It is unlikely, in other words, that
 

competition with jute on 5.% of polypropylene rates would: lead producers
 

to l'ower prices to.,the,,point that.would, undermine profits on the remaining 95..
 

In,the early, 1960,.s leading polypropylene producers,
 

'compani.e like Dupont, Shell, ICI and Phillips, motivated by the 

need" to: expand their sales to capture important economies of scale
 

collaborated with leading European and American jute processors .in
 

developing an extruded film which could be alit into tapes, then
 

woVen into fabric. There were several years of experimentation,
 
.market research and product development before couerical productio,
 

began in 1965 and 1966.- During: this period jute spinners, carpet
 

tufters, and the makers of jute, mill- machinery were all drawn into
 

the process of developing a substitute for jute, sot only in the
 

hope of finding a superior and more economical raw material, 

+,,(and in the.-case of the machinery makers, the hope of re-equipping,_, 

:the Europea' +juteindustry with specially designed high-productivity. 

processing equipment): but also from fear of being left behind in
 

the race with their,,own competiters by a technological improvement
 

in which,they had not participated. During this, period, neither
 

theWindinnor the Pakistan authorities took vigorous actIon to.
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reduce or to stabilize prices at levels compatible with the erosion of
 

their monopolypositionp despite ample'warning of the imminent
 

entry of giant firms with far superior abilities to develop and
 

ilodify products tosuit the requirementsof consumers, andto sell"
 
and -service their'customers much more ablythan could the Jute'
 

industry. It"is.emphasized'tht there was nothing'inevitable, like
 

autonomous technological progress, which dictated the synthetic's
 

entry., Market opportunities,-the vulnerabil-ity .of jute:, dictated
 

the key decisions to commit'substantialrresources for research and
 

.development in the field of stretched tape substitutes. The
 

'investment'decis ions to enter commercial product'ion were preceded
 

by careful market'projictionsand profitability calculations. 
 Hai
 

Jute prices"been sufficiently low and stable, the entry of these
 

petrochemicals producers could have been prevented or delayed.
 
For example.$synthetic carpet backing cameon the market in the
 

UMS. in 1965 at alprice of 26c per: square-yard, just a penny or
 

two over the price of the Jute backing at that time. Since then,
 

competitioin has,'brought the price of Jute backing dwn,to 9' 

facilitated by more'generous export exchange rates in India and"Pakistan, 

And the synthetic i eling-'in'the range of 17-19c., a reduction'of'30f 

in a five-year period. Had the price of the jute'product been brought 

down to its present level fivye years ago, before'the entry of the 

syntheti, producers, then that investment would not have appearedI nearly 

as attractive,. It would have taken ionger for"prosective entrants to
 

recover development costs, the pay-back period would have lengthened, and
 

the inves tments would hve'appeared much more risky. 
 The chemical companies'
 

aggressive search for.'new markets might not have focussed so rapidly 
 'o
 

Jute had the industry !presented more formidable competLtion. Now'that
 



entry has successfully taken place, it is mucn more dif±icult to deter
 

further expansion of synthetic sales. What scanty cost data exists,
 

primarily in the FAO study already cited, indicate that at least-&further
 

30. fall in the price of+jute goods would be required to eliminate the
 

super-normalprofits now obtainable from sale. of synthetice.
 

The major Producers of synthetic substitutes are companies
 

who had been traditional processors of Jute, just asthe leading
 

designers of specialized high-speed processing equipmentIare,
 

Ln Europe, the traditional makers of Jute mill machinery. Often,
 

they operate in formal collaboration with the chemical producers.
 

ly 1969 woven and non-woven, spun-bonded polypropylene carpet backing
 

tad captured 30% of .the U.S. tufted carpet market, 
 and'industr
 

lources forecast no further absolute increase in the use of Jute for
 

backing. This is damaging, since tufted carpet sales continue to
 

increase in the'.U.S. at an annual rate of 14%, with excellent prospects
 

for wider usage in commercial and other public buildings, and with
 

largely unrealised potential as a low-cost reeidential floor covering
 

with high income elasticity of demand in Europe. Despite initial
 

tcical lties, continued,product development has made .
 

synthetic backing a close substitute for Jute. It has the disadvantages
 

of-a) less dimensional stability, b) sensitivity to high temperatures,
 

experienced during the dyeing process, C) a lighter 
 less substantial 

"feel",and d) poorer bonding with the latex undercover. On the other 

,,hand, its advantages are a) less needle deflection, b)'greater 

tensilie. strength, which permits high-speed operations at greater 
'densities, c) suitability for use in carpets exposed to moisture, 

and) lower.processing costs. In addition, the uniform quality,
 

stable and gradually falling prices, superior customer service and produc
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development, short supply lines and attractive prospeets have enabled 

polypropylene to penetrate jute's markets extremely rapidly at approximately 

the-same prices.- Backing costs are only ten percent of the total carpet 

costs, and since producers have been expanding rapidly in a buoyant market, 

stability, reliability-and ready availability have been'factors in winning
 

customers away from jute. As the industry expands into the low cost residential
 

carpeting market, price sensitivity will play an increasingly important role.
 

Somewhat less is known about the present level of polyprop

lene's sales in the sacking area; although, as in backing, it is a
 

very close substitute for jute hessian and sacking. Jute sacks have
 

greater friction and are easier to stack, they have a somewhat higher 

re-use value, and are less subject to deterioration in strong
 

sunlight. On the other hand,.;the synthetic bags are'lighter, better
 

looking, stronger on impact, give greater cover due to the flat weave,
 

are less subject to deterioration in moisture, and result in less
 

contamination of the sack's contents - especially of fibres like 

cotton and wool. The synthetic sack's major advantage is the
 

possibility of using specially designed, high-speed, integrated
 

processing equipment to manufacture bags, thereby eliminating many of
 

the processing costs. At least one major machinery maker has been
 

-supplying for several years an integrated plant costing about the
 

same as a Jute mill of-that capacity, but with man-hour productivity 

'fifteen times as high. For this reason, and-because of the lower 

materials cost, a recent FAO study estiated that raw jute prices 

would have to fall by at,least 40%.from their trand values to be
 

-competitive with polypropylene tape. 7, Theitrade literature in 

recent years has reported a great deal of investment in processing
 

equipment for the manufacturl of bagginj from tape, which foretells
 
• . 3 3,, ,, : , - . ::' - , . . . ? ....:" . , ..- .. . 
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rapid increases in production and'market share, In particular, an
 

end'to .U.S. ivolement in Vieinamwi release considerable capacity 

presently'engaged !inproducing sandbags to bea redirected toward 
civilianmrkets. :Much of this competition from polypropylene wlli
 

strik'e in-the'market for hessian cloth, a -finer variety -than jute 

sacking,cloth.,'.Unfortunately since Pakistan already] controls,most.
 

of the'world' s untied markets for 4acking -i-the industry,'shopes for, 

future expansion are focussed 'on the finer end of jutes product, 

range: that is,on hessian cloth, carpet-backing cloth, and special-!-.
 

ities. It,isprecisely this range,,of goods that',the.,European industry
 

produces, and'thias range which is most severely threatened by..1synthe-,
 

tics.. Without exaggeration, one, can say, that. it is the future,,o 

Pakistan's Jute sector which is being undermined by this-competition 

Little comfort.can be obtained either by.,repeating.the conventional..,...

admonition that,the Jute-producing countries should try harder.to,,develop
 

new uses for jute. Given the close technical substitutability ofjute,+_;,,
 

ind synthetic tape, and the vastly superior abilities .of companieslike
 

Dupont.and ICI in product development, it is overwhelmingly likely, that,,.
 

Jute will remain ,three steps behind in the race for .new markets henceforth.
 

II. Pakistan's .Policies Toward Raw Jute Exports 

immediately after Partition East Pakistan was left with 

80% of world Jute production, and no processing facilities whatever. 

All'the mills of undivided India stood:on the Hooghly near Calcutta, 

and were fed through well-organised supply lines reaching up into the 

East Bengal hinterland. In the bitter aftermath of Partition, it 

was notunnatural that.. the*Pakistangovernment should act to force the 

terms of trade in its favor for this, im major foreign exchange earner, 



through: taxationi acreage limitation, and other:restrictionist devices.
 

So doing, the officials of, the new regime were followinig clslih
 

precepts of their colonial mentors: the -British had-long .taxed raw;,
 

jute . and had introduced, acreage controls "as early as :.1940 in
 

order to exploit a presumed inelastic world demand.. Direct revenue 

requirements were. also important: in the first decade of its existence, 

the Central Government drew ten percent; of ,its.total, tax receipts 

directly f rom: the*jute trade through export: taxes.
 
-Desepitethe massivesmuggling over the ,.Indian border which
 

was, the itrade's inevitable response to the export tax, subsequent
 

events reinforcod the Pakistan government's position. 'The K6rean
 

War boom sent jute prices skyhigh-and: export tax rates were: more than

doubled in An attempt-, largely ineffectual, to skim off the excess
 
world demand,and to insulate' the localeconomy from a destabilising
 

price rise.;" The post-war slump and Pakistan's consequent balance 

of pay'ments crisis 'made any-short-term loss of foreign exchange earn

ings seem inadmissible. The year 1951 aiso 'arkedAhe 'start of 

production in ':Pakistan' .'first jute mills thefruats: of the earliest 

industrial promotionefforts In East Pakistan.- It was inevitable,. 

that Pakistan would try to expand its industrial capacity in cotton 

and jute.textiles, Just as India would try to expand its jute and 

.cotton acreage., Liberal financial assistance was provided to the 

induatrial interests who pioneered in the jute industry, and who 

within a few years would face the task of competing with.the establishaA
 

Indian mills in export markets. Once the Pakistan mills were estab

lished, their technical -inexperience, high labor costs, erratic power
 

supplies and the sketchy industrial-infrastructure were combatted
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by. themtlls'! advantage in raw materials costs. The' Gvernment 

accentuated this advantage through the.export tax onraw Jute, ,hich 

came to.be regarded as. a mainstay in the industrial promotion effort 

until, the ,initiation of the export bonus system. Even thereafter, 

mill interests have-continued to be effective lobbyists against any,. 

policy,change which,might have the effect of raising their raw materials
 

costs relative to those:,of their overseas competitors.
 

The inter-regional fiscal effects of the Government's treat

ment of raw juteassumed greater policy significance during,,the'1950's.
 

Because of the entrepreneurial skills of immigrant groups, their
 

easier access to credit, licenses., and undervalued imports of capital
 

goods and intermediates, as well as extremely high or absolute levels
 

of protection, industry ekpanded most rapidly around 'Karachi. The
 

West's growing import deficit was financed from capital inflows and
 

-
from the East's foreign trade surplus, while the relatively.unfavor

able exchange rate set for raw jute and other primary commodities 

which provided virtually all of East Pakistan's exports- reduced the 

income-generating effects of these" foreign exchange earning activities, 

given the, shori-run downward inelasticity of supply. The, international 

trade restrictions which suppressed an exchange rate which was over

valued even after the devaluation of 1955 implied that East Pakistan's
 

deficit in'trade with the West, which represented considerable trade
 

diversion, was valued at inflated internal prices; on.the average
 

This system of dual exchange rates
well above international -evels. 


had 'the. consequence of inflating industrial profits in' the Wes t*
 

(and in the East, to the lesser extent that the East participated in
 

industrial growth),,most of which were reinvested, while'restraining
 

agricultural and commercial incou~s in'the East.'
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Since' 1959 the manipulation of mot iess with favor&a 

proVisio's for exporters ,has been increasingly less' important in creating 

mu.tiple, effective exchange rates .than"has"the export bonus voucher., 

system. This system has been extensively described0.: Raw jute has 
alway, been excluded from its benefits, along with raw cotton and so, 

other' primary. combdities. Bonus rates have varied among manufactured 

commodities and over time but mostiexport items', including all jute 

manufactures now enjo,, a rate of'thirty 'percent. The bonus premium 

in the last year. or! two, has been fiuctuadtiing in: therange of 170-180%, 

although its mean vubue "over the earlier years was" closer to 150%9' 

On the import.side, most. intermediate s andmateilrque50 

payment in.bonus vouchers; ehile, consumer goods on the bonus 'ist 

require surrender of 100% of the Value in-bonus vouchers. Thlee
 

differential exchange rates on the triangular patteri of: trade' which 

emerged in the 1950'sprovided a large part of the mechanism for the 

transfer of resources: from:East to West, an outflow which as late as 

1967 may:-have been a's large as Es. 100 c r or. 

In A system of multiple exchinge rates, measurement of the 

effctive discrimination against ra jute requires ist a specif... 

cation of the appropriate*marginal value of foreign.exchange.
 

Hufbauer has shown that forl broad categories"of export products
 

marginal effective exchangerates were about R, 12 't.'o the" doll'ar in"
 

19672 and the rates on some individual itims'-were probably ns ider

ably higher. Uupublished studies of import policy .by-Phillip Thomas,
 

sad published work of M. Alamgir,1/ indicate marginal rates of
 

nominal protection for certain import substitutes inexc es of 

Rai 20 .to the dollar. For*'thesecomoditieia effective raas- iof
 



•""pr6tectioh must'have been even higher. nowever, sucn extremeLy.n:.gn 

marginal costs of foreign exchange apply onlyo .a'small fraction of' 

total trade. They are undoubtedly unintended aberrations of a discri 

inaiorypolicy, and should not be taken as approximations to any 

equilibrium exchange rate. Quite minor reallocations of foreign exchange 

would undoubtedly eliminate such extreme domestic scarcities and*.wipi 

out the highest values of effective protection. Many have proposed, 

without much analytical foundation, thata rate between Rs. 8 and 

Is. 9 to the dollar should be taken as an,'equilibrium" value of, 

foreign.exchange, although Hufbauer has presented several telling"
 

arguemhts for a much higher value of Rs. 15 to Rs. 18. For
 

illustrative purposes in this study, the extent-6ff discrimination
 

,against exports of raw jute will be measured with reference to the
 

effective rate of protection afforded to exporters of jute manufac

tures.' Since jute manufactures have been rewarded-less generously
 

,than some other industrial exports, and very much less so than many
 

import-competing activities, this could result in an under-estimation of

the adverse discrimination. Table I presents relevant data. For'raw 

jute, nominal and effective,rates of protection 'aretaken as,e4ualj 

since the use of purchased inputs in Jute cultivation has been'." 

,negligible. The nominal,rate is taken to be the official rate less
 

the export tax converted into an average ad valorem value. In
 

the jute textiles industry, raw jute has been taken as the only
 

current input (the only other ones of any importance are batching
 

oil and furnace oil, and these are less than ten percent.of total
 

costs), and the average input coefficient under free trade has been
 

http:percent.of


T-able I
 

Effective Exchange Rates for Jute and Jute Manufactures
 

Export Tax on 
Raw Jute as 7 
Ad Valorem 

1952-53 15.5 
1953-54 13.5 
1954-55 12.7 
1955-56 12.9 
1956-57 11.7 
.1957-58 11.1 
1958-59 11.6 
1959-60 12.7 
1960-61 7.1 
1961-62 9.8 
1962-63 10.7 
'1963-64 11.2 
1964-65 4.2 
1965-66 4.7 
1966-67 4.0 
1967-68 -
1968-69 

Effective 

Exchange Ra 

on Raw Jute 

Rs:$
 

2.86
 
2.92
 
2.95
 
4.14
 
4.19
 
4.22
 
4.20
 
4.14 

4.42 

4.28 

4.24 

4.22 

4.55 

4.52 

4.56 

4.75 

4.75 


a) Calculate 


Nominal c)Effective d) Implicit
 
Exch. Rate Exch. Rate .. Tax on e)
 
on Jute Mfps on Jute Mfis Raw Jute
 

5.50 6.86 40%. 
5.55 6.68 33% 
5.68 
5.72 

7.08 
7.20 

•39 
41% 

5.60 6.98 40 
5.60 6.68 327. 
5.58 6.64 327. 
5.82 7.08 36% 
7.30 9.84 52% 
7.30 9.84 52. 

dividing specific tax by fob unit value
 

b) 	Calculated 'as the official exchange less the implicit tax
 

c) 	Total value' f"bonus vouchers earned rby exports of
 
Jute manufactures relative to fob export value, times
 
the' official exchange rate'
 

d) 	Current inputs intoh jute manufacturing taken-'as, raw.

Jute with an input coefficient of 0.5
 

e) Calculated as the effective exchange rate-for raw
 
Jute relative to the effective rate for Jute manufactures
 



taken as 5070. Since imports of jute mill machinery have been priced at the 

official exchange rate plus:modest tariff, the long-term effective exchange 

rate for jute manufactures has been actually somewhat above that indicated 

by thi's calculation. See below for difficulties in measuring effective 

protection of jute manufactures. (In fact, the coefficient is closer 

to 60% in India due to the higher raw materials costs and lower labor 

costs. In Pakistan, the coefficients appear to be 60% for sacking and 

about 55% for hessian, but Pakistan mills seriously overstate their
 

raw jute costs for a number of reasons.) The nominal exchange rate
 

on exports of jute manufactures was constructed by relating the value
 

of bonus incentives granted to such exports to the total f.o.b. export
 

value, since the provisions of the scheme have changed over time
 

along with the bonus premium. 

On this basis, it appears that during the last decade the
 

implicit tax on raw Jute exports has varied between thirty and forty 

percent ad valorem. On the average, more than a third of export 

from an activity which has tradtionally
proceeds have been taxed away 

provided more than half Pakistan's foreign exchange earnings. What 

else.eis striking in Table I is that during the last two years, from 

1967-68, the implicit tax on raw jute exports has risen drastically, 

precisely at a time when its markets are being most severely threatened. 

rhis has come about from an increase in the bonus.rates applicable 

to exports of.jute manufactures together with an appreciable rise in 

the premium value of bonus vouchers, which have combined to double 
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exports 	of jute goods during'a period when
 the effective incentive,to 

rjute benefited only byremoval of a vestigial four percent export
 

tax. Such an increase in discrimination is very questionable 

if for 	no other reason than the fact that as Pakistan's
prima fac, 


world. jute exports has fallen, the elasticity of foreign

share in 


for Pakistan jute must have risen. Therefore, under any

demand 

formulation of optimal tariff theory, the extint 
of-discrimination
 

rather 	than increased.. But, -since in 
should have been reduced, 

addition, the emergence of close synthetic substitutes 
on internationa
 

markets -has unquestionably made the elasticity 'of demand much more
 

the policy of the Pakistan government is even more
elastic 	also, 

'difficult to comprehend.
 

III. 	 Tf Economic Rationale for -Raw,Jute Policy 

Among the several bases outlined in the preceding section 

for the Pakistan Government's-.discriminatory policies agins6t raw jute 

the dominant rationale has been 'the contention that sinceeports, 


to maiise
foreign'demand is inelastic, an.export taxis required 

the national gains from trade and any reduction in that tax would 

in, foreign exchange loss or a net reduction in potential welfareresult 


rationa1al
justification, its implication 


("the scientific tariff") economic management, has obviously been
 

or both. This with 	 of 

on overt redistribumore attractive politically than one which rests 


tionalconsiderations - between agriculture and industry, between East 

and West, or between public and private sectors. Furthermore, che . 

Government has had no difficulty whatever in sustaining, this rationale, 

economic, opinion hassince the overwhelming weight of. professional 
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concurred that-foreign ."demand for Pakistan. jute ',is inelastic, "and an 

export tax (perhaps even a higher one) is required to maximise the 

gains from trade. This body of opinion has included the judgments not
 

only of international,agencies like usAID and IBRD, and economists 

of the Harvard Advisory Group, but also those of prominent Pakistani
 

-economists. As late as 1968-it was possible to find one of the
 

moat distinguished Pakistani economists reasoning from the presumption
 

that foreign demand for raw jute is inelastic.,- In view of this
 

weight of professional judgment, perhaps the Government of Pakistan
 

cannot be faulted too severely for continuing to act according to
 

its redistributional proclivities.
 

Such unanimity among economists must be thought rather sur

prising, however, considering the evidence available during the past
 

decade-or so: Pakistan's rapid loss of market share; the phenomenal
 

sustained rise of acreage in Thailand at an average rate of 40% per 

year, which enabled her to capture 41% of world exports of jute and
 

allled fibres by 1966; the development and commercial marketing of 

close synthetic substitutes which won extremely fast user acceptance,
 

This evidence has not been seriously regarded. Instead, judgments
 

have been based on econometric attempts to measure short-term foreign
 

demand elasticities. These numerous statistical studies have typicall
 

used single-equation or simultaneous-equation methods to estimate the
 

effect on raw jute exports (or foreign imports) of current, unlagged
 

movements in Lhe price of raw jute relative to that of some substitute 

.material, like cotton or kraft paper.- A common specification '.of' 

the demand relationship is 

Dt * a + bPt a- .CIEc et 

'where D is demand, P the unlagged relative price variable, Y an 
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"
 index of activity in Jute-using sectors, and t a.time trend repre

senting "'technological" factors. Not surprisingly, .the estimated
 

short-term price elasticities have been low, and the time trends
 

adverse and highly significant. The concurrent response to price
 

shifts is often little more than inventory fluctuation in the importing
 

..countries; since jute prices have been notoriously volatile, most 

processors, conduct small buffer operations - reducing stocks when 

prices are high and buying heavily in the slumps. Most of the reaction 

to anticipated sustained price movements involves re-equipment or' 

conv,r.ion, occurs with a lag, and is picked up in the trend variables.
 

In other words, in terms of Figure I,as, raw jute exports from Pakistan
 

have moved up the long-term demand schedule depicted as LL, economists
 

-from time to time have estimated the short-run demand schedules S!,-and
 

found-that indeed they are inelastic. Onthis basis, despite perhap's
 

some vague misgivings, they have then reassured the Pakistan Government
 

of the soundness of its policies to tax'the jute, sector.
 

Is the long-run foreign demand-for Pakistan's raw jute veryeastic?
 

In order to be sure of the correct answer to this question, it i necessary
 

to define carefully what is meant by the long run. The foreign demand for
 

Pakistan's jute is identically .equal to the world,demand less the amount
 

supplied by other producers. The demand resjjpnse to a change in-price
 

has therefore two components: the response of world demand to a change
 

in price, and the response of supply in other producing areas to a change
 

inpri~ee.20/ With reference to the latter component, the long run is
 

defined au a period long enough to permit all changes in expectations
 

fully to be realized, and reflected in productionchanges. Agricultural
 

o8economis ts have long ago told -usl that cultivators.,respond only gradually
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9oa change inprice, as,its-persistence convinces them.of a.permanent
 

change in the relative profitabilitLes ofalternative resource allocations.
 

Thus, the full shift in acreage and other farm inputs following.a change
 

in relative crop prices will be completed only after the lapse of some
 

years. In'the case-of Thai knaf, a detailed study has indicated that the
 

one production-period .price 5lasticity of.acreage has been high (about 2.5,
 

due.largely to the fact tha,. kenaf is grown as a supplemental cash crop in
 

the Northeast) where land is relatively abundant, and on upland plots,
 

where. it competes only with corn and plani rice), but ' tha t th e ong-run
 

price elasticity has been appreciably higher, in the range of 3.6 to 5.8,
 

lepending on which estimate is adopted. There is no reason to expect
 

isymmetry in this response: neither irrigation.nor improved seeds were
 

Lmportant sources of the very rapid growth-of Thai acreage and output.
 

Lather, it was an expansion of cultivation partlyat 'the expense of other
 

rops, partlyonto new acreage in response to remunerative prices. The
 

vidence is that-a reduction in price would induce a substantial decline
 

n Thai kenaf*acreage. .Since Thailand now supplies 41% of world exports,
 

his in itself implies a considerable elasticity of demand for Pakistani
 

output.
 

The long-run world elasticity of demand for raw jute and allied
 

fibres must be'defined analogously to subsume all relevant responses to
 

price changes. ..Ifan increase in jute prices induces investment, then
 

the lOng, run must be defined as the period in which'the results of that
 

investment are fully realized. In particular,' if an increase in jute
 
pricesinduces investment in-product development andequipment designwhich
 

results in the availability of a substitute material and machinery on
 

which to process it, these price-induced shifts should be included within
 

the long-run demand finction.. '.This is no more'than' the "entry" problem,
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which has been fully explored in the literature .of indu'strial organization
 

years ago. More conventionally, the long-run demand, function must also
 

include all changes in the capacity for production of existing synthetic
 

substitutes which will be forthcoming at a given price for raw jute, with
 

the price of the synthetic free to adjust to the price of jute.
 

Thus, had the policy-makers in India and Pakistan been far-seeing
 

fifteen years ago, and included in thih assumed foreign demand function
 

the potential entry of synthetic fibres into their end-use marketsi they
 

would have reduced their quest after monopoly profits. Had they been
 

alert seven years ago, and observed the imminent entry of these substitutes,
 

they would rationally have reduced prices even more vigorously.
 

The situation at present is different, and the options more limited.
 

Polypropylene tape products' have successfully entered and captured
 

significant portions of major markets in the short span of five years.
 

How now should long-term elasticity be measured? The economists'
 

conventional response would be to make a statistical ex post estimate
 

from observed historical price-quantity variations. In another ten years
 

there will be enough observations to make this estimate with a fair
 

degree of statistical reliability. Should present policies continue in
 

the meantime for lack of firm statistical evidence, it will then be
 

possible to look back on the extent to which production of synthetics
 

has continued to grow and expand its market share, and from these obser

vations estimateex post the true elasticity, for which information all
 

concerned will be grateful.
 

The alternative, somewhat more useful as a basis for policy 

guidance, is to make an ex ante estimate of demand elasticity from 

information presently available on the degree of substitutability between 

polypropylene and jute in jute's main use. and from cost conditions in 
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-
polypropylene products. This report has already presented the-case tha 

,both in bagging and in carpet-backing the synthetic is regarded as closely 

substitu4able for jute, with small difference in use characteristics '-

' some favorable,.some unfavorable. Consequently, any large price differ

ential.between'the two should not be expected, and this hasbeen verified
 

by market behavior to date. Furthermore, the production of the synthetic
 

product takes place under conditions of constant or mildly'deining
 

long-run average,costs,due to theelastic supply'of basic polypropylene
 

and 'economies of,scale, in production. It follows that the supply of
 

jute's principal substitute is virtually infinitely elastic in the long
 
run, with respect to price: a price adequate to provide an acceptable
 

return on investment wouldinduce continued entry'into and'expanion of 

the industry. 

If this is true, then economic reasoning alone provides a compelling 
basis! for a high estimate of the' long-run world elasticity of demand for 

jute and jute goods. Due to close substitutability in-end uses, little
 

price differential can be sustained between jute and Synthetic products.
 

Given the high,long-run supply elasticity of synthetics, any attempt to
 

maintain'the price structure above the .ong-run normal supply price for
 

synthetics will lead to super-normal profits in the industry,: rapid exkpansion
 

of output and sales, and rapid loss of markets for jute. The long-run
 
world demand for jute under these.conditions must be eryhigh, approach

ing the long-run supply elasticity-of polypropylene.
...
 

This conclusion is entirely consonant with the rapid loss of 'jute's
 

market share to polypropylene during the last four y.ears: what we'are
 

witnessing is the adjustment,process under way. ''"'esent' price
 

level, polypropylene suppliers aremaking-high profi~i.'and rapidly!.
 

raising both.capacity: and'market 'share. It will be ekeremely costly tc
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wait for 	additional ex post evidence to accumulate,, since this evidence
 

consists of the loss of markets for Paita' principal export. It
 

should be clear on ex ante 'nmpiri Igrounds that Pakistan no longer
 

has any'significant long-run monopoly power in the supply of carpet-.
 

backing, bagging, or raw,jute .itself.'
 

IV. 	 Optimal Export Taxes in the Long-Run and the Short-Run ": 

The foregoing discussion of Pakistan's jute policy and its 

consequences highlights a problem in economic theory which is relevant
 

to commodity trade polidies. inmany developing countries. The foreign
 

demand for Pakistan's jute is fairly inelastic in the short-run, but
 

very elastic in the long-run. This is typical: demands for most commo

dities are the more elastic, the more adjustment time is allowed, 

especially,export demands which subsume price-i'duced shitfts in the 

areas.* 	For most
allocation of resources in other potential supp.y 

one would expect that a sustainedinternationally trade commodities, 

increase in the world 'pricewould over time induce fresh supplies 

of organised industrial research,from new producing areas. In an age 


one~would also expect the development of effective substitutes,
 

especially, for intermediate goods, which do not have the support of 

strongly established consumer tastes and preferences. 

,,The-1 theory of the optimal tariff, or optimal tax on foreign 

of "the" relevant elasticities.trade, ,.hasbeen developed in terms 

markedly from short-termBut, if long-term elasticities differ 


elasticities, which are-the relevant ones? The implications,.for
 

policy- ,are,important, as the history of jute demonstrates, and a " 

wrong choice could be disastrous. :The classic literature on the. 

subject provides no guidance7-ith the exception of: a remark by 



R..Kahn: 
-
"It 1i or course, eavyLu 


quantitative significance of the terms-of

.trade effect by taking a short-period view
 "and correspondingly low values for the
 

On the other hand, the
elasticities. 

really long-period elasticities are not
 

the relevant ones: no country will ignore
 

the immediate future altogether and fail
 

altogether to discoint the distant future.
 

And the greater the country's economic
 

difficulties the more will it be con

cerned with the more immediate future,
 

the smaller the relevant elasticities, 22',
 

and the greater will be the optimum tariff.'
 

This, of course, grasps the essentials of the problem.The
 

optimum policy will depend not only on the short-term and long-term 

time which 'must'elpebeforethe length ofelasticities, but also on 

the long-run has 'finished, and on the Government's 
rate of time 

which would bevery substantial tax•iscount. One.can imagine a 

perfectly rational even in the fact of near-infinite 
1ng-term "demand 

lelasticity, provided that the rate of time"discount be sufficiently 

'high and the full demand response be sufficientlyslow 
in appearing.
 

clearii
Although the economics of 1the areeintuitively solution 

' to"en1cbmpa'san explicit reformulation of the optimal tariff conditions 

these: inter-temporal effects is still warranted 
to clarify'the valid" 

° 

sis which follws, it is assumed'
policy issues. In the mple 

elasticities'are infinite, which
that the..foreign import supply is 

It is also assumed that there 
plausible for most developing countries. 

;
of foreign demand,,among the export commo 

are no cross-elasticities 


' 

This is not a plausible approximation ' in the case f'raw

dities. 

of jute manufactures.obvious relation with, exports
jute, because of the 


but i,
ance it
This relation isdiscussed in the- follodng section; 



:.haa little effect on , the inter-temoral aspects ,Of the problem, is 

ignored ,in the :formal analysis of the problem . 

In order to bring out the difference between short and, 

long-run elasticities, foreign demand (k) is made dependent on t he 

history of prices. (p) ias: follows: 

S 4)
1) t ''A - bBJ eb(te)p(s)ds. 

In .words, foreign,demand depends .- weighted .:sum-of alllineawly on a 

past prices,, .the weights declining exponentially.with,.time, so that 

most recent prices have the most-effect on current demand2.:' 

The,interpretation of the parameter values will, become clsar , 

The iamediate .demand response to a change in.priceis :
 

2) "x(t) B
 

and the total demand response to a unit change in price,at a parti

cular time s is
 

3) t dt - f eb(t-e)dt "-B; 

In other words, the long-term demand elasticity differs from the short

term eliticity by a factor of b, where b varies from zero to one. The 

larger is b, the, faster the demand response. 

The objettive functioniS specified in%te of net national 

benefits (P), itnterpreted as the .difference between export revenues 

and the resource cost of exports (C): 

tAh o(ti- ista( h) aiis tion'r of d o 
-The 6:'blective'is taken as 
thle maximisation.of .a,,ditc unted::streamu. -,
 

http:maximisation.of
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of net national benefits over an infinite'ho , ,theadiscount 

-factor (i) to be intepreted as the social rate of ~time discount. 

5) e P(t)dt - maximum 

The method of s0ution of tbis;probiem.is to invert the 
demand function to express price as a function of quantity demanded, 

to substitute this expression-into the objective function, and then to 

derive conditiove necessary for optimum export -levels." '-Th"ese 'condl. 
tions can be translated into conditions for optimum. export prices, 

and, by comparing .the Optimum price with 'that which Iould prevail'
 

under competitive free 'trade, optimal 
tariff conditions can, b'e 

derived. 
It is a convenient characteristic of the' exponentially 

weighted demand function that it can be easily inverted through>
 

differentiation with respect to time:
 

6 dx 
 -bB (t) +xt'-A
 

which is solvable for price 
in terms of demand and its rate of change 

over time (W): 

A - bB 

This expression for price is then substituted into the objective 

function:. . .
 

8) max,( e" B C(x) )dt -:W(t. x' *)dt 
. . .. , • . 

According, to Euler's theorem
S , in the calculus of variati6as, 

.. • : .-.!...i~i•':.:.. . :<: .... . , .': ,........................................'"'a necessary
S ,.. 

condition for a maximising function, is 

9) d W 

http:tbis;probiem.is
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This can-be'worked out as follaws: -I 

-rt A-2x10) wX e, B 3- 'x 
-'. I - : ,.:, / , 

dt i bE
 

This leads to the necessary condition
 

L)A -2x rx
 
B2 "- - C'(x)
 

It also follows that 

13) x -0 and p " ,so 

14) X( +b)xr C 
bE
 

) I
15)...p" C., ) 
. 1 r + b. 

where e" is the long-run demand elasticity .-B),' Since .in 'competitive
x 

equilibrium, producers' receipts will be eqat'ed with miargnalr resource costs, 

the optimal tax can. be estimated as a percentage of thee export price: 

'16)- b -(l+ ') . (_-b) a (r +b)T' 

.where 4 is the short-term 'demand elasticLty, (-bB) 'and 'T

is.., the iiax which'would be'levied if 'un-i the short-term demand. 
elasticity Were taken into consideration,and all lagged demand responsa 

were' inored or, treated' as exo enous technological "trend". 

m, 'These are the major results of the analysis, and can be ' . 

stated as follows: 

a) The optimum taxdepends on the long-term and short-tem , 

elaticities, the Lre ationshio'between them, and-on the sociA
 

time discount rate.
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b) 
 The optimum tax is higher, the;.higher thediscount rate , 

the slower the demand response, and the lower the long-term 

Plasticity. 

c) The optimum tax differs from that which is calculated under
 

'static assumptions using the long-term elasticity by a factor 
of ( 1+ ) ,where r is the discount rate an b is te 

ratio between short-term and long-term elasticity. 

d) The optimum tax differs frm that which is calculated under 

•static assumption using 'the short-term elasticity by i;'a 'ctor
 

of ( r + b), with these:parameters defined as above.
 

It is clear from these results that a short-sighted' trade policy 
which
 

neglects future demand responses will result in a 
serious over-taxation
 

of the export sector. Suppose the long-run elasticity, s 'fivetimes
 

the impact elasticity, and the social time discount rate-is 10%
 

per year. Then, the optimum tax is
 

17) t* = (.10 + .20) t .' .30 t s i 

that is, only 30%,of the short-sighted tax rate. A tax rate which -. 

three times too high would':result in serious welfare losses through 

restrictions in the volumeof trade. 

Suppose the long-term demand elasticity for Pakistan jute is 

10.. This is certainly not an over-estimate, in view of the close 

relation of substitutability with polypropylene.tape, and the high measured 

long-term supply elasticity of kenaf. in Thailand. Then, if the discount 

rate is taken as 10%, and the value of b Is taken as .05,.l0, and 

..20 alternatively, the respective optimum tax rates are•30%, 20%, and 

15%, All of these are well below the present,implicit -,tax rate, 
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estimated at 
52Z of export earnings, 
Mest statis

tlical ,'studies of the demand for Pakistan raw Jute indicate an 
estimate
 

of 0.5, for the impact elasticity of, foreign demand.and of about .05 for
 

b, a longr 
 elasticity of 10, althoughthe considerable short-run 

supply elasticity of 2.5 in Thailand would suggest a igher fi ure for b.
 

If .,05 is, accepted, an optimal ad valorem export tax of 30% on raw.jute
 

implies a nominalrexchange rate ofRs. 6.8 to the dollar, compared to
 

the present rate of-Rs. 4.75, taking the implicit exchange rate.of 9.8
 
for jute goods.as a norm. Thisimplies a nominal rate of subsidy of 44/.
 

for raw,jute exports, which at the present bonus premim rate of 180 

would necessitate an export-bonus of 25%. 
 The closest existing bonus rate
 

is 20%.
 

At this exchange,rate for.raw jute, 
 the incomes of jute..growers and' 

traders. in East Pakistan would be considerably increased, in the short 

run, and world prices would be reduced to a ,level at which jute could
 

more success-fully compete with synthetics. 
 The relative strength of these
 

two,effects would depend on the,extent of supply elasticity in Pakistan. 

Produc.tion in other,areas.would, be discouraged. The short-run changes in 

price internally and externally which would result from this step depend " .4-"'"-.... .:•. . ,4,4*: . ,',, , ,.. . 4, '. : .. 4.:,-,-. . 

on the timing, thestock position of the processingsector.in Pakistan
 

and overseas", crop.prospects in Pakistan and other producing countries,
 

and a number of.other factors which would influence short-run demand and
 

supply conditions. Without,'knowledge of these specifics, it is impossible
 
to predictby how much external,prices :would fall immediatel.. or how :muvh 

internal ,prices would rise.' 

http:processingsector.in
http:goods.as
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. Other Considerations " 

A. The Effects on the Jute Industry in 'Facista: 

The impact on the jute irJustryin Pakistan o"f aireduction 

in the implicit tax on'raw jute is important to consider for 

three reasons: .;1) on the practical side, because of the importance 

of the Jute industry in the East.Pakistan economy, and the
 

necessity that its growth "be sustaLined, if possible; 2)•on the
 

,
.theoretical side, because of the importance of .demand cross-. 


elasticities in formulating optimal tariff policy;, and 3)-because
 

of the influentialopposition of this industry to ,any.such
 

change in policy.
 

these points should-be
'There i's no reason why any of 


-
that •any.benefits
of critical importance, for the simple reason 

afforded to raw jute exports need not,be, and should not be, 

at the Iexpense o the jute industry. :In'Table : it was shown 

that the ffective rat' of 'protectionenjoyed by the jute 

industy"is moderate, and probably well below the mrginal value 

Pakistan economy. There is no reasonofforeign exchange i .the 


why this rate of protection should be.red iced.' If anything, it
 

could be increased, So that Pakistan's competitive,position could
 

be strengthened against synthetics and against the :Indian industry 

But, there is no reason whyprocessor should'benefit at the? 

expense of.grower, or grower at the expense of processore. The. 
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appropriate change in jute policy would be a reduction in'the
 

implicit tax on raw jute, and a compensating increase in the
 

incentive given to exports of jute goods, to leave the latter's
 

effective rate of exchange unaffected. To accomplish this,
 

if the rate for raw jute were raised to Rs. 6.8to the dollar,
 

the nominal exchange rate for jute goods should rise from
 

Rs. 7.3 to Rs.-8.3 to the dollar. At present levels of the
 

bonus premium, this implies that all jute goods should be moved

up from a bonus rate of 300. to the top rate of 40..
 

This structure of nominal and effective exchange rates
 

would not only bring about a badly needed reduction intheworld
 

price l.Nel for jute.and jute manufactures, but also would have
 

the effect of reducing the degree.of discrimination,in the jute
 

;ector, a phenomenon which has occasioned gros&.irrationalities:
 

Ln the market for'sacking, inwhich most of Pakistan's fabric
 

exports are concentrated. As Table II indicates, Pakistan had
 

even by'.1966-67 taken over the bulk of world'-sacking exports
 

from India, with the exception of Soviet-bloc countries, the
 

U.A.R., a few other nations with which India has bilateral trade
 

agreements. Pakistan has had a competitive-advantage of about
 

'25 in-acking, and in xe.,auc has become the price setter in sackin
 

markets. This has not been the case for exports of hessian and
 

:carpet-backing, in which Pakistan's share is considerably smaller
 

Pakistan exporters have largely followed the Calcutta price
 

ipattern. The major effect of the extreme discrimination"against 
:
 

.raw jute prices,,combined,,with the rapid growth in mill capacity
 

http:degree.of
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in Pakistan, has been to force world sacking prices to very low
 

levels relative to the price of the raw material. In fact, for
 

a period during 1968, the FOB price of sacking was below the
 

FOB price of 'theequivalent batch of.w jute. This, of course,
 

is wholly irrational, with disastrous effects: .overseas processors
 

had no recourse but to turn rapidly to other raw materials or
 

press for high barriers against imports of jute goods. The jute
 

trade in Pakistan openly petitioned the bovernment to take
 

remedial action:
 

"Bonus has merely served to reduce the.
 
international price of jute goods offered by
 
Pakistan. Is it not wishfu _ thinking on our
 
part to expect a foreign buyer to buy the
 
lowest grade of Pakistan's raw jute, say PWD,
 
at L 109 per ton FOB, when he can very well
 
obtain the finished B Twills from Pakistan at
 
4A93 FOB per ton, a.,for that matter, hessian--'
 
at I i5 per ton. 2
 

It-is clear that this sort of discrimination is unsustainable
 

as, a trade policy. The industry's effective rate of subsidy
 

will have to be provided in.other ways. (Incidentally, economists
 

who believe that rates of effective protection are good indicators
 

of relative efficiency should ponder the interpretation of this
 

negative rats of value added at world prices in: sacking, and the
 

'high rates of effective protection implied for hessian. Do
 

these rates provide ay information about the efficiency of the 

Pakistan 6idst-ry?) 
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:If,,, better.'policy, raw jute exports areawarded
as 
a twenty prcent onus ,incentive and -jute good# exports an' ., 

add it ional,,'ten ,percent the annual supply of bonus vouchers., 
would increse by: approximately Rs. 22.5,crores. This would be 

an -.increase, in supply,'oifj about sixty,percent. In order to 

maintain-the 7,premium value of vouchers, additional demands 

viould, have. to be created by extending,bonus provisions to more 

categories of imports - primarily capital goods, some intermdiates 

and,perhaps some invisibles, This would involve, Ifor example,-% 

:imposing "cash-cum-bonus" requirements on an additional ,Rs. 45'C,...,-


crores of imports., While the desirable distribution of ,these: °
 

added import costs would,be, the subject.of additional study,..
 

the implied average devaluation - barring any offsetti g changes 

in tariffs, or: the like - would,be roughly sixteen percent, 

based 'on,total merchandise imports. , The short-run incidence of 

the, rise in import-, costs would .be,.largely o'n" corporate, profits, 

largely in West..Pakistan.,: :An ,indidental result:would probably 

be to raise the presently low rates of effective protection to' 

capital goods,::ind ustries,,,and.: to ,raise the,,cost of imported.,I 

capital goods'.toa level more nearly.:reflecting their *scarcity 

terms of the optimal tax ,argument,since the long-term.-:
In -.


elasticities' of foreign demand both for raw jute and for jute i 
 ' 

goods willbehigh, andprices determined by the-price of synthetic 

substitutes, it is only the short-term effect-of'a,.change, in.raw.,.,;; 

jute policy which is of pinihficance , Since Pakistan i's 'the 

http:subject.of
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pric setter in sacking markets with.a&,.considerable price advantage
 

over India, the short-run effect of an increase in raw jute
 

'
exports coteris varibus would,.be:-to raise Pakistan's supIply curve 
for sacking and' if anything, to firm up sickingiprices. In 

world markets,for -hessian, carpet-biacking: and -specialities,
 

which absorb <iilarge 1fraction of Pakistan',es, raw -jute exports as
 

a highe-grade raw material.but in which.PakistaIn1' prorese:t "market 
share is'lo, the effects of'greater raw jute exports at lower, 

prices would be to reduce prices of the
export ... '!finished goods
 

ceteris Daribus. In other words, the relevant :c'ross-elasticities
 

Rre "different in ,the 
case of sacking, for.which Pakistan,sets;
 

the world price a,:nd other jute'-goods, for ;whc1hi,'ikistan doei
 

sot. Sinde..these cross-'elasticities tendrto"cancel,each other
 

out,. they can,be safely omitted from consideratihon Ai aiirst
 

-
approximation... Furthermore, sincethe.desirbieabl. policy :would
 
actually cause. a reduction in both:'aw jute prices and'.jute
 

goods prices#,,the scope,for any cross'-elasticittes to have 

affect -would .be severely: limited. 

Itis much iiore meaningf ulto thin, in ,terms of the. 

Pakistan industry's long-term prospects. 'It:now contributes 

about thirty*percent of total large -scale industrial -output, 

.and at the moment .there appears no emerging. industry.of comparable
 

.:size 
or prospects in East Pakistan.' Yet, large-scale "industry 

must-continue to grow-at an annual rate of ten percent or more, 

to accomodate'the.,expected increases in urban labor force and 'to
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generate rapid growth in ancillary urban economic activities.
 

If the jute industry grows1at 'only fivep.:i:[ ercent per!yeai, aayo
 

during the Fourth Plan period, then other industry will have t'l
 

achieve a rate above fifteen, which may be difficult.,._ It..is.,.
 

highly desirable that, the jute industry.continue to"grow byt

ten percent per year. However, world demand .for jute-,'is expected,
 

subjec't to a wide'margin of uncertainty, to grow not much more
 

than, three percent,annually. It' is clear that'Pakistri must.
 

continue to increase its market share in manufactured goods,
 

at the expense both of India and of processors in the more
 

developed nations. This implies efforts to break into the remaining
 

markets for Indian sacking, but, more importantly, to shift
 

rapidly in the direction of hessian, carpet-backing, and special

ities, which are the fastest growing segments of the trade in
 

any case. This'-should be possible for Pakistan to achieve, at
 

least with respect to its competition.with India. Jute goods
 

now contribute less than eighteen percent of total Indian exports,
 

'and it is tie newer industries which are expected to provide most
 

of'£the expott growth.there. Also, internal demand 'or Jute goods
 

In :India is growing rapidly, and Pakistan has a considerable'advant

in''the cost of finer'grades of the raw material, which is not much grown in*
 

'.India. Wage coi ts in West Bengal have beenl rising rapidly, and industrial
 

investment has :been low. A very large proportion of Indian loomage is more
 

than twenty-five, or even fifty years old, and there', is:little interest in •
 

modernisation., Moreover, Pakistan's share in these..faster-growing markets fof
 

jute goods is still quitej'ow, as Table II illustrated. .Successfor+Pak+itai
 

during the Fourth Plan would imply that India's .total.exports of jute goods
 

stay,€constant, encompassing some decline in lacking :and some rise ,,in
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Tab1le II 

'
 MXPMT OF JUTE GOODS -ROM INDIA AND PAKISTAN; BY REGION..196667
 

(2) 	 (4)
 

Destination 	 "IndLa ..Pakistan (.)+(2) India Pakistan (3)+(4) 

Hessian and: Carpet-Backini-g (O00m, t.) Sackin -Cloth' 

.(1((2) 2) 3) (4) (4)
 

U.K; 	 23.4 8.4 38.57. 3.4 4.8. 58.5%
 

Other W.
 
Europe ,11.7 4.0 25657. 6.3 10.2 61.8%
 

U.S.SR. ,47.8 0.7 1.47. 65.1 0.0%
 

Other,
 
Europe 27.9 0.1 0.4% 18.0 5.4 23.1%
 

Far East- 0.9 5.6 86.1 10.5 29.5 73.7%
 

Africa 17.6 18.7 51.5% 49.8 104.2 67.6%
 

U.S.A. 261.3 54.1 17.2% 3.6 - 0.0% 

Cagnada 42.8 3.0 6.6% - - -

Argentina 4.5 6.4 58.77. 0.2 0.1 33.3%
 

Other America 14.1 2.8 16.6% 7.4 16.4 '68.9%
 

Australia 25.5 2.0 7.37. 25.1 42.2 62.7%
 

N. Zealand 6.2 - 0.0, 7.2 5.9 5,07. 

Others 	 12.3 14.8k/ 54.6% 10.1 12.6/ 55.5%
 

TOTALS 	 498.0 • 120.2 19.47. 206.7 232.0 52.8
 

a) of.which 134,000 tons are carpet-backing cloth
 
b) includes only the middle eastern countries; 'excludes"
 

206 tons to other countries
 
'
;c) -includes only the middle eastern countries; excludes.
 

exports of 609 tons to other countries
 
Source: PJNA;.
 

wHA
 



*-35

other,exports,; while Pakistan'. exporcS growI In. ,volume by sixty
 

percent, aWfollow.
 

~TAiB kuII 

A Possible Distribution of World Jute -Goods'jExnorts -

1970 1975 (00 metric tons) 

World 1,5001,0
 

, ,
Ind.a L,00 (67%) _1,.000 1.'(567.).. ....;t*.J. 

Pakistan 500 (33%) , 800 (46%) , . 

If this is,to be accomplished, then it is greatly in,.Pakis.tasa 

interest,toprotect,overseas markets from competition:i.from synthetics,
 

until the,,Pakistawindustry has installed,,sufficient capacity to.
 

capture them herself,, and to discourage,any further..expansion in
 

-the Indian industry. ,.Inother words, Pakistan, should t.ryto
 

pursue an aggreusive,pricing policy t-u: preserve its,future markets
 

rather.than be.conteat rwith.short-run profits..,, Profit levels ia
 

the more dynai_ .branches of the industry are 'high-in Pakistan..
 

and there is ample investment',interest.,, These .profit. levels can,
 

be 'protected, while world prices, are brought down. Thisb:will-,
 

result in somwhat 'lower.. foreign exchange earn.ngs. in the short-. 

run. Indeed, foreignV exchange earnins insthei jute sector duringi 

the Fourth Plan period ,could, reminroughly conastantdespitethe.o4
 

large increase .lnthevolume of .exports.,of jute manufactures. 

However, .thee,would be .earnings,which ould,more readily.be , , 

sustained. The alternative:is a continuingand probably irrever

sible.drop in :foreign exchange,earningseo.,ver a,,Ilonger pe'riod.,,

http:conastantdespitethe.o4
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!~B.e 
 iEffects on the Supply Of RawJut i Pakistan 

The extant of the long-term supply elasticity of raw 

jute in East Pakistan is of considerable importance, because if 
supply is'unresponsive.toprice inducements, then the policies 

suggested-above will be powerless to arrest the decline of
 

Pakiitan's position in'the world Jute sector, and attempts to
 

'
loer theoworild Jute price •lev.el-•wil -instead have the primary '
 

effect 'of transferring rental iome to the owners of lands'
 

iuitable for'.Jutie:cultivation. Suchre transfer might not be'
 

undeuirable'from the standpoint of regional or persional 
 qu4ity,
 

slncemost !juteilands in East Pakistan are in small holdings,
 

but the basic problemi of the sectorwould remain.
 
There have been,a: large number of 'attempts .to timate,
 

the :,response 'of:acreage to shifts inthe relativeprice 'of
 

j(ite and-paddy 'or-to shifts i.In gross revenues from-jute and'paddy
 

cultivation. 'Most of.these', especially those referrin
 

especially ito East .Pakistan, are bf q4uestionable eliability,
 

because of serious biases in the-underlying,data'series. NonO

'
theless, the indicated elasticities of acreaewith response to
 

shifts in the relative prices, of Jute'and paddy lie between 0.5
 

and l.O,,in'the long-run'., One-would :expect that ,the higher
 

figures shbuld :be morIe relevant to recent periods, since the
 

spread of .the market economy reduces,the constraint of subsistence
 

farmingiand tends to increase -supply.elasticiie.. .
 

more important e n ofTheof long-term supply elasticity '
 

l
La'the y eld response, however.. It is in thisvarea that Price
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policy has most retarded outputgowth in East Pakistan, by <
 

reducing the return-on modern-inputs 'used for jute' cultivation
 

below the level 'obtainakbif applied "t te compe tng ,paddy , 

crop. Thire'e and"four;-old' .i'ncreases' in yield have 'beei obtained 

from balknced -fertilisition, 'improved seeds, line sowing,- and ':r 

improved cultivation,' not only-in controlled fields Ybtj'leading' 

"
 farmers 'throughout the" Province. 'However, these increases . 

depend on proper adoption of a package 6finputs and. methods,: and' 

do not result from'any dramatic technological"change, lia ..Ce' 


greatly 'improved seed,"which would instigatel 
he adoption of an,'.
 

' entire',packasge. Furthermore, the returns onmost ionputs",especially 

'to ftrtiliier, arelweiin.Jute than'in' paddy' cultivation, • 

especialilyo:on'IR-8 paddy, ciiltivated in the aus son. 'There fore, 

a cultivator with limited credit 'or"''ash resources wou'ld ;tend to 

use his-purchiased 'inputs''more'heavily on Ihis paddy'fields' rather' 

than on his .ate plots. :.,Aid this is precisely what hashappened. 

s information .xtent'that'of purchased
 
inpius oY crop, this information shows that' they have overwhelmingly , , '
 
To. the there any on 'the use 

gone Into paddy This represents a.,serious misallocation of resources, 

price :,for jute has been less than half the world' : pricesin.c therfarmers' .

valued at the probable scarcity: value of foreign exchange; while the 

farmers' price for paddy has been"50. over the world price, on the same 

rice has
basis. Therefore, the derived demand for inputs for use'on 

been inflated over sociallyotimum levels, and the'derived demand for 

inputls for useon jute has been considerably depressed. In'the long rup, 

this, can be redresed by increasing the c-ultivators' returnsin Jute 

growing, partially through an appropriate price policy-and partially 
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through an intensified research effort to find dramatically ,higher. 

yieldingvarieties with better retting and procesuing characteristics. 

However, it is only the price policy which can be effective at once; 

the fruits of any research or extension effort will mature-only after, 

some years, not in time to counter the immediate:threat of. for en competition. 

The soe consideration invAlidates the numerous cost 1com'arisons. that .have 

beenmade between jute. and aus rice, in: terms :of, the resource• costsi of. 

foreign exchanage saved or 'earned., For purposes of resource allocation, 

comparisons of averait production costs are,irrelevant; only,relative o 

marginal costs;matter. Presumably, cultivation of each crop is expanded 

until the, long-run marginal costs just are covered by the prices, to the , 

cultivators. And, since farmers' prices have been considerably distorted. 

with reference 'to:international prices, to.the detriment of jute culti

vation, it follows immediately that, acreage as well al other farm inputs 

hae been insufficiently devotd , to jute, A.more rational ,export policy, 

would improve efficitancy inproduction, while encouraging.a considerable 

expansion of supply and annimprovement In _Pakistan's long-term: position. 

as an exporter of :raw jute and jute -minufactures. 
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exports, (x1) and jute goods exports (x2), the static optitma 

tax on 	raw Jute (tlis gven by:.
 

IXtl F-P P2. 

%,PL2 P14 

where 	 cno e-elaslticity ofe2 ad cros-e 

demand respectively. See J de V. Graaff. "On Optla tariff 

Structures," Review of Economic Studies, 1949-50. 

whee 12,are eaaticity and l~y 
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The data bias stems from two sources: 1) underreportifng 

of acreage during the period of acreage controls., hen 

these controls were relaxed, reportead acreage ihcresed ,and 

zeportd yields, declied outp estimates being subject to 

verification through independent data on crop disos tioas 

2) A gradual change-over from acreage estimlation by inspection 

,.to estimation by sampling, which gave considerably higher.. 

figures. The official figure was interpolated between the 

two each year, with increasing weight being placed 'on the 

samPlin estimate, which imparted a' spuricu. upward trend 

to the acreage series. 

S jnC. this trendcoinulided with a period of rising
 

.Ngricultural (Jute and rice), prq in' tk/stafl
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26. 	(cont!d.) 

regression equations for jute acreage are best fit onto 

the absolute level of jute prices. For example, the 

following series of-regressions fit-by the author imply 

that cultivators respond much more attentively to the 

jute price level, than'to the relative prices-of'jute and 

rice, or to the relative-gross : .urns from jute and paddy
 

cultivation. This result is'economicallyirrational.and,
 
statistically spurious. Itmerely indicates ,howtenuous
 

are the 	results'of'the econometric work done in this field 

Furthermore, since over the period of the (mostly,
 

spurious) acreage increase, rice prices have risen more
 

than jute prices, the measured supply elasticities .are
 

biased toward zero.
 

A-= acreage-of jute in Easts:Pakistan
 

Pj growers ' level jute price during planting season
 

,P,-Ngrowers',level paddy pr,iceduring planting season
 

Rl - average gross revenues per acre from jute cultivation", 

- growers'.:level-,price!x average per acre yield. 

R = average' gross revenues from paddy cultivation, 

ggrowers' level'price x average per acre yield of aus paddy. 

-2
1) LosAt A-,+.33LogP2.88 + 	 l +.03LoO R 055. 

(0..:55) (0.13)- (0.07)
 



2) L Am3.28 i.0 9 too. Ati~j + 0.30 Log(.L1.L..P)il_- 0.0 
p 

:(.6?) 	 (0.17) (0.09) 

,~ 	 433.43 + 013Log A + 0,18 Log ( -t
 

(.
(0 . (.0) 

27. 	 These"questinb are covered Lu detail in GCOPi Planning .)Ipt 4, 

"Report, the.ComniLttee on . Increasing Production of'Jute 

on aLong-Term 'Basis," Dacca, 1969, 


