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EXPORT DEMAND ELASTICITIES IN IPAKISTAN'S JUTE TRADm
Ke A0 T. M, Hasar Luam¥
L

Pakistan's relience on jute export need not be stressed.
It is well-known. Wich the passage of time, however, there has
been a gradual erosion of jute's role in Pakictan!s exvori trade.
Even s0, its position is still too important not to warrant
critical attecntion. The purposce of this paper is to estimate the
elasticity of export demand Tfor Pekistan's raw jute and jute
goods . Much effort has recently been devoed to speciiylag the

determinants of the world exporis demend for jube, but all such
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forts failed to censider the effect of changes in the price

Lr et

:0licies of competing exporting couuntries on bvhelr relative
export demand. Yet one would wxpecy that any abteunpt by a couniry

to increase its export volume would inducc conpeasatory cliang:

in the price policies of couwpsbing expocrticg countirizs,., The wodel
underlying tiis study has been designed tce take such reactions
into account, This study provides a method on the basis of which

an effective price-policy for Pakistan's export trade in juie can
e framed, The basis of this study is tiie earlizr work done by
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Horner [ 2_/ and Malach
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The method of deriving the export demand clasticity
involves basically the determination of L wo elesticities, the
price-elasticity of import demana i1a the iiportinz countries and
the elasticity of export supply in competing cxporiing couuirics.

“

Given any export price level, p, the wiount of a given counocaity

-~

exsorted, %, from a given country eguels the world cxport demand
& H ) o . -

AN

™ o

(X) for the same commodity net of the amount supplied, s, by the

competing exporting couatries, OSymbolically,

nx g >s

P *p

% The author is grateful to Prof, Hurul Islam for substantial
comments received on an earlier drunit. He is also grateful
to Dr. Bruce Glassburner and ¥Mr., Hedth Griffin for extencive
editorial comments. The usual disclaimer for any respoagibili-
ty about any errors that rs=main a: nly about the above porsons,

1 Meaning voth raw jute end jube goods.
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In the eguation for raw jute the term .  refers Lo
thet of the U.K. while in the cquation for jute goods the toerm
refers to tnat of tiie U.D.A From the Tigures gilven in Liac
appendix, table A-1 and tabls A-3, iv appears that from 19506
to 1962, the U.XK, imported an average of 26.44 per cent of the
world immorts of ruw jute waile the U.S.h. during 1955-62
imported an average of 28,12 per ceat of the world imports of
jute zoods, On the basis of Ghe above evidence it would ue
improper to consider these two import demand elasticitvies as vae
same as the weightcd average elasticitics of the lmporting
countries for the two coamodities in guestion, but they are the
closest approximation that i1s possible wnder present circuastances.
It is necessary however, to maks certain other adjustments to
eauation (1) before it can be used to derive the necessary
eglasticities,
1/ The term raw jute includes also allied fibres like Lenaf,
Mesta, etc.



First, p is the export price lcovel of the ¢

country while the price elasticity of import uswm
commoaity must be derived as a fuanction of its 1mpory price.

Let us denote this price by p 4 t, the term © stendiag for

transport costs ana tariffe, The elosticity term, T
‘-u_‘ ‘r ,'. . : *
then becowss ‘4., e However, may o prassasd in
v fr
terms of p by multiplying it with the elasticity ci  pit
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with respect te p. This can be done bscauss Lihe silashicliiocs
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are ¢t to the same function-ol-Tincticn rule zg the
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Binmilerly, the export supply elasticily Term also qeods
to be medified, as it should be derived as & Junctlon ol Cis
cxport supply price in the competing exportiiiy) vcuitiiny. Lou us

then write it as \so' where o' is the exporis price of the
N

conmodlty under ¢uestion in the compeling exporbing counury.

can then be expressed in terms of p if we cen bold pt

ag a function of p &nd then multiply &« Dy Lae eresticity

of p' with respect Lo D,
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Let ug then write equation (1) in its wwdified form as follows
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Bacause thne ceonogices of this mauroulistvion witn

to the export supply terin is not =5 chvious 7s il is with
respect to the import demand ternm & detrilod uxplenation follows

Consider eguation {2) as applicabl
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compevin, -exgoriliiig countries meet only & vory stell proporuicn

of the world import demand -for raw jute: from 19531 4o 1942 it
averaged 11421 per cente Then with an exogenously vatorninsa
world import demand curve the. competing couatrics will dDe ahnle o
cffect little.variation in the world price by shifting cheir
export supply curves, On the other

gxport supply curve will causze delinite Iluchtuations in world

pricoe.. it each price = certain guentity will bo deumnnded by

-

the world cnd the competing emporting countrizs will. supply versin



quantities depending upon thelr cxport supply oluesticitics.
These varying svantities, nowever, will not efliect the world
price Iur the reason siven cbove, Thus chenges in Pexistan's
export supply prices will alsc cause changes in tne 2:4port
supply prices of the competin g countrics.

Eguation (2) can be conveniently applisd to the osi
tion of Pakistan's export elasticity Ior raw Jutc, The export
supply elasticity terim here is that of Theiland (whose kenaif
is a very close substitute for jube fibre) widch is the only
mejor competitor for Paxistan in the export markat for raw

jute and zllied fibres, Taking an sveraze of 1960-61 to

" b e s P e £ e dn Fanlo AoD fhar &7
1962-63, it appesrs Irom the figures in tavle =2 that &1.61

per cent ol total cxporis were from Pakistan while 10.G

cent were exported by Thailand, Hence 1t would & ppear to bho

- . ~ e 3 ey i cree v Lo JRORPIPA -~
a plausible assunmpiion to couasider Fakiswan as the price
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leader, thus pernitting the above functicnsl rolationship

PR R Ted e LR A R o iy e = - 2 ey 1at 3 - oo
between Pakistan and thailand's export prices for raw jute cac

It sceens, nowover, that some choalpes nsed Lo Lo
incorporated in the moacl with raspoct Lo the supply side in
order to use it to cstilmate Pakistan's expory demand elaesticity
for Jute goods, As cvident in teble A-4 of the Appendix, lidia
exported during 1959-152 an average of azout four times the
quantity of jute goods exported by fakiscan., Leaviag aside the
guesticn of product diifferenviazion, sucnh a difference in size
would seem to indicate that India is in Hhs position of price
leader with respect to Fakistan, Morcover, both India and
Pakistan export roughly the seme kind of hossian and sackini,
Product differentiasvion between these two goods is ninimel, =s
a sacking of a given variety {(c.z. B=-Twill) is a fairly
stendaridized produnt,. ience it ausecrs roasonable to assune

that ZPawistan's expert pricz { o ) is & Tuation of Indiate

exnort price (oY ).

(x

To express India's price elasbiclty oif export supply in

terms ol Pakisteni prices we heve to multiply the forzer by che
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ever, is ainimal - xpord markets Zor 1

jute groods are suffi co ellow & diflfcrential
vrice policy. The major iu W jube, euch as the
HeOes, and wegtern Huroped counbrics, epcciulise in vh
production’ of cpecielity articles iike curpehs, csirpet-backing

cloth, automotiv.:
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is also a mejor importer of raw JjuLe aud fibrse, bub
siie Laports no jute goods aund, in iect, has a huge export
surpius of the latier. #Hence iv agpears *hat. & change in Hae
sxport pricce of raw jubc is not very likcly to a&itect the
market of jute goods. The ounwe applr
cheiizes Lo the export orices of fdute woods,. Host developsad
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countries import jutc goods of specilic varietiss fadopendently

o

of their deménd for raw jute; the under developed countries
as a zroup are a major lmporter of jube goods, but they have
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pardly any plant capacity for jube procossing
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0 bhof a change

in the price of jgute zoods is
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First, one must kaow the oroportlon i
cormodity occupied by ths country. Secoily, o miat osbinn:s

the closticity of imwort depand for the comeodivy in @n lmporting

counuyy wnose iluport aemaas elashicity is a closo
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to tihe welghted average of ol

oi all the importirg countries. irdls, oae wuss colculale
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whose elasticity of expart Jdemand is oedng ¢
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clasticivy ol

one wust eshimabte th
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cXporting country ifor Ldt ¢or.iod

suoply of «il the compebing
is also nscesSsary Lo derive
in the

demand for raw jute and allie

unpublished work by Habbani

aw jube (1948-62) in the followiny way:

“

demand evuvation Ior

H

N . —_ s IR ~ e ey T yer 3 1 R T B e e
loguimp = my + milv&fj Mplogit malog o/t T+ U, whers

T

imp —~ LAnnual dmsorts of raw juse into U,K. P. = Luport price

<

(ceiefe) of rew jutce (mill firsts),

the prices of compehing wmeterisls

1/ Slight changes in aotation heve bheer

<
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cent-cey market conditions zad will be

1

st conditions than the figures for tac

not essential and

e
u:

cariiszr years, This procedure, however,
thz policy maker can sesily lasert o ncw sct of scals factors

in equatica (3) and (3') dependi: rticulor sssunp-

s
vl
o
‘U
O
]
s
}.J .
6]
(]
&

tions. This seb of scule factors iz shown in ovahle 1.

Table 1. The Scale Factors for dow Jute and Jute ocds.
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A similar procodurc nas becen Inllowed oo deriving the
price ratios as previously deiined, oG 1i08 Ale
preswented in Toble Ii. It snhould be soticued thiat the retion .|
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Teple II, The Price Ratios between Pe.istan zug impoeriing
Colntriss and bebwesn Pakisvan and Cownehlug
Exporting Countrics.
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from G to +.5. These altcrnative export supply clasticliy
essumptions have the virtue of showing the esensitivity of .
export demand elasticity to the alternative figures for th~o
export supply clasticity term.

Consider now the export supply elasticity term [o:
jute goods (ejuazticn 3') lndia. Llthough no ¢ xport supply
clasticity for Indian jute goods is known to have bein comp =

34

a reasonable avess cén be made. AS has bren steted by Malico,

[ 57 the production nolicy followad by Indi ensures a fed
high elesticity of export supply. The production policy of -
Indian jute Mille Associction, which covers abouvt G8% of t
Indian Jute Industry, is to maintain a Minimum sorcad bt . -n

the fins.

FHy

the price of the raw material and the wrice o
product and thus presvent even marginal firns from going biroke
Looms are sealecd when this spread narrows and they arc dasea:
when it widens. Production and sales of Indian jute goods an
thus quitc sensitive to price fluctuations, Mallon's evidenc
however, is rather ianconclusive with respect Lo the magnity’

of the export supply elasticity. We will work with assum-

[}

slasticity of three different values, starting from & low o
+0.5 going to a high of +1.5. We suspect, nowever, thet ©r
true value will bc close to the upper limit. The export dews-
elasticities have been calculated accordingly.

Teble IIT contring Pakistan's export dewand els~hias
for both Jjute and jute goods.

Table III., &xport Demeand Llasticity for raxisten's i -
C

te and Jute Goods,

naw _dJute ' o
- 066 "5C93
- 076 -8'18

=10.43
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; ities arc at tiurce
different export supply wlasticities, The levels for
raw jute are 0,+0,25 and #0.5 respectively while the
levels Tor jute gooas are +0.5, +1.0, and +1.5 respect
vely.

The computed export derend elestici
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There acve, howevar, two notes of caution about thesc
cxport demand elasticities. Bvidensly, the import deuand

. L. e
he celculation relate Lo th: short-tor:

the computed export demand elasticitizs wore shown oo bo
cZbremely sensitive to alternsihlive assumpbion «om™ capc’
supply elasticivies. One can, shercfore. porcmilete 2 carveln
reaction fuaction betwoeen 1., and xX. Tal L2Tulr 2eing 2
itive function f the Pormer it Lhda rasrctilon
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tions abouv IS in both the cuses. The two resctinn
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functions are shown in the diagraw that folic = ¢

Diszram T

Considering raw jute, if the lower level cxport supply
elasticity, i.e., sero, is taxken to boe of short term and the
higher level export supply exasticity, i.s., 0.5 a2s reled
to thc long-term then, as shown in vable 11T, export demznd
elasticitiecs will be larger in che iong-teorn.

The exoort demand elasticitics &re alse ~m~ - "7
to changes in the scale factors (i.c. /%, s/x). They will r
in th. same direction as the scale factors. To illugstrate,
hoth scale factors =t the level of 2.5 in aoguation {31) and
the elasticities of impeort demand and cipert supply s well

necessary price ratios rewain ths same as before, the
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elasticity or cuport demand for jute guods will
cetoris paribus, than it would be were the scale fuctors larger

V. Policy Consideretions

The computed export uvsmand elusticities confirm linllonis

hypothesis of a low export dewand elasticity for Pskistan's raw

0 h]

jute and a high export demand olasticity for her juse goods /5

As evident fron table ITI, if the export supply clasticity from



compsting exporting countries renmaing within the stated range
then & unit decreasec in the export price of rew jute will cau
less than proporvicaste incre«se in the quentity denanded
abrosad, while a similsr change in the export price @ Jjute
goods will couse a wore tian proporticaste increase in the
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this will lead to an increose in the export af
to such an extent that 2 pricce increszse can no longer be
viewed with indiflerence,

On the other hand, %he very high export demand oilostoily
for jutc goods justiiles the preseat policy of reducing exwn

prices of jute gocds through the =xport bonus scheme, There oo

howgver, three actes ol caution regarding such & policy. Az &

2=t e
L e

deriend for jute zoows net by
exports increases the scale factors, X/x and s/x, will cdecre-
and this wight lsad to such a decrgase in the cxport demenc
glasticity that the policy no longer can bz pursusd.  Socond’
if the sesale fuctor, s/x, decresascs 8o nuch that the Indian
exporters can ac longer renmain oblivicus to Pakistaan's posirt?
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is not going to be ceatinued indefinitely then clternctives
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sold at prices which earned less foreign skehsnge than 10 T

for the jute goouds exporvers to expand cxports at lower wrices

it would oLz -

This crestes a less elastic exnort dema:
wise be, To offset this lowerine of the oxport doemend clestis
he recomusnds a specific subsidy which will be based on tire
value added in aomestic currency, aane thus relates the sihed
to the net foreign exchange benelflt and notb
the raw material, Apart cm eillecting vrice redauvctions Lnrou

a subsidy, the guestion of price ruductions should also He

examined with respect to reducing cosus of proauction, The

justification of the axporh bDnaus schemg bo-=day is, it wos
L ?

in 1959, that it permits Palcistsni exporters to coupste witi

e

the prices set by lndian exporters. To compensate for

production cost differential, the exports of jute goods in




the availability of relatively low cost raw wsterials and
exemption frorm the sales tesxr and excise duty, the factori.
gxplain the produefion cost difi
the jute Enguiry Cormmicei-» Penet /07 msdir
depreciation costs, low labow efiiciency, and imprrs dngh
and sales tax on machinery, spares, batching Jil, high pow
charges, etc, 1t is difficult to say anyhbhiang ~bout ths
appropriateness of the depreclaticn rescrves. Lo is possih
low procductive efficiencr “hrovgh
in-service training and lacentives Such measures o7 207rs
have costs but the gains in productivity will in a0 ok -~

off'set that, Similorly, the guestion oi. a reduction ol 27w
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and sales taxes on the items listed above suould also be

The final policy coneideration concerns the ucefula-

of these export demard elasticities in the swsuit o

Yo
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tabilization of export prices. The govermueiat ca&il s
out fluctuation in export nrices tarough a judiclous usge o
taxation. Since the export demm eluasticities arc known,

measures appropriate for couvanteracting sny given nagnitude

price fluctuation can be devised.
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Table A-3. %e~4) Tmports of Jute Goods
( in '00C tons )

Years U.S.4. U.K. Australic Others World Total
1955 249.0 70.3 115.7 579.5 1014.6
1956 277.3 59.9 117.3 521~ US4
1957 263.1 LB.9 103.3 T
1958 245.6 5345 87,6 ¢77.0
1959 306.8 634 107.3 89.9 10674
1960 297.3 66.3 85,0 552.8& 1001, 4
1561 298,.3 Lo L 107.5 624 .2 1076, 4
1962 353.1 51.0 83.6 593.7 101G

Source: Commonwealth wsconomic Committee; Indus ... Hibres,
1962 and 1964

Note:(a)The totals for 1961 and 1962 &s shown in the gbove

table are not the same @&s the totals shown in table
123 of the 1964 issue of the above source, The
reason is that unlike the earlier issues, the 19064
issue shows the total of only certain countries

and not a world total. It was found from the 19582
issue that countries which hive been ommitted from
the 1964 issue comprise, on the average, some 11.44
per cent of the world total. The world tetals for
1961 and 1962 were then obtained on that buasis,
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