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ABSTRACT

This study is divided into four main Chapters. In
the opening Chapter the relevant background information
regarding the Pakistan economy and fluctuations in
jute output and prices are collected. The small
individual peasants of East Pakistan who produce the
bulk of total jute output are found to be highly
responsive to changes in the relative prices of jute and
rice (the substitute crop) with a lag of one year., This
lag structure in the price-supply relationship4}esults
in cobweb type . fluctuations of the relative prices
of jute and rice and the production of jute. The
gtatistical evidence is that year to year fluctuations
in the total export proceeds from raw jute are more
closely related to the fluctuations'in the export volume
than to those in the export price.

On the basis of the statistical evidence .of Chapter I,
the jute policies of the government of Pakistan and
some other general stabilisation schemes proposed by
several economists are examined in the following two
Chapters. It was found that the Pakistan government
schemes foxr jute price stabilisation were ineffective

mainly because the important relationship between the




supply of jute in any season and the relative pricesg of
jute and rice in the preceding season was ignored, For the
same reason also the Bauer-Paish scheme was not found to
be suitable for Pakistan jutee.

Tn the concluding Chapter, a Price Stabilisation
Model for Pakigtan jute is proposed and tested with empirical
data. The object of the suggested scheme, by eliminating (ox
atleast reducing) the cobweb cycle in the relative price and
production of raw jute, is to keep the country's mnet gains
from jute production and export at the maximum level., The
main mechanism relied upon in the proposed model is to project
optimum production quantity and then by setting the appropriate
producer price, attempt to induce the growers to produce this
optimum quantity. The producer price is to be announced well
before the sowing starts for both jute and rice for the period
concerned so that the jute/rice growers can make the necessary
allocation of land and other resources between the two alter-
native crops. Any unforeseen changes in demand and/or in the

planned ouﬁput of jute are to be met from a national buffey
stock, the operation of which will be relatively easy in the

Proposed scheme, As the supply of jute is to be adjusted to

changing demand conditions, year to year fluctuations in the

export price of raw jute would be comparatively small,
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PREFACE

Prices of many primary commodities tend to
fluctuate more widely than those of manufactured goods
in general because the supply of, and demand for the
former group of commodities are relatively imelastic
in the short-run. Shifts in supply ar demand functions
for primary commodities often result in largely price
fluctuations of a cobweb type.

While this is so within a country, the underdeve-
loped countries, in general, face a similar problem for
their trade of primary commodities with the developed
ones. This has an important bearing on the development
process of the low income countries producing primary
commodities. Among the wvarious problems of price
fluctuations of primary products in the world market
two are very important. First, when the prices of export
commodities fluctuate widely the import capacity of the
exporting countries, in the absence of any substancial
foreign aid, may be adversely affected with serious
consequences for their development process. Second, the
uncertainties regarding the prices of primary products

might have induced the developed countries to economise




in the use of these commodities and to search for suitable
alternatives.i/ Once a substitute is found the process
is generally irreversible.

Even without entering into the controversy over
the problem of terms of trade of the under&eveloped
countries, one can reasonably conclude that the volume
of trade in primary commodities since the second World
War rose at a much slower rate than that of the manu-
factured goods, Thus, the G.A.T,T. study&/ reveals an
important trend: While the agricultural imports of the
developed countries from the underdeveloped ones
declined over the periods (1928-38, 1950-56) the desire
of the developing countries to import from the developed
ones increased considerably. The underdeveloped countries,
therefore, faced a tremendous balance of payments problem,
Fluctuations in the export prices of, and prgceeds from

agricultural commodities of these countries make the

problem even more difficult.

1/ Nurkse, R. Patterns of Trade and Development, Wicksell
Lectures, 1959, p.23.

2/ Trends in International Trade - A Report by a Panel
of Experts, Geneva, 1958.




The literature on problems of price fluctuations
and stabilisation policies for primary commodities have
been growing since the last World War. During 1958-59
two long symposia initiated by Professor Nurkse and H.W.
Singer and attended by a number of economists from all
over the world were recorded in the Swiss economic and
social jourmnal - Kyklos. Various other proposals were
made by the Food and Agricultural Organisation of the
United Nations and by several other individual economistse.
But until now most of the discussions have remained
more or less on an abstract plane.

The problems of stabilisation policies are very
complex and are not subject to ready generalisation.
These problems vary from one commodity to another, and
from mmm country to country, depending on the importance
of the particular commodity in the economy and the nature
and stage of economic development of the country itself,
In order to narrow the gap between economic theory and
empirical rescearch we must, as observed by Professor
Tinbergeni{ attempt to obtain a deep insight into the
main influences working on both the demand and supply

sidegs., When it is found that the magnitudes and effects

1/ Tinbergen, J, 'International Co-~ordination of
Stabilisation and Development Policies', Kyklos, 1959,
fasce %, pe.283,
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of price fluctuations are of a serious nature, atleast
a partial case ig said to exist for a stabilisation
scheme. An appropriate scheme can only be formulated
when the causes of fluctuations are determined, A full
case for such a scheme is established however only
when one can be sure that by adopting this the specific
object is fulfilled and no further disadvantages are
caused as a result of the scheme.

In the opening Chapter, therefore, the nature,
magnitudes and causes of jute price fluctuations and
their effects on the Pakistan economy were investigated.
On the ultimate analysis it was found that there was a
coﬁweb cycle in the relative price and production of
jute which led to year to year export price fluctuations.
It appeared that year to year demand for raw jute was
more stable than the supply of raw jute. The object of
policy thus appeared to be the stébilisation of the
export price of raw jute by eliminating the above
cobweb fluctuations through production regulation.

Given the nature of the probleiji, the analysis
is based on many simple assumptions. Wherever possible,
the key propositions were tested with statistical data.

Attempts were made to calculate the statistical demand
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and supply functions for Jjute and the resultant elasti=-
cities were compared with those founq by other
investigators.

As to the measure of instability I have used the
methods adopted by the U.N. study.ifThis method consists
of obtaining the absolute difference in values from
year to year, expressing this difference as a percentage
of the larger of the two annual values and then averaging
these percentages., Thus, a rise is measured as a percen-
tage of the terminal high point, rather than of the
lower starting point, of an increase. A rise from 100
to 150, for instance, was not considered ag an increase
of 50 per cent, but an increase of 334 per cent. The
conventional method of measuring decreases was retained.,
As to the intra-year fluctuations, the method was to
take the absolute difference between the highest and
the lowest values within a year, and then expressing
this difference as a percentage of the higher figure.

In Chapter I the statistical Tables are given in
a summary form in the text , while the detailed time
series data are given in four appendixes at the end of

the thegisa,

i/ Ingtability in the BExport Markets of Underdeveloped
Countries, N.Y., 1952, pa77.
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CHAPTER I

Jute Fluctuations and the Pakistan Economy

1=-1 Introduction

In order to examine and formulate a stabilisation
scheme for Pakistan jute, we mneed some information
about the Pakistan economy and jute fluctuations. This
is necessary because the nature, extent and the effects
of fluctuations of the price of jute will depend on the
role of jute in the economy and the stage of economic
development of Pakistan itself., We therefore propose to
discuss in this Chapter the broad outlines of the
following: the nature and étage of economic development
of Pakistan; the growers' price responses; the role of
jute in the Pakistan economy; Pakistan's place in the
world economy of jute; recent trends in end-uses of Jjute
and the extent, causes and effects of fluctuations in
the price of jute. In the concluding section the desira-~

bility of a jute price stabilisation scheme is discussed,
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1-2 The Economy of Pakistan

Pakistan is an underdeveloped country with a
population of about 93.8 million in 1961 on a total
land area of 233% million acres, of which about 26 per
cent is under cultivation%/ In the same year the average
per capita income was about Rupees 261 (£20 approximately)
at the 1949-50 to 1952-53 average constant price%/
Pakistan is predominantly an agricultural country with
about 75 per cent of labour force employed in agriculture
and about 55 per cent of gross mational product coming
from this sector in 1959-60%/ During Partition in 1947
Pakistan inherited almost no manufacturing industry, but
by 1959-60 she had attained significant industrialisation
which accounted for about 14 per cent of gross national
product in th?t year, the remaining 31 per cent coming
from services%/

The role of the government in economic activities

extends from the regulation and control of private

enterprises in trade, industry and agriculture to a

1/ Government of Pakistan, Census of Pakistan, 1961,
Cengug Bulletin No. 5.

g/ Government of Pakistan, (C.S.0.), Statistical
Bulletin, July, 1964, Table 25.

3/ ibid.

4/ Government of Pakistan, Second Five Year Plan, p.i5.
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direct participation in certain specific fields through
Five year Plans. The foreign exchange component in
development expenditure has been on average about 35

per cent over the period 1949 to 1960, but this increased
to about 53 per cent during the Second Plan period
(1960—65)% Raw jute, raw cotton and their manufactures
earned ébout 72 per cent of total export earnings

during the First Five Year Plan period (1955-60), while
in the pre~Plan period most of the foreign exchange

was earned by the two agricultural commodities%/

The index of terms of trade, on the 1948-49 base
rose to 125 forf;hort period during the Korean boom but
rapidly declined afterwards and fell to 52 in 1959%/

Agricultural production in Pakistan is based on
small and fragmented holdings by individual cultivators
using mostly family labour. Something like % of the |

normal value of Pakistan's total agricultural output

consists of food and about % of that is directly consumed

1/ Government of Pakistan, Second Five Year Plan, p.82.

2/ ibid. p.83.

3/ The State Bank of Pakistan, Report on Currency and
Finance, 1959-60, Karachi, p.148.

N D
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by the growers themselves on; the farms; and only 4 of
the food products pass through the marketing system%/
In East Pakistan the main agricultural crops
are rice and jute, while in West Pakistan these are
wheat and cotton. Underinormal weather conditions the
Bast Pakistani peasanﬁs can raise a food crop Jjust
sufficient for their subsistence. In West Pakistan where
agriculture is more mechanised and less dependent on
the weather than in East Pakistan, the peasants have
normally some exportable surplus of food. The government
of Pakistan in their Five Year Plans stressed the need
for the development of agriculture in order to attain
self sufflclency of the food supply?/ The East Pakistan
government, however, maintains some food reserves to

meet emergencies that may occur due to unfavourable

weathexr conditions,

1/ Porter, R.C, 'The Inflationary Implication of Crop
Failure} Pakistan Development Review, Spring, 1962,

2/ Government of Pakistan, First Five Year Plan, p. 16
Second Five Year Plan, p. 14,
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145 The Characteristics of Jute Production in East
Pakistan and the growers'! Price Responsiveness

The geographical factors necessary for jute
production (viz., soils of alluvial origin, a heavy
rainfall between 60-80 inches per year, a moist heat, etc.)
are sufficiently available in East Pakistan and, indeed,
it is the most favourably situated place in the world
for jute production%/ Of the total cultivatable land in
East Paklstan?/about 5 per cent, on average, is devoted
to jute and about 76 per cent to rice and the rest to
other crops, such as sugar canez:, wheat, vegetable, fruits,
pulses, etc%/ Jute is a sﬁmmer crop, planted during
February to April and harvested in Juhe to September.

The growing season for 'Aus! (summer rice) falls within
this period and the maih riée crop, 'Aman', though
harvested during November to January, is ﬁartly sown in
low land areas well before the jute crop is harvested,

| L4
while in high lands it may follow the jute crop. But

FA

1/ Abmad, N. An Economic Geogp_phy of Bast Pahlstan,

2/ In Pakistan jute is produced in Bast Pakistan alone.

3/ Government of Pakistan, Census of A riculture, (East
Pakistan Data), 1960, p. 173. :

_l.k/ Ahmad., N. OEoCit., Po 123.
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such a double cropping of jute and 'Aman' (winter) rice
is only succegsful under the most favouréble weather
conditions and usually involves sacrifices for both the
crops. There can be no double cropping of jute and
summer rice. The only other summer crop is sugar cane,
but'it does not usually compete with jute for land
mainly because of differences in soil and climatic
conditions necessary for. their respective production.
The broduction of sﬁgar cane has, therefore, concentrated
in the non-jute area of East Pakistan%/ The other crops,
being winter products,-do not compete with jute for the
growers' land,

VThus, the cultivators! decision to grow jute
involves a cénscious sacrifice of the opportunity to
grow both summer and winter rice crops on the same land,
In fact, for most of the farmers of the jute growing
areas of East Pakistan, the cultivation of jute is primarily
a choice between the production of the cash crop (i.e.,
jute) iu lliamdef a gtaple food crop. In areas where the
farmers can devote their land to two rice crops a year,

they have a choice between the two crops of rice and one

of jute. On the average, jute being produced on a small

i/ Anmad, N. op.cit. p. 3% 143,
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proportion of rice land, the scope of variation in

jute cultivation is potentially very wide in Erk East
Pakistan; and an increase of the jute crop usually takes
place at the expense of the staple food output.

In EBast Pakistan jute is grown for cash income,
whereas rice is mostly grown to meet the food require-
ments of the farmer and his family; and if much of his
land is planted to jute, he will have to buy a part of
his food requirements with the proceeds from jute. For
the average farmer, the possibility of having a surplus
of rice for sale simply does not arise, even if he
planted all his land to rice, because the average size
of the farm in East Pakistan is about 5.5 acres which
normally yield a total rice output between 40-45 maunds
(after considering the possibility of double cropping),
which is not sufficient for an average farm family of
six (adult equivalent) for year round consumption%/ Thus ,

by planting a part of his land to jute, an average farmer

1/ Government of East Pakistan, Pakistan Census of
Agriculture, 1960 (East Pakistan Data).
In Bast Pakistan, all the rice land is not under
double cropping; only about % of the total rice land
was, on average, under both the summer and winter
rice crops as appears from the Government of East
Pakistan, Agricultural Production Levels in East
Brxzkar Pakistan (1947-60), Dacca, 1901.




20

in Fast Pakistan expects to get a higher return from
jute relative to that from rice%/as it may be sometimes
cheaper to'get food indirectly by producing and selling
jutes The retail price of rice, therefore, can be con-
sidered 'largely to determine the opportunity costs of
using land for Jjute production, because rice production
is normally foregone in ordexr to grow jute.g/ The retail
price which the growers expect to pay to buy rice, rather
than the price they expect to receive invselling rice,
in relation to the harvest price of jutei/would be
expected to influence their decision to allocate land

and other resources between the alternative crops of

jute and rice.

1/ It is shown later in this section that the price
expectation of the jute/rice growers for the current

season is usually based on the actual prices prevailing
in the immediate past season.

2/ Shorter, F.C,, 'Jute Production Policies of India and
Pakistan', Indian Economic Journal, July, 1955; and
his unpublished Ph.D. dissertation: Jute Policy in

India and Pakistan, 1947-5%: An Economic Analysis,
Stanford, 1957,

3/ As the gmall growers have little holding powe
of the jute crop is sold immediately af%eg thg’hggsgst
(discussed in section 1-4).
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For some rich farmers who may sell both jute
and rice, the selling price of rice should be relevant,
but these farmers appear to produce a relatively
small proportion of total output of jute as indicated

below,.

Table 1-1(A)

Jute output by the size of farms in East Pakistan

Size of Percentage | Percentage Percentage of
Farms of total of total total jute
(Acres) Farms Farm Area Area

Under 7.5 89 61 72

Under 12.5 96 80 85

Under 25,0 99 94 ok

Source: Government of Pakigtan, Census of Agriculture,
1960, (East Pakistan Data), p.68.

In practice, however, there does not appear to
be any important difference between the expected buying
price of rice and the expected selling price of rice,

probably because the marketing of rice takes place on

1/

a small scale.

2/

In various studies on the price responsiveness

1/ Clark, R. loc. cit.

2/ studies cited at the foot of Table 1-1(B)
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of jute growers in India and Pakistan, the relative
prices of jute and rice prevailing in the preceding
season have been identified as the prices to which the
growers respond in planning their production. The generally
accepted hypothesis is that the jute growers' decision
to devote a certain acreage to jute is dependent on the
past prices of jute and rice together with the price
expectation for them, which in practice is based upomn
the level of relative prices in the immediate past season.
Agricultural supply is usually a predetermined
variable at time point (t) due to the influence of
weather and other growing conditions on yields. Part
of the influence of the factors affecting supply can
however be attributed to ecomnomic conditions, and in
agricultural markets thié.influencé is transmitted
with a time lag. The lag is inherent in the nature of
the problem because of the time required for planting
i ME Canse of guli
to mature. Acreage decisioanre therefore based on
previous year's relative prices. The lag structure in
supply reaponée to price makes the reiationship a

suitable form for a regression estimate of the one way

effect of past price on current supply. The supply function
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of jute in Bast Pakistan thus can be stated in the
following equation:

0=a+bP

& 1Pi(t-1) = PaPr(t-1) * Yt

where O, is the current output, Pj(t-i) and Pr(t-i)
are the prices of jute (harvest) and rice (retail) in
the previous season. U, is the random factor. Except
Ut’ we can observe all the variables in the above
equation,

By taking data for the period 1952-53 to 1962-63
for East Pakistan,first, the acreage and then the output
of jute in the current period have been regressed upon
the prices of jute and rice prevailing in the preceding
season., The it of the semi-log multiple regression
equation showing the growers' acreage response to changes

in the relative prices is given below:

(276.66) (470.01)
R2 = 0,854 Degrees of freedom = 8

where, At =jute area in thousand acres in the current
peried, Pj(tui) = harvest price of jute ihwﬁupees per maund,
Pr(tmi) = retail price of rice in Rupees per maund. About

85 per cent of the variance in the East Pakistan jute
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area during the period studied is explained by the two
independent variables (i.e., the prices of jute and rice).

Thus, the acreage of jute planted is inversely
related to the price of rice and directly related to its
own price. In both cases the time lag is one year. This
is further illustrated with the help of Chart 1-1., The
partial elasticity (at the mean) of the growers' acreage
response to the previous year's price of jute is +1.24
while to that of rice is —0.85.1/

On the basis of the above equation, the following
estimation is obtained. When the average jute price rose

from one season to another, say by 50 per cent and the

average price of rice remained unchanged, about 340,97

thousand acres more were sown to jute in East Pakistan
in the following season, and the crop was about 6.28
million maunds larger., On the other hand, when the
price of rice rose by, say 50 per cent and that of jute

remained unchanged, about 560,68 thousand acres less

1/ The partial elasticities from the equation 1-1 are '?
calculated by differentiating first with respect to l
the price of jute and then to that of rice. TFor instance,

A'ﬁ = 565.98 + 1894.26 log Pj('t-i) - 1292.40 log Pr(t—i)

Now d Ay /d Py ) = 1894.26%?3.“:_1)
put B %.1 Ap/d Pj(t-iﬂﬁj(t-ﬂmf]

Hence, E 31_3:894'26/133('&-1—):\ }fa‘(t-m/"‘%z 1894,26/1522x 1.24{%}
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were devoted to jute,

The coefficients of elasticity at the mean of
response of acreage sown to jute to the changes in the
relative prices of jute and rice in the preceding season
are given in Table 1-1(B) indicating various studies.

In fakistan licensing (allowing a maximum limit
that an individual cultivator could devote to jute) was
in force upto 1960. But as the acreage regulation was not
in fact enforced, except to some extent in 1953~54, this
did not modify, to any significant extent, the area response
to prices.

The primary relationship established is between
price and acreage, because it is only the acreage which
is directly under the control of the growers. But for
forecasting purposes it is the relationship between the
price and the crop which is more important. Variations
in yield of jute in East Pakistan, however, appear to
be more or less random, and hence variations in jute
output can also be considered to be almost as adequately
explained by changes in the relative prices of jute
and rice as can variations in the area. The following

multiple regression equation supports this point:
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L®
i

1805 .46 + 4971.63 log Pj(t~1) - 2504,88 log Pr(t_l)
(1201.66) (1340,42)

r? = 0.684 Degrees of freedom = 8 (1-2)

where, Ot is the output of jute in thousand bales in
the current period, Pj(t~1) and Pr(t—i) are the prices
of jute and rice per maund in the preceding season as

in equation (1-1).

Thus, both the equations (1-1) and (1-2) give a
ggod fit but that of equation (1-1) is better than that
of (1-2) for the obvious reason that it is more within
the control of the growers to make any change of acreage
than of output, a portion of which is randomly determined.
We may, therefore, conclude that in East Pakistan there
ig a definite relationship between the‘jute area (or
output) in one season and the relative prices of jute
and rice in the preceding season. For policy purposes,
the important point is that if it is desired to regulate
Jute output by manipulating prices this relationship
between the re;ative prices of jute and rice in one
season and the jute acreage or output in tﬁe following

season must be taken into consideration.
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Table 1-1(B)

Coefficient of elasticity at the mean of response 35
of acreage sown to jute to the relative prices of jute
and rice in the preceding season

Study Country Period Elasticity
made by at the mean
A.R, Sinha  All India 1921-39 + 0465
F.A.0, (Rome) Bengal 1911-40 + 0.51
East Bengal - 193%1-40 + 0,68
East Pakistan 194756 + 0.48
R.M., Stern All India 1893-1939 4 0,68
Bengal 1911-39 + 0,76
Re. Clark East Bengal 1931~54 b

(partial elasticity with respect
to the price of jute) +0.60
(with respect to the price

of rice) ~0,60
Our Study East Pakistan 1952-62
(partial elasticity with respect
to the price of jute) +1.24

(with respect to the price of rice) -0,85

Source: Sinha, 'A Preliminary Note on the Effect of Price
on the future supply of Raw Jute', Sankhya,
December,, 1941; F.A.0, (Rome), Jute, Commodity
Bulletin No, 28, 1957; Stermn, Review of Economics
and Statistics, May, 1962; Clark, 'The Economic
Determinants of Jute Production', Monthly Bulletin
of Agricultural Economics and Statistics, F.A.O.,
Rome, September, 1957 i and our equation (1-1).

Note: The partial elasticities in our study are signi-
ficantly higher than those obtained by Clark pro-
bably because the jute/rice growers of East Pakistan
became more price conscious over these years, as
we studied a period more recent than that of Clark,
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1=-4 Marketing of Raw Jute in Fast Pakistan

The ma#keting of raw jute in East Pakistan consists
of several stages. At the primary stage a magor portion
of raw jute is bought and sold in the homes of growers
ﬁhere:bgyers go around buying small lots from individual
peasants., The price is determined by open bargaining
and the quality is assessed by examining the whole lot,
There is no proper standardisation or adequate system
of markmikiwng weights and measures at this level of
marketing.i/ The growers have little holding power, owing
to the lack of adequate credit facilities and their cash
needs to buy rice'during the lean months after fhe jute
harvest. An inadequate transport system does not enable
‘sales by growers in distant markets in search of better
prices. Hence, most of the growers have td dispose of
raw jute almost immediately after theJharvest%/All these

factors limit their bargaining power with the intermediaries.

\ Most of the sales by the primary intermediaries

kake place either in the village markets or in the premises
of the balers. Most of the sales at this stage are also

made on the basis of lot grading. At the higher stage

1/ Dacca phiveréity Socio~Economic Survey Board(DUSESB),
Marketing of Jute in East Pakistan, 1961, p.26G.

2/ ibid.
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of marketing, the open higgling diminishes and parties

on both sides:gét fewer and the scale of operations

gets 1arger.1/ The Dacca University study'reveals that
there are about forty thousand intermediaries at the
lowest level of marketing in direct contact with the

jute growers, while at_ the highest stage there are only
14 domestic mills consuming raw jute.%/ In 1959-60 the
total raw¢jﬁte export was undertalken by about 75 shippers
of which only 7 shippers exported about 5&vper cent and
16 shippers over 80 per cent,z/ Thesetfew large exporters
who are in a better position to get bank cfedifs and
information regarding supply and demand conditions than
the jute growers and the primary intermediaries can

press hard bargains over the small peasants and ~inter-

mediaries at the primary stage.

1/ Government of Pakistan, Jute‘EnQﬁiry.Commission Report,
1960, p. 115,

g'/ DUSESB, &) -Citﬁ.-, P.380

3/ Jute Euquiry Commission Report, p.115,
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1-5 Role of Jute in the Economy of Pakistan

The value of jute is relatively small in comparison
with the national income of Pakistan, But it is produced
only in East Pakistan where it is the single most important
cash crop contributing about: 50 per cent of total cash
earnings of the farmers of thié region.i/As the leading
export of the cpuntry, raw jute earmned, on average, 43
per cent during the period 1948-54 and 46 per cent during
1955-62, while jute manufactures earmned anothexr 11 per

cent of total export receipts during the latter period

as shown below in Table 1~2,

" Pable 1-2

Position of Jute in Total Exports of Pakistan, 1948-62

Annual Raw Jute © Jute Goods TOTAL
Average Value Per cent Value Per cent Exports
million of total - million of total million
Rupees - ‘ Rupees Rupees
1948-49 440 ba: - - 1076
1950-51 1047 46° 43 - - 2282
1952-54 573 43 - - 1340
1955-58 761 50: ¢ 1106: . 7 : 1534

1959-62 805 43z 293: ** 16 « 1 4880

Source: Government of Pakistan, Statistical Bulletii,
July, 1964,Table 1 and p.1348,

1/ Ahmad, N, op.cit., p.131.




B2

For Bast Pakistan raw jute and its manufactures
are the most important sources of foreign exchange
earnings as can be seen in Table 1-3. During the period
1948-54 raw jute alone contributed about 88 per cent of
total export earnings while during 1955-62 the jute in=-
dustry not only met the domestic need of jute goods
but, together with raw jute exports, earned about 90 per

cent of total foreign exchange of «East Pakistan.,

Table 1-3

Position of Jute in Total Exports of East Pakistan,1948-62

Annual ﬁémeute Jute Goods Total
Average Value Per cent Value Per cent = Exports
million of total million of total  million
Rupees ) Rupees ) ' " Rupees
194849 Lo 83 : - - 529
1950-51 1047 91 : 88 - - 1149
1952-54 573 85 : - - 673
195558 761 80 : 23 110 12 7 955
1959-62 805 . 66 : . 293 24 1222

Source: As Table 1-2.

Jute manufacturing capacity has been rapidly
increasing in Fast Pakistan over these years. However,
raw jute is expected to remain the single most important
foreign exchange earner for the country for many years

to come. Table 1-4 indicates that the Planning authority
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expects that while raw jute is to earn more or less the
same amount of foreign exchange in the Third Plan period
(1965-70) as it did in the first two Plan periods, the
export earnings from jute manufactures will increase, on
an annual average, from Rupees 137 million in the First
Plan period to Rs. 360 million in the Third Plan pexiod.
Actual performance in first four years of the Second
Five Year Plan shows that the shares of both raw jute
and jute manafactures in the total foreign exchange
earnings were higher than what was expected. The over-
all foreign exchange earnings were lower than what was

planned.

Table 1=4

Share of jute in the planned foreign exchange earnings
of Pakistan during the three Five Year Plan periods

Annual Raw Jute _ Jute Goods To:al Tota}

Average gﬁifﬁon Percent Value % of J; e Foreign
n of total million Total 72 Exchange
upees Rs. Earnings

1st. Plan

(1955-60) :

Actual 8453 4h 1 137 7e2 51¢3 1911

2nd, Plan

(1960-65)

Projection 820 36,4 320 14,2 50,6 2250

Actual 811 29,0 312 15,2 54,2 2047

3rde. Plan

(1965-70) 850 34,0 360 1h, 4 48.4 2500

Source: Govt. of Pakistan, Second Five Year Plan; Statistical
Year Book,1964; Haq, M. loc.cit., Table 60, '
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The Pakistan government's tax on raw jute exports

%

. formed,on averége, about 4.4 per cent of the total revenue

receipts over the period 1950—61‘(mab1e 1—5)9

Table 1i=5
Share of Export tax on Raw Jute in the total Revenue

'Receipts of the Govt. of Pakistan, 1950 to 1961

Annual Average : 1950~52 195%=57 1958-61 Total _
| ‘ 1950-64)-

Total Revenue -

(Rs. million) 1561 1782 2552 . 23801

~ Tax on Raw Jute I .

"Exports (RBRs. m.) 96 ‘ 77 76 989

Percent of total 6 ' Iy 3 bl

Source : Govt. of Pakistan, Pakistaﬁ Statistical Year

Book, 1962, table 107; Ministry of Finance, Major

Commodities of Pakistan - A Review, Karachi, 1960, p.19

ER

'

Over and above fﬁis, the government of Pakistéu
earns vafious fees in the formﬁof>trade licences, excise
dﬁ#ieé;isaiés téx, etc, It is understood that the gévernel_
ment of Pakiétan earnéqé considerble amount of revenues

1/

from these sources.

1/ Govt. of Pakistan, Report of the Jute Enquiry
Commission, 1960, pp.169-70.
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- 1-6 Pakistan in the World Economy of Jute

Since 1947-48 Pakistan in the world jute economy
has been showing very diverse trends. Thus, in 1947-48
.fakistan produced about 81 per cent of the world raw
jute, but herself did not consume any as she had then
no jute manufacturing capacity. But gradually as she

has been gaining manufacturing facilitied her share in

the world raw jute production has also been declining
as other countries, especially India and mainland China
stepped up their own production of raw jute and allied

fibres. The percentage share of Pakistan in world

production and comnsumption of raw jute and allied fibres

over the period 1947-48 to %9&t 1959-60 is shown in ‘ ;

Table 1-6. ,
Thus, to start with, India and the rest of the

world were heavily dependent on Pakistan's supply of

raw jute at the time of Partition. But gradually as

Igdia and other countries became important raw jute

( including allied fibres ) producers themselves, the

share of Pakistan fell to 4% percent in 1960. Pakistan;

however, still produces more than half of the world's

true raw jute and the %orld is dependent largely on

Pakistan for guality jute.l/

1/ FAO (Rome) Postwar Trends in the Prodqptlon of Jufe
Kenaf and Allled Fibres, (mimeo.), July, TO6U;
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~Tab1éviw6

Percentage Share of Pakistan in the World Production and~
-ConsumptLon of Raw Jute and Allied Flbrcs as compared
with India and Rest of the World, 19&7~ 60

Mdtins

Annual Production Consumption

Ayerage Pakistan India  Rest Pakistan India Rest ...
194748 81.0 - 19.0 . 6 . =~ - 83,6 17.4
195257 9.5  37.2 13.% . 7.0 56,4 46,6

1959-60 43,0 34,5 © 2245 10,4 b1.6 48,0

. s
vene . . . — b SR

Source : Indiaﬁ Jute Mills Assdéiatiohg; Govt. of Bast
Pakistan; Monthly Summary of Jute Statistics; FAO (Rome),
ﬂ Monthly Bulletin of AgriCulturalrEcanMics‘and Statistics, h
. 0ctobef,-i959, ﬁ.%@.___ i “ : : o ﬁé

In 1947 48, as shown in the above Table, most
of the raw Jute consumptlon (about 83%) took place in
India, Pakistan's m;ll consumption being nil. But by '

1959-60, the raw jute consumption in Pakistan and other

countries outside India rose to#® and 48 per cent res-

‘pectively and- that of India fell to about 42 per cent

of the world total (Table 1-6).

of hefntotal raw jute production, Pakistan

consumed in 1961—62 abodt 23 per cent and for the rest

she had to seek. export markets (Table 1-7). Prom this

'Table it can also be seen that Pak:stan's exports to

India fell from 88 per cent in 19&7n48't0 10 per cent
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in 1961-~62; and those to other countries rose from about
12 per cent in 1947-48 to about 90 per cent in 1961~62
partly because of Pakistan's trade diversification
policy and partly because 6f India's own policy of

self-gsufficiency in raw jute production.

1Tab1e 1=7

Pakistanis Production, Consumption and Bxport of Raw Jute

Annual 4 Production Consumption

Total Exports to

Average Quantity Percent
of total India Rest of
Production the World
( Million Bales . ) (Percentage ....)
1948~52 5.29 - - 45 .4 54.6
1952=55 5.0% - - 26.3% 63.7
1955-59 5.70 0.93 16.3 14,5 85.5
1959-62 6.05 1.51 25,5 11.7 88.3

Source: Government of Bast Riistan, Monthly Summary of
Jute Statistics, December, 1962, part ii,

In Table 1-8, it is shown that Biistan's exports
to the BEuropean Common Market, the U.K. and Japan

increased substantially over the period 1948-63,
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Table 1-8

Trends of Pakistan's Raw Jute Exports to Main Importing
Countries (in thousand tons).

Annual India U.K. U.S.A. Japan Common Total
Average ‘ Market Exports
1948-51 438 88 61 %13 211 983
1952=54 243 139 68 28 314 925
1955-58 124 138 63 32 306 835
1959-62 96 125 41 42 230 7217

Source: Commonwealth Economic Committee, Industrial
Fibres, London,

In the export market of raw jute, Pakistan is still

a monopolist. Over the period 1947-63, Pakistan,on an
average,6 covered about 90 per cent of the world export of
raw jute (Table 1-9). Although India and other countries
produced about 60 per cent of the world total in 1961-62
they needed almost all their raw jute for doméstic use.
Pakistan started jute manufacturing in the early
1950's and by 1963 attained significant capacity for
processing raw jute (Tableliulo). During the peridd 1954-
63 world jute manufacturing increased from 1628 +thousand
metric tons to 2975 thousand metric tons (Thhbe 1-10).
However there has been some geographipal shift in manu-
facturing from the traditiomnal areas (India and Western
Europe) to some developing countries like Pakistan and
Centrally Planned Countries. Pakistan.produced about

11 per cent of the world total in 1963 (Table 1-10) .
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Table 1-9

Exports of Raw Jute from Main Pfoducing Countries, 1947673
Countries 1947-50 1951-54 1955-59 1660~673

L (Yearly average in thousand metric tons )
Pakistan : 900 983 851 721

(total)

Percentage M

Derconta (85) (99) (96) (85)

Tndia 183 iy - 12

Fh}na - | N 14 ' I
(mainland)

Nepal 7 5 L 3
Thailand%/ - - 10 116
World total 1089 988 _ 883 853
Source : Commonwealth Economic Committee, Industrial Fibres, .

1/ Mostly Kenaf and wastes.

Table 1-10

Distribution of World Production of Jute ManufTactures

Countries 1954 1963 1954 1963
( thousand metric tons) (- Percentages )

Pakistan Lo 317 3 11
India . 901 1259 55 - k2
Western Eﬁ}ope 517 149? 32 17
Centrally Planned \

Countries 100 500 6 17
Others 61 hoz 4 173

Total 1628 2975 100 100

e et 4R TS arrm—

Source : As table 1-9
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1~-7 Postwar Trends in End-uses of Raw Jute

The principal end-uses of raw jute are in the
production of packaging bags, floor coverings, roofing
felts, soft furnishings, strings, etc. Among these,
packaging bags account for about three fourths of the
total, the next most important use being in floor
coverings in the developed countries.l/ During the
postwar period, bulk handling methods, paper bags and
the packaging of goods for retail sale reduced jute
requirements in the distributive trades in the developed
countries, but gfowth of new outlets in floor coverings,
soft furnishing, etc. took place in the Netherlands,
Belgium, the U.K., and the U.S.A.E/ Outside the main
industrial areas of the world, the demand for jute is
still largely confined to packaging uses.é/

In Tablé 1-11 the regional trends in jute

congumption are shown, Developed countries as a whole

l/ FoA.0., Jute: A Survey of Mhrkets,umanufacturigg
and Production, Commodity Bulletin No., 28, p.2.

2/ F.A.0., Monthly Bulletin of Agricultural Economics
and Statistics, December, 1960, p.5.

3/ F.A.0., Jute, opecite, pole
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Table 1-11
Regional\irendé“in the Consumption of Jute Goods
_ Aveas o 1937 1953-55  1959-61
o | R ' U{ ( m111¢0n metrlc tons )
Developed Coﬁntries § ‘ ‘ .
United States = 0.46 0.30 . 0.38
U, ﬁ,,Prance, West Germany 0. 36‘ 0,%2 ,‘4*. 0.30
" Other Western Burope 0.19 .0.20 C0.27
Canada, Australia, N.Z., ’"‘ ‘ | o
and South Africa 0419 0.19 - 0.26
Japan S 0.03 0,02 0,0k
| Total . 1,25  1.03 1.25
Centrally Planned Countries fﬂu | ,
astern Burope§ U.S.S. R., 0.07 C0.11 0.1k
 amd Mainland China - '*O o1 0,26 - 0.40 B
- Total 0,08 0437 0.54
Developing Countries ' _\ ) i
India ; . 0.18 0.18 % - 0,30
' Pakistan o To.07 . 0.10 0.10+
Other Far Bast - 0,17 . 0,14 " 0.20
Latin America, Mid&lé : o
Bast and Africa“' B  0.34 1 0639 f°0,41
¢ Total 0.76 ©.:0.81 101
High<Income Countries 1/ i,Bd'f 1;1&  : 1439
Low Income Céuntries 2/ 0.77 . o 1,07 - - 1.h41
World Total - 2.07 2,21 2.80
Source : FAO (Rome), Jute Goods Available for Home Use,

Doc. CCP/JuLe Ad Hoc 62/4/Add. 1.
1/ includes Lastern Burope and U.S.S.R.

2/ Developing countries and Mainland China.
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increased their consumption of jute goods by about 25
per cent between 1953-55 and 1959-61, but a comparison
with the pre-war figure suggests that total jute
consumption in these countries was only fractionally
higher in 1959-61 than in 1937, and that demand in the
highly industrialised countries, e.g,, the U.S.A., the
U.X., West Germany and France failed to attain the pre-
war level. Although manufacturing output in 1957-58 was
more than double that of the pre-war level and agricul-
tural production, part of which is packed in jute bags,
was up by one third,i/jute consumption in the developed
countries remained more or less the same (Table 1-11).
Most of the expansion in jute consumption after the
World War II took place only in the low income

countries as can be seen in Table 1-11,

1/ F.A.0., Monthly Bulletin of Agricultural Economics
and Statistics, December, 1960, p.1l.
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1-8 The Mégnitude, Causes and Effects of Fluctuations

in Prices of Pakistan Jute

Introduction

In the following sections we attempt to measure
the extent of fluctuations in raw jute prices, determine
the causes of such fluctuations and their various
effects. We have considered only the percentage changes
within the period of a year and year to year. As explained

in the Preface,within-year fluctuations are obtained

by expressing the range between the highest and the lowest

prices in the period of a year as a percentage of the
higher figure. Similarly, the year to year difference'
has been expressed as a percentage of the higher figure
in order to arrive at the annual fluctuations. We héve

thus, confined the analysis to short-run fluctuations

only.

1«9 FPFluctuations in Jute Groweré' Prices

During the period 1947-62 the jute growers of
Last Pakistan experienced large annual fluctuations in
the volume of jute production (iiS%), unit prices (@28%),
and the estimated cash income from this commodity (+32%)

as can be seen in Table 1-12 and Charts 1-2 and i=-3,
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Thus, fluctuations in the volume of jute output and
prices appear to have destabilising effects on the

growers' cash income,

Table 1-12

Fluctuations in Jute Production, Prices and Cash Income
from Jute in East Pakistan (1947-062)

Annual Production Averge Jute | Average Cash Income
Average | million! Annual |Price Rice Price|from Jute
bales Percentl Rs. Annual} Rs. | Annu=\ million
Annual
Change | per percenty per aler Rs. o
maund| change | maund} tent N
change
‘ chang
1947-50 5.4 + 27 27 4+ 2b 25 + 17 691 & 33
1951=55 5.4 + 23 23  + 29 22 + 25 457 + 33
1956-59 5.7 + . -
1960-62 5.9 + 15 48+ 21 28 + 5 89%% 1 ,,
Average 5
Percentage + 18 + 28 + 18 + 3
change -

Source: Government of Fast Pakistan, Monthly Summaxry of
Jute Statistics, various issues.

In Table 1-13 fluctuations both within a year (36%)
and year to year (25%)jfor a particular kind of raw jute
(vhite jat bottom) at Narayanganj (the most important jute

market in Bast Pakistan) were found to be very wide during
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the period 1947-62, The wider intra-year price fluctu-
ations might be due to seasomnal influences such as

arrivals of Jjute at the baling centres, etc.

Table 1~13%

Jute Price Fluctuations at Narayanganj (1948-62)

Annual Within~Year Year to Year
Average Percentage Percentage
Fluctuations Fluctuations
1948-52 39 + 3k
1953~57 30 + 18
1958-62 35 + 26
Average for
1948-62 36 x 25

Source: F.A.0, (Rome), Study Gwoup on Jute, Kenaf and
Allied Fibres (mimeo.), July, 1964; Economic
Adviser to the Government of Pakistan, Pakistan

Bagic Facts, Rawalpindi, 1963, p.31.

Table 1~14 and Chart 1-4 demomnstrate that the
changes in the annual jute acreages were mainly respons
sible for wide fluctuations in total jute output.
Fluctﬁatiohs in yield ﬁer acre had a relatively small
effect on changes in the output of jute during the

period 1951-62,




Table 1-14

L8

Fluctuations in Jute Acreage and Production (1951-62)

Annual Average

Percentage Change in

. Total
Acreage Yield Production
per acre
1951~56 + 28 + 7 + 19
1957-62 + 15 + 9 + 11
Average for »
1951-62 £ oq + 8 + 15

Source: Government
of Jute Statistics, tvarious

of East Pakisgtan,

Monthly Summaxy

issues).

1=10 Causes of Jute Fluctuations in East Pakistan

Fluctuations in growers!

cash income from jute

are the product of two variables = volume of output

and the unit price. Such fluctuations

in cash income

become severe especially when the two variables move

in the same direction. The changes in the volume of jute

production, as shown in Tables 1-14 and 1-15 and Chart

1-4, =® are mainly due to the changes in the acreage

made by the growers as a response to the relative

brices of jute and rice prevailing in the preceding

geason.
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Chart 1-4

Fluctuations in Area, Yield per Acre and Total

Output of Jute
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That fluctuatlons in acreaées mainly influenced
_the annual flﬁctuatlons in, total Jute output and that cﬂanges
in yleld per acre had llttle 1nfluence on - total output‘
fluctuatlons are. also stailstlcally supported as ev1dentI U

e

- from the follow1ng two regre531on equat;oms.l

41  ‘ Table 1 15

Statlstlcal Ana1y51s of Effects of Chanwes in Acreages

" and Yield Rates oOm: Chanves in Jute Productlon

,Log Y= 0.504 + 0,749 log X,

(0. 171)
L R? =0,64 ' Qegrees of fgeedom = 11 '
Log Y = - 0.481 + 0. 106 log X, . . o+ o« o . (2-4)
A | (0.066) ST e e
R2 = O.b9 ~ Degrees of freedém = 11

where, Y is annual percenta ze change in. total jute output :

,and X and Xz are annual percentage chanqes 1n total

acreages and yield per acre respectlvely.

. The B coefflclent of cquatlon (1-3) is

statlstlcally far more 51gnlflcqnt than that of equatlon

‘(1”4) The. coefflclont of correlatlon in the former equatlon.f;

is. hlghly significant while that in the latter is not.

Cody

~1/ Data of table 1w 14 were transformed into logarlthms
and  then year to year percentage changes of log- values
 were calculated. ‘Since the regression equatlons are in
1ogar1thm, the B coefflclents measure the percentage res=

ponse of total jute output to a given chanqe 1n jute

acreage Or Yleld Per acre ‘ - SRREE
@ ¥ f . s e T
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The above statistical analysis supports the point
mdde earlier that whenever the jute growers of East
Pakistan want to make any change in jute output they
can do it only by altering the acreage under jute, The
growers are unable to bring about a planned increase in
yield per acre as the factors of production on which
they depend are traditionally'knog? through long expérience

and generally are fully'utilised._ﬂence, changes in yield

per acre are more or less random.

1=11 Fluctuations in Raw Jute Consumers' Prices

Wide price fluctuations were experienced by raw jute
consumers as well, In Table 1-16 we have measured the
2/
jute price fluctuations in the U.K., market for the period

1938-63, and in Chart 1-5 the average annual prices for

an important variety of raw jute (Export Firsts) are plotted.

l/ It does not however, mean that output per acre cannot
be increased in East Pakistan. This certainly can be
done with the help of improved seeds, fertilizer and
improvements in the methods of cultivation. Such factors
however, must be introduced from outside. So far as the
growers are concerned, they do their best within the

limit of their knowledge to raise as much output as
possible from their land.

2/ The U.K, market is chosen because this is the single
most important raw jute market in the world,.
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The average intra-year fluctuations for the above period
wexre 28 per cent, while the average year to year fluctua-~

tions for the same period were + 18 per cent.

Table 1-16

Jute Price Fluctuations in the U.K.(£ per ton,Export Firsts).

Annual Average PercentagévFluctuations

Intra-Yeaxr Year to Year

1938-46 33 + 15
1947-51 23 * 20
1952~59 25 + 15
1960-63 32 + 2h
Average for

1938_63 28 i 18

Source: Commonwealth Economic Committee, Industrial
Fibres, Londen.

As can be seen in Chart 1-5, raw jute prices

in the U.K. attained staggering heights on two occasions -
once in 1951 and again in 1961. Immediately after World
War II, raw jute prices were rising an@ reached the peak
during the Korean conflict., After the Korean boom the
price abruptly went down because of large supply as a
response of high prices. From 1953 to 1959 a s¥eady price
for raw jute prevailed, but in 1959 it began to rise and
in 1961 it was almost double the average price ruling

during the period 1953%=59,




Chart 1-5
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1-12 Extent of Jute Export Fluctuations

Over the period 1948-62 Pakistan experienced
wide fluctuations in export earnings from raw jute as
shown in Table 1-17. Calculated on a year to year basis,
average fluctuations in the raw jute export proceeds for
Pakistan were + 20,4 per cent during the above period,.
The United Nations, making a study for a longer period
(1901-50), found the average annual fluctuations in the
export proceeds from raw jute (India and Pakistan) at
+ 22 per cent and for some majoyr agricultural commodities
entering into the exports of fhe underdeveloped countries

1/

at + 22.6 per cent.

Table 1-17

Jute Export Fluctuations: Pakistan (1948-62)

Annual _Export Proceeds Unit Prices Export Volume
Average Value Percent Rs. per Percent Volume P&rcent
(Rs. m.) Change metric Change (000 Change
ton mbtric
ton)

1948-51 678  + 42 1016 + 18 685 + 38
1952- 628

253 * 22 683 + 19 924 4 13
1956-59 732+ 9 924 + 12 838 + 12
1960-62 947 4+ 8 1209 + 12 801  + 6
Average for +
1911:8—62 L - 20.4 i 15.2 i 16,6

Source: U.N., Year Book of International Trade.

1/ U.N., Instability etc., loc. cite.
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Similarly, yvear to year average fluctuations in
the export price and quantity of raw jute from Pakistan
for the period 1948-62 were + 15.2 and + 16.6 per cent
respectively (Table 1-17). The same study of the United
Nations found the average year to year fluctuations in
the export price and quantity of raw jute for 1901-50
at + 16 and 4+ 17 per cent respectively.i/ The summary

of the above statistical findings is given in the

following Table.

Table 1-18

Ixport Fluctuations in Pakistan Raw Jute as Compared
with the U,N. Findings

Authors Period .Export

of Study Proceeds Price Quantity
U.N.(Average 1901-50 a/ b/
for 18 Major (Under- + 22.6 4+ 13.7 + 18.7
Agrl. Comm. developed

Countries) a/

U.N. (Raw 1901-50 + 22,0 + 16,0 + 1740

(India & - - "
Jute) Pakistan) a/
OQur Study 1948-62 + 20,4 + 15.2 + 16.6

(Raw Jute) (Pakistan)

1/ U.N., Instability in the Export Markets of the
Underdeveloped Countries, N.Y., 1952, Tables 1-3,

a/ In money terms.

b/ Average for 25 Commodities.,
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1-1% Causes of Export Fluctuations in Pakistan Jute

As mentioned earlier, Pakistan dominates the export
market of raw jute; her share being, on averafj, about
90 per cent of the world total during 1947-63  (Table 1-9).
Thus, as a monopolist of this raw material in the export

sloping
market, Pakistan is faced with a downward/demand function
for this commodity.,.

It was mentioned earlier that the most important
use of raw jute is still in the: production of packaging
bags. As the packaging charge is a very small proportion
of the total price of the packageable commodities, the
influence of the price of jute bags should be negligible.
But as there have arisen suitable alternative means of
packaging (cotton and paper bags, for example) and
handling commodities in bulk, the demand for jute is
now influenced by its price in relation to the prices
of substitutes.Thus, the existence of various substitutes
for Pakistan jute - ranging from Mesta or Kenaf and other
fibres to paper and cotton - increases the price elasti-

city of demand for raw jute over what might be expected

for it in the absence of any substitute.

1/ Although Pakistan is still a monopolist in the export
market, her share in the world production of raw Jjute
was about 43 per cemt during 1959-60 (Table 1-6).
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The competition is, however, more direct in the
case of jute manufactures than for raw jute. If for
example, the prices of substitutes fall, other things
remaining the same, the demand for jute bags will fall
with a consequent fall in the demand for raw jute.

It is therefore of great importance for Pakistan
to know the various elasticities of demand for raw jute
in order to formulate any export policy for this commo-
dity. The best thing is to calculate the weighted average
elasticity of demand fbr all the countries, but such an
approach cannot be followed due to the lack of adequate
data for all the countries importing raw jute. The U.K.fs
elasticity of import demand for raw jute is, therefore,
assumed to be typical to that of the developed countries
as the U,K, is the single most important market for
raw jute in the world, The U.XK.'s elasticity of demand
may not be representative for the underdeveloped
countries where the trends of jute consumption are
different from those in the developed countries. For
Pakistan raw jute, however, the developed countries!
demand conditiéns are relevant as most of her raw jute

exports are still concentrated in these countries (Table

1"8) .
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By calculating the multiple regression equation
(1-5), it is found that the U.K.'s import demand function
for raw jute over the period 1948-63 was sensitive to
its price. The price elasticity coefficient, i.e., the
is found to be significant at the

1
1/
5 per cent erroxr probability level. The f£it of the

coefficient of log P

egquation is shown below:

Log J = 2,0671 - 0,5891 log P, + 00,3217 log P

1 2
(0.,2941) (0.4321)
+ 0.4‘31? log Y 4+ 0.»0132 t (1_5)
(0.2819) (0.0071)
R® = 0.5543 Degrees of freedom = 11.

where, J is the total import quantity of raw jute (Export

Firsts) in the U.K., P, is the m C.I.F. price of'Export

1
Firsts!, Pa is the weighted index of prices of substitutes,
Y is the index of production of jute using commodities

and t is a time trend (1948=1, 1949=2 . . . . 1963=16).

The data are summarised in Table 1-19.

1/ Dr. Rabbani, AK., in a statistical study (‘' Jute in
the World Ecenomy, an unpublished Ph.D. thesis,
University of London, 1964) found a slightly higher
elagticity by taking the price of jute and that of
substitute in the form of a ratio.
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The numerical equation is given above without an
error term because the single best numerical value that
can be assigned to this term, in the abseunce of special
knowledge, is its average, zero. The regression coeffi=
cients are also in a sense average values. The equation

(1~5), therefore, gives an average egtimate.

Table 1=-19

U.K,'s Import Demand for Raw Jute, 1948-63

Annual TImport Jute Price Index of Index of
Average Quantity (CIF, £ per Jute Substitute
(000 long tom, Export using Prices
tonsg) Firsts) Commodities (1954=100)
(1954=100)

1948-51 124 129 109 137

1952-~54 140 105 116 123

1955-58 141 115 121 129

1959-63 130 131 129 127

Source: U.K., Board of Trade Journal; C.5.0., Annual
Abstract of Statigtics; Commonwealth Economic
Committee, Indugtrial Fibres; and F.A,0., Monthly
Bulletin of Agricul¥ural Economics and Statistics.

Notes: The index of jute using commodities is prepared
by using the weights as Agricultural commodities
50%, Mining 6%, Furniture and Upholstry 8%, Insulated
Cables 6%, Linoleum 10% and Wowen Carpets 20%.

The price of substitutes is represented
by the weighted index of prices of Kraft paper 35%,
Cotton 25% and Sisal 40%, '
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A statisgtical analysis indicates that fluctuations
in the total export proceeds of raw jute are more closely
related to fluctuations in the quantity exported from
Pakistan than to fluctuations in unit prices as shown by

the regression equations (1-6) and (1-7).

Total Proceeds and Unit Price

Log V = 1,00 + 0,81 log P (1=-6)
(0.45)

Ra = 0.20

Total Proceeds and Total.Quantity

Log V = 0.15 + 0.91 log Q (1-7)
(0.25)

R® = 0.61

where, V is total proceeds, P is the unit price

1/
and Q is the total quantity exported.,

The coefficient of determination between total
proceeds and the total export quantity is highly significant

while that between total proceeds and unit price is not

1/ Data of Appendix 1~D were transformed into logarithms
and then deviations from a five year moving average of
log values were calculated as indicators of trend
corrected short term fluctuations.
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signifidané at the 5 per cent error probability level.
The regression coefficient of equation (1-7) is more
significant than that of equation (i—6), which indicates
that the percentage response of total proceeds is
significantly accounted for by a given change in quantity
exported as compared to that of price.

Fluctuations in current jute output and hence
in export are the consequences of producers decisions
based on prices of jute, given the price of rice, pre-
vailing in the preceding season, But the prices of jute
are: the results of shifts in both demand and supply.
Shifts in supply were found to be caused by, besides
the relative prices of jute and rice in the preceding
season, some random factors in the current season. Thus,
the causes of jute export fluctuations are rather complex.
There appears to be a cobweb cycle in the production
and the relative prices of jute. The cobweb cycle results
from the fact that while the demand for raw jute depends
on its current price, the supply depends on the preceding
year's relative prices of jute and rice., Thus in 1953,
to give an example, the jute acreage (and output) dropped
considerably followimg a severe fall in the jute/rice
price ratio in 1952 (Chart 1-1). In the year 1961 the

jute acreage (and output) shot up following a considerable
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rise in the jute/rice price ratio in 1960 (Chart 1-1).
The supply of jute may, however, fluctuate because of
fluctuations in the price of rice alone prevailing in
the preceding season. The fluctuations in the supply of
jute, in its turn, affect the price of jute even if the
demand is stable. Similar effects on the price of raw
jute, of course, can originate from fluctuations in demand.,
It, however, appears that fluctuations in supply
were more responsible than those in demand for fluctuaw~
tions in the export price of, and proceeds from Pakistan
Jute over the period (1948-62), It seems plausible that
yvear to year fluctuations in the supply of raw jute are
greater than in the industrial demand for it for packaging
and other purposes., It was found by an F.A.0. study that
during the inter-war period the magnitude of fluctuations
was significantly greater in jute production than in
industrial demand for ;ﬁ. The study showed that for every
1000 toms by which production varied, the industrial

1/

demand varied by only 400 tons.

.!.‘/ F.A.OQ’ Jut@’ P‘26.
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1=-14 Effects of Jute Fluctuations on Pakistan's
Import, Income, etc.

In Tables 1-20 and 1~21 on the following page,
we have calculated the annual fluctuations in exports
and imports and mnational and regiomnal income for Pakistan
and East Pakistan respectively for the period 1948-62,
Although Pakistan's exports and imports fluctuated, on
average, by 318% and +20% respectively, the nation's
income fluctuated by only +3% (Table 1-20). Similafly,
in.fable 1-21 it is found that year té year fluctuations
in East Pakistan's exports and imports averaged about
+17% and +25% respectively, but the regional income (for
1949-50 to 1959-60) fluctuated by about +4% only. These
are sketched on semi-log paper (Chart 1-6) and on a natural
one (Charti-7), but no significant relationship was
noticed between export-import fluctuations and income,
either for the nation or for Eést Pakistan., That national
and regional income should rémain unaffected by their
export and import fluctuations is obvious from the fact
that foreign trade forms only a small part of their
respective income. We can, therefore, conclude that jute
export being a part of the total export, also does not

affect the national or regional income to any significant

extent.,
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Table 1-20

Annual Percentage Change in Total Bxports, Imports and

National Income of Pakistan ( 1948-62)

Annual Average Percentage Change in
Exports Imports National Income
1948-5% i+ 27 + 23 + 4
Iy
1954-38 L3 + 19 + 2
1959-62 + 13 + 20 + b
Average % Change + 18 + 21 t o

Source :Govt. of Pakistan, Statistical Bulletin, July, 1964, =

Table 1-21

Annual Percentage Change in‘East’Pakistan's Exports, ImportSjM{

and Inconme

Annual Average Percentage Change in
Exports Imports Income
a/
1948-53% + 26 + 30 3
1954-59 + 15 + 23 + 5
1960-62 + 7 + 21 -
1948-62 T - T 25 v b b/

Source : Govt, of Pakistan, Foreign Trade Statistics of

Pakistan, vol. I, 1961; Statistical Bulletin, July, 196%4;

Haqg, M., ope. cit.; Appendix B, table B=1.,

a/ Average for 1949-53.
b/ Average for 1949-59,
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Fluctuations in imports, however, appear to be
significantly associated with those in the previous year's
exports. As can be seen in Charts 1-6 and 1-7, the national
and regional imports fluctuated in sympathy with the
fluctuations in national and regional exports with a one
year lag. That fluctuations in raw jute exports should
account for most of the fluctuations in total exports
of Pakistan is evident from the fact that raw jute is
a significant portion of total exports of the nation and
the region.

In Pakistan, the average foreign exchange component
of total gross investment, as mentioned earlier, is very
high and hemnce fluctuations in exports may significantly
affect investment in Pakistan via fluctuations in imports.
Besides, Pakistan has to maintain a large amount in

foreign exchange in order to cope with fluctuations in

1/

export earnings. However, foreign aid and loans financed
a great deal of the domestic imports, both for the purpose
of development and consumption, which might have segre-
gated to some extent the full effect of export f%uctuaa

2

tiong on the country's development expenditure.

i/ State Bank of Pakistan, Report on Currency and Finance,
December, 1962, Table 74 indicates that, on average,
Pakistan maintained about Rs. 1053 million per annun
in gold and foreign exchange during 1948-62 which was
about 70 per cent of the aberage annual export earnings
of the country,

?_/ Haq, M. 02.0&0 p.230-
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1=-15 Effects of Fluctuations on Long-run Demand for Jute

It was noted earlier that consumers as well as
producers of raw jute experienced wide fluctuations both
seasonal and year to year, in prices of raw jute. Fluctua~
tions in supply, and prices of raw jute maturally affect
the commodities produced out of this raw material since
the raw material component of the total cost of jute
magpufactures is over 50 per cent.l/ Rapidly changing raw
jute prices place a high premium on skill in buying on
the part of the manufacturers of jute goods.é/ It is
natural that a stable price would be an important aid
to the jute industry.

Other main factors likely to affect the demand
for raw jute are the trends of the production of jute -
using commodities in the consuming countries and and
possibilities of substitution for jute. If the prices
of substitutes fluctuate less than those of jute, the
users of these commodi?ies would tend to prefer them

to jute, ceteris paribus,

AE axrekasgingxnheridx

1/ F.A.0., Monthly Bulletin of Agricultural Economics
and Statistics, Mauhky % March,19 62, p.h.

2/ MacBean, loc.cit. p.% 258,
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As a packaging material, jute first faced
competition from cotton bags, but since the last World
War paper bags swamped both jute and cotton., Although
their respective prices might be expected to determine
their ultimate demand, paper bags are especially suitable
for retail marketing as these can be attractively tailored
to suitable sizes and can carry printed advertising on
the container itself., Furthermore, the prices of paper
bags appear to be more stable than those of jute as
indicated by Table 1-22 and Chart 1-8. During the period
1948-61 both jute and paper prices in the U.S.A. rose
compared to the level of 1939-40, but the rise in the
price of jute was far more pronounced than that of
paper (Table 1-22), It is plausible that, among other
factors, the favourable change in the relative price
of paper induced an increase in the use of paper sacks.
But the market that paper bags gained from Jute in the
U.S.A. was not reversed although since 1952 jute prices
became relatively stable, An investment in the paper
industry might have éommitted the manufacturers to the

new techniques and thus, could not be scrapped even if

jute prices subsequently fell,
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Between 1947 and 1951 the prices of raw jute and
hessian were 4-5 times the pre-war level, whereas the
world indices of agricultural and manufactured goods
prices were only 2-~3 times higher.l/ The price of jute
rose especially because{export supplies dropped with
the:disruption of trade between India and Pakistan
following sterling devaluation in 1949 and again because
of the Korean war, According}gn F.A.0., study, during
the period of relatively high hessian cost (1948-51) the
turning over to paper involved technical adjustment and
possibly capital expenditure which militated against
reversal; certain sectors of the market were lost more
or less permanently;g/

Dr. Chacko found an asymmetry of the
elagticity of demand for increases and decreases in jute
prices.é/ In other words, the response to higher prices
is greater than the response to lower prices, iecsy the
market cuts down the import of jute more readily when

prices rise than it increases the purchase when prices

fall from the mean level.

1/ F.A.0., Monthly Bulletin etc., December, 1960.

g/ FQA.O', Jutez p‘lzi.‘

3/ Chacko, G.K. International Trade Aspects of Indian
Burlap: An Econometric Study, N.Y.1931, Pe«109,
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Table 1=22

Consumption and Prices of Packaging Bags in the U,.S.A,

Annual Conéumééion(OOOBalés) New.Bag Prices
Average Cotton Jute Paper Total Cotton Jute Papwer
‘ (8 per 000 flour bags)
1939-40 525 431 386 1341 87 104 67
1948-51 366 365 1291 2027 269 276 108
1952-54 270 401 1521 2185 233 190 118
1955=57 190 416 1791 2397 240 168 122
1958-61 165 398 1752 2316 244 180 129

Source: Textile Bag Manufacturers Association, Boston.,

Note: Material consumption in '000' bales of cotton
egquivalent as reported in Containexr and Packaging.

The relatively large increase in the proportionate
use of paper bags in the total packaging materials was
mainly due to technelagical factors and developments in
the. system of retail maxketing in the industrialised
countries. Decisions to invest iﬁ the paper sacks iﬁdustry
or in bulkhandling methods must have been based on long-~
run congiderations. High jute prices or short-run fluctua-
tions might have been the final incentives required to
induce the manufacturers to invest in the eqﬁipment necessary
to handle either'bulk.deliveries or paper packaging,

By taking data (summarised in Table 1-22) for the
UsSeA. over the period 1948-61 a regression of the propor-

tion of jute in total comsumption of packaging materials (J)
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is made on the relative prices of jute and paper (Pl)’
the relative prices of jute and cotton (Pz) and a time

trend (t). The resulting equation is as follows:

Log J = 0.594 - 0.364 log P, + 0.218 log P, - 0.012 t. (1-8)
(0.304) (0.447) (0.003) :
R2 = 0.55 Degrees of freedom = 10

In the above equation (1-8), a mnegative sign for
the coefficient of (t), which is statistically significant,
indicates a trend away from m jute. The coefficient of
P2 has a sigh contrary to the expectatibn on arm 'a priori'
reasoning, but this is however statistically not different
from zero., The coefficient of P, is also not significant

1
1/
when its standard error is considered.

By expressing the equation (1-8) in its first
2/

differences, the regregsion coefficient of P1 improves

to some extent as shown in equation (1-9).

1/ Dr. Maizels, 4., however, obpained a higher and more
gignificant coefficient (0,726) for P, (the relative
price of jute and paper) in a gimilar demand equation
for the U.S.A. over the period 1948-58. See F.A.O.,
Monthly Bulletin of Agricultural Economics and Statis-
tics, January, 1961, p.15.

2/ The regression of first differences of the log variables
is in fact a regression of the log of year to year
rercentage changes of the variables,




73

Alog J = 1.513 = 0.541 A log P, + 0.132b10g P, (1-9)
(0.273) (0.371)
Rz =: 0,148 Degrees of freedom = 10

Thus, when the variables are expressed in their
first differences the regression coefficient of Alog P1
indicates that in the case of U.S.A., the annual fluctua-
tions in the price of jute bags (relative to that of
paper) influence the relative use of jute bagse. This
implies that stability in jﬁte priceWﬁﬁr%%
demand for jutedp dovmit exUnb

Although the possibilities of handling commodities
in bulk pose a constant threat to jute packaging, there
are some commodities like raw cotton and wool which are
likely to remain outside the scope of bulkhandling
because it is economical to compress these fibres into
standard bales in order to save shipping space. Again,
bulkhandling methods require large capital outlays and
steady flows of large volume of commodities betwoeen
fixed places, Hence, in underdeveloped countries it may
not be economic to introduce this method in immed}ate

future.
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1-16 Summary and Conclusions

Pakistan is a developing economy with agriculture
as her main source of income and employment. Her exports
mostly consist of a limited range of agricultural products
such as jute and cotton. .Jute manufacturing has recently
become important as an export comnodity.

Jute is produced on a small scale by individual
peasants in Bast Pakistan which is climatically the most
suitable place in the world for the production of quality
Jute. Jute competes with rice for the growers' limited
land and other resources which are transferabie year to
year between these two products. For the purpose of produc-
tion regulation through the price mechanism, the most
important relationghip established is that the lagged
reaction of the jute cultivators to a change in the
relative prices of jute and rice is positive and when
measured as a response of acreage or output of jute to
the relative prices of the preceding season gives a high
elasticity.

There are several stages in the jute marketing
system. At the primary stages it is done on a small
scile by the growers and small intermediaries. At the
highest stage, the marketing is on a large scale and

concentrated into a few firms. Lack of credit and storage
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facilities put the growers and the primary intermediaries
at a disadvantageous position vis-a-vis the few shippers
and exporters in bargaining the price of jute.

Over the period 1947~62 jute has been very important
in the Pakistan economy as the main foreign exchange
earner and as the most important source of cash income
for the peasants of East Pakistan. The dominant position
of Pakistan in world jute production has, however, changed
as other countries, especially India and Mainland China, '
now produce a large quantity of raw jute and allied fibres.
Pakistan has mainly concentrated on quality jute production.
In the export market of raw jute Pakistan is still the
dominant supplier., In the field of jute manufacturing
there has been recently a geographical shift from the
traditional areas such asg India and the U.K. to Pakistan
and some other developing countries,

The main uses of jute are still in the production
of packaging bags, the second most important use being
in floor coverings. In the former sector jute is confron-
ted with serious competition from bulkhandling methods
and paperxr bags in the industriil countries where (excluding
the Centrally Planned Countries) the consumption of jute
in # 1959-61 was not much higher than that of 1937 although

agricultural and other industrial outputs substantially

-
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increased during this period. Most of the increase in
jute consumption since the lastWyrld War took place only
in the developing countries.

Both the Pakistan jute growers and world jute
consumers experienced wide fluctuations in raw jute prices.
Fluctuations in export proceeds from raw juﬁe mostly
accounted for the instability in overall export earnings
and affected, with a one year lag, the import capacity
of Pakistan.

There is a definite cobweb cycle in the volume of
current jute production and the relative prices of jute
and rice in the preceding season. It is statistically
found that fluctuations in the supply of raw jute were
more closely related than those in unit prices to fluctua-
tions in the export proceeds from Pakistan jute, Most
of the year to year changes in acreage under jute as a
result of the growers' price response led to fluctuations
in the volume of outpﬁt. The effects of yield per acre
on total output were relatively small.

As most of the fluctuations in the export price
of, and proceeds from raw jute were caused by supply
fluctuations over the period 1948-62, there is a case
of supply regulation of jute in such a way that Pakistan's

net gains from jute production and export remain at the
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maximum level. (Indeed it is a ratiomal object of any
export policy). This would need the elimination or
minimisation of the cobweb fluctuations in the export:
price of raw jute (both by manipulating the annual jute
production and through the operation of a national buffer
stock). From the discussion of the background information
it appears that the export price of jute is the most
important object for a stabilisation policy.

In the domestic market, it would greatly help the
growers if they could know for cerfain before the sowing
starts the price they were going to get for their current
Jute crop, as in that case they would be in a position
to alloeate their land and other resources between the

alternative crops of jute and rice without much uncerw

ta inty -
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CHAPTER T1

Problems of Stabilisation Policies : The Pakistan
Government's Jute Policies

2~1 Introduction

In the preceding Chapter it was noted that jute,

both in its raw and manufactured form, is very important
in the Pakistan economy especially as the dominant foreign
exchange earner. As wide price fluctuations of raw jute
led to various problems, the government of Pakistan adopted
several policies to cope with them. It is, therefore, of
considerable importance to review these policies, since
such a study should give us some idea. about the complexi-
ties of the problems of stabilisation policies as experienced
by the Pakistan government. This in combination with
Chapter I will help us guard against mistakes already
made and will be useful in our attempt to formulate a
possible. price stabilisation scheme.,

The first serious problem of the country's jute
trade arose from the Pakistan government's‘noh-devaluation
decision of 1949, Among other problems of this decision,
the country was faced with a huge stock of raw jute. In

order to maintain the price 1ével, the government started
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a buffer stock operation and introduced a price support
scheme which, however, failed in 1951 immediately after
the Koréan boom. Another stabilisation policy of the
government in terms of jute acreage control was also
mostly a failure. At present the government has adopted

a general plan to give the jute growers some minimum
price and to develop the domestic jute industry so that in
the course of time the country will be in a position to
compete in jute manufactures in the world market and make
raw;jute export subsidiary. In this Chapter we therefore
intend to study the following: i) the Pakistan government's
non~devaluation decigion of 1949;l/ ii) the government's

buffer stock and price support scheme for raw jute; iii)

the jute production regulation, and iv) plans for jute

manufacturing,

2=2 Pakistan's Non-Devaluation Decision of 1949

Before we go into an examination of the reasons which
led to Pakistan's non-devaluation decision in 1949 and

the problems thereof, it is necessary to know the country's

1/ The study of %L Pakistan's non-devaluation decision
is interesting because, in the ultimate analysis, it
appears that the decision was mainly influenced by the
country's position as a producer and exporter of raw
Jute. It is relevant here because this decision resulted
in a serious problem in the country's jute trade which,
in its turn, led to a buffer stock policy.
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position vis-a-vis India, the then main trading partner,
with respect to jute., At the time of Partition in 1947,
the area where the jute mills were located went to the
Indian side while almost all the jute growing area came
to the Pakistani side, Thus in 1947-48, about three
quarters of raw jute consumption-needs of the Indian jute
mills were met from Pakistan.

Until the trade deadlock between India and Pakistan
in 1949, almost all raw jute grown in East Pakistan went
to Calcutta both for the Indian mills and for exports.
After Partition, Calcutta still remained the centre for
the export trade of raw Jjute as East Pakistan at that
time had no adequate port facilities. Over and above

this, East Pakistan had no baling facilities to start ©

withe In 1947 there was a 'standstill' agreement between
the governments of India aﬁd Pakistan; which tended to
preserve essentially free trade between the two countries
until some pérmanent policies were worked out.i/ Raw jute
exports were subject to an Indian government export

duty at the port of Calcutta although most of it was

grown on the Pakistan side. India was in a special

1/ Dr. Shorter, F.C. op. cit., gives a detailed discussion
of the two govermments' jute policies during this period,




U'-EQ& p081blon to press hard bargalns agalnsb Paklstan 1n

j;;to ehare the export duty 1mposed at Oalcutta on the raw  ;f’

”deberm1n1ng raw Jute Prlce Tn the mean” tlme, the ;*5”¥7%. |

:5fLInd1an government started a v1goroue campalgn to "grew morepﬂﬁ
'_aute" w1th1n the country in order to attaln self-4

euff1c1ency ,;”.““”“'

On the other 31de, Pakletan naturally wanted %o be

‘ economlcally lndependent and to derlve most of the advanta—?ff.
“-gee aesocmated w1th the aute trade._ Forelgn exchange |
: 'earn1ngs, tax revenues, and better prlces for Jute. growers .

- were her 1mporbant concerne._ When a negotlatlon w1th Indlaf

‘Jute exports orlglnamlng from Eaet Paklstan had falled thei
_Paklstan government 1mpoeed a duty 1n November,,1947 on raw;
.afgute destlned to India. Thus, raw Jute exporte from | 5
tifPaklstan via Calcutta were subaect to two governments'a
Lg;taxatlon - maklng raw gute qulte expenslve for”thleorelén-l

*;coneumers.

SN A serlous crisis 1n the Paklstan JuLe trade occurred#~f

"f:%ewhen Indla follow1ng Great Brltaln and other sberllng area o

'f;i_/ Indlan Gentral Jute Commlttee, Annual Report Calcutta,
L '4948 Do - 12. S ,




ﬂn.A devalued by 50 5 per cent as compared to/Paklstanl rupee. ;f*#;
~.‘reacted adversely to the Pakistanl declslon and stopped all;

e Paklstan S major export to lhdla, suffered 51gn1flcantly.

'&ﬁ7;fBoard and adopbed prlce support schem@s for raw Jute. 'H§?;

countries devalued her currency in September, 1949, while
The
nPaklstan did not follow suit./ Indian rupee was, thus,
the-

Indla,‘the main tradlng partner of Paklstan, 1mmed1ately :-'
wtrade transactlons w1th Paklstan.j Among others, Jute,

£ "As a result Paklstan was, faced w1th a.big disposal
»problem. Durlng thls perlod, Indla put a prlce celllng on 3
’_raw Jute and an embargo on raw Jute exports and 1mporﬁs.

& The Paklstan government, on the other hand, created a Jute 1

»effectlvely Lhe government of Pakistan « °Pe€§P§4’= this
:stablllsatlon scheme% w1ll be dlscussed in the follow1ng
 secL1on. Let us now brlefly examlne the ba51s and effectsﬂ

of the non—devaluatlon de0181on.'

The basms for changlng the rate of exchange of a
‘counbry s currency with that of the rest of the world _
”Mmalnly depends on 1) the counbry s balance of payments W
-;p031tlon, and 11) the. elastlcltles of demand for the
:,country 8 1mports and for 1ts exports. Let us’ dlscuss

L Lhese two p01nbs thh reference to Pak;stan s case in

1949,




Mable 2-1

Pakisten' s Balance of Payments P031t10n ‘1948~§O'
1 ' (Rupees in million) o

Aocount  3/3,1948 3/D,A948 3/3,9949 3/D,A949 3/3, 1950

........

4 Balance
of Trade:

Private A , R .y A
Afc +516. 3 +2%.0 4+25.8  +35.2° +155.5

Afe - =10M.4  =287.6  -186.5  -156.4  —183.8
Others + 49 - 22,3 - 47.8 - 49.2 7 - 80.6 -

. Total . L L N
(Gross)  +216.8 -246.9  -208.5 . -240.8 --’>IO8.J9_;‘-=
Error, - 3 B DR
eto. = 31.8 4 38,1 = 854 4 22,3 4 42,7 .-
- Net - S . L

Total = +185.0 ~ -208.8 ‘j295u9 ~218.5 - 96.2

Source : Manager of Publication, Karachi, Pakistan Balance. g

of Payments, Table IIL.

Note : J/J means January to June, and J/D June to
December.

From Table 2-1 it appears that after experiencing a -

surplus during January to June, 1948, Pakisban was haviﬂg("

deficits ih her balance of payments, and the deficits were .

increasing during the two half. yearly periods before the
governmeht's’non—devaluation de@iéion‘of'September,’4949;'

gEven_then‘the'goverﬁmént did not consider it alarming’

probably because the oountry‘s'gold and.fdréign exchange?,fA




e due to/her share of resemvasﬂ ag a consequence of the

© of Pakigtan (January, 1948 to December, 1950)

reserves were rlslng durlmg thasv perlodc (Table 2w2) The 

' rlse in her gold and forelgn ‘exchange reserves was mostly -
obtaining

‘“TPartlthn,

Table =2

-?Gold and Foreign Exchange Reserves held by the State Bank *1

(In million rupees)

As on : o "éé%alkﬂupee Value Changes in Reserves "

,[*“ Jan, 1948 - 59.9 (Estlmates) Lo

- 30..June,1948 - - 517.9 o +458,0

31 Dec.,1948 4461 .~ +898,2

30, Jnne, 949 . 1655.1 s 23940 o

;-,faﬁﬁnec.,4949j, C980.2 T ey 9

S 30°June;1950 9585 =217
*\;34=Dec.,4950‘*P | 939 6 ;;vfag,; ~18. 9.

L Manager of Publicatlon, Karachi Paklstan Balance
of. Payments, 1948~5O.F¢_ . f

U Of whlch Rs. 435 o) m. -was on account of
“ depreclatlon of sterllng and. other assets.'

""1!:

There mlghtL?ave been serlous dlfflcultles 1n Paklsban

fbalance of payments posmtlon Ilthls perlod as the counbry
had substantlal gold and forelgn exchange reserves. Bu 1t
13 dlfflcult to come to any Judgement on the trend of the

durlng C
balance of payments & a short perlod of a country s
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‘existence. The non-devaluation decision then must have
been influenced by a consideration of elasticities of

the_ rest of the
demand for Pakistan's imports and/world's imports from

1/
Pakistan .

It was argued that foreign demand for Pakistan's
main exports was price~inelastic as most of them consisted o
of agriculturél commodities such as raw jute, raw cottoh,
tea, and hides and skin. No comprehensive calculation of
elasticities of demand for Pakistan's imports and exports o
is yet available. But, on 'a priori' grounds it may be said E;
that the world demand for a particular commodity may be S
inelastic, bﬁt in so far as the demand from a particular
source is concerned, it is likely to be elastic, unless
such a commodity is not supplied substantially by other
countries. So far as cotton, tea, hides and skin are
concerned, world demand for these commoditbties from Pakistan
cannot be said to be inelagtic as Pakistan is a small

supplier of these goods in the world market. And even the

1/ The Marshgll-ILerner condition is that devaluation does
not bring any improvement in a country's balance of
payments position if the sum of elasticities of demand

for the country's importsiand exports is not greater
than one,
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demand for jute which is regarded as a monopoly commodity
of Pakistan, may be inelastic in the short-run (within
certain price range only), but given a sufficiently long
period, over which production of both jute and its
substitutes could be increased elsewhere, it should be

considered fairly elastic.

On the other side, as Pakistan's imports consisted
mostly of manufactured goods, it is reasonable to assume
that the elasticity of import demand was guite high. Thus,
the sum total of elasticities of demand for Pakistan's
imports and exports temnded to be greater than unity. .07
In other words, according to Marshall-~Lerner condition,
Pakistan should have devalued her currency in 1949 when

most of her trading partners did so.

It is moreover of paramount importance to comnsider
the possible reactions of the trading partners to any
change in the country's commercial policy. It is especially
so when the country céncerned is economically weak in
relation to her trading partners, 2#iis Thus, in 1949
Pakistan was too dependant on lIndia. for her wvital exports
and imports and she did not have enough time to develop

trade relations with other countries.




The 1mmed1ate consequence of Pakistan's nonndevalua"
tion decision. was/trade deadlock bebween Indla and Paklstan
as Indla refused ﬁo accept Paklstan 8 rate of exchange.w
Legitimate exohange transactlons stopped bgtween the two
countrles, and. though 1t was not p0351b1e to prevent
smuggling of goods and currencies acrosu the Long 1and
"ffrontler, the volume of normal trade fell con81derably

.after Paklstan s d60151on as can, be: seen 1n Table 2~).»V

Table 2~3

Paklstan s Trade P031tlon w1th Ihdla (1948~52)
E Ef | (mllllon rupees) el

'i_Yeaf - Paklstan s Fmports };,t Imports from

- an " -

b0 India- o .- India:’
Total “of whlch Jute ‘ -
'~1h; ; Total 'percentage if Total ,
T —— ) -1 E— :);‘
1948-49] 1092 9 é?ﬂa.u P65 1 os0.q
v : ' S r . o
1949 50' 440f4 1291.7 1 A8 T R
1950—54 I 438,7 ~§274;8 g B3 g B04.B
1951~ 52' 875.0 }670.8 | - 77 i 452.6 -
P R
o : '

Source : Reserve Bank of Indla Bombay, Gurrencv and

-—ummmm

‘ Thus, it appears that Paklstan relle& a great deal on

her own strength as the maln producer and exporter of raw ‘
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She could not probably apprehend that India"wbuid reactl
‘8o adversely. N
Fortunately for Paklstan, the Korean boom 1ntroduced -
8 new factor in the world's raw commodlty markets. 'The—ifff;{

" demand for raw materlals was greatly sﬁlmulabed and the _'”

o strateglc stockplllngs of dlfferent naﬁlons pushed up

; _Primary commod;ty_prlces all;rqund. Paklgtan S_Jute andT
cotton - the,twézmajor expofts of fhe'cQUntry,\iound strongfgiﬁ
‘odtéide markets while India‘ﬁﬁd been expefiencing an acutéf*; {
shortage of these matefialsiduring-a'pefidd Qhen the demandf??t
ﬂfor thelr manufactures was high abroad. if was mentioned
jearller that -India was heavily dependant on Pakistan's

supply of raw guhe and ootbonq{ Hence, in view of th&syu
radical ohangeﬁwintroduced by the Koréan~ﬁoom, India, on . o
her own initiative; resumed négotiations with Pakistan, and =~
in February, 1954,‘a trade agreement was reached between

the two countries and India accepted the official par value

2/

of the Pakistani rupee . As can be seen in Table 2~3%, the g:?{

4/ While India could obtain raw cotton from other known
sources at a higher transport cost, she could not get
raw jute from any other source in bhe short run.

2/ Government of Pakistan, Proceedlngs of Indo-Pak Trade
Agreemenbs, Karachi, 4951.
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trade between the two countries rose somewhat in 1951-52,
but it was far less than the 1948-49 level. Pakistan,
mostly aided by the Korean boom, diversified her foreign
trade and her imports from India were far lower than her
exports to India( mostly raw jute) in 1951-52 (Table 2-3).,
Looking back, it thus appears that the Pakistan’
non~devaluation decigion in 1949 was not well considered,
although the subsequent events (the Korean boom) turned
out in her favour. India ultimately came to terms with
Pakistan; Pakistan's foreign trade was diversified and
during 1949-51 Pakistan's net barter terms of trade
were favourable as mentloned in Chapter 1.1/ Nothing
can be said precisely whethexr Rifistan could have done
better had she devalued her currency along with other
countries unless elasticities of demand for Pakistan's
exports and imports were calculated and the index of
her income terms of trade is prepared.
It appears?ﬁte Pakisgstan government's non-devalua-
tion decision of 1949 was mainly influencéd by her
monopoly position in raw jute export. This shows how

important was raw jute in the Pakistan economy. A short

1/ This, however, does mnot say whether the nation's total
welfare (income terms of trade) 1ncreased or decreased,




91

study of Pakistan's non-devaluation decision thus gives
us the backgroundmhistory of the country's experiences
in jute policy)such as buffer stock operation to support
growers'! and export prices and attempts to increase the

jute manufacturing facilities within the country.

2=% The Pakistan Government's Buffer Stock and Price
Support Schemes for Raw-Jute

Immediately after the non-devaluation decision
of the government of Pakistan, and the consequent trade
deadlock between India and Pakistan, there arose, as
mentioﬁed earlier, a serious disposal problem for raw
Jute in Pakistan. In the absence of baling and manufac-
turing capacity within the country there was no domestic
demand for raw jute and the diversion of the jute trade
‘from the Indian market to other countries needed some
time. As a result, raw jute prices were bound to fall
considerably. In order to maintain the price, the Pakistan
government set up a Jute Board in October, 1949 to buy

raw jute at a floor price of Rs., 23 per maund, "white

1/

jat bottom" basis. A commercial bank (the National Bank

1/ Government of Pakistan, Dpartment of Trade Promotion

and Commercial Intelligence, 'Pakistan Trade, Karachi,
1955 (March). ;
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of Pakistan) was founded on government initiative mainly
to ensure credit facilities to jute traders. The jute
Board appointed agents to buy raw jute from the growers,
and in 1949-50 the Board bought about 179 thousand bales
of raw jute at a cost of about Rs. 20 million (Table 2-5).
As during this period the Korean boom resulted in a
strong demand for raw jute, the diversion of/zgz jute
trade became compératively easy.The Jute Béard, therefore,

successfully maintained the floor price of Rs. 23 per

maund during the period from October, 1949 to June, 1950,

As shown in Table 2-4, raw jute production was very
low in 1949-50 because in the previous season the price
of rice had risen gignificantly from the level of the
season before (1947-48). Jute prices also rose from
1947-48 to 1948-49, but adverse weather conditions,
political unrest as a consequence of Partition, etc.,
might have contributed towards low production of jute
during this period. In 1949-50 the export of raw jute
also fell considerably as a result of the disruption of

trade between India and Pakistan.

In 1950~51, jute production came to its normal
level and the export was actually higher than the produc-

tion, the excess being met from the stock (Table 2-14).




23

In this period production was double the quantity of

the previous year in spite of the fact that the growers,
on average, received a low price for jute in the previous
season. This is probably because a higher price (than

what the growers actually received) offered by the Board
at the end of 1949~50 season induced them to produce more
in the following season. As exports were higher than
production this year, the year-end stock of raw jute fell
congiderably in 1950-51. The export price was also higher
in this périod than that of thé previous year. As a larger
quantity was sold at a higher price, it obviously indicates

that the foreign demand function for raw jute shifted to

the right.

While the export quantity and the price were rising
and the domestic stock of raw jute was falling in 1950-51,
it is surprising to notice that the Board offered a very
low price for raw jute (Table 2-4) during this period as
compared to that of the previous year. The government
also alicensed a smaller area as compared to tﬁaf of the
previous year. The growérs, however, ignoring this, devoted
more land to jute than that licensed because, the market

1/

priqe of ju#g‘wag highgrAthan the guaranteed floor price,

1/ The government's action (licensing a smaller area) might
be justified on the ground that as they had to support
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Table 2-4

Production, Bxports and Stocks of Raw Jute and Prices of Jute
and Rice in Bast Pakistan (1947-52)

Year Produc Export Stock Export Free market Jute
(July tion Price Price of Board's
to ( million bales ) Rs./ Jute Rice minimum
fune) | maal s,/ wema) PO e
(1) (2) (3) (k) (5)  (6) =9
1/
1947 6.8 6.1 1.3 33 23 20 -
1948 55 57 1.8 41 302/ 29 -
1949 3e3 3.4 1.7 31 19" 29 23%.0
1950 6.0 6.8 0.9 33 28 21 18.5
1951 6.3 4,9 2e3 37 25 23 24,0
1952 6.8 5¢3 348 17 10 26 -

Source: Columm 1; 5 and 6 are from Table 1-12; 2 and 4 are
from Table 1-7 and 7 from Table 2~5(A); Column 3 is
calculated.,

Notes: 1/ includes carryover of 0.6 million bales from the
previous season;

2/ Average free market price is lower than the Jute
Board's guranteed floor price because, the Board was
created in October, 1949 which started functioning
probably one or two months later. It is, therefore,
natural that some jute was sold at very low prices
before the Price Support Scheme came into effect as
1949 season starts from July. Hence, the average free
market price is lower than the guaranteed minimum price
of the Board.

Similarly, free market prices of jute in two remaining -
yYears were higher than the Board's minimum prices, because

private traders bought jute at higher prices huresponse
to strong export demand, ' .-

(continued from the previous page) the growers' price in the

Previous season, they would naturally discourage the growers ﬁéom
producing more in this season. T
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But why did the Board fix the minimum price so low? Did

the Board foresee the collapse of the Korean boom? We
cannot answer affirmatively from the subsequent pricing
policy of the Board and the licensing policy of the
government., That the govermment wanted a larger jute

output in 1951-52 is evident from the fact that the govern-
ment increased the area licensed in this year compared to
that of the previous year (Table 2-6), The Jute Board

also offered a substantially higher (floor) price in

' 1951=52 in spite of the fact that the production was

still higher in this year than that of the previous year
(Table 2~4). Thus, ;» while production increased, a higher
price meant that the Board desired a larger quantity still
in the following year. As exports fell a large stock
accumulated (Tahle 2-4). In 1952-53%, the Board did not
offer any price, and thus went off the buyers' market., S
The production of raw jute again rose in this year as

the growers were encouraged to produce a large gquantity

by a higher minimum price offered by the Board. Although

a larger quantity was sold at a substantially lower price
in 1952-53 as compared to that of the previous level, there
still appeared a huge stock at the end ‘of the season (Table
2-4), As the Board no longer operated as a buyer, but
continued to sell its previous stock, both the export and

growers' prices were substantially depressed (Table 2-4)g

£
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It appears that the Jute Board stopped its operation
at the wrong time especially when the Korean boom had
collapsed., It may be argued that the Board would have
incurred still more losses if it bought jute in 1952-53
at a price higher than the ruling one. This is probably
true as the Board did not regulate the jute output in
accordance with the trend of demand. But the Board was
primarily intended to operate a buffer stock and the price
support scheme in 1949 when the growers' prices were
falling, If it did not intend a permanent or a long-run
operation, it should have stopped buying raw jute immediately

after the recovery of the market in 1950-51.

It therefareogpears that the minimum prices offered
by the Board in i950~51 and 1951-52 were wrong. In fact,
given the demand and supply conditions, these two prices
should have been reversed in order. In 1950-51, the Board
offered a price which was very low under the circumstances
(viz., a larger quantity was being demanded at a higher
price in the export market compared to that of the Previous
year). Opfthe other hand, a higher minimum price in the
following year was unreasonable because the produétion of
raw jute rose considerably in this year, and a very low

quantity was being demasded. at the previaus year's price
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in the export market. As the minimum price guarantegd by
the government was relatively higher in this season, the
growers were induced to produce « still a larger quantity
of raw jute in the following year, which resulted in a
sharp fall of the export price as well as the growers'
prices. It may be emﬁhasised that the Jute Board was
intended to perform primarily an open market dperation,
i.e¢¢y to buy raw jute when the price tended to fall below
a certain minimum, and to sell when it tended to rise
beyond a certain maximum. From this point of wview, as
mentioned earlier, the Board had no business to buy raw
Jute during 1950-52, but as it did, it incurred a heavy
loss uvltimately.

After 1951-52, the Board does not appear to have
been very active, In 1957, another government organisation
known as the East Pakistan Jute Marketing Corporation was
set up. These two together have undertaken to stabilise
jute prices both in the export market and at the growexrs'
level., In the export market, the Board's activities scem
to have been concentrated in helping the government of

. 1/

Pakistan to £ix the minimum export price. In the domestic

market the Board and the Corporation have been operating a

1/ Govermment of East Pakistan, Monthly x. Summary of Jute
Statistics, November, 1962, p, 54,
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Table 2-5(A)

Purchases and Sales of the Pakistan Jute Board (1949~51)

Year Purchases Sales Profit Prices
000" Million
bales Rupees

( Million Rupees ) (Rs. per maund)
Puxrchase Sale

1949 179 2000 20.1 +0o1 23.0 23.12
1950 489 4k .4 - 62,5 +17.9 18.5 2619
1951 1421 166.0 77«7 -88,.2 24,0 11.19
Total 2089 230.1 160,53 -70.2 - -

Source: Government of Pakistan, Pakistan Trade, Karachi,
March, 1955 and Shorter, F.C., op.cit,

Note: Year begins in July except 1949 which started in
October,(1949).

buffer stock on the basisﬁof some minimum prices since
1962,
1/

The Jute Enquiry Commission made the following
two recommendations on jute prlce stab;llsation policy:
a) price fluctuations should be kept within a range of
10 per cent through buffer stock operations and b) policy
should be designed to assure a fair and 1 equitable price
of Rs. 26 per maund to the groweis.

These two recommendations, although much desirable,

.appear to be quite arbitrary. It was not explained how

1/ Govt., of Pakistan sReport of the Pakistan Jute Enquiry
Commission, 1960, Chapter, VI.
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price fluctuations would be kept within a range of 10 per
cent with the help of only buffer stock operation without
regulating production. As no reference was made to the
relative prices of jute and rice or to the optimum alloca-
tion of land and other resources between jute and rice,
these recommendations made by the Commission are extremely

vague and unsatisfactory.

In the domestic market, the government guarantees a
floor price for the current crop and this minimum price
is determined probably on the basis of current demand and
supply conditions. As the government did not specify any
other criterion to fix the minimum price, it is likely
that this price would tend to fall when the current supply
exceeds the current demand, and vice versa. Though this
type of price fixing would allow the government to guard
against any loss, it does not guarantee the stabilisation
of the growers} price, As the prevailing market prices
have been abové'the minimam set by the Jute Board and
theyEast Pakistan Jute Marketing Corporation (Table 2-5(B)),
the operation of the buffer stock and the price support

scheme did not create any difficulty as yet for these

organisations.
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Table 2~5(B)

Government Floor Prices of Raw Jute as Compared with
those prevailing in the Market

Year Area Yield Output Govt., Market Prices
'000" Maunds '000! Floox Jute Rice
Acres per tons Price
Acre

(Rs. per maund: white
jat bottom)

1961-2 2061 16 1244 - by .6 30.6
1962~3 1723 14 919 22 32,8 31.5
1963-4 1700 16 1049 23 3041 27.9
1964~+5 1660 15 951 2% 32.0 -

Source: Govermment of Pakistan, Statistical Year Boolk,
1964 and Ecomomic Survey, 1964-65,

The Pakistan Planning Commission planned for
an average annual output of raw jute of 1304 thousand
tons during the Second Five Year Plan period (1960-65)
but the actual average annual output during this period
wag only 833 thousand tons which is only 64 per cent of
the planned target.i/This was bound to occur as the govern-

ment's jute price policy was mot at all encouraging for

an expanded production. Hxie While yield per acre

1/ Government of Pakistan (Planning Commission), Preli-
minary Evaluation of Progress during the Second Five
Year Plan, Karachi, 1965, Table 7-1.
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fluctuated more or less randomly, the minimum prices

for jute set by the government, given the price of rice,
would have induced the growers to produce far less if the
free market prices of jute were not higher than the
guaranteed minimum prices (Table 2~5(B)). The jute/rice
growers however responded to the market prices of jute
prevailing in various yvears as these prices were higher
than these guaranteed by the government. Im order to
induce the growers to produce the plamned guantity, the
guaranteed prices for jute should have?;z;h higher than

those set by the government.

As the minimum price is fixed by the government
for the current crop when it is already planted, the
government scheme does not appear to eliminate the
cobweb fluctuations in the relative price and production
of raw jute. The jute policy (including the minimum price)
is normally announced in July every yvear for the current
crop, while the plantation starts in February.l/ The
jute/rice growers' decision of resource allocation is

based, as explained in Chapter I, on the relative prices

of jute and rice prevailing in the preceding season,

1/ Government of East Pakistan, Monthly Summary of Jute
Statistics, August, 1963 and 196%,




102

Hence, if it is intended to regulate jute output in

the current sea$§n according to the trend of demand, the
authority should adjust the price of jute with the price
of rice prevailing in the preceding season and announce

this guaranteed price well before the sowing starts for

1/

these two crops.= By fixing the minimum price well below
the market price, the government is not helping much in
gtabilising the growers' price of jute. Again as the price
offered by the government is announced for the current
crop when it is already sown, the problem of cobweb
fluctuations in the relative price and production of
jute is not solved,

The government's buffer stock operation, however,
may gtabilise the jﬁte growers' prices to some extent
if a special care is taken to ﬁuy uw jute when the
growers' price tends to fall below a certain minimum
and reléase Jjute from stocks when it tends to rise
beyond a certain maximum. But a buffer stock operation
may lead to serious problems (including its ultimate
breakdown as happened in 1952 in Bast Pakistan) if it

Yy,

is not combined with production regulation.

1/ This is fully illustrated in the proposed price
stabilisation model in Chapter IV,

2/ A possible scheme of a buffer stoclk operation is
proposed in Chaptexr IV,
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In the export market, the government sets minimum
prices and never places an upper limit on them.l/ It is
not certain whether the minimum price which Pakistan,
being a momnopolist in the raw jute export market, can
enforce by acting on supply,is optimum from the point of
view of the country's net gains from jute production and
export. The policy 6bjective which would seem to be most
desirable however, is the regulation of the export produc-
tion of raw Jjute in such a way as to equate as nearly as
possible marginal foreign exchange earnings from exporting
jute with marginal opportunity cost (in terms of rice
sacrifice). This is fully elaborated in Chapter IV.

In conclusion it may be said that the Pakistan govern-
ment's policy of buffer stock operation for raw jute was
not éffective as it was not combined with production
regulation. When the jute/rice growers are responsive to
the relative prices of these two products with a lag of
one year, jute production can be regulated by adjusting
the price of jute with that of rice prevailing in the
preceding season and}announcing the guaranteed price well

before the sowing starts for both the crops.

&/ Commonwealth Economic Committee, Industrial Fibre,
London, 1962, p. 186,
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g-& Production Regulation through Acreage Control

The cearliest attempt at stabilisation through a
pa}tial control over supplies was represented in a
programme of jute acreage control in Undivided Bengal
in 1940 following the recommendations of the Bengal Jute
Bnguiry Committee, 1939. Acreage control remained in
effect in Bast Pakistan from then till 1959-60 when it
was abolished according to the recommendations of the
Pakigtan Jute Enquiry Commission.

It was intended to control the supply of jute by
licensing a certain area to individual growers for the
sowing of jute at the beginning of the season in accordance
with the expected level of demand. In East Pakistan a jute
grower was given a license for each plot of land and a
provision was made for the destruction of crops grown on
unlicensed land. As can be seen in Table 2-6, jute acreage
in nine out of thiffeen yYears was more than that licensed,
but the destruction of planted crops was seldom made
probably in consideration of the growers' welfare.

During the first three years after Partition, the
acreage sown under jute was well below the total area
licensed, probably because of food shortage and unfavourable

prices of jute as compared to those of rice, the substitute
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crop. Further, as can be seen in Table 2-4, the prices
which they received from the sale of jute during 1947-50
fluctuated so violently that it was too risky to commit
too much land to thig crop. Excess planting first appeared
in 1950-51, but the destruction of crops on the unlicensed
land was probably thought unwise on the gfound that high
prices were ruling for raw jute in the world market during
the Korean boom (Fable 2-4), In 1951-52, the area licensed
was raised (Table 2-6), but planting was again below the
upper limit permitted because the Jute Board offered a
‘lower price for raw jute in the previous season as com—
pared to that of the season before (Table 2-4), In sub-
sequent years, continuous over planting (compared to the
licensed area) took place until 1959=60 when the acreage
regulation was given up.

Production regulation through acreage control
was, thus, quite ineffective. Further, this type pf
control, if successful, could put an upper limit and not

1/

a lower limit to acreage planted to jute, By simply

i/ Acreage control is not very effective as a method of
output control since the growers can increase output
by employing the best land available under jute or by
improved methods of production. In Pakistan these problems
however, are not very important as firstly, the acreage
license was issued for a particular plot of land and

secondly, the growers employ their best methods of produc-
tion in any case.
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licgnsing a certain area to the growers for the sowing
of jute, it was not enough to induce the growers to plant
accordingly. Where the growers have a choice between the
production of the alternative crops of jute and rice, and
where the growers' land and other resources are mostly
transferable betwéen the two crops at the beginning of
each season, their decision to produce either jute oxr:d
rice largely depends on the prices they expect for the
two crops. This price expectation,‘as explained earlier,
is based on the actual prices prevailing in the immediafe
past season. This empirical analysis of the govefnment's
experience of production regulation through acreage coﬁtrél
once again supports our earlier hypothesis that the farmers
in East Pakistan make a high positive response (with a
one year lag) of acreage to the previous season's prices
of jute and rice. |

Two important conclusions emerge from the above.
First, any forecast of the jute crop in any season must
talke account of the relationship between the production
of jute in the said season and the relative prices of jute
and rice in the preceding season. Second, if it is desired
that jute production is to be regulated by the price
mechanism, it is necessary to adjust the price{of jute

to that of rice prevailing in the previous season.
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 Jute Area Licensed .and Cropped and Production in East

Pakistan

- Year Area('000 acres)

Licensed - Actually
cropped

Area cropped

as °/, of
licensed area

ProductiénAfo;
('000' bales

_4947~485°2267 2059
o 1948-49. 2433 1877 -
. 1949-50 1861 1561

7 1950-51, 1310 744
22195152 <1869 P79
C . A952-53 4717 1907

g LeA95%-54 811 . 985
| A954-55 . 1231 | qau3

| 19%-56 asus desh |
1956-57 1204, - 1230

| 1957-58 w02 . - 1563

195859 1101 . 1528
1959-60 991 1375
4960461_ f4. V . 1518

196162 - 2061

93,4
88.0
83.7

1%0.6- .

95,2
1111
118.5
10141

S 105.5

102,41
11,5
138.8
- 138.6

L5479

3610

6843

3%%% -
6007
6331

6823

| 4662
5592
- 5544
5709,
6001
5554
5625
6969

‘“Sburpe-: GOVLrnment of East Paklstan, Dlrectorate of Jute,

, Monthlv Summary of Jute Statlsﬁlcs, December,~'

/‘962 No. 1790
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2=~5 Pakistan's Plan for Jute Manufacturing

It is gemerally accepted that domestic industria-
lisation is the best way of attaining rapid ecomnomic
development in underdeveloped countries. This is éspeciglly
so as there is now little chance of reliance on traditional
export-led growth. This is the familiar Prebisch-Singer-
Nurkse-~Myrdal hypothesisgs. Singer maintains that the dynamic
contributions of domestic industrialisation are its 'effects
on general level of education, skill, way of life, inventiveai;
ness, habits, store of technology, creation of new demands,
etc.l/

In her quest for industrialisation, jute has been
Pakistan's obvious choice as she has the best supply of
raw matefial which is the most important component of
final manufactures (Table 2-7)., In this Table it can also
be seen that the import content which is likely to fall
in Pakistan in the long-run is also not very high in this
particular field, Moreover, Pakistan has got an abundant
labour supplwy which can be trained in a relatively short

period for the textile industry.

1/ Singer, H.W., 'Distribution of Gains between Investing
and Borrowing Countiries', The American Lcomnomic Review,
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Table 2~7

Com@osition(of Gross Value of Qutput and Import Content
of Jute Manufacturing in Pakistan, 1959-00 -

Items (Percentages)
Total Import Content
Raw Material 42
Fuel and Power | b 6
Other Net Inputs 7
Total ZIrdputs 5% 6
Labour - 20
Depreciation, Interest
and Profit 27 9
Gross Value added 47 9
Total Value of QOuiput 100 15

Source: Government of Pakistan, (C.S.0.), Census of
' Manufacturing Industries, 1959-60, 10061.

Note: The various types of jute goods are treated together.

The Pakistan government's long-run policy is to
export jute goods instead ofmraw jute., Pakistan's Second
Five year Plan made a provision for an output of 380
thousand tons of jute goods in 1965, compared to 270 thousand
tons in 1959-61 and 150 thousand toms in 195%-55; by
1970 production is expected to reach 600 thousand tons
which will absorb about 50 per cent of the domestic raw
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1/

jute production. Domestic demand is expected to rise to
110 thousand tons, leaving an exportable surplus of about
490 thousand tons in 1970%/ The long-run policy of
exporting jute manufactures instead of raw jute is justified
on, among other things, the fact that Pakistan can earn
more foreign exchange by exporting vélue added in jute
manufacturesé{

In Chapter I, it was noted that world jute manufac-
turing in 1963 increased by about 84 per.cent over that
of 1954 (Table 1-10). Most of this increase took place in
developing countries, Pakistan starting in the early 1950's
accounted for about 11 per cent of the total world production
by 1963. The competition for the share of the world market
of jute goods is, however, mainly among India, Pakistan
and Western Burope (Table 2-8). Pakistan, entering the
world jute goods export market in 1954, captured about 17
per cent of the world total. As the main competition of
Pakistan iies with India, Pakistan's. gains were mainly at

the expense of the latter. Between the two, the main area

of competition lies in the markets for sacks and common

1/ Government of Pakistan, Outline of the Third Five year
Plan, (1965-70), 1964, p. 129,

2/ ibid.

3/ Mallon, R., 'Export Policy in Pakistan', Pakistan
Development Review, Spring, 1966, .
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Table 2—8 ',

World EXport of Jute GOOdo by Lhe Maaor Oountrles R
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. Types . Pakistan Iﬁdla U.K. E.E.C...Other West‘EMropeﬁx“

. Yarn . - - 37.5  25.2 asB
“ Hessian  28.4 - 43.5f S
. v ‘Backing -~ 68.4 - 48,08 62.5 74.8% .. 85.5%
©lomers 3.2 s |
. . Total ~ 100.0  100.0. 100.0. 100.0

. Bource :iFAO Monthly Bulletln of Agrlculturaj Economlcs

Jhessians>(Table 2-—9”),j Tndia has been the traditional

supplier of;these"products; and.ih view of the/cdmpeﬁitive,

position of'India and"Pakistan the EurOpean’industries

-, have been 1ncrea81ngly conoentratlng on speclallsed products'“*

fsuch as yarn for carpet backing, le&v1ng sacks and common.

hegsians to Tndian and Pakistani manufaoturers(Table 2-10).

Table 2-=10.

Proportion of Various Typés of Jube Goods made in the
Principal Countries S « _

ey T T959 — Y

and” Stablstlcs, March, 962 p.6 Paklstan Central
Jute Commlttee, Jute and Jute Fabrlcs, July, :
,1965.!;. ‘

~* cloth.

Wiﬁh_their low labour costs and*ébundaﬁtvsupply of ”Q%f

locally produced fibre, jute mills in .India and Pakistan.

are fully competitive with mills in Western Europe in the
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manufacture of sacking and common hessian, though not in
the production of high quality goods such as yarns for
floor coverings%/

Thus, as Western Europe is giving up the production
of sacks and common hegsians, Pakistan is at present
competing with India for an increased share of the woxrld
market of these goods, while India competes with Western
Europe in the high gquality hessian cloth sector of the
world market%/ While India is self-gufficient in the supply
of commom varieties of raw jute, she is still dependant
on Pakistan for quality jute. India is trying to attain
self sufficiency also in this sector of raw jute supply
but climatic and retting facilities are sufficiently
available only in East Pakistan. About 90 per cent of total
raw jute requirements of Western Europe is at present
met by Pakistan.

In order to capture an increased share of the world
marlkeét of jute goods, Pakistan has to quote a price which

is competitive with that of India. Thus, in Table &

2-11, it can be demonstrated that in the U.K. market, to

1/ F.A.0., Monthly Bulletin of Agricultural Economics
and Statistics, March, 1962 , p. 5.

2/ ibid. p. 6.
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in Pakistan are due to the hlgh prlce of power, to hlgh
capital and depre01atlon charges, and- to low productivlty
ol Yabour. Although wage rates are lower 1n Pakistan Lhan:
in Indla, output per worker is much 1ower 1n Pakistan S0 .
that the wage blll per ton of Jute products is hlgher.;lj ¢¥'
-Indlan mills. owe thelr greater efflclency %o a 1ong trad :
'tlon of Jute manufacturlng, whlle Paklstan 1ack5 bhe nece~
<fssary 11*1:E:|:-au:-3L:r."uc’(mre.,-t~ o ‘ PR

iable 2 1?

, Comparatlve Oosts of Produot¢on in 4958"‘A,8a@§lgu§ff
' fInd1an and Paklstanl Mllls B PV A P e T

' Itemsi B : Indla (avarage) Paklstan (most efflclent“
R | ¢ U.s. § Per ton) T
Depreciation | 5:77 "ﬁ1i“ .  19.55:
Wages - 35,00 - 45,04 .
Power - 3,25 . 10,09
Head Office . . n'
establishment = 11.76 - 470
Insurance ' _ 0.6% S - 2452
Interest - . 0.97 S BW49
Total R 55,38 | 96.29 T

Source : The Pakistan Industrlal Development GOrPOTatlon,.?ifyw
Fact Finding Committee of 1958, Comparatlve Cost#"
of Industrial Production in India and Paklstan,-Qr
Karachi, 1959, ~ Lol
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In order to develop the jute industry, the Pakistan
government has been giving many incentives, such as easy
credit, tax concessions, duty on imports of jute goods
and raw jute exports (an indirect protection of the
domestic jute manufactures). Over and above these, the
government introduced an 'Export Bonus Scheme' in 1959
as an additional incentive to exports. According to this
scheme, an exporter of certain specific goods receives a
voucher which entitles its owmer to buy foreign exchange
(to the extent of 20 per cent in the case of jute goods
exports) and which can be used for imports of a wide range
of goods or sold in the free market at a price which is
usually 150-200 per cent higher than its face value%/ Such
a voucher is not allowed in the case of raw jute exports,
In the long-run, it is expected that Pakistan will be in
a position to compete in the world market without any

subsidy or protection to the domestic jute industry.

The Pakistan government's policy seems to make raw
Jute expensive for the foreign jute manufacturers in order
to give competitive advantages to the domestic Jute industry

in the world market. For thig purpose, the government

1/ Bruton H.J. and Bose, S., The Pakistan Lxport Bonus
Scheme, Institute of Development Economics, Karachi, 1963,
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occasinally fixed the minimum prices for raw jute exports
whenever these tended to go below a certain level and
continuously taxed raw jute exports. The Ffollowing Table
indicates changes in the export taxation of raw jute made
in response to government estimates of varying demand

conditions.

Table 2=13

Changes in Taxation on Raw Jute Exports from Pakistan

Period Taxes(Rs. per Bale) om
Jute Cuttings

From 14 November, 1947

to 31 March, 1948 15.0 4es

1 April, 1948 to

31 October, 1951 20.0 6.0

1 Nov.,1951 to 30 June,'52 %5.0 10.0

1 July, '52 to 24 Mar.,'53 15.0 5.0

25 Mar. '53% to 22 Aug. '56 20.0 5.0

23 Aug. '56 to date 20,0 10.0

Source: State Bank of Pakistan, Report on Currency and
Finance, 1962-63, Table 43,

Thus, during the Korean boom taxation on raw jute
exports from Pakistan was at its maximum., When, after
this boom, demand fell, the government lowered the tax,

but raised it again in 1953. Gi¥en the long-run policy
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of Pakistan to compete in jute goods instead of raw jute,
it is reasonable to give some dincentives to the domestic

jute manufacturers., One of these incentives, as mentioned
earlier, is in the form of taxation and fixing of a floor
to the export price.

As mentioned earlier, most of the yarn produced by
the Western LKuropean manufacturers is used in the woven
carpet industry and other industrial uses where the
possibilities of substitution are still very low. The yarn
production needs superior varieties of raw jute which are
only available from Pakistan. Because of low possibilities
of substitution and the absence of competition from the
supply side, Pakistan is in a position to utilise her
monopoly power with respect to quality jute, In other
varieties where competition is keen and substitutes are
available, foreign demand should be sensitive to the
relative price of common jute and its substitutes,

In conclusion it may be said that Pakistan's plan
for jute manufacturing is justified on economic grounds.
Although demand for jute in the developed countries may
remain static, it is likely to increase substantially din

1/

the developing countriesT where Pakistan should be able

1/ F.A.0., ‘'Agricultural Commodities Projection for 1970!',
Commodity Review, Rome, 1962, pp. 21-22.
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to capture an increasing share of the market. At present
Pakistan is the main supplier of raw jute in the world
market, but in the course of time it would be a great
advantage both in terms of foreign exchange earnings and
stabilisation policies if she can export most of her raw

jute in the form of finished productse.

2-6 Summary and Conclusions

At the end of each section the conclusions were
noted. Here the main conclusions of this Chapter are given
in a summary form.

Discussions on Pakistan's non~devaluation decision
in 1949 and her plan for jute manufacturing, although not
directly related to our main topic,  i.e., stabilisation
policies, are interesting and important as allied problems.
It was found that the government's non-devaluation decision
was mainly influenced by the uniéue position of Pakistan
in the world of jute. The plan for jute manufacturing
indicates that in the course of time an export price
stabilisation scheme for Pakistan jute may not be necessafy

when almost all her raw jute would be processed within

the country.
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Of direct relevance and importance are the schemes,
i.e., buffer stock operation and acreage control, intro-
duced by the govermnment of Pakistan. The experiences of
the government in these directions are vexy useful in
our attempt to formulate a possible price stabilisation
scheme. The important lesson is that fhe operation of
a buffer stock without production regulation would be
very difficult. The most effective method of production
regulation appears to be the price mechanism., Thus, ,the
policy objective should be an annual adjustment of the
price of jute with that of rice prevailing in the preceding
season, around a level which would induce the jute/rice
growers to produce in such_a way as to equabe as nearly
as possiblé marginal foreign exchange earnings from
exporting jute with foreign exchange savings from producing

rice., Addetailed amalysis of this problem isg given in

Chapter IV,
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CHAPTER IIT

Problems of Stabilisation Policies:

Some Schemes Considered

3-1 Introduction

The literature on stabilisation policies - both
national and intermnational - has been growing especially
gince World War II. It is not possible to give a compre-
hensiﬁe discussion of the literature here. We therefore
intend to consider omnly those schemes which appear to
be relevant to our case study. We shall not consider any
international stabilisation scheme mainly because first,
there has been, until now, no such scheme for jute and
secondly, internatiomal schemes for other primary commo-
dities have not, in spite of various efforts, made any
real progress,

Wide fluctuations in primary commodity prices gave
rise to an increasing interest which even before World
War IT led to a concerted action for international
stabilisation of the primary commodity trade. After the
World War IT various international stabilisation schemes
were put forward. Thus, in 1951 a United Nations Committee

of experts in a report on 'Measures for International
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Bconomic Stability,' came out strongly in favour of
international commodity agreeﬁents and called upon the
World Bank to finance buffer stocks of primary products.
It emphasised the interest which both the exporting and
importing countries have in promoting such stocks - for
the importers in cheapening the average cost of imported
commodities by making purchases in times of recessions
and releasing reserved stocks in boom periods, and for
the primary exporters in securing stable foreign exchange
earningse.

However, a new committee of experts set by the
United Nations in 1953 took a cautious line with respect
to international commodity arrangements%/lt pointed to
'the tendency of such measures to break down as soon as
theyifadl to serve the immediate mnational interests of
the membexs.' Begides, the World Bank did not receive
favourébly the suggestion of fimnancing such an operation.
Thus, Professor Myrdal concluded from his experience of
international trade of primary commodities that for the
time being no substantive progress would be made in
solving the problems of international price stabilisation

2/

of primary commodities of underdeveloped countries,

1/ Commodity Trade and Economic Development, p. 43,

2/ Myrdal, G., An_International Economy, London, 1956, Pe253.,

o —
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Similaxr views were expressed by the experts of the GATT
report that 'one should not expect any great dramatic
change in international commodity policy. . « Experience
in the post World War period suggests that there are

real difficulties in the way of rapid international

1/

progress in this field.'

Weg may, therefore, conclude that international
action, if any, would be very slow in achieving desirable
results in this field. Under these circumstances, the
various nations will have to design their own policies
to suit the particﬁlar characteristics of the commodity
in question%/ Hence, we propose to examine some of the

schemes offered by several eminent economists and sece

if these are suitable for Pakistan jute.

_:_I._/ GATT’ Q.E‘Q“" Cito, Pe 79.

2/ It is not, however, suggested that international
measures are not necessary. Such measures are desirable
as being, at least, complementary to natiomal policies.,
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3-2 The Bauer-Paish Scheme: Reduction of Fluctuationsg
in the Incomes of Primary Producers

Pfofessors Bauexr and Paish proposed the above named
scheme mainly as an altermative to the operation of the
West African Marketing Boards. The authors thdught that
these marketing Boards had drastically reduced the incen-
tives of the growers of several primary commodities by
paying them far less than the world market prices. They
held that these Boards even did not attain their ultimate
objective, i.e., thé stabilisation of the growers' incomes.
Though Professors Bauer and Paish had the Wesl African
Marketing Boards in their minds, they held that-their
scheme was also suitable to many underdeveloped countries
producing primary commodities.

The publication of their scheme in the Economic
Journal (December, 1952) was followed by a number of
articles criticising the scheme%/Professors Bauer and
Paish however, vigorously defended their scheme in their
subsequent writings. We shall not go into the details of

the long controversy but shall only describe the scheme

very briefly so as to consider whether it is suitable

for Pakistan jute,

1/ Hill, P., Economic Journal, June, 1953; Ady, P., ibid.,
September, 1953; Friedman, M., ibid., December, 1954

U R S

Nurkse, R., Kyklos, vol.XI, Fasc.2, 1958,
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The Bauer-Paish scheme aims at reducing the violence
and magnitude of temporary fluctuations in the incomes
of primary producers, whether due to variations in prices
or in the size of the crops, with as little effect as
possible on the rate of adaptation of supply to 1ong period
changes in demand. Their scheme claims to be self adjusting
in the sense that there can be no loss of contact with
the trend of prices or incomes; and its adptation would
render possible more accurate forecasting of the flow of
producers' incomes for a year or two ahead.

There are two components in the scheme according to
which a producer. price is determined each season. The
first component is a fraction of the estimated market
price for the current year. The second component, which
provides the smoothing element in the scheme, is derivved
from the differences between the realised proceeds in
the past years and the amounts paid out to producers in
those years on accouant of the first component. These
annual differences are averaged over a given number of
past years and then divided by expected guantity of the'
current wyear. Tﬁis gives the second component of the
producer price in the current year. The two components
together comstitute the price to be received by the
producers in the current year for each unit (presumably

delivered to the Organisation). A moving average is to
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be used in determining the second component of the price.
The scheme is claimed to be self adjusting in that an
over (under) estimate of the first component of the price
to be xreceived by the growers for the current season
automatically reduces (increases) the second component

of the price paid over the relevant number of‘ensuing

years. The algebraic formulation of the scheme isg as

2.,Q gt v“"ima{:,-h)
P | [(Pe-t Qe + - '?t«nak-n)‘(“ * X
Se = §T‘+'ﬁ" - 3

Qe

follows:

where, S= producer price per unit;

P =market price;

P = expectéd market price;

% = fraction of the expected price paid to producers;
Q = volume of the crop;

Q = expected volume of the crop and

. :

current period and hence, t-1 is the preceding

period and so on,

Here we shall attempt an examination of the Bauer-
Paish scheme with Pakistan jute data to see if the specific

object of the scheme, i.e., the reduction of fluctuations
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of the growers' incomes from the particular crop, i.e.,
jute. The testing of the Bauer-Paish scheme with Pakistan
jute data is based on the following simple assumptions:

a) The generally accepted hypothesis (explained in
detail in Chaptexr I) is that the jute/rice growers'
decision to devote a certain area to jute is depéndent
on the prices of jute and rice ruling in the preceding
season. The price response of the jute/rice growers of
East Pakistan over the period 1952-62 was given by equa-
tions (1-1) and (1-2). Hexre we shall use the equation (1-1)
showing the growers' acreage response to the relative
prices of jute and fice in the previous season%/

b) It is assumed that rice prices in East Pakistan
are not affected by the changes in jute acreages. The basis
of tbis asgsumption is that the jute area is a very small
proportion of the rice area. Thus, during 1955-60 the
total jute area was about 6 per cent while the rice area,
on the average, was about 83 per cent of the total culti-
vated are%( Hence, one half of the average jute area, if

devoted to rice, will increase the rice area by less than

4 per cent, The assumption is mnecessary because in the

1/ For ready reference the equation (1-1) is cited here:

A, = . . 3 -
£= 565.98 + 1894.26 log Pa(t_l) 1292.40 log Pr(t-1).

2/ Govt. of East Pakistan, Agricultural Production Levels
of Fast Pakistan, Dacca, 1961,
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testing of the Bauexr- Paish scheme we have taken the
rice prices as given and unaffected by the changes in
the jute area.

¢) While examining the applicability of the Bauer-
Paish scheme to Pakistan jute, we could not clearly say
what might have happened to total revenue from jute under
changing demand &and supply conditions., In our testing of
the scheme it is, however, assumed that total proceeds
from jute, on an average, would have remained the same
as those actually ecarned if the scheme were iun operation

1/

during the period studied here.

On the basis of the above assumptions, we now
- investigate the effects of the Bauer~Paish scheme when
applied to Pakistan jute over a period of five years

2/

starting in 1955-56, The results are summarised in Table
=1

To start the scheme in 1955-56, the Organisation
would have congidered the following factors: a) the jute

price in the previous year (1954-55) went up by about

1/ This is a questionable assumption, but it does not

affect the operation of the scheme if run over a number
of years.

2/ We have chosen a back date in order to see the difference

between what actually happened in the free market condi-
tions and what would have happened if the scheme were
in operation,
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5 per cent while the price of rice went down by about

24 per cent over the previous year. From the regression
equation (1-1), the Organisation could calculate the
likely acreage and the production quantity of raw jute

in 1955=-56, The production qguantity would have been about
29 million maunds which the growers would have produced
as a response to the relétive prices of jute and rice
prevailing in the preceding season.

Let us now assume that the Organisation has estimated
the expected price at Rs, 20 per maund in 1955-56 of which
say, 50 per cent is given to the producers on account of
the first component. As the scheme starts for the first
time, let us take the 50 per cent of the average proceeds
for the preceding three years (1952-53 to 1954-55) and
divide these by the expected quantity for 1955-56 to get
the second component of the producer price, Thus, in
1955=56 the estimated jute

acreage 565.98 4 1894.ﬁﬁlog 22 ~ 1292.40 log 16

1554 ,37 thousand acres;

(1N

production = 28.6 million maunds; and

producer price = Rs. 18 per maund under the scheme.

The unit price of Rs. 18 per maund received by the

growers in 1955-56 is lower by about 18 per cemt compared
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to that of the previous year. As the market price of rice
also has gome up by about 56 per cent in this year over
the year before (Table 3-1), the met change in Jjute produc~
tion would be a Fall of about 7 million maunds in 1956-57
from the levels of the previous year (calculated as before
with the help of‘the regression equation 1-1). Thus, the

total supply of raw jute in 1956-57 would be about 21
1/

million maunds,.

It is to be mnoticed that the fall in jute output
in 1956~57 was accentuated by a sharp rise in the price
of rice in the previous season, Had the price of jute
alone gone down by 18 per cent and the price of rice
remained unchanged, there would hmve been far less of a
decline in jute production than this due fo the growexrsg!
positive response to the relative prices of jute and rice.

Calculated as before, we get the following estimates:

Year Acreage Production Producer Price
(000 acres)(million mds.) T(Rs., per mde)

1957-58 1707.3 31.4 30.2

1958-59 1479.5 27 .2 3153

1959-60 1489,9 274 30,4

(For details see Table 3-1).

i/ We have ignored the effects of random factors on jute
output and considered only the results of the growers'
price responses mainly because we do not know which way
the random factors would affect jute output. In _the

absence of any special knowledge it is assumed[?he effects
of random factors are their average, zero.
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By running the Bauer-Paish scheme for a period of
five years starting in 1955-56, we find that not only the
growers' and the ultimate buyers' prices but also the
growers; incomes (which the scheﬁe intended to stabilise)
are destabilised and the scheme sometimes led cobweb type
fluctuations. This is because the average price paid to
each jute producer might bear such a relationship with
the price of rice (which also fluctuates) that the jute
producers might be induced to devote sometimes more (less)
land to jute in any year as compared to that of the pre-
vious year for any jute price, This may happen even though
the receipts from jute are averaged over a number of
years because the price of rice may fluctuate., Thus, the
fall in jute output in 1956-57, as mentioned before,
was accentuated by a sharp rise in the price of rice
in the previous season. Here the rise in the price of
rice has increased the cobweb effect on jute production.,
On the other hand, the jute output in 1957-58 has
tremendously increased from a level of 21 million maunds
to 31.4 million maunds because, the growers have received
a very high price for jute in the previous season. Iu
this year the cobweb effect was retarded to some extent.

because of the rise in the price of rice in the previous

year,

I
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In the Bauer-Paish scheme, it appears that they
have tacitly assumed that the production of aniﬁgricul-
tral commodity is dependent on its price alone. But
this appears to be an exception rathexr than the rule.
Tn almost all cases an agricultural commodity competes
with one or more alternatives for land and other resources
of the peasants; and in the case of Pakistan jute it
certainly does with rice. Thus, if the price of jute is
left unadjusted with the price of rice in any season,
there may appear an excess or shortage in jute output in
the following season which may lead to cobweb type fluctua-
tions in the price of jute and possibly in incomes from
this commodity. By running the Bauer-Paish scheme for
Pakistan jute over the period 1955-56 to 1959-60 it was
found that the growers' and consumers' prices fluctuated,
on average,by -+ 4% .5 per cent and + 28.3 per cent respec-

tively as compared to average free market fluctuations of

1/ Professor Bauer while commenting on an earlier draft
of this Chapter, expressed the view that Professor Paish
and he had considered the relative prices (the price of
particular product and that of substitute) in their
model., Their model, however, cannot work as the two prices
(of the particular product and that of substitute) may
not move in the desired direction. There is no provision
in the Bauer-Paish model for the adjustment of the price
of the particular product with that of substitutes 80

that the growers are induced to produce the right quantity
of the particular product.
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+ 11.4 per cent for the both. The jute growers' incomes
(which the scheme intended to stabilise) fluctuated, on
an average, by -+ 24 per cent under the scheme as opposed v/
to the average free market fluctuatioms of + 9.6 percent

Incomes from rice can be smoothed as complementary
to jute, but this would mean an operation almost through-
out the whole economy of FEast Pakistan, since rice is
grown by innumerable peasants. Further, even assuming that
smoothing the incomes from rice is possible, it does not
guarantee that the two prices (of jute and rice) would
move in the right direction to induce the growers to
produce the desired guantity of jute,

Finally, the Bauer-Paish scheme introduces a certain
degree of rigidity in the peasants' resource allocation
between the two altermnative crops%/ The authqﬁrs themselves
admit that how much a producer ultimately realises from
his current crop depends not only on the 3izé of that crop
but also what happens in the future to his share of the

total output. Producers may lose (gain) under this scheme,

if they decide to switch over from this particular crop

i/ The above calculations are very rough and based on
many simple assumptions; but nevertheless are indicative
of the results that the scheme would have produced.,

2/ This point was also raised by Professor Friedman,
(Friedman, M., oOp.cit),
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to other crops when they are creditors (debtors) on
account of the first few years. For instance, if in any
year there is not an early rain in any particular area
of the country, the jute/rice growers of this area may
switch over to winter rice crop later. But in this case
if a producer is a creditor to the Organisation, he may
not feel like making this adjustment in resource allocation.
This is because if he switches over to other lines of
production (rice in this case), and comes back to this
particular line pf production (jute), he may find himself
a debtor insgtead of a creditor because of the adjustment
in the second component made in the scheme with the help
of the moving average. This may happen, for instance, if
the Organisation pays a higher amount to the growers on
account of the first component (because of over estima~
tion of the expected market price) which would reduce
the second component of the producers' price.,

The important point about the Bauer~Paish scheme
is that fluctuations in incomes from jute would be reduced
if the prices of jute and rice remain stable as this
would lead to a stable jute output (other things remaining
the same). As the price of jute and that of rice remained
stable, in the present illustration, during 1958-9 to

1959=-60 there was little fluctuation in +the quantity
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produced and hence in the incomes from jute (Table 3-1).
But as the jute/rice growers are responsive to both of
jute and rice prices while making decisions about jute
acreage, fluctuations in either or both of them lead

to fluctuations in the volume produced and thereby in
incomes from jute as appeared to happen during 1955~56

to 1957-58 (Table 3~1). The crucial point is that if

the price of jute is not adjusted to that of rice, fluc-
tuations in incomes from jute are bound to occur via
fluctuations in output due to the growers' acreage changes
as a result of the changes in the relative prices of

jJute and rice. In the Bauer-Paish scheme there is no
provision, as mentioned earlier, to adjust the price of
jute with that of rice, and hence it is difficult to smooth

fluctuations in the jute growers' incomes.




Table 3-1

Effects of the Bauer-Paish ‘Scheme When Applied to Pakistan Jute:1955-59
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1 2 3 4 5.1 6 7 8 9 10 11 12 | 13 14 15
1954-55 22 - 23,3 513 - - - 16 - - - - - - -
1955-56 27 - 28.0 756 - 18 25 +56 504 20 -  27.0

1956-57 32 419 27.6 883 417 43 4137 32 +28 895 +77.5 40 21.0 42,1 +55.9
1957-58 30 -6 28.5 855 -3 30 -29 29 -8 948 +6,0 30 31.h 27.2 -35.k

1958-59 . 27  -10 30.0 810 -5 31 44 30 +3 851 -10,2 30 27.2 29.8 +9.6
1959-60 30 411 27.8 917 +13 30 -3 31 <3 833 -2.2 30 27.k 33.5 +12.4
Average for S «
1955-59 +11 10 bl . +24.0 128.3

Source : col, 1 and 8 are from C.S.0., Pakistan
Statistical Year Book, 1962;
Col. 2 and 3 from Table 1-12; others are
estimated.
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3=% The Bauer=Yamey Scheme: Organised Commodity
Stabilisation with Voluntary Participation

The most recent stabilisation scheme was put for-
ward by Professors Bauer and Yamey%/ The authors claimed
that their scheme was particularly superior to compulsory
buffer fund scheme and its application would be practi-
cable under any situation. The above claims and the
comparatively recent formulatiop of the scheme deserve
a detaiied comment, Our main concern, however, is to see
if the scheme is suitable for Pakistan jute.

The main object of the Bauer-Yamey scheme was to
smooth the receipts per unit of a product or, by allowing
for variations in output, the total receipts of member
producers of particular commodities. The scheme, according
to the authors, could equally be applied to a number of
countries exporting a particular primary commodity. The
various advantages, as claimed, were that the scheme
was voluntary; it did not require any control over
capacity, production, sale, stocks, exports 6f£%pg§gg§;
and it did not directly affect the price of the commodity

in question (and hence relative prices).

1/ Oxford Economic Papers, vol. 16, No. 1, March, 1964,
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In the Bauer-~Yamey scheme the producers of a
specific commodity would participate in it according
to a fixed quantity (to be known as the participation
guantity) which the producers themselves would decide.
The participation quantity would not necessarily be
equal to the gquantity produced or marketed. There would
be a 'smoothing Organisation' to announce the smoothing
payment every year (to be known as the smoothing adjust-
ment) per unit of the commodity that it would make to
members or receive from thems Each member would receivec
or pay the smoothing adjustment as announced by the
Organisation in respect of his participation quantity
regardless of his actual output or the price obtained
by him in the market. (The members themselves and not
the Organisation would market their crop). The Organisa-
tion would do no more tham decide the appropriate
smoothing adjustment and handle the buffer fund finances.
It would broadly resemble a Sav;ngs Bank in which the
participants would have individual accounts, with the
sole difference that the Organisation and not the
depositor would determine the amount of his annual
deposit or withdrawal. Receipts and payments would be
managed so as to ensure that a member did not during
his membership receive more from the buffer fund than

he had actually paid into it.
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Professors Bauer and Yamey claimed that their scheme
was useful for a producer who might wish to stabilise
or smooth his expenditures through time. He could not
do so because as they held, he lacked the 'self restraint
necessary fo build liquid balances in good years, especially
when he is under strong social pressures to spend up to

v/
the hilt'.

Our main objection to the scheme is that if a producer
lacks the necessary 'self restraint' to build up liguid

balances in good years, he may not voluntarily participate

in the schemes, To assume that he will voluntarily join
the scheme is to suggest that he has got the foresight
and self restraint; and if so,why should he join the
scheme instead of keeping his surpluses (arising during
good years) in a savings account (thereby avoiding the
expenses that he would have to pay if he had joined the
scheme, but on the other hand, 6 earning some interest)?
Moreover, in the above scheme, the amount to be deposited

or withdrawn is decided not by the participant but by the

Organisation. This loss of freedom in operating the

savings would undoubtedly make the scheme less popular

than an ordinary savings account.

1/ Bauer and Yamey, ope.cit., p. 105,
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The authors themselves realised that many people
would probably not join the scheme voluntarily. Hence,
they suggested that the scheme could be 'grafted on to
a compulsory buffer fund'.i/ OQur point is that when it
is made compulsory, its greatest advantage (arising from
its voluntary nature) is already assumed away. Moreover,
a compulsory scheme, as the authors wvisualised, would
mean the fixing of production shares (participation
quantity) for individual producers, the making of am
elaborate list of innumerable jute growers (as is the
case in Rast Pakistan) and the maintenance of individual
accounts. These are undoubtedly very difficult tasks
and administratively not practicable in the case of Rast
Pakistan,

The next criticism of the Bauer-Yamey scheme is
about the timing of its start. The authors had the
following idea about this: where participation is confined
to credit worthy producers, a voluntary scheme could be
started any time. Otherwise, it has to be started at a
time when it is to receive payments, i.c., when expected
market prices were considered favourable in relatiom to

the chogsen smoothing objective.

1/ Bauer and Yamey, op.cit., p. 112.
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Let us examine this with respect to the conditions
of the jute growers in Bast Pakistan. These peasants are
very poor and generally they live in debt. They have a

continuous credit need for the purchase of basic needs

1/

and the maintenance of agricultural activities. Incomes
from jute help to meet the cash requirements for all these
purposes to a great extent. Most of the jute growers are
left with practically no surplus after meeting these
expenses, Lt is\therefore, likely that they could not
afford to join the scheme, If this is so, the scheme
would have to be startéd in a year when the Organisation
itself would have to make payments to the participants.
But this is not a business proposition as the number of
credit worthy peasanﬁs in East Pakistan is very low, Thus,
if the scheme is started with government finance, it is
very douﬁtful if the advances could be recovered in the
subsequent years.%/lt therefore, appears that the Bauer-

Yamey-scheme is not suitable for Pakistan jute as condi-

tions in East Pakistan are not right for the operations:

of such a scheme.

1/Government of Pakistan, Credit Enguiry Comnmission Report,

1959, Chapter 3. and Khan, M.I., Pakistan Development
Review, Spring, 1962,

g/Grower§' lack of adequate security and their inability to
make timely repayments are the principal reasons why the
commercial banks are reluctant to advance credit to the

Fast Pakistani agriculturists. See the Credit Enquiry
Commigsion Report, Chapter 1.
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3.4 National Buffer Fund Scheme by Profesgor Nurkse

Governments in the underdeveloped countries have
adopted various schemes which usually take either of the
following forms: A central marketing agency (such as the
West African Marketing Board) guarantees a certain mini-
mum price to domestic producers and operates a buffer
stock., The agency sells the products abroad and gives
the producers an average smoothed price - creating a
surplus when the export price is high and subsidising
the producers out of thig when the export price is low.

A scheme essentially for the same purpose may operate in
the form of variable export taxes (when the export price

is high) and export subsidies (when it is low). This type
of scheme is usually practised in South East Asia. An
exchange control coer’ivl agency can do the same by lowering
and raising the official buying rates of foreign exchange
(known to be practised in Latin America). All these methods
are intended to break the connection between variations

in external prices and export proceeds,on the one hand,

and the net prices and incomes received by the primary
producers, on the other,

Professor Nurkse has questioned the wisdom of such

stabilisation schemes, whatever form they may take, on the
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ground that they tend alternately to limit and to suppiﬁt
the volume of export production just at the wrong time’
Professor Nurkse has based his argument on the assumption
that the supply of the pri&éyy products does respond to
prices in the normal way. If this is so, the above policies
according to him, interfere with the incentives to produce
more when v...: export prices are high and gserve perversely
t0o keep up production for export when export prices are
low.

Thus, in his 'National Buffer Fund Policy' Professor
Nurkse suggested that the domestic price of the export
crop should be allowed freedom to follow the world market.
His scheme would be like this: General taxation (excise
revenues, income taxes, import and export duties, etla.)
should be increased in the country during the export
boom and reduced during the élumps. The export sector
should not be relied upon entirely to provide revenues
from taxes. Primary producers (of the export sector)
should get some of the increased export prices so that
they are encouraged to produce more. Alternatively, when
the export prices are falling, they should not be subsi-
dised as this tends to keep up production for export

when the production should actually fall. By checking both

i/ Nurkse, R., 'Trade Fluctuations and Buffer Policies of
low income Countries', Kyklos, vol. XI, Fasc. 2, 1958,
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the expansion of incomes and increases in in imports in
this manner, a budget surplus could be achieved in boom
periods so as to accumulate the essential buffer fund of
foreign exchange available for expenditure in depression
yvears. The crucial point, according to Professor Nurkse,
is that in this case it would be done without intexrfering
with incentives to shift resources into or away from the
production for exports in response to vaxrying market
conditions. In terms of national income magnitudes, Professor.
Nurkse maintains, this policy would aim at stabilising
aggregate disposable income and not solely the disposable
income arising from export production.

The immediate objection to the Nurksian plan of
stabilisation is that this is a technique suitable only
for the developed countries. As monetary and fiscal tools
in the underdeveloped countries are relatively poor, it
is likely that these countries would be unable to conduct
acecounter cyclical fiscal policy in the way suggested by
Professor Nurkse.

In the case of Pakistan, we have seen in Chapter I

that export earnings form only a very small part of the

national income, and fluctuations in the former have
little effaé% on the latter. A counter cyclical policy

along the lines suggested by Professor Nurkse is therefore,
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of limited use in the Pakistani context, even assuming
that this could be conduéted successfully. In the absence
of any direct measures raw jute p;ices would fluctuate
widely and this in combination wiﬁh fluctuations in the
prices of rice would lead to fluctuations in jute output.
Finally, Professor Nurkse was probably thinking

of those export crops the production of which could be

1/

o

readily adjus£ed to the varying market conditions. In the
case of agricultural commodities the world prices might
well go down before the next stream of supply is ready.
This may happen even when an annual crop like Pakistan
jute is being considered., Indeed in 1953 this is exactly
what did occur%/

The peculiarity of the jute marketing system in
Bast Pakistan also accentuates the problem. As there exists
a long chain of intermediaries between the growers and
the ultimate consumers, the growers do not immediately
get a share of any high price paid by the latter. In other
words, the existence of this long chain of intermediaries

extends the time period required to pass the market

developments to the growers. The jute producérs can ill

I )
Lo -

i1/ This point was taken up in detail by Professors Bauer
and Paish. Kyklos, op. cit.

2/ Following the Korean boom priceg, the growers employed
a larg? area under jute, but when the crop was ready for
marketing, the expected prices collapsed,
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afford to store any jute in the hope of i better prices
later. Their cash needs (to buy rice, etc.) in the lean
months foliowing the jute season and the absence of proper
storing facilities force them to sell most of their crop
as gsoon ag it is ready for marketing. Hence, if a favourable
price foxr jute develops later in the season, most of it
goes to large exporters of raw jute. When the jute growers
get a share of increased prices and are ready to market -
their product after a crop year, it may be too late. Il
this way a cobweb cycle may well develop. All this points
to the conclusion that the Nurkse plan is inappropriate

in the case of Pakistan. At best, a plan for stabilising
national income through contra-cyclical fiscal policies,
as suggested by Professor Nurkse, could be used as comple—~

mentary to commodity stabilisation schemes.,
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%=5 Summary and Conclusions

In this Chapter no international stabilisation
scheme was considered because it is thought that such an
action in achieving stabilisation through international
measures would be very slow. The primary producing under-
developed countries would do better to seek solutions to
the problems of instability for the specific commodity

with which they are concerned,

I have, therefore, examined three specific proposals
in this Chapter. The Bauer-~Paish and the Bauer-Yamey schemes,
aimed at reduction of fluctuations in the incomes of primary
producers, were found to be inadequate for Pakistan jute.,
Professor Nurkse rightly visualised the fact that the
producers of primary commodities positively respond to
price incentives and hence found fault with several stabilisa-
tion measures. The Nurksian scheme to stabilise national
income by a method of contra cyclical fiscal policy was,

however, found to be limited in its scope in the Pakistani

context,
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CHAPTER IV

A Price Stabiiiéation Model for Pakistan Jute

The lagged relationship between the relative prices
of jute and rice and the growers' supply of jute is a
very crucial one. The various stabilisation measures
for jute taken by the government of Pakistan (namely,
thé buffer stock operation, acreage control, etc.) were
not successful because this important relationship was
not taken into consideration, On the same ground the
Bauer-Paish scheme, as examined in the previous Chapter,
igs not found very useful for Pakistan jute. The experiences
of the goveranment of Pakistan, in combination with the
background information of Chapter I, will help us guard
against mistakes already made and will be useful in our
attempt to formulate a possible price stabilisation
scheme.

Let us first define the particular object of our
proposed model, We found that there were wide fluctuations
in raw jute prices in both the domestic and export markets,
These fluctuations were of a cobweb type. The cobweb

cycle arose from the fact that while the demand for jute
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depends on the current price, the supply of Jjute in
any season depends on, among other factors, the relative

prices of jute and rice in the preceding season. A statis-

tical investigation has revealed that fluctuations in the
supply of jute were more responsible than thosge in demand
for the short-run instability in the export price of, and
proceeds from, Pakistan jute. The object of our proposed
scheme is, therefore, the stabilisation of the export

2/
price of raw jute.

By insulating the relative price of jute and rice
received by the jute/rice growers from the export price
of raw jute, it is hoped to eliminate as far as possible
the cobweb cycle in the price and production of the
commodity. The maintenance of a national buffer stock
of raw jute would make it possible to reduce short-run
fluctuations in the export price caused by unforeseen

changes in demand and/or in planned output. The price

1/ This is the ceteris paribus type demand function.,
Demand for jute is, in fact, a function of the current
Jute price, the price of substitutes, the current out-~
put of jute~using commodities, etc, as incorporated
in the U.,K. demand function for raw jute in Chapter TI.

2/ Mr., MacBean also came to such a conclusiom, but he
did not show how it was to be done. See 'Problems of
Stabilisation Policy in Underdeveloped Countries' in
Oxford Ecomomic Papers, October, 1962, _m
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mechanism to be followed in the proposed model would
make it relatively easy to operate such a national buffer
stock of raw jute., It is however to be remembered that

the intention is not to permanently stabilise the export

price at a fixed level, rather the export price of raw
jute would vary according to changes in demand for this
commodity, or changes in the cost of production. The
criterion of the export ﬁrice stabilisation is to keep
the country's net gaing from jute production and export
at the maximum level by adjusting supply to changing

1/

demand conditions,

In the following sections, we shall first discuss
the problems of determining the optimum export quantity of
raw jute under a given demand condition and then how to
regulate the output of jute in order to meet the optimum
export quantity. Supply regulation, both with the help of
a price mechanism and a national buffer stock operation,
is mainly relied upon in the proposed model to reduce
cobweb fluctuations in the export price of raw jute., In

Appendix 4~A the scheme is tested with empirical data.

1/ Stabilisation for its own sake is meaningless; it is to
serve some purpose which is here to optimise national
gains from the production and export of raw jute. Since
demand for raw jute is not within the control of Pakistan,
we can act only through supply by regulating output in
ordexr to minimise cobweb fluctuations.,
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b2 Optimum Allocation of Resgources between Jute and Rice

Tt was explained in Chapter I (Section 1-3) that
jute and rice in East Pakistan compete with each other
- for the same scarce resources (mainly land) of the peasants.
The rapidly increasing domestic demand for food has made
Bast Pakistan a net importer of food grains. Since rice
can be obtained directly through domestic production or
indirectly through the production and export of jute, it
is an important problem to determine the optimum point of
jute and rice production for both the individual producer

and the nation as whole,

The familiar concept of comparative (cost) advantage
can well be applied to the Pakistani case of jute and rice
production and trade., The following exposition is, however,
based on certain simple agssumptions such as that the world
can be represented by two economies, each of which has
given tastes and given qguantities of factors of production;
that only two goods are produced; and that prexrfect competi-
tion prevails in all markets. On these assumptions ﬁe can
represent the given techniques of production of jute and
rice and given quantities of factors of production by the
transformation curve TT (Figure 4,1) showing the maximum

amount of either of the commodities, or any combination
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of them that can be produced. The transformation curve,

7T, is assumed to be concave to the origin and therefore

indicates increasing opportunity cost.

The demand side of the economy is represented by
a set of community indifference curves the congtruction
of which involves a number of difficultieg%/ln a closed
economy the equilibrium point will be P (C) where both
the community indifference curve 1 and the price ratio,
RR, are tangential to the trangformati;n curve, TT, indi-
cating the equality of the rates of substitution between

2/

commodities in production and consumption,

Now if we introduce intermational trade on the
assumption that the country can exchange its goods at a
different price ratio than the closed economy price ratio,
it will indicate that the country is better off with trade,

since it will be able to move to a higher indifference curve.,

1/ Economists usually employ a number of restrictive
assumptions while using the community indifference curve.
We shall not go into the details as in the ensuing

treatment of the problem we intend to avoid the use of
the community indifference curve,

2/ The optimum allocation of the giyen resources between
the two outputs of jute and rice[ﬁ?”%he equation:

MSU, _ MSU,
MSC MSC
r

. K

ie.ee, the ratio of the marginal social utility
to the marginal social cost of
corresponding ratio for rice.

of jute (MsU,)
jute (MSCj) must equal the
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In the open economy equilibrium, the world price line,

R, R is tangent to both the country's transformation

171°?

curve at P. and km the community indifference curve 2.

1
In other words, the country will now move from the produc-
tion point P to Pm and consumption point C to Ci’ exporting

AA1 of jute for B31 of rice,

It was noted in Chapter I that Pakistan, béing a
monopolist in the export market of raw jute, can influence
the world price of raw jute by changing the export
guantity. On the other hand, as Pakisgtan's import of rice
congists of a tiny portion of the world rice trade, she
cannot influence its price. In these circumstances, a
restriction of the volume of raw jute export by Pakistan
will imply an increase in the export price. In this casey
Pakistan need not fear retaliation in terms of a higher
import price of rice, as rice is supplied by many countries.
Thus, since the elasticity of foreign demand for Pakistan
raw jute is not infinitely great (within the relevant
price range) and since no retaliatory measures need be
feared, it would be in the interests of the country to
regtrict export and production of raw jute as this would
release land and other resources for the production of

rice. The above problem, therefore, closely approximates
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the optimum tariff case. The formula for an ogjimum

tariff is, in the words of Professor Haberler? 'that
marginal terms of trade, i.e., marginal revenue or marginal
receipts from exports, should be equated to_the marginal

rate [transformation, i.e., marginal opportunity cost in

domestic production.'

We shall, however, enunciate the problem at hand in
a way different from the usual theoretical treatment of

2/

the optimum tariff cases’ mainly because ‘the proposed

3/

treatment enables empirical testing to be carried out.

The determination of the optimum export quantity of
raw jute from Pakistan is, therefore, based on the follow-
ing assumptions:

i) First, it is assumed that changes in jute output
are mostly ui determined by the variations in land input

alone ( equations 1~3 and 1-4) and that land is very

1/ Haberlexr, G., A Survey of Intermational Trade Theory,
Princeton, 1961, pe. 53. '

2/ The determination of optimum tariff involves the

use of the community indifference curves which makes
empirical testing difficult.

3/ See Appendix 4-A.
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gscarce in supply. This being so, we can further assume
that the real costs of productiion per acre of jute and

rice are more or less similar.

1/ There is mo information with respect to the use of
labour oxr capital inputs for individual crops in DEast
Pakistan. Given the nature of production and ownexrship
of factors of production, etc,, the guestion of labour
is one of allocation of time by the peasant and his
family which may be determined by the allocation of his
land to either crop. Undexr these constraints the total
output of jute (O.)'in thousand maunds was regressed
upon land under jtte (L.) in thousand acres by taking
data over the period 1982-62, the resulting equation as
shown below, indicates a high degree of correlation
(about 91 per cent of the variance is explained by the
1ndependent variable., The introduction of a time trend,
ty tor cotsh obirey woeksloen, does mot modify this result,

Log 0j = 1. 878 + 0,814 log LJ

(0.084)
Ra = 0.,915% Degrees of freedom = 9
Log O, = 1.857 + 0.824 log L. - 0,0016 t
J (0.088) J (0.0025)
Rz = 0,917 Degrees of freedom = &

The regression coefficient of log L. is so high
because the production of jute is very latid intensive.

Between jute and rice, the former is slightly more
labour intensive than the latter. Hence, in the course
of time when more and more labour is drawn off to urban
occupations, labour as an input cannot be excluded
from the production function. We, however, assume that
this economic development leading to rural labour
shortage, will take some time,
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ii) For the moment we assume that the whole quantity
of raw jute is exported. (This assumption is made for ease
of exposgition. We shall relax this assumption in the
following section when the domestic comnsumption of raw
jute will also be considered),

iii) It is assumed that the govermnment is the sole
aﬁthority with respect to jute export and rice import.
Thus, for the jute/rice growers, only the domestic prices
of jute and rice are relevant. In the case of jute, the
harvest price and in the case of rice, the retail buying
price are used as explained in Chapter I.

If the domestic price of rice (which the average
jute growers pay)é/is equal to the import price of rice,
the"opportunity cogst of export production of jute for the
country as a whole and that for the growers would be the
same., Let‘us for the moment assume that these two prices
(domestic and import prices of rice) are the same. Having
made these assumptions, we can now demongtrate the problem

in a partial equilibrium diagrame.

1/ It was explained in Chapter I why the buying price
as opposed to the selling price of rice is relevant
to calculate the growers' marginal opportunity coste.
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In Figure 4.2, DD is the foreign demand function
for raw jute from Pakistan. Along the Y axis price is
measured in Rupees per maund at the official rate of
exchange; and along the X axis the export quantity of
raw jute is measured., DM is the relevant marginal revenue
curve and MC (=S8) is the marginal opportunity cost curve
(fhe marginal cost of producing ome more unit of raw jute
export being equal té the import price of rice maltiplied
by the number of units of rice which could altermatively
be produced on the same land mnecessary to produce the
marginal unit of jute). As an expansion of jute output
can take place on land progressively more suitable for
the production of rice, the marginal opportunity cost

curve will be rising,

In Pakistan as raw jute is produced by innumera-ble
small peasants, conditions would approximate those of a
competitive model. Each individual producer considers
the price of jute as given and hence each tries to equate
his marginal (opportunity) cost with marginal revenue (not
shown in Figure 4.2). But marginal revenue undex competi=-
tive conditions is equal. to price. As each peasant tries
to maximise individual profits, they would, therefore, in

competition produce among themselves 0Q1 quantity when

P1Q1 is the price. In other words, in the absence of any
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intervention by the government the equilibrium is egtab-

lished when supply is OQ1 and the price is P1Q1.
But since the country as a whole is faced with a

downward sloping demand curve for raw jute, the country's

net‘gain is not maximised when.OQ1 quantity of raw Jjute

is produced and exported, because at this quantity the

marginal opportunity cost is higher than the marginal

revenue (which at 0Q, is less than zero). ;t would then

pay the country as a whole to cut down the export production

of raw jute to 0Q where the marginal revenue is equal to

the marginal opportunity cost. Thus, 0Q would be the national

optimum export guantity and PQ is the optimum export price.

In order to induce the growerg to supply this optimum

export guantity it would be sufficient to give them a

price equal to RQ, given the price of rice.

Let us now consider a case where the import price
of rice is different_froﬁ the'ﬁoﬁestic price of rice
which the jute growers pay, thus giving rise to two
different opportunity costs - one for the country as a

1/

whole and the other for the jute growers. This is important

1/ The import price of rice mpty be different from the
domestic price of rice and the evidence is that the
former is lower than the latter. Over the period 1957-61
the import price of rice (CIF), on the average, was

about Rs. 24 per maund (including marketing costs, etc.),
(continued)
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because we are considering the net gains from jute export
for the country as a whole, If the import price of rice

is lower than the domestic price, as the evidence suggests,
the marginal opportunity cost curve relevant for the
country, M (=8’ 8 would lie at the right of the one
relevant for the jute growers, MC (=8S) in Figure 4.2,

It appears from Figure 4.2 that the optimum export
guantity for the country as a whole would be 00/ when
Mﬁ’(S@ﬁ is the marginal opportunity cost curve (or supply
curve for the icotmbiyy ).

Thus, when the import price of rice is lower than

the domestic price of rice, the optimum export guantity

(continued from page 160)

whereas the average domestic price of rice over the same
period was about Rs. 29 per maund., (Calculated from the
Government of K East Pakistan, Monthly Bulletin of Statistics).
Although the U.S. PL480 rice has been procured somewhat :
more cheaply, it is limited in supply and cannot be relied
upon. In Pakistan the government is the sole importer of

rice and the imported rice is sold through rationing mostly

in the urban areas. There being a physical control on the
quantity of rice that one can buy from ration shops and the
rationed rice being a small portion of the total guantity
consumed in a given period, ome might take into consideration
tW9 prices of rice ~ the government controlled ration shop
price and the open market price. For the purpose of calculating

the jute growers! opportunity cost, we shall however ignore
the controlled ration shop price of rice,
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of raw jute is larger by QQﬁ This is obvious because

we are equating marginal export receipts with marginal
opportunity cost. This would mean that thg jute growers
are now to be given Rh’price(instead of RQ) in order to
induce them to produce the mational optimum export
quantity which is 00’ here., When there is a difference
between the import price of rice and the domestic one,
an adjustment has therefore to be made in the national
optimum export quantity and the price to the producers.
The price mechanism necessary to regulate the optimum

export production is explained in the following section,

4+3 Implementation of the Scheme

' In Figure 4.2 it was demonstrated that in the
absence of any intervention by the Pakistan government,
the jute growers in competition among themselves tend
to supply an export quantity whichlis larger than the
national optimum. But as the government of Pakistan
imposes a fixed tax per unit of raw jute export, the
Jute growers receive a price less than what the ultimate
buYers, iees, foreign importers pay (the cost of procesgsing

and marketing of jute excluded), The growers therefore,

with a lag of omne year, supply a quantity lower than
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what they would do in the absence of the ex@ort duty
imposed by the Pakistan government. There is no reasomn
however to believe that as a result of the export duty

on raw jute, only the natiomnal optimum quantity is
produced and exported whefe the marginal revenue is

eqgqual to marginal opportunity cost. Moreover, this export
duty does not seem to eliminate or minimise the cobweb
fluctuations in the relative price and production of jute.
This is because the export duty on raw jﬁte is a revenue
raising device rather than one for regulating the export
production of jute since once a tax is imposed it is
hardly changed foxr a few years although the factors deter-
mining the supply of jute might change over time. As the
jute/rice growers plan their current jute production
according to the relative prices of jute and rice prevailing
in the preceding season, fluctuations in the average price
of rice alone, given the price of jute, can lead to year
to year fluctuations in the jute output. Thus, even if

we assume that the demand function for raw jute remains
stable from one yvear to another, fluctuations in the export
Pprice will occur via fluctuations in supply due to changes

1/

in the relative prices of jute and rice. The export

1/ In C@apter I we produced evidence that the demand for
raw jute was more stable than the supply of raw jute,
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taxation of raw jute therefore is not suitable for
optimum production regulation or for reducing the cobweb
fluctuations as it is difficult to adjust this tax on
raw jute export every year with the changes in the price

of rice or in demand conditions,

Tt would therefore be an advantage if we can project
foreign and domestic demand for raw jute from which we
can calculate the optimum quantity of jute production
before the sowing of jute and rice starts every year
and by setting the appropriate producer price for jute
attempt to induce the growers to produce this optimum
guantity. It is expected that the cobweb cyéle in the
export price and supply of raw jute will be eliminated
or largely reduced as in the proposed scheme the producer
price of raw jute is adjusted every year with the price
of rice prevailing in the preceding season in accordance

with the required (projected) production quantity.

Let us now explain this possible method of optimum
production regulation in detail, A "Jute Price Stabilisa-
tion Board" (oxr Stabilisation Board in short), let us
suppose, is given the responsibility for ascertaining,
well before the sowing starts, the approximate guantity
of raw jute that Pakistan will have to supply to meet

the domestic needs and the optimum export quantity,
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With regard to the domestic mneeds, the government has

got a definite policy objective, which is to manufacture
domestically as much jute as possible+/ The domegtic

demand for raw jute is, therefore, more or less known

and is determined by the capacity of the domestic jute
processing industry. With the help of supply and demand
elasticities, estimated by the multiple regression equations
1~-2 and 1-5 respectively, we can calculate so far as is
practicable, the national optimum export quantity for

a particular period%/ Over and above these two guantities,
it is proposed that the Stabilisation Board should maintain
a buffer gstock of raw jute to cope with any short~irun
changes in demand and/oxr in the planned output of jute.i/

All these three components will constitute the projected

production quantity which is expressed‘in the follbwing

equation:

t = Xg v Cp 2 Uy

where, Ot is the projected production quantity; Xt ig the

1/ Government of Pakistan, Outline of the Third Five
Year Plan (1965-~-70), p. 129,

2/ The methods of estimating the national optimum export
quantity are discussed and worked out in Appendix 4-A.

3/ The buffer stock in the proposed model is to bhe used
only as a second line of defence; its special features
are discussed in the following sections. The main device
for the optimum supply regulation is the price mechanisme
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national optimum export gquantity; Ct is the domestic
consumption and Ut is the necessary adjustment in the
buffer stock to be maintained by the Board; all in the

ﬁuim&dt period (t) for which the projection is made.

After determining the projected production guantity
the important task of the Board is to fix the appropriate
producer price for raw jute (which the Board will offer
to the jute growers for the current period) and to announce
it well before the sowing starts for this period.i/The
announced price which will remain unchanged during the
whole period is to be determined in relation to the
prevailing price of rice in the preceding season. This
can be done with the help of either regression equation
1-1 or 1-2. These equations, calculated and discussed in
detail in Chapter I, are reproduced here for ready reference%/
As both the equations provide a good £fit, we shall use
equation 1-2 as it gives a direct relationship between

output in the current season and the prices of jute and

rice in the preceding season. As we know the projected

1/ This must be given widest publicity so that the jute/rice
growers can know the offered price for jute when they
plan their resource allocation between jute and rice.

2/A = 6 . 8 8 . & X . -
2/ A, = 565.98 + 1894.26 1log Pg(t—i) 1292.40 log Pr(t=1) . o( 24)

¢ 240 +AOTHBS log Py gy - 2504.88 log Pr(e-1) ... (j-2).
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quantity to be produced in period t (Ot) and the price

of rice prevailing in period (t-1), we can get the value
3 cituti the wvalues of 0O, and

of log Pj(t-i) by substituting t

log P in equation (1-2). If we now take the anti-log

I‘(t*l) 1/
of this, we get the appropriate price of jute per maund
which is to be paid to the growers in period (t) in order

to induce them to produce the projected quantity.

The jute/rice growers will, therefore, consider the
Board's guaranteed price of jute for the current season
(which was announced before the start of the sowing )
ingstead of the actual price of jute prevailing in the
previous season in relation to that of rice in the immediate
pPagt season as a basis for their production decision%/The
price of rice would vary according to free market conditions
while that of jute would be adjusted every year with the
price of.rice prevailing in the preceding season,., Thus,
jute production can be reguléited either by changing the
brice of jute or that of rice (to which also the growers

respond); but rice production being almost the entire

agricultural activity in Bast Pakistan, it would be very

;/ Given the price of rice, the jute/rice growers would
have produced this quantity, (Ot) if this price of jute
prevailed in period (t-1).

2/ The Stabilisation Board, as explained later, will have
a statutory power to act as the only buyer of raw jute
in the domestic market and only seller in the export market,
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difficult and costly to control rice price for the

purpose of regulating jute output.

Thus, if the Board finds that the projected produc-
tion quantity should be larger (smaller) than the likely
quantity which will be produced by the growers aséiesponse
to the relative prices prevailing in period (t-1), the
Board will offexr for the pdriod (t) a higher (lower) price
for jute than the one prevailing in the preceding period,
The extent to which the price of jute is to be changed
in relation to that of rice will depend on the extent
of variation that the Board desgires to attain in the
quantity of raw jute to be produced in a particular period.
The appropriate producer price of raw jute, given the
price of rice and the projected production quantity, is
to be calculated with the help of regression equation 1=-2

as explained earlier.

Let us illustrate this further with the help of a
diagram. In Figure 4.3 let us measure domestic jute and
rice prices in the form of a ratio along the Y axis and
the total quantity of jute output along‘the X axis. SS is
the growers' supply curve of jute., Let us assume that
the Stabiliéation Board has estimated that in a particular

period (t) 0Q, is the projected production quantity. The
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jute growers will produce this quantity only when the
jute/rice price ratio is J . If the Stabilisation Board
finds that the jute/rice price ratio in the preceding
season was Ji or Jz , it will set a price for jute in

such a way that the ratio becomes JO so that the projected

1/
quantity is produced.

It is to be noted that the projected quantity, OQO,
will be produced if the jute/rice price ratio is Jo,
provided that there is no other factor except the relative
prices of jute and rice that affects the total output of
jute. Since there are some random factors that also influence
the output of jute, the exact projected quantity will not
be produced even if the relative prices are appropriate
(Jo in this case). The following section will discuss
how this problem (and also other related problems arising
from?ﬁfgggfgggfors) can be tackled with the help of a
buffer stock operation. The important point which we want
to emphasize here is that since we do not know which way
the random factors will affect total output of jute, it

will be an advantage to control those observable factors

(i.es, the relative prices of jute amd rice) that are

1/ The ratio is determimned by dividing the Board's set
price for jute in period (t) by the actual price of
rice in period (t-1).
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important determinants of jute supply. To safe guaxrd
against the random influences we can adopt other measures,
such as the buffer stock operation suggested in this

scheme.

L-l Bxport Price Stabilisation through Buffer Stock
Operation

In the preceding section it was argued that by
inducing the jute/rice growers through the price mechanism
to produce the projected guantity of raw jute it would be
possible to largely reduce the fluctuations in the export
price (due to cobweb fluctuations in the relative price
and production of raw jute) and at the same time to keep
the country's met gains from jute production and export
at the maximum level. Although the Stabilisation Board ,
by setting the appropriate producer price, will attempt
to induce the jute/rice growers to produce the projected
quantity of raw jute, the actual output may be smaller

or larger than the planned one because of the presence

of random factors, such as weather, etc,

On the demand side also it is likely that the
forecast as to the foreign demand may not be completely

correct; actual demand for the current season may not
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be the same as expected, Thisg may be so because the above
forecast will be made on the basis of the multiple regression
equation (U.K. import demand functiomn) calculatedléast

time series data%/ In the meantime, the various factors,

such as prices of substitutes, production of jute-~using
commodities, etc.)affecting import demand for raw jJjute

might have changed. As a result, the foreign demand

function for raw jute for the current pexriod (for which

the projection is made) may be different from what the

‘Stabilisation Board had anticipated.,

Thus, shifts in current'demand‘and/or supply funétions
may lead to a mew equilibrium pogition requiring a different
quantity of raw jute than what was actually planned, To
cope with such unforeseen changes either in actual demand

or in supply or in both, it is proposed that the Board

range of Y O0=i15 per cent of the normal annual output of

jute)o

While initiating the scheme, the Stabilisation Board

“

1/ As will be shown in Appendix 4~A, the optimum export
quantity is calculated with the help of long=-run supply
and demand elasticities for raw jute and hence, this is
some sort of an average quantity. The year to yvear

optimum export quantity would however vary around this
average quantitye.




will set the producer price in such a way that a total

of three quantities is produced. These are quantities

for export, domestic consumption and buffer stock (less
'the stocks existing with the private dealers to be acquired
by the Board). At the end of the projection period the
Board should be left with only the quantity produced Lor

the buffer stock provided every thing else remaing the

same as planned. But every thing may not turn out as
expected and hence at the end of the projection period,
after meeting the optimum export gquantity and the domestic
consumption need, the Stabilisation Board may be left

with either a shortage or an excess in the planned buffer
‘stock. In the following year's projection of production
quantity this will-be taken inta consideration by setting
thea appropriate producer price to adjust the buffer stock.

This will be further illustrated in the following section.

We shall now illustrate a case where the operation
of a buffer stock would enable the Stabilisation Board
to reduce export price fluctuations arising from short-run
changes in demand and/or supply. In Figure 4.4 let us
assume that a parallelijhift in the foreign demand curve

from DD to DTDi occurs, Let us also assume that the

marginal opportunity cost curve for the growers (which g

iz 1/ The demand function mgy shift in various ways. This
particular one is shown only for illustrative purpo

S5eS.
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also assumed here to be the supply curve for the country
as a whole), MC=SS, is constant. When DD shifts to D,D,
the optimum export quantity would be OQ2 and the optimum
export price would rise from Piai to P2Q2. We assume that
this excess demand, Q1Q2, could not be foreseen and hence
the producexr price of jute could not be adjusted to

induce the growers to produce the excess quaniity required
by the shift of the demarnd curve. In these circumstances
the excess demand quantity would be met from the buffer
stock. In the absence of the buffer stock, the export

price would have risen to NQ1 and the country's net gains

from jute export would have been sub-optimal,

Conversely, if the foreign demand curve were to
shift from DiD1 to DD, it would pay the country to contract
the export quantity from 0Q, to 0Q (where the marginal
export receipts from jute equates the marginal opportunity
cost), the rest being withheld in the buffer stock, ( In
the next year's projection of production guantity, the
buffer stock iz to be adjusted as the old stock has gone
up over the preceding year). Thus, the operation of the
buffer stock helps, in this instance, to maintain the

export price somewhat(from falling to LQa) at PlQi.
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It will be however very difficult to precisely
calculate the optimum export quantity foxr the current
period and to obtain the exact point of intersection
between the marginal foreign exchange receipt and the
marginal opportunity cost. In practice we can only estimate
the average optimum export quantity (also very roughly)
by taking data over some past years. On the bhasis of this,
(iee@s, by extrapolation), we can project the export quantity
for a future period., If demand changes for this period,
the operation of a buffer stock would be useful, For
example, if it is found that the quantity demanded is
rising at a given price, the Stabilisation Board would
expand export and at the same time raise the export price
as shown in Figure 4.4. This may not lead to the exact
optimum position, butrnevertheless is a useful rule of
thumb, |

Thus, the operation of a buffer stock would be an
exampi= important aid to the proposed price mechanism in

achieving some stability in the export price of Pakistan

;jute.
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4.5 Special Feature: of the Proposed Model

The specific object of the proposed model is to
maximise net foreign exchange receipts from jute by
reducing export price fluctuations which arise due to
the cobweb fluctuations in the relative price and produc-
tion of raw jute. The main device adopted for this purpose
as explained so far is to project the optimum production
quantity and then by setting the appropriate producer
price for jute (in relation with the price of rice pre-
vailing in the preceding season) to induce the jute/rice
growers to produce this optimum quantityvin the current
seasons The maximimsation of the mnet export receipts from

this commodity would provide the criterion for regulating

the production of jute., The operation of a mnational buffer
stock would enable the Stabilisation Board to cope with

any unforeseen changes in demand and/or in the planned

output of jute,

When the jute growers make large responses to the
relative prices of Jute and rice with a lag of one year
(thus price - output relationship regults in a cobweb
cycle), the proposed price mechanism to adjust supply to

changes in demand appears to be an appropriate policy in
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order to attain the specific object (i.e., maximisation
of the country's net export receipts from raw jute), and
at the same time reduce export price fluctuations. The
proposed method is superior to the existing policy of the
Pakistan government (i.e., to guarantee a minimum price
to the growers irrespective of the price of rice, etc,
explained in Chapter II). It was found that the minimum
price as announced by the government after the crop is
already planted is not intended to regulate the supply

of jute and does not therefore reduce the cobweb fluctua-
tions.

Another usual method of price stabilisation as
adopted by the West African Marketing Board, is to
withhold part of the proceedsg from the producers in
times of high prices and pay out the accumulated funds
in years of low prices, thus evening out peaks and trougha%/
This policy is wrong also because it gives imncentives to
the growers to produce more or curtail production just
atéagﬁng time. This type of scheme even in its improved

version as proposed by Professors Bauer and Paisgh, is not

useful for Pakistan jute as shown in Chapter III.

1/ For details of the West African Marketing Boaxrds see
Bauer, P.T., West African Trade, Cambridge, 1954 and
Professors Bauer and Paish, ope. cite
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In the proposed model, therefore, if the Stabilisa-
tion Board foresees a rise in demand for raw Jjute, it would
be appropriate, cetexris paribus, to offer a higher price
to the growers relative to that of rice (and must be
announced before the sowing starts) to induce the growers
to supply the projected quantity. If the favourable demand
develops later in the season after the sowing of the crop
the excess is to be supplied from the national buffer

stock to be maintained by the Board,

Let us now examine how effectively the proposed
scheme can handle the usual problems of buffer stock
operations and the problems of internal price adjustment
as required in the proposed scheme.,

Experiences show.that operating a buffer stock
involves difficult problems unless

i) it can be limited in size and used primarily
to smooth out short-run fluctuations in supply;

ii) deterioration and wastage in storage may be
caused if the stock is kept for long and 'if the old stock
cannot be cleared in short intervals; and

iii) there may be a tendency for a buffer stock
to grow beyond the limited storage capacity or funds, if
the operating agency camnnot cut back supply when it is

necessary.
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In formulating the proposed scheme, care has been
taken that these problems do not arise or are minimised. .
The buffer stock in this scheme, as explainedlearlier,
will be operated ounly to meet short-term changes in
demand and/or supply; and the main device for reducing
the cobweb Ffluctuations would be the production regulation
through the price mechanism. As the buffer stock is to
be adjusted every year, it is likely that the size of
the buffer stock and the funds necessary for its operation
would be fairly manageable., As the annual output would |
be regulated, it would not be a great problem to cut back
stock or increase it as the case may be. For instance,
if the total quantity of raw jute actually demanded in
any period is less than the projected one, or if the
actual output is larger than the planned one, there will
arise an excess supply of raw jute. In the projection
of the following period, this is to be taken into consgi-
deration, Other things remaining the same, the Stabilisa-
tion Board will now lower the price to the jute growers
in relation to that of rice, so that the projected
production quantity is reduced as there is already an
excess in the stock,

In an opposite situation, if the actual quantity

demanded is greater than the projected gquantity, or if
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there is a shortfall in the planned outpul, the shortage
will now be met from the buffer stock, In the following
year, the buffer stock is to be adjusted by offering the
growers a higher price for jute in relation to the existing
price of rice, ceteris paribus. This is the way the
Stabilisation Board in this model will check the rise
beyond or a fall below what it congiders to be a 'normal!
buffer stock for a particular period., The flexibility in
the buffer stock adjustment would enable the Board to adjust
the export quantity (to the optimum level) undexr changing
demand conditions, It is the inability of a buffer stock
organisation to cut supply when demand has fallen which

1/

leads to its brealkdowin,

Let us now examine whether the proposed Stabilisation
Board will be in a position to make the necessary price
adjustments without any political problem or disadvantage
to the jute/rice growers.

The political problemé/may arise as a result of the
dissatisfaction of the growers following a downward

. of the price’
adjustment (Llowering one price when the other has fallen) L

1/ The experience of the Pakistan government in 1951 when,
after the collapse of the Korean boom, it had to abandon
the support price to the growers, is a case in point.

2/ Given the existing set up of the rural economy of ¥xXX East
Pakistan, where JUte and rice are produced by innumerable

smallpeasants, it is unlikely ¢ .
. ; y that an oliti
will be created. (continued) Yy P ical problem
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of jute with that of rice., Such a necessity may arise
because of either oxr all of the following reasons:
i) the foreign demand function for raw jute might

have shifted to the left;

ii) the domestic price of rice might have fallenj; and

iii) the stabilisation Board might have accumulated

a large stock from the previous pexiod,

When the price of jute (relative to that of rice)
is to be lowered because the foreign demand function has
shifted to the left (case i), or the Board has accumulated
a large stock from the previous year (case iii), this |
would be disadvantageous for the jute growers provided
they had already sown a large area to jute because in
this case their combined income from jute and.rice would
fall. But as the prqducer price of jute in the proposed
scheme is to be anmounced well before the sowing starts
for both the crops, the peasants would be able to make
the necessary and timely adjustments in their allocation
of land and other resources between these two créps. Thus,
an early announcement of the guaranteed price of jute may

act ag a warning or an advice to the growers as to an

(continued from previous foot note)

Under the existing political system the small growers
in East Pakistan do not exercise any real political power.

We are therefore concerned with economic merits and demexrits

of any action taken by the government.
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optimum allocation of their land and other resources
between the production of these two crops. In the absence
of such a scheme the growers would have pfobably produced
a larger quantity of raw jute, but as the demand function
has shifted to the left, they would not get a price as
high és they had expected; and hence they would become
worse off as they have also a lower supply of rice., In
the proposed scheme, as the jute/rice growers are told
about the posgsible price for jute before the sowing starts
they can now maximise their income from these two crops
by making the necessary allocation of resources between
them.

The other downward adjustment of the price of jute
with that of rice ﬁay be necessary when the domestic
price of rice {(which gives the growers' opportunity cost)
has gone down. In this case if the price of jute is not
lowered (relative to that of rice), the growers would be
induced to produce a large quantity of jute which, demand

remaining the same, will bring them a lower price than

they expected,
That the disadvantages of a downward adjustment
of the price of jute with that of rice when the latter

are not great
has gone downipecomes evident if we examine what the

peasants normally do with their earnings from jute,
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It waé mentioned in Chapter I that jute is produced in
Bast Pakistan by innumerable small peasantslind most of
them spend their earnings from jute on rice,

Hence, if the price of jute is lowered because
that of rice has gone down, these growefs are lightly 2/
affected as far as the jute earnings are spent on rice.
For an average jute grower the possibility of having a
surplus rice for sale simply does not arise, even if he
planted all his land to Fukm rice. The average size of
farm in Past Pakistan is %.5 acres, whereas the average
size of the family is 6 (adult equivalent). Considering
some possibility of a double crop of rice, the total

rice output of #40-~45 maunds per average family is not

adeguate for year round counsumption.

1/ This is likely to be so as most of the peasants live
ok a bare subsistence level. About 7% per cent of total
income is spent on food of which about 70 per cent is
on. cereals. Govt. of Pakistan, National Sample Survey,

1959, p. 16,

2/ The analysis is rather hypothetical. In the proposed
scheme the guaranteed price of jute is adjusted with
that of rice pretailing in the preceding season. The
growers will undoubtedly be worse off if the price of
rice rises in the current season because they will get
a low price for jute as guaranteed by the Board. Imk

In the following year, of course, there will be an upward
adjustment in the price of jute.

However, the jute/rice growers may mnot at all like
a downward adjustment in the price of jute. Given the

nature of the growers' price responsiveness, this cannot
be helped. It may be noted that if the Board earns some

profits, these could be spent Hmr agricultural development.,
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There are however some rich farmers who may sell
both jute and rice, for whom the lowering of the price
of juté means making them worse off when the price of
rice also has gone down., Most of raw jute in EBast Pakistan
is, however, produced by small peasants as about 72 per
cent of total jute area d&¥o in ibe farms the maximum
size of which is 7.5 acres (Table 1=1(A))

Thus, if the Stabilisation Board makes some profits
by offering a low price for jute in any season (as the
price of rice was low in the preceding season) and selling
jJute at a higher price in the export market, this would
mean an indirect taxation of the peasants. But this is
not something new as under the existing system of export
duty on raw jute the peasants do not get the full price
paid by the ultimate buyers of raw jute (costs of marketing
and processing apart). Whether taxing fhe peasants this
way is right or mot depends on the fiscal policies of the
government and othei considerations. In the propcsea model
it is provided that if the Stabilisation Board is left
with any surplus after meeting the necessary expenses,
this is to be paid back to the growers indirectly in the
formLagricultural development measures. The surplus cannot
be handed over directly to the peasants because this will
disturb the desired balance between the two prices of Jjute

and rice, The special feature: of the proposed scheme is
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that we do not now have to worry about exploitation oﬁ
1

the peasants by the shippers and exporters of raw jute,

Thus, starting from a given situation, if the waverage
price of rice goes up (down), the average price of jute,
ceteris paribus, is to be raised (lowered), so that the
pfojected quantity of raw jute is produced. As far as the
earnings from jute are spent on rice purchases, the adjust-
ment of the price of jute in the same direction with that
of rice will generally have a neutral effect on the growers!'
total income from jute and rice. In any year, for instancg,
if the growers receive a higher cash income fxrom the sale
of jute, theixr total income from jute and rice does not
increase if they have to spend it on rice the price of
which also has gone'up. Thus, in the proposed scheme,
the income from these two sources fér an average farmer
is more stabilised than in the absence of such a scheme
when the two prices tended more often to move in opposite
directions (Appendix 1-A),

This however presents a static view of the situa-

tion. In the course of time when economic development

1/ It is alleged (see The Dacca University Socio-Ecomnomic
Survey Board, op.cit.) that a small number of powerful
éxporters and shippers of raw jute usually have a large
profit margin at the cost of the peasants and the primary
intermediaries in the system of Jute marketing in BEast
Pakistan (noted in Chapter I).
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takes place, labourers shift from rural occupations to
urban jobs, the peasants will no longer produce only
for subsistence., More and more rice will be produced
for markets and incomes from jute and rice will be
increasingly spent on manufactured goods. Hence, the
adjustment of the price of jute in the same direction
with that of rice may destabilise the peasants' real
income,

Such an economic development in East Pakistan
will, howevexr, need a considerab;e period of time. When
such a development has taken place, an export price
gtabilisation scheme for raw jute may become unnecessary
probably because almost the whole raw jute output will
then be manufactured within the country.

The other special features of the proposed scheme
are that as the growers will be able to know and be sure
of the future price of their jute crop, atleast omne source
of uncertainty is eliminated. Of the two major crops,
accounting for about 80-85 per cent of the total cultivatable
land, jute being the cash crop (whereas rice is mainly
produced for self consumption), it will be a great adwvantage
to know the price of jute before fhe aiiocation of land
and other resources dg~ made between the two crops. As there

will be one fixed price for a particular grade of jute
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throughout the whole season (thus intra-seasonal fluc-
tuations are completely eliminated), the growers can m

market their produce any time without a risk of any loss.

4-6 Changes in the Jute Marketing System

The successful operation of the propsed scheme
requires some changes in the system of jute marketing.
First, the Stabilisation Board must have a monopoly of
the export of raw jute from Pakistan., This is mnecessary
in order to maintain the export price at the optimum
level and a fixed price for the growers throughout a
season. If the private traders are allowed toé operate
the jute trade, it may be difficult to maintain these
desired prices,

The second most important reason why the Board
should have an export monopoly is thatag there would
remain a surplus over what ig paid to the Qrowers, this
could be used as the necessary fund to carry on the
buffer stock operation. Otherwise, it may be difficult
to collect the required fund through taxes.

It is necessary to grant the Stabilisation Board

1/ Except for some premium for private storage of raw
Jute as explained later,
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a statutory power over raw jute exports on yet anothexr
ground. As at present the official rate overvalues t?$
domestic currency in terms of the foreign currencies:
some private exporters have a tendency to under-invoice
and deprive the country of full foreign exchange earmnings,
The Pakistan government has been trying to stop this mal-
practice through a mechanism known as the 'Export Price
Check'. If the Stabilisation Board undertakes the full
responsgibility for raw jute exports, this problem wi}l

be eliminated.

In the domestic market the Board will buy raw jute
through its agents, such as Cooperative Society and
individual employees of the Board. The guaranteed price
fixed for each grade of raw jute will be widely publicised
throughout the country so that the.growers can know it
in time. The agencies of the Board will be distributed
widely din the country in such a way that these woﬁld be
in easy reach of the growers.

At present there are two government organisations-
ﬁhe Jute Board and the East Pakistan Jute Marketing

'Corporation - to look into the affairs of the jute trade

1/ The proof of overvaluation of the Pakistan rupee in
terms of foreign currencies is the successful operation
of the 'Expoxrt Bonus Scheme' explained in Chapter ITI.

At present, here is a _strict rationing of foreign
exchangeLis o Wgﬁfiprodf. ~
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and stabilisation of jute prices. Instead of two, only
one organisation with the necessary power and facilities
can do the desired job. Already these organisations
employ agents to buy raw jute from the interior of the
country. Hence, in this respect, the proposed scheme
does not entail any more difficulty than an expangsion of
activities in exigting directions.

From the side of administration, this scheme is
comparatively easy. It does mot require any physical
control over production or the maintenance of individual
accounts. Operating a buffer stock requires facilities
for storing, The government has built up a number of
godowns in different parts of the country. Buffer stocks
can be kept mear mill areas which are also the points
of jute export. In the proposed scheme, as a fixed price
is to be maintained for each grade of jute for a complete
season, the growers would usually like to sell their crop
immediately aftexr the harvest, although some rich growers
can afford to wait. In order to utilise the private storage
facilities the Board can induce the growers by offering

some premium over the fixed price to use their own

storage.
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be'7 Summary and Conclugion

The object of the suggested Price Stabilisation
Model for Pakistan Jute, by eliminating (or atleast
reducing) the cobweb cycle in the relative price and
production of raw jute, is to keep the country's net
gains from jute production and export at the maximum
level, The main mechanism relied upon in the proposed
model is to project optimum production quantity and then
by setting the appropriate producer price,lattempt to
induce the growers to produce this optimum gquantity.
The producer price will be announced well before the
sowing starts for both jute and rice for the period
concerned so that the jute/rice growers can make the
necessary allocation of land and other resources between
the two alternative crops. Any unforeseen changes in
demand and/or ¥ifipiy in planned output of jute are to
be met from a mnational buffer stock,‘ﬁhe operation of
which will be relatively easy. As supply of jute is to be
adjusted to changing demand conditions, year to year

fluctuations in the export price of raw jute would be

comparatively small,
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APPENDIX 4-A

4~A;1 Statistical Calculation of the National Optimum
Export Quantity of Raw Jute

In the Appendix 4-A.1 we shall attempt a quanti-
tative measurement of the national optimum export quantity y
of raw jute with the help of demand and supply ewsticities%
We would then calculate the projected production quantity
(by dincluding the domestic consumption need and changes
in the buffexr stock and of course the optimum export

guantity) and then by setting the appropriate producer

price for raw jute attempt to induce the growers to produce

accordingly.

As explained in Chapter I the U.K. import demand
elagticity for raw jute is assumed to approximate the
world import elasticity for raw jute. The U.K. import
demand fumnction for yvaw jute, estimated in Chapter I by

taking data over the period 1948-63, is given by the

i/ Similar methods of calculation of the national optimum
export quantity with the help of supply and demand
elasticities were also used by Hansen, Bent, Cotton Vs.

Grain, National Information and Documentation Centre,
Cairo’ UQAQ:R.. 3 19640
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following multiple regression equation:

Log J = 2,00671 - 0,5891 log P

+ 0,3217 log P,
(0.2941)

1 (0.2271)

+ 044321 log Y + 0.0132 ¢

(0.,2819) (0,0071) (A-1)

The coefficient of log P1 (which is the price
elasticity of import demand for raw jute for the U.X)
indicates that other things remaining the same, a 10 per
cent change in the price of raw jute will lead to about
a 6 per cent change in the opposite direction in the

guantity demanded. The coefficient of log P however,

1’
gives an average estimate only,.

In the export market of raw jute, Pakistan is
still the dominant supplier, although in_total world
production her share is less than a half. Thailand, India
and othexr countries are potential suppliers of substantial
quantities of raw jute in the world market in the near
future., Hence, although before 1960, it was reasonable

to assume the world import demand schedule for raw jute

as the one faced by Pakistan, it wildnlikelyito. be true

now or in the near future.
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Given the world import elasticity of demand, the
price elasticity of demand for raw jute faced by a
single country like Pakistan, therefore, depends on
the proportion of raw jute supplied by the rest of the
world and its elasticity of supply. The formula to
determine the elasticity of demand for this commodity
faced by Pakistan , a single supplier, is given by the

1/
following formula:

where, Ep is the elasticity of demand for Pakistan jute;
(a) is Pakistan's average share in the world supply; (b)
is the share of the rest of the world; B is the world

elagticity of demand and KS is the elasticity of supply

of the rest of the world.

Given Pakista's share in the total world production

of raw jute equal to 0,4 (Table 1-6), the elasticity

2/

of supply of raw jute by the rest of the world equal to zero?

1/ -Shorter, F.C., op. cit.

15
2/ Thislan extreme assumption, but not unrealistic because

though more than a half of world's total raw jute is
produced outside Pakistan, most of it is at present

used by these countries for their domestic consumption,
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and the world elasticity of import demand equal to 0,6
(as found foxr the U.K. which was assumed typical for
the world), we get the elasticity of demand for raw jute

1/
faced by Pakistan, EP, equal to 1.5

Similarly, the supply function of raw jute as
estimated by the equation 1-2 in Chapter I by taking

data over the period 1952-62 is reproduced below:

0? = 1805.,46 + 4971.63 log Pj(t-i) - 2504,88 log P

/ r(t-1)
(1201,06) (1340,42)

(A-2)
where, Ot is the output of jute in thousand bales in
the current period, Pj(tni) and Pr(twi) are the prices
of jute and rice respectively in rupees per maund in the
preceding season. The equation is in a semi~log form

and the partial elasticity of supply of raw jute with

1/ For the purpose at hand, it is important to know
the numerical value of the price elasticity of demand
for Pakistan jute, but as it is difficult to calculate
the elasticity of supply of raw jute by the rest of
the world and the world elasticity of dimport demand
for raw jute, an accurate measurement of the price
elagticity of demand for raw jute faced by Pakistan
cannot be made, In these circumstances the wnumerical
value of EP = 15 ds very rough.
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respect to its own price (with a lag of one year) is

0.9%/ The lag is inherent in the nature of the problem
because of the time required for plantings to mature.
Acreage decisions on which total output of jute depends
are, as explained in Chapter I, based on the previous
season's relative prices of jute and rice. In the proposed
model however, as the current period's guaranteed price

of jute will be announced well beforé the sowing starts,

the growers are expected to base their acreage decision

(and hence total output) on the guaranteed price of jute

announced for the current period in relation to the price
of rice prevailing in the preceding period instead of
the previous period's (actual) relative prices of these

two products., Hence, we can rewrite the equation (A-2) in

1/ The price elasticity of supply can be calculated
from a semi~log regression equation by differentiating
in the following way:

Y =a + b log X

ay _ b

dX = X

i

Therefore, since the elagticity of supply is

X, dY X . b b

Y da&X Y XTY

Hence, from the regression equation (A-2) and Appendix
(1~A), the partial elasticity of supply with respect

to jute price is .
195165 = 0.9 (ehpronimadely ) -
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the following form:
- / - L,
0, = 1805.46 + 4971.63 log Py — 2504 88 log P (. 1)
C
(a-3)
where, the current output of jute (Ot) is dependent on

the guaranteed price of jute in the current period (Pg(t))

and the price of rice in the previous period (Pr(t—l))'

Now by abstracting the supply and demand elasticities,
we can formulate a simple supply -~ demand model for Pakistan

jute in the following linear form:

-E

d
Qp = m, Py (A-4)
s K
Q.t = lnz P,t ( A"S )
af = of (A-6)

where, quantity demanded (QS) in the current period

depends on current price, quantity supplied(ai) ig

made to depend, as explained earlier, also on current

price and in equilibrium the market is cleared., In equations
(A-4) through (A—é) we haveéggg\ggiiggratelyyused errox
terms simply for ease of exposition in the subsequent
development of the model, Equations (A-~4) and (A-5) are

the ceteris paribus type demand and supply functions, but

the elasticity of demand, E, and that of supply, K, which
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are crucial for the purpose at hand, were statistically
estimated by dropping the ceteris paribus assumptions
and explicitly taking othef observable factors into
account as can be seen in the numerical equations (A-1)

and (A=2).

Equation (A-4) can be written as

od \"%
Py = (;}) . (8-7)
1

Similarly, equation (A-5) can be written as

1
_jo2\K
Py “(Ef‘u) (A-8)
2

It was explained earlier that when an individual
“peasant acts independently, he takes the price of jute
as given and therefore produces upto the point where the
supply price equates the demand price in order to
maximise hig individual profits. In equilibrium,
quantity supplied, (Qi), is equal to qguantity demanded,
(Qg), and hence obtain from equations (A-7)§ and (A-8),

the following identity:




199

: )
1 1
% %{ AT 1/
Q = mg . W, (A-9)

where, Q is the quantity (supplied and demanded) in
eguilibiium,

Equation: (A=-9) gives the equilibrium gquantity
demanded and supplied in the absence of any intervention
by the government. This is the quantity which is equal
to OQ1 of Figure (4,2). But it was argued eamrlier that
by restricting the quantity supplied in the export

curve
market (to the point where the marginal revenue/Tor the
country as a whole intersects the marginal opportunity

cost curve), the country as a whole can increase her mnet

gains from jute production and export. Hence, the mnational

1/ Equation (A-9) is calculated in the following way:
Taking the right hand sides of equations (A-7) and (A-8),

we get 1
d\ E s\ K
% %),
m tm,,

writing Q for both QS and Qi which are equal at
equilibrium, we get

.1 1 1
K B BE IS
Q = m, . m2
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optimum export gquantity can be obtained by equating the
marginal revenue (export receipts from jute) with the

marginal opportunity cost. We know that

i/
MR =P ( 1 = % ) (A-10)
where, MR is the marginal revenue, P is the price and

L is the elasticity of demand.

Substituting the value of P from equation (A~7) into

equation (A-10), we get

MR =(%
1

1/ This can be proved in the following way:
If P is the unit price, Q is the quantity sold, then
PQ = R, where R is the total revenue, Differentiatingf

(1 - (A=-11)

o5}
g

we get
drR _ dpg _ ap _ o dp
dQ - dQ - P + QOdQ = P ( 1 -I- P L d.Q )

We know the elasticity of demand, B = ~% . 49

dR

. Hence, MR = )

1
—P(inﬁ)'
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From equations (A-8) and (A-11), by equating supply
price with marginal revenue, we get the mnational optimum

export quantity, Qo’ as in the following eguation,

T S
1 3—(}{"’*{«3 +

E K : "B 1/
0 T (m;j) @'2) E- -I%J (A=-127Y

Dividing equation (A-12) by equation (A=9), we get

f)
I

1

i 1
K *TE
i -
1 = B (A%13)

Equation (A=-13%) gives the national optimum export
expressed _
quantity/as a ratio of the ¢I itus equilibrium quantity

Il

2o
a

supplied by the growers in the absence of government

regulations.,

1/ When MC = MR, the quantity supplied and demanded at
the optimum point is the same., Thus, taking the right
hand sides of equations (A-8) and (A-11), we get

1 - ——
K Q B 'flc' X
Q 3 I.
/.._9, 2 -3y, o, (0 (" [
;\ m2 Y 1 u% B ond E
E
Q) m
L.'.L) /\'0 . 1
RE
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Now by substituting the values“of the elasticity
of demand, (E=1.5) and that of supply, (K=0,9) in equation
(A-13), we obtain the national optimum export quantity
of jﬁte as a ratio of the quéntity produced by the growers
when there is no intervention by the government., The
optimum export quantity thus comes out to be about §j
per cent of fhe'free' market equilibrium quantity%/ As
over the period 1955-62 the import price of rice was
somewhat lowér than the domestic price of rice, the national
optimum export quaﬁtity would be somewhat higher than
thise. Nothing can be said accurately as to the "true!
optimum gquantity, but it should be approximately between
5&-65 per cent of the 'free' market n.....t equilibrium
quantity. For the purpose of illustration; we take 69 per
cent of the growers' free market equilibrium quantity as

expoxrt
the possible optimum/ quantity for the country as a whole.

1/ The assumptions of demand and supply elasticities
are therefore very crucial as the extent of export
contraction depends on the magnitudes of these two
elasticities. Thus, the higher the value of elasticity
of demand, E, and/or the lower the value of elasticity
of supply, K, the lower is the gquantity that should
be contracted (and hence larger is the ratio). On the
other hand, the higher the value of the supply elasticity
and/or the lower the value of demand elasticity, the
higher is the quantity that should be contracted (and

. hence, lower is the ratio). ‘
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In other words, if we can determine the 'free' market
equilibrium quantity (which the growers would supply in
the absence of any intervention by the government), we
can now find that the country as a whole should produce
for export about 60 per cent of that quantity so that
the net gainsg from export production of raw jute are at
a maximum (where the marginal revenue from jute export

opportunity 1/
is equal to the marginalécost relevant for the country).

1/ In the absence of actual observation we cannot say,
however, what will be the exact elasticity of demand
at the optimum price for Pakigtan jute. The elasticity
of demand of 1.5 which we have calculated for Pakistan
jute may not be the one which we observe at the 'free!
market equilibrium point as there has always been
some intervention in the form of export duty on jute
by the government of Pakistan. It is reasonable to
agsume, in the absence of any special knowledge, the
elasticity of demand to remain congtant within a
small price range, Foxr numerical measurement most
econometricians favour the assumptions of constant
elasticity in the field of demand and supply analysis.
Hansen, B., ope.cit. pp. 19-20,
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4eA.2 Regulation of Production and Effects on
Export Price and Proceeds, etc.

Having calculated the optimum export quantity of
raw juté, we are to add w to it the quantities for domestic
consumption and adjustment in the buffer stock. This
would give the projected production guantity in a particular
period; Now with the help of eguation (A-3), by substituting
the values of projected production gquantity (Ot) and the
price of ricé prevailing in the preceding season (Pr(twi))’
we can estimate the appropriate producer price of jute
which the stabilisation Board would guarantee to the Jjute
growers in the current period. All these are calculated
and given in detail imn Table 4~1 and the possible effects
off the measures taken are estimated for the period 1956-57
to 1961-62.A/ The various items of Table 4-1 are derived
in the following way:

Columm (1) is taken from Table (1=7); these are

the actual domestic mill consumption of raw jute,.

Column (2): We have calculated the average export

1/ The calculation is made for a past period instead of

a future one as it helps to compare the possible effects
with the actual happenings.
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quantity and export price over the period 1956 ~61 from
Table (1-17) and the average raw jute output and the
average price received by the growers over the same
period. Given the elasticity of demand for Pakistan jute
at 1.5 and that of supply at # 0.9, we have estimated
the equilibrium guantity (that would take place when
there is no intervention by the government), 60 per cent
of which would give an approximation to the mnational
optimum export quantity.

Column (3) is the actual export quantity that took
place during the period.

Columa (4) is the projected production quantity
obtained by adding colum (1) and (2). In practice,the
projected production should be somewhat higher than this
as we are to produce for the buffer stock also. But as
there are about 4 million maunds with the private dealers,
this could be taken, to start with, for the buffer stock
operation. Figures in paremthesis show the actual output
that took place.

Column (5) is the actual domestic price of rice
prevailing in the preceding year. Thus, the price of
rice shown against the year 1956-57, for example, is in
fact the price prevailing in 1955~56,

Column (6) gives the producer price estimated with
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the help of regression equation (A-~%3). Thus, for example,

substituting the value of O, as 23.9 and log of 25 for L03

Pr(t--:l) in regressiomn equafion (A~3), we get a value,
the anti-log of which is 20 (producer price of jute) forx
the year 1956~5ﬂ.
export

Colunm (7) gives the estimated pxmsummx/price which
would prevail if the projected gquantity given in (2)
is éxported.

Column (8) through (10) are self explanatory as
indicated by their respective headinge.

Colummn (11) is calculated after adding Rs. 2 per
maund to the growers' price to cover the maevketing cost
of jute to be sold to the domestic mills. Rs. 4 per maund
are added to the price given to the growers to cover the
costs of marketing, processing, storing, etc, before the
jute is e#ported. These calculations are based on the
eagtimates of these costs by the Pakistan Jute Enquiry
Commission, 1960,

Column(12) is the total of domestic mand export
proceeds and.finally, columa (13) gives the approximate
money balance the Board would be left with., The Stabili-
sation Board would have made, on average, an annual

profit of Rs. 120 million, provided it did not have

to pay any tax, fee, etc. to the government. The Pakistan
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government, however, earned about Rs. 76 million pexr
during 1958-61

year/from the export duty on raw jute alone (Table 1=5) .

Hence, after paying the taxes and fees, etc. to the

government (i.e., by setting aside the amount as the

normal government revenue), the Stabilisation Board would

be able to just operate the scheme. In other words, the

scheme seems to be financially wviable.

Final Remarks

Although the suggested scheme is expected to

largely eliminate the cobweb cycle in the relative price
and production of jute, the calculations in Table 4-1
are tentative and little more than numerical illustrations.
The whole analysis and calculations are based on simple
agssumptions such as counstant elasticities of demand and
supply. In practice, if the scheme were to be operated,
the results would not be exactly as predicted. The present
analysis merely indicates the various issues which must
be taken into comnsideration when formulating such a
stabilisation scheme. The main issues are the foreign
demand function for raw jute, the import price of rice,

the jute/rice growers' price responses and the marginal

productivity of land in jute and rice production,
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Table 4-1
Stabilisation Effects of Production Regulation on Export Price Proceeds, etc., (1956-61) -
i 57 A= P = !
> ) o ® o @ ocwmonn o
b Aol n g BlBS|85|. |F Y 3ERT A <
£ g HE o A Bl 5E Elo . S a:sg |A +
50 g | % - Hogl NNl o g n S vo=o0 |
med |HE | @ g W EBElw sfm efm el -t o4 w | = P K
g {s3 |3 0 o s |oul|leEn| . o 0 & S @
o+ | 20 | & 3 o e ul . m R - g y o~ om | - o
o+ | © a | BH o o} o & 5 | oo oo o > ’
= =P wn LT 0 i HT R O] O fjog ] on S Gy eaum ) Q
- vhTlbg | & Mo | Ho ol 53| o~ ve 0E L = g g
e sogl o3 |m o Juegloglog| om = O me | & G o
g |=ad e oonlmo|oo| &E| oo S pco—~ 1o P
+ Kol ®E | o oum| Sl-co | N [ & 200 « | b g o
3 |4 gl A o> - |Hpm {uolxwoldula ” o o | o @
Q™ o =1 PP . 19 -l 0ot | L0 o} v =g 0 + P 1 — Y
o e P Ealo Ol [N~ s )L o0 © o o 0 > 0 -
& przul 830 o= RS golBolvpola G E i ~ S0 _—) o ,
s mod] EEM] 34 |>gg crP sl |z oo g cP0 - | g0 g s
o o gl a4 | o8 8 c aloPlob|dal ad S o e | Lo o g 5
P E Bleedled | 535 H 80 & 2 o | X0 b oL urE {08 S o g
Sy3RBE =7 |25 |BA9fe 212740 |27 |2%RA |2a
Y 5 | 3 |& = 122| 5 6] 7 | 8 9 10 T 4y 12 13
1956 4.5 19.4 21,5 23,9(2T5)° 25 20 39.% 3k 764.% 732 408,67 863.4 234 ,8
1957 4,8 19.8 19.1 24.6(xm.5 32 24 39.8 4o 788.0 764 679.2 912.1 232.9
1958 6.8 20.2 22,3 27,0 (300) 29 29 40,2 33 812,0 736 S877.%  1022.8 145. 4
1959 7.8 20.6 20,0 28,4(%0) 30 33 4e.6 41 836,4 820 1035.2  1109.% 7.2 :
1960 8.3 21.0 18,0 29,3 (8¢) 31 37 41.0 56 861,0 1008 1184.7  1184.7 - o
1961 8.6 21.k 20.4 30.0 (350 29 36 41.6 42 890.2 857 1182.8  1217.0 34.2 P
.
* jncluding the cost of acquiring the existing private stocks m
of about 4 million maunds which were to be used as the :
buffer stocks for the initial period, 4
| ;

!
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APPENDIX 1-A

Statistics Concerning Jute and the Pakistan Economy

Year Jute Haxrvest Retail Estimated
July Acreage Cutput Yield Price Price Cash
to (000 Acres) (Million) per of Jute of Rice Income from
June Bales Acre Rss per Rse perxr Jute: Million
(vale) maund maund Rupees

1947~ 2059 6.8 343 23 20 771

48 1877 5.5 2.9 30 29 - 832

49 1561 %43 2.1 19 29 324

50 1711 6.0 55 35 21 838
1951 1779 6.3 3.6 3% 273 802

52 1907 6.8 3.6 14 26 354

53 965 3.6 o7 21 21 271

54 1243 L,7 348 22 15 333

55 1635 546 3¢k 27 25 523
1956 1230 5.5 o5 32 32 677

57 1563 5.7 3e7 30 29 594

58 1528 6.0 349 27 30 476
59 1375 5.6 4,0 33 31 604
1960 1518 5.6 347 62 29 1736

61 2061 7.0 3ol Lo 2.7 1176

62 1725 562 5.0 41 28 1065

Source: Government of East Pakistan, Agricultural Production
Levels in Bast Pakistan (1947-60), Dacca, 1961 and
Monthly Summary of Jute Statistics.
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APPENDIX 1-B

Statistics Concerning Jute and the Pakistan Economy

Year Domestic e Raw Jute Bxports from Pakistan to
July=- Use of Cutal India U.K. U.S.A. Buropean
June Raw I A Common.
=22 Jute g Moiots
( Figures in thousand,tons )
1948 - AR NR 698 51 53 98
1949 - SO 296 84 39 117
1950 - e 457 117 126 5473
1951, - o 300 99 27 285
1952 - <o 266 150 93 292
1953 - S 2473 125 55 312
1954 - Cny 220 141 57 338
1955 146 ERRET: 246 124 70 358
1956 174 ' R 109 118 4o 287
1957 188 L 115 166 88 302
1958 240 SRS 31 1473 51, 268
1959 314 Cef 111 137 57 275
1960 292 o 64 101 17 155
1961 298 Y, 68 122 4 228
1962 305 L 5% 139 46 261

Source: Commonwealth Economic Committee, Industrial Fibres,
London, and Govt. of Bast Pakistan, Monthly
Summary of Jute Statistics,
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APPENDIX 1-C

Statistics Concerning Jute and the Pakistan Economy

Year Total Annual Total Annual National Annual
July- Exports % Imports % Income * %
June Rupees Change Rupees Change Rupees Change
Million Million Millionw
1948 958 - 1459 - AResR -
1949 1194 + 20 1297 - 11 17909 -
1950 2554 + 53 1620 + 20 186273 + 4
1951 2009 - 21 22737 + 28 18488 - 1
1952 1510 - 25 1384 - 38 19023 + 3
195% 22861 - 15 1118 - 19 20177 + 6
1954 1223 - 5 1103 -1 20%4%3 + 1
1955 1784 + 31 1325 + 17 20086 - 1
1956 1608 - 10 2%%35 + 43 21377 + 6
1957 1422 - 13 2050 - 12 21471 + 14
1958 1%25 -7 1578 - 23 21858 + 2
1959 1843 + 39 2461 + 36 ° 22738 + 4
1960 1799 - 2 3188 + A3 23559 + b
1961 18473 + 2 3109 - 3 24956 + O
1962 2034 + 9 3819 + 19 25510 + 2
ol + 24 +3

Source: Govt. of Pakistan, (C.S3.,0.), Statistical Bulletin,
July, 1964 Tables 1 and 25.

*National income estimated at constant price of 1949-50 to
1952-5% average.
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APPENDIX 1~D

Fluctuations in Exports of Pakistan Jute

Year Export Pvréeeds Unit Value Export Volume
Rupees Annual Rupees An;ual 020- An;ual
Million % rer (] metctric (!
e m, ton Change ‘tons Change

. Change S

1948 353% - 1044 - 338 -

9 250 - 29 1063 + 2 235 - 31

1950 904 + 72 832 -24 1113 + 79

1 1208 + 25 1147 +29 10573 - 5
2 696 - 42 828 ~-28 8l - 20
3 571 - 18 581 =30 982 + 1h
4 546 - 4 612 + 5 892 - 9
5 697 + 22 710 +14 982 + 9
6 751 + 7 874 +49 859 - 13
7 782 + b 996 +12 785 - 9
8 840 + 7 927 - 7 906 + 13
9 680 - 19 841 - 9 809 - 11

196@ 806 + 16 1065 +21 757 - 6

1 865 + 7 1060 - 1 816 + 7
2 795 - 8 917 -1 867 + 6
¥ 20.h4 Y o452 17

Source: U.N, Yé;r Book of Internatidhal Tirade éid Govte.
of East Pakistan, Monthly Summary of Jute Statistics.,

Notes: Year begins 1 April for 1948 to 1951; 1 July for
1952 to 1962,

WE-19) fgunes exchode gyluits £y Sndicn |



213

Bibliography

Ahmed, N,, An Economic Geography of East Pakistan, London,195
Bauver, P.T. and Paish, F.W., " The Reduction of Fluctuations
in Incomes of Primary Producersg,'" in the Economic

gournﬁi,'DeCGMberq 1952 and 1954,

PR .

tion with Voluntary Participation," in Oxford

AN e

Bconomic Papers, March, 1964,

Bruton, H,J. and Bosge, 3.R., The Pakistan Export Bonus

Scheme, Karachi, 1962,

Chacko, G;Kq, Interﬁaﬁional Trade Aspects of Indian Burlap :

An Econometric Study, N.Y., 1961,

Chatterjee, T,P. and Sinha, A.R., " A Statistical Study of
Fofeign”Demand for Raw Jute," Sankhya, Decemﬁef,
1941,

Clark,R., " The Economic Determinants of Jute Production in

India and Pakistan," FAO, Monmthly Bulletin of

Agricultural Ecomnomics and Statistics, Septembey

1957.

Commonwealth Economic Committee, Industrial Fibres, London.

, Jute Manufactures : A Memorandum on Production,:

Prices and Trade, London, 1955,

Dacca University Socio-REconomic Remm Research Board, Marketini

of Jute in Eésthakistan, Dacca, 1961,




214

Heoconomic Commlsulon for Agia and PFar Rast (U, N) t Devaluam~

tnon, Price Movements and Changes 1n‘mxtornai

-Trado in BECAFE countries," in Hconomic Bulletin

for A31a and Tar Tast, Bnd.‘QL., 1950,

..........

Food and Agricultural Organisation (U.N.), A Reconsideration’

Gf‘the Lconomics of the International Wheat

Agreement, Commodity Policy Study No. 1, Rome,
1952. 5

, Jute : A Survey of Markets, Manufacturing and

and Production, Bulletin No, 28, Romé, 1957,
Monthly Bulletin of Agricultural Economics and

Statistics, September, 1957; February, 1958;

July - A-October;\1958; December, 1960; Januaf§?€
;f961; March, 1962; January, 1963.

?

An Bnguiry dinto the Problems of Agricultural

PRt L T e MR b Y e

Price Stabilisation and Support Measures, Rome,
1960,

"Agrlcultural Commodities Progectlons for 19"‘?_’0",;j

;Eommoélty Review, 1962,

" Jute Goods Available for Home Use ", Statistic-

it

al Supplemont (mimeo ), 1969

,Poat -war Trends in the Production _of Jute,: Renaf

and allied Fibres, (mimeo), Ju]v, 1964,

Trade 1nw§g?;culbural Commodities in the U,N,

Development Decade, Rome, 1964,

Friedman, M., " The Reductions of Fluctuations in the Incomes .
of Primary Producers," BEconomic Journal, Decembex
1954« »

General Agreement on Tariffs and Trade, Trends in Internatlona

Trade - A Repomt by a Panel of hxnerts, Geneva,
1958, ‘

. A oo Background Imformatlon o1 Jute Manufdctures,,_
9 L

‘March, 1960,




215.

Haqg, M., Thu otrategV oF Economlo Planning - A Cése @tudy:~

‘ of Paqutan? arachl,‘l965g

Harbergeér, A Ce, W A SLructural Approach to the Problem of

Import Demand 's‘AAmew:L_can Economic Review,

JInternatlonal Labour Orgnnlsatlon? neport to fhe Qovernmenﬂ

of Paklutan on a Product1v1ty Survey: MlSSlon :

in the Jute Tndustry, Geneva, 1960,

Indlwn Jute Mills ASSOC1at10n, Annual Reports..

Indian Central Jute Committee, égnual Reporti

. . , s .
~ Government of‘Tndia, Report of Jute Inguiry Committee,

.y

| Delhi, 1957. . A
Kundu, B C,,and others, Jute in India, Calcutta, 1959,

Kyklos, Symp051nm on Trade Tluctuations and Buffer Policies

of Low Inoome Countries, Bexrn, 1958 and 1959, -

Macbeétn9 A.i;; n Problems of Stabilisation Policies in
Underdeve]oped Countrles ” Oxfo£d»Echomic Papébsﬁ
| October, 1962. “ | T
_Mathuf, P.N. and Ezeklel JH, M Mafketable Surplué‘of food and

Price Fluctuatlons ln a developing hconomy
. Kyklos, vols - AIV Fasca A1961.

AJMjrdai,‘G.; An Internatlona] Economy, London, 1955;

Nhrﬁse,iR,, Patterns of Trade - aﬂd Development 1959;

Trade ?luctuwtlons and Buffer Pollcles of Lo,
, ot

Income Countrles," Kvklos,- vol - XI, 1958,

Government of Paklwtan, Balance of Payments (1948~ 50)

Karachl, 1951

Foreign Trade SLatnstlcs of Pakistan, vol, I;;
&arwchl, 1961, ' A -
qBa31c Facts, Réwalp1ndL, 196%.. .
Flrst Plve Year Plan (1955~ 60); &arachl, 1957. -
Second Five Year Plan (1960~ 65), Karachi,. 1900;

Third Five Year Plan (1965-70), Outl;neg 96&.4




Governmeint of Pakistan, Cengus of Pakistan, 1661,

Census of Agriculture, 1960

Census of Manufacturing Industries (1959-60) .

Credit Enguiry Commission Report, 1959,

Jute Fnquiry Commission Report, 1960,

et s sty

Pakistan Statistical Year Book, 1962,

Statistical Bulletin, various issueso.

Major Commodities Of Pakistan - A Review, 1960, . P

National Sample Survey, 1959,

; Pakistan Central Jute Committee, Report on

survey of Cost of Production in Tast Pakistan,
Dacca, 1962,

Pakistan Trade, March, 1955,

ﬁggigu%yural Production Levels of RBast Pakistan,";m

Dacca, 1961,

) Monthly Summary of Jute amd Statistics, Dacca.
Nerlove, M,, " Distributed Lags and Demand Amalysis for

Agricultural and other Commodities,'" U.S. Dept,

of Agriculture, June, 1958,

Nexrlove, M., and Addison, W., " Statistical Estimation of

Log—run Elasticities of Supply and Demand, "~ AT

Journal of Farm BEconomics, November, 19538,

Porter, R.€®., " The Inflationary Implication of Crop Failure,ﬂ?

ggkistan Development Review, Spring, 1962.

[T

Holland Publishing Co.,, 1960.

Rabbani, A.KX.M.G., Jute in the World Economy : A Statistical

Study, ( unpublished Ph;D. dissertation, Univer-

sity of Londomn, 1964,) |
Rajkrisshna, " Farm Supply Response in India-Pakistan : A&

Case Study of the Punjab Region," Economic Jourﬁal;_

September, 1962,

. Reserve Bank of India, Currency and Finance, 195%-54,




217 37

Robertson, W. HYThe Tin Experiment in Commodity Market
9 ] 3 ‘

Stabilisafiom,” Oxford Rconomic Papers, Oct., 1960,
Traan s o e -
Schultz, T,W,,-ehaﬁg%ﬁngraditionalmﬂgricgkﬁureg 1964,

Shorter, F.C., "JHte Production Policies.of India and

Pakistan," Indian BEcomomic Jourmnal, July, 1955,

Singer, H.W., "Distribution of Gains between Borrowing and
‘ Investing Countries,!" American Economic Review,

May, 1950.

State Bank of Pakistan, Report on Currency and Finance.

Stern, R.M., "The Price Responsiveness of Primary Producers,"

Review of Fconomics and Statistics, May, 1962.

U.N.,Department of Economic Affairs, A Study of Trade

Between Asia and Rax Burope, Geneva, 1953,

Measures forInternational Economic Stability,

s Nt e S

I\Io.’f{og 19510 ‘ . ' }

Commodity Trade and Economic Development, N.YV., !
1953,

Year Book of International Trade.

]

Tnstability in the Bxport Markets of Underdevelop-
, v

ed Countries, N.Y., 1952,

Viner, J., International Trade and TEconomic Development,




