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Mr. D. Avramovic, VPD April 7, 1976

Ernest Stern, VP, South Asia

Stabilization, Adjustment and Diversificatiom Study

Just a brief comment on your paper, on which Gil will comment in more
detail.

The problem of the low income country relying on commodities with poor
growth prospects is well known. 8o is the prescription of diversification
and adjustment, which your paper restates well. We therefore not only
agree with your approach, but are in the process of implementing such

a strategy, as the staff may have teold you.

For instance, jute. Your paper suggests yield improvements, rationasliza-
tion of manufacturing support of Jute International, better extemsion
and marketing and price stabilizstion. The FY1976 Import Credit was
based, in part, om an actiom program for the rejuvenation of the jute
industry. Additional financing is contemplated in the next credit.

We are supporting Jute International and have just sent a team to
develop an action program. We are also seeking to strengthem the
credit and extension facilities. The two principal elements missing
are a buffer stock and close India-Bangladesh cooperation. The general
political relationship between the two makes this umlikely at present
but even if this relationship improves, the particular pelitics of the
jute industry will make such collaboratiom diffieult.

In short, while the diagnosis is sound, the paper takes too little
account of what is being dome, is too facile about how quickly change
can be effected in the agricultural sector and ignores the political
impediments to intimate collaboration.

ce: Messrs. Chenery
Karaosmanoglu l//
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THE WORLD JUTE MARKET

SUMMARY

Introduction

1. Jute has been an internationally traded commodity for more than
180 years. In 1793, the first shipment from India to Europe arrived in
Dundee, where it was hoped that this newly introduced fiber could be pro-
cessed into materials to replace flax and hemp products. Although jute was
stronger and more flexible than flax or hemp, technological difficulties
kept jute manufacturing from attaining significant commercial importance
for some time. However, persistent supply problems with flax and hemp
(obtained mostly from Russia) provided sufficient impetus for repeated ex-
perimentation in the U.K. with jute (which could be imported from India) and
by 1833 technology had advancedsufficiently so that all-jute cloth could
be woven on a commercially feasible basis. A key factor in the commercial
success of the new technology was the adaptation of machines previously
used for flax processing to a more efficient process based on jute. Jute
also promised to provide more stable supplies at lower prices than flax or
hemp.

2. The wheel has now turned almost full circle. Jute products,
based on a stagnant or slowly changing technological base, are themselves
now facing strong competition from products and processes which have been
evolved through serious, well-financed, and long-term research and develop
ment efforts. A key element in the jute-replacing technology is the adap-
tation of basic processes and machines used in jute manufacturing to allow
the use of synthetic substitutes. The threat is not of recent origin; the
compehition has been building during the last several decades as consumers
became increasingly disturbed with the costs and fluctuations of the jute
market. ‘

World Production

3. Worldwide production of raw jute grew at less than 1 percent per
year during the 1950's to 2 million tons at the end of the decade then in-
creased rapidly in 1961/62 to 2.6 million tons (as India expanded output to
replace declining imports from Pakistan) and has since remained at approx-
imately that level. Bangladesh produces about one half of a&ll raw jute,
India about LO percent, and Nepal about 2 percent with the remainder dis-
tributed among a large number of countries. Production of lower quality
fibers similar to jute (especially kenaf in Thailand and China, and mesta
in India), increased rapidly from 100,000 tons in 1950 to 1 million tons in
1961/62 but showed no growth thereafter. Increased production of jute,
kenaf, and mesta was essentially the result of increased acreage as yields
have remained almost constant. Production trends for both raw jute and jute
goods are included in Table 4 below.
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Table A3 PRODUCTION OF RAW JUTE INCLUDING
RELATED FIBERS AND JUTE GOODS
(ooo's of metric tons)

._Raw Jute _ _Jute Goods {&
India Pakistan/b Others Total India Pakistan/b Others Total
1951/52 670 PLB 213 1829 983 1 566 1550
1961/62 1456 130L 831 3511 1096 273 15LL 2913
1970/71 1116 1163 1010 3289 1042 478 1352 2922
1971/72 1231 777 1219 3227 1252 305 1293 2850

/a Jute goods production is normally less than raw jute produciion because:

— (i) village consumption is not counted; (ii) there is a wastage factor
of 5-6 percent in mamufacturing. In addition, changes in stock positions
can cause discrepancies in any given year.

/b Pakistan, rather than Bangladesh, is used in this table since Bangladesh
only became independent on December 16, 1971. .When referring to events
after that date, this report will refer to Bangladesh.

Source: FAOQ,

-

by The most distinctive changes in the production of jute goods have
been the continuous increase in Pakistan's share over time (excert Ior the
war-induced decline of the last 2 years) and the increase in production in
other countries (mainly Western Europe) in the 1950's followed by declining
production in those countries in the 1960's. Production in Pakistan increased
from 1951/52 to 1961/62 reflecting a large increase in capacity, then leveled
off for several years, at 275,000 to 300,000 tons as no new capacity was
installed. However, a large investment program in the middle 1960's enabled
production to increase from 289,000 tons in 196L/65, to 587,000 tons in
1969/70, or by over 130 percent. The years following 1969/70 saw production
drop markedly to about 305,000 tons in 1971/72. Current trends in Bangladesh
indicate a likely level of about L80,000 to 500,000 tons in 1972/73.

5. India, on the other hand, allowed output of manufactures to stag-
nate over the last 20 years, with the notable exception of the last 2 years
when production for export increased to partly absorb world demand resulting
from the decline in exports from Pakistan. Exports from India had been
declining before this, from a level of about 960,000 tons in the middle
1960's to little more than 600,000 tons in 1970. Overall demand for goods
remained constant in India only because of large increases in domestic
consumption.
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6. Perhaps the most important element in the decline of India as a
exporter of jute goods was the squeeze imposed by tariff and quota barriers
in Western European markets,on the one hand, and, on the other, Pakistan's
aggressive expansion of exports supported by a differential exchange rate
system that provided cheap raw jute to her domestic manufacturing industry.
Jute prices in Pakistan were typically about two thirds of Indian jute prices
(see Volume II for an analysis of this system). The differential exchange
rate system was, of course, removed by the Government of Bangladesh on
January 1, 1972, and raw jute prices quickly rose by about 55 percent. Quite
apart from subsidizing or protecting her jute industry, India has imposed
export taxes on hessian, sacking and carpet backing of varying amounts over
the years, but amounting to about.6-37 percent for hessian, 5-31 percent for
sacking and 6-29 percent for carpet backing.

Te The differing government policies in India and Pakistan were of
crucial importance in determining market shares. Pakistan was able to
underprice India in hessian and sacking, and by the end of the 1960's had
captured about 85 percent of the combined sacking export market of the two
comtries and about L5 percent of the combined hessian export market. India
retained most of the combined carpet-backing market, largely because Pakis-
tan's capacity in carpet backing increased much more slowly than in hessian
and sacking.

8. The fact that Pakistan discriminated against raw jute exports in
favor of exports of jute manufactures thereby promoting a profitable domes-
tic jute manufacturing industry, proved to be an important determinant of the
world jute trade. The smaller jute crops and resulting higher world market
prices resulting from lower domestic raw jute prices encouraged the growth of
substitutes for jute. In the developing countries, this encouraged the rapid
growth of kenaf, mesta, and similar fibers which are combined with jute to
allow production of cheaper goods. Since allied fibers such as kenaf were
typically LO to 50 percent less expensive 1/, but can only be used in a given
ratio with jute in producing most manufactured products, they have probably
been an important factor in preserving $ie jute market. In the developed
countries, synthetics and other products were substituted for jute, thereby
diminishing the jute market.

World Demand

9. Demand for jute 2/ expanded quite rapidly in the fifties and early
sixties in all the major consuming areas. In the early sixties, the develop-
ment of new uses and markets sustalned the growth of world jute demand even
when traditional outlets such as packaging began to shrink under the impact of
technological and consumers' preference changes. The development of the carpet-
backing market in the early sixties more than offset the losses suffered in
packaging and other industrial applications in developed countries. Consump-
tion of jute in felts, padding and wall coverings also expanded considerably
and new markets were found in centrally-planned and developing countries.
Table B below gives an indication of the changing consumption patterms for
Jute in the decade of the sixties.

1/ The current price level of kenaf is about the same as that of raw jute.
This is no doubt a reflection of the recent shortage of raw Jjute and it is
expected that the price of kenaf will soon decline,

2/ The term jute in this section refers to true jute, kenaf, mesta and allied
fibers.
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Table Bt ESTINMATED WORLD CONSUMPTION CF JUTE AND JUTE GOODS
BY MAJOR CONSUMING GROUPS AND END-USES
1961-63 (AVERAGE) AND 196L-66 (AVERAGE) AND 1970

(thousand metric tons)

1961-63 % of  1964-66 % of ¢ of
average total average total 1970  total

A. Developed Countries 1,331  (k6) 1,111 (h1) 1,31k (38)
B. Centrally Planned bl Q7 72 (21) 83 (2h)
C. Developing Countries , 1,097 (37) 1,292 (38) 1,312 (38)

Total (A + B + C) 2,922  (100) 3,427  (100) 3,460  (100)

of which:
Packaging & Industrial 2,450 (8L) 2,780 (81) 2,590 (75)

Carpet Yarn & Cloth 205 (7 300 (9) 420 (12)
Cordage | 125 (L) 140 (L) 150 ()
Felte & Padding (X 30 (0 L5 (1) 7% (2)
Others 12 _ (W) 62 __(9) 225 _ (1)

| | (100) (100) (100)

/1 In developed countries only.

Source: IBRD, Economic Analysis and Projections Department.
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10. Since the mid-sixties, the development of suitable synthetic
substitutes gave users in consuming countries the alternative of locally
produced goods at prices stable in the short run and declining in the medium
run. As against this, jute goods were imported products which were not

always available and whose prices were unstable and trending upwards under

the impact of supply shortages and increasing costs of production. A research
and development effort of considerable proportions was undertaken by synthe-
tics manufacturers in developed countries and progressive quality improvements
made their products acceptable to consumers. Economies of scale in produc-
tion allowed synthetics producers to sell at continuously lower prices. When
the battle between jute and synthetic substitutes was truly joined at the
beginning of the current decade, the events in the subcontinent gave synthetics
manufacturers another critical advantage. New massive investments in plants
for the production of various types of synthetic substitutes for jute are now
in the making, and synthetics producers' strategy and expectations have changed
from one of penetration into jute end-markets to one of elimination of jute
from the packaging and carpet-backing scene in all the major geographical
markets.

11. Tariffs and quotas have played a major role in limiting the world
Jjote market. When competition between jute and synthetics developed into

a major factor, tariffs and quantitative restrictions on imports of goods
from jute producing countries effectively precluded the consumers in Western
Europe and other areas from the opportunity of purchasing jute goods at world
prices and provided an umbrella under which, in recent years, the domestic
industries of many European countries could carry out a comfortable transi-
tion from jute to the manufacture of synthetic substitutes. The cost of
these import restrictions has indded been great, and aid-giving countries
especially should realize that the restrictions they have imposed are, in
part, responsible for the large aid requirements of important jute-producing
countries. '

12. The ability of jute to survive as a viable product for consumers
and as an important source of income and foreign exchange for producers
depends on what will happen in the world markets during the next few years.
Availability, prices, and product improvements will determine the future

of jute. The options available to the producing countries have shrunk
considerably as the result of the most recent market developments and con-
siderable efforts will have to be made to restore the credibility of the
product, to maintain existing markets, and to plan ahead for the development
of new ones. The world jute demand picture which emerges from the projece
tions can be characterized as follows: (a) world jute consumption is likely
to grow very slowly throughout the seventies; (b) most of the demand growth
is expected to take place in developing producing countries (particularly
India and Bangladesh); (c) of all the other major consuming areas, only in
Africa and in the centrally plamned countries (mainly People's Republic of
China) is jute demand expected to increase; (d) utilization of jute in
~developed countries is foreseen to decline quite considerably, particularly
in Western Europe.



13. Table C summarizes the projections for world demand. Both alter-
natives (I and II) assume that raw jute and jute goods prices will decline
on the average by about 20 percent in the short run and will be maintained
at lower levels throughout the seventies competitive with synthetics prices.
Alternative II, however, assumes (a) that reduction or elimination of
tariffs and quantitative import restrictions in Western Europe will help

to cushion the fall in jute consumption; (b) that the People's Republic of
China will close a larger proportion of its projected demand gap with imports
of raw jute; and (c) that import substitution efforts in Africa will be less
successful than is generally anticipated.

1. World import demand projections reflect the fact that jute con-
sumption is expected to grow substantially only in producing ccuntries.

The expected fall in jute utilization in Western Europe is fully reflected
in the projected decrease in import demand. In centrally plamnad countries,
the import policy of the People's Republic of China is likely to determine
whether overall import demand of raw jute will decrease or increase margin-
ally throughout the current decade. Developing countries as a whole are
expected to import more raw jute but less jute goods. The net effect is
very likely to be an overall stagnation of import demand. The increase in
consumption projected for Africa is expected to be-net-of demestic produc-
tion and in Latin America a stagnant overall demand and increased domestic
production will likely result in a fall in import demand.

15. World imports of raw jute are projected to decrease rapidly during
the seventies, while world import demand for jute goods is generally expected
to remain stagnant. The most significant change in the pattern of imports

is likely to take place in Western Europe, where relaxation of tariffs and
other import restrictions would considerably affect the conformation of
import demand. The heavily protected domestic jute industry would pro-
gressively shrink under the impact of import liberalization and raw jute
would be substituted by jute goods imports. The outcome of current and
future trade liberalization efforts will largely determine the overall rate
of decline of world import demand.

15 While the overall demand picture is not bright, one impcrtant
factor could alter that picture considerably. Product development based on
a serious research and development effort could evolve new commercially
feasible uses for jute. It is also appropriate that at this juncture, the
jute-producing countries themselves have taken the lead in establishing an
international institution for this purpose. An Inter-governmental Conference,
held in Dacca in January 1973, set in motion the machinery to establish an
international jute organization. It would be premature to discuss at this
point the still-evolving details of the organization. It would also be
somewhat premature to incorporate the potential impact of such an organiza-
tion into demand projections for jute. However, the time is long overdue
to foeus attention on the need for an international research, development
and marketing effort to improve the jute position. The greatest need is
for product development and for new techniques to lower production costs.
The analysis presented in this report projects potentially severe conse-
quences for those countries which depend on the income and foreign exchange
which jute provides. Those who are concerned with these potentially severe



Table J:

1970 AND PROJECTIONS FCR 1960

(thousand metric tons)

WORLD CONSUMPTION OF JUTE AND JUTE GOODS,

1970 1580 1570-1580
% of Projected % of Projected ¢ of Impliec Growth Rate
Quan ity Total (I) Quantity’ Total (II) Quentity Total (1) A
{percent per annum)
A. Develoned Countries
Western Europe 553 (16) 280 4 (8) 330 (9) (- 6.5) (- 5.0)
North America 189 (1k) LLo (12) 170 (12) (- 1.1) (- 0.L)
Other Developed 272 (8) 17% 190 (5) (- 14.3) - 3.6
Total 1,31& 3 9 2 990 2 o 308 - 2-?
B, Centrally Planned Countries
Total 83k 2l 1,050 29 1,100 29 +2.3 + 2.8
C. Developing Countries
Asia 435 2L 1,150 32 1,150 31 + 3.3 + 3.3
of which: India (550)  (16) (800) (22) (800) (21)  (+ 3.8) (+ 3.8)
Bangladesh .55) (2) (85) (3) (85) (3} [+ h.2) (+ ko2)
Theiland (o) (1) (L5) (1) (L5) (1) (+1.2) {+1.2)
Others (789) (5) (220) (6) (220) (6) (+ 1.5) (+1.5)
Africa g1 8 300 9 330 9 % BT + Lubi
Latin America 55 6 190 5 195 5 + 0,0 + 0.0
Total 1,412 38 1,640 L6 1,675 L5 + 2.3 + 2.5
D. Total World (A + B + C) 3,160 100 3,565 100 3,765 100 + 0.l + 0.9
Note: Alternative I assumes price reductions at about 20 percent.
Alternative II assumes in addition favorable developments for trade including.
(2) 1lower tariffs and few import restrictions;
(b) 1larger export to Peoples' Republic of China; and,
(¢) 1less import substitution in African countries.
Source: Economic Analysis and Projections Department, IERD.
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consequences =-- producer countries themselves, international aid organiza-
tions and bilateral donor countries -- should seriously consider appropriate
support of this research effort.

A Projection of World Supply

1w Table D below summarizes the change in the pattern of world supply
which is expected to take place between 1970 and 1980.

18. The advantage of Bangladesh over India in producing raw jute is
reflected in the projected export of raw jute to India. With world import
demand projected to decline and with a large increase in domestic demand
projected for India, it is assumed that Bangladesh will increase exports of
jute goods. Most of the increment will probably be carpet-backing for the
U.S. and perhaps other developed countries. It is further assumed that raw
jute production in India will not increase as freer trade with Bangladesh
would allow import of raw jute at lower cost than would be possible from
increasing production of jute in India.

19, Although the quantity of exports of raw jute from Bangladesh is
projected to increase by about 8 percent during the decade, and the quantity
of mamufactures by 19 percent, projected price declines suggest that export
earnings may increase by smaller amounts. One factor operating against

this trend is the expected increasing importance of carpet-backing in the
mix of exported goods. Since carpet-backing earns about 50 percent more
foreign exchange than sacking and 25 percent more foreign exchange than
hessian, it is distinctly possible that Bangladesh may enjoy a reascnable
increase in foreign exchange earnings, and that India may maintain foreign
exchange. earnings from jute. Since current output levels are only about

one half of feasible capacity, it should be noted that projected increases
in demand do not call for increased capacity, but rather for increased util-
ization of current cepacity.

Conclusions

20. The mission is firmly convinced that the fundamental cause of the
present precarious position of jute on the world market is the inadequate
aattention given to jute research over the past several decades. While major
Western chemical companies spent tens of millions of dollars developing
synthetic substitutes for jute, and foundations and aid donors spent large
amounts on rice research, jute research, particularly in Bangladesh, was
stagnant. Small wonder that today jute can compete neither with synthetics
abroad nor rice at home. While the policies suggested in other parts of the
report will help the competitive position of jute in the short- and medium-
Term. %the mission is convinced that no improvement in the long-term com-
petitive position of jute is possible without an immovative, vigorous
well-financed and well-staffed jute research program. The fact that at
Teast three or four years are likely to pass before such a program could
make a substantial impact is all the more reason for beginning the program
immediately. .
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SUPPLY OF JUTE AND JUTE GOODSZZ, 1970

Tsble D:
(Thousands of Metric Tons)
1970
JUTE _JUTE GOODS N
India Bangladesh World Totel India Bangladesh World Total
Production 1,129 1,321 3,460 1,099 587 3,285
Domestic
Consumption™— 1,155 658 2,522 51k 21 2,230
Exports -26 625 _ 008 5L9 566 P b i
1980
JUTE JUTE GOODS . L
TIndia Bangladesh World TotallS Thdia Bangladesh World TotallS
Production 1,125 1,400 (3,850) 1,248 685 (3,5%0)
(3,770)
Domestic
Consumpticn 1,325 725 3,300 798 Lo (2,6L3)
(2,628)
Exports -200 675 (603) L50 645 ( 7)
(558) (1, 2)
/a Jute goods production is normally less than raw jute production because:

I

/e

Source:

(i) village consumption is not counted; (ii) there is a wastage factor of 5-6

percent in mamufacturing.

discrepancies in any given year.

Includes stock adjustments.

In addition, changes in stock positions can cause

Upper bracketed figure refers to Alternative I while lower bracketed figure
refers to Alternative II (see Table C).

for 1970 data FAO, IJMA, BJMA.



21. In the short run, there is much that can be done to improve jute's
competitive position. Pricing and exchange rate policies need to be care-
fully reviewed, the manufacturing sector could implement programs to increase
efficiency, and agricultural production could be improved by proper applica-
tion of known techniques and inputs. The text of the report presents a
detailed analysis of suggested reforms and the reasons why they are needed.
There is every reason to believe that a vigorous attack on the problems now
facing jute can yield improvements which will bring continued growth for the
world jute market.



THE WORLD JUTE ECONOMY

VOLUME I: THE WORLD JUTE MARKET

T. HISTORICAL BACKGROUND

1. Jute has been grown in Bengal and other regions for centuries.
Tt is an anmual plant which grows best in hot and damp climates, and which
requires considerable inputs of labor for both cultivation and procsssi.n?.
Fiber is obtained from the immer bark of the plant by retting (steeping
the stems in water and then separating, by hand, fiber from bark. While
over 30 species are known, only two, Corchorus capsularis (white Jjute)
Corchorus. olitorius (tossa jute) are widely grown.

2y In addition to jute proper, a mumber of similar fibers have
become increasingly important in recent years. Of particular note are
ken#f, most of which is grown in Thailand, and megta, of which India is
the most important produser. These fibers, which were not produced in any
quantity until the early 1950's, mow account for about 30 percemt of the
total producstion (by weight) of Jute and allied fibers.

3. The traditional use for jute was for making sacks for agricultural
and other commodities. Until the 1800's production was confined to cottage
industries in India, and consumption of Jute was generally limited %o areas
adjacent to the regions where it was grown. In 1793, a shipment of 100 tons
was sent to Dundee for experimentation in an attempt to discover whether
mechanized production of jute fabrics was possible. At that time, almost
all sacks in Western Europe were made either of flax, a material with little
strength, high costs, and an uncertain and highly variable source of supply
(Russia), or of hemp, which was strong but could mot be woven finely enough
to make bags suitable for most purposes. The early experiments with jute
met with fallure, largely becamse the existing technology was not easily
adaptable to jute production - jute fiber was too long, too rough, and too
dry. After 4O years of experimentation, in 1833, methods were found to
treat jute (by applying oil) so as to make it more suitable for processing.
Commercially feasible modifications of flax-processing machinery were also
evolved which enabled existing machines to process Jute. :

h. These events had important consequences in achieving commercial
feasibility of large-scale production. An important stimalus on the

demand side to jute production occurred in 1838 when the Dutch Government
placed a large order for coffee bags to facilitate transport of coffee from
the East Indies. The Crimean War of 1854-56 cut off Russia from world
markets, and jute producers quickly capitalized on the ensuing shortage

of flax and hemp. Supplies of jute to Dundee from India increased

markedly. The British jute industry received amother boost when the

American Civil War greatly diminished supplies of cotton and created a
tremendous shortage of cotton bags. The jute market expanded quickly in

the following years as industrialization created the need for large quantities
of packaging materials, and as railroads and shipping rapidly increased trade
possibilities. The Franco-Prussian War of 1870-71 saw the use of large
quantities of jute bags for transporting war materials, and the jute industry
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grew rapidly in these two countries. During this time, jute manufacturers
developed the technology to produce a finer cloth called Hessian, used
for a wide variety of industrial packaging purposes.

5. Conmcurrently, with the rapid expansion of the Western European
jute industry, the Indian cottage industry suffered a rapid decline. The
costs of small-gcale, handloom production were simply too high, even with
very low labor costs, to allow competition with large-scale indusgtry.
However, Buropean entreprensurs were eager to take advamtage of the supply
of cheap labor offered by India, and in 1856 the first jute mill was
established im Calcutta. By 1885, 24 mills were established in India,

and considerable over-capacity had been created. The Indian Jute Mamufac-
turers Association, established in 188l;, had as its main purpose the
regulation of ocutput and, during the next 10 years, only 2 new mills were
built. By the early 1500's, demand had increased suffieiently so that
many new mills were built, In 191k, 6l mills were operating and production
in Tndia exceeded production in Dundes.

B Jute production, which had grown steadily until 191k to 1.5
million tons, stagnated during World War I. Two important markets,
Germany and Austria, were closed and trade to the United Kingdom was
limited. After the war, expansion of mamfacturing capacity contimued
in Imdia, while the Western European industry stagnated as a result of
this increased competition. However, the depression of the 1930's
severely hurt the jute trade as the demand for packaging materizls
declined concurrently with the decline in world trade.

7. World War IT saw the first serious long-term difficulties
developing for the jute trade. Demand was strong, but transport diffi-
culties combined with coal shortages in India limited sapplies. Consumption.
stood at 80 percent of pre-war levels. These difficuliies acoelarated

the search for jute substitutes, and gave impetus to efforts to Improve
bulk-handling technigues. For the world, jute consumption in 1946 was

11 percent below 1936-38 level. This, despite the fact that mamifacturing
of all commodities, which should have been a good indieator of the demand
for jute goods, had increased by about 40 percent.

8. The partition of India in 1948 had a major impact on the jute
trade. Pre-partition India accounted for over 95 percent of world raw

jute produstion (and most of raw jute exports), had 57 percent of the

world jute loomage (and exported 85 percent of her production), and
supplied almost 95 percent of world import of jute goods. After partition
all 108 jute mills was located in India while 71 percent of the jute growing
area, including the best lands, was in Pakistan. Most marketing and
finaneial resources were in India, and it was necessary for Pakistan to
greatly expand its marketing and financial capabilities.

Fe Partition signalled an expansion of raw jute production in India
to replace raw jute supplies from Pakistan and an increase in mamufacturing
capacity in Pakistan in order to increase export earmings by processing its
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own raw fiber. Im 1948-49, India launched a "grow-more jute" campaign

which consisted, among other items, of (i) distributiom of selected

varieties of seeds of subsidized rates; (ii) distribution of fertilizers;
(iii) establishment of seed mmltiplication farms; and (iv) demonstratioms

of line-sowing (which requires less labor and offers higher yields than
traditional broadcast sowing). Pakistan's 6-Year Development Program

- (1951-57) drawm up in 1950 identified the jute mamufacturing industry as

one which would receive full support; the first mills were opemed im 195k

and by 1958, 10 years after partition, Pakistan had more than 7,750 loemsl)
and processed about 1 million bales of raw Jute or about 20 percent of outpat.

10. Partition and related events described above, while the crucial
significance to the jute trade, was only one feature in an era of rapid
change. A number of countries besides Indis and Pakistan began growing
jute on a large scale, and a particularly large increase occurred in the
production of allied fibers. Centrally planned countries emerged as
important producers and consumers of jute. A new product, carpet-backing,
was established which was to be an important component of world demand.
And perhaps most significant, the shift contimued in the location of the
jute industry from developed to developing countries. These trends will
be explored in the following chapters.

1/ Adamjee Jute Mills, completed in 1955, had 3,000 looms.
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II. WORLD DEMAND: STRUCTURE AND LIKELY TRENDS

Overview

11. This chapter presents an analysis of demand trends during the
last 10-20 years and projects future demand to 1980 by major geographical
markets and end-uses. While quantitative techniques are employed to some
extent, the nature of this exercise requires a considerable nmumber of
qualitative judgments.

12. The overall picture is not bright. Traditional markets for jute
goods are in almost every case under considerable competition which has
increased greatly in recent years and which is likely to incresse further
in the future. The analysis assumes that certain important steps will be
taken by major producer countries. Specifically, it is assumecd that prices
can and will be lowered considerably for both raw fibers and for mamufac-
tures. If these assumptions are not met, the world market for jute will
almost certainly decline considerably. The assumptions made in this chap-
ter indicate growth rates through the 1970's of one-half to one percent
per year. However, since much of the growth in consumption is predicted
to occur in producing countries, world trade is predicted to decline by
one and one-half to two and one-half percent per year through the 1970's

- this, despite a predicted price decline of 15-20 percent in many mar-
kets. Tables 15 and 16 summarize this situation.

13. One important element is not taken into account in the projec-
tions - the possible impact of a serious research and developmsnt and
marketing effort. At the present, jute producing countries in concert
with other countries and various international organizations have under-
taken to establish an international organization for research and develop-
ment. It would be premature to anticipate any specific results from this
effort. It is not premature to expect that in the absence of a successful
effort, the 1970's will present a crisis for the world jute market.

A. Recent Developments in World Demand - A Summary

k. Demand for jute X/ expanded quite rapidly in the fifties and
early sixties in all the major consuming areas. Since the mid-sixties,
however, world consumption has somewhat stabilized at about 3.5 million
metrie tons, largely as a reflection of the stagnation in demand in de-
veloped countries. (See Table 1.) Two major, and largely interrelated,
factors were responsible for this change in the trend: stepped-up com-
petition from synthetic substitutes in all the major end markets (bags/
sacka, industrial applications and carpet backing) and supply shortages
which resulted in high and generally unstable prices for the raw fiber
and the finished products.

1/ Throughout the chapter, the term jute is employed so as to include
true jute, kenaf, mesta and allied fibers.
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Table 1: ESTIMATED WORLD CONSUMPTION OF JUTE AND JUTE GOODS,
BY MAJOR COUNTRIES AND AREAS,

AVERAGE 'OR 1961-63, 196L-66 AND 1967-69; AND 1970

(thousand metric tons)

Lo

Ager =]
1961:23__55573?

1961-62 1970
A. Developed Countries
Western Europe
EEC 298.3 302.3 329.0 315.7
United Kingdom 166.2 168.8 154k 130.4
Others /1 115.1 116.8 121.8 J0T4l
Total 79. 7.9 2 503.2
North America '
United States L31.h L92.9 héh.g L39.6
Canada h%.o L47. . gg.g
Total Th. 0.2 5148, 9.0
Other Developed '
Japan 70.L4 TTs2 1150 106.1
Australia 96,0 1031..0 82.0 73.0
South Africa T1.5 71.0 65.0 62.2
Others /2 32,9 ;h.O : . .
Total— 27 a o 3-2 30 ° 2710?
Total Developed 1,330.8 1y1531.3 1,h29.2 1,313.%
B. Centrally Planned Countries
USSR 73.0 118.5 106.7 126.4
Eastern Burope 80.5 98.3 91.9 89.3
China, People's Republic of 326.0 L87.0 5L9.0 598.0
Others Q 15.0 20.0 20,0 20,0
Total Centrally Planned L9k.3 723.8 767.6 833.7
C. Developing Countries
Asia 658.C 8T.0 776.0 835.0
Africa /L 21L.0 265.0 263.0 281.0
Latin America 225.0 2L0.0 207.0 196.0
Total Developing 1,097.0 1,292.0 1,246.0 1,518.0
D. Tctal Worlc (A + B + C) 2,922.1 3, 4271 3,Ll2.8 3,L59.6
/1 Includes Greece, Turkey and Yugoslavia.
/2 Rhodesia, Israel and Now Zealand.
/3 Centrally planned countries of Asia.
/L Includes Near East.

Source: Appendix Tables 2 and 5;
and IBRD, Econcmic Analysis and Projections Department.
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15. In developed countries in particular synthetic products rapidly
penetrated all the major jute markets, introducing a new and very dynamic
component into the competition process between jute and traditional sub-
stitutes (such as paper products and bulk handling techriques). The trend
toward oulk handling, containerization and retail packaging, coupled 1o

the impact of synthetic and other substitutes first halted the overall de-
mand expansion and subsequently led to a decline in the utilization of jute.

16. Jute consumption expanded rapidly in developing countries from

the mid-fifties to the mid-sixties. The growth of agricultural production
and exports created a strong demand for jute in packaging. lompetition

from traditional substitutes (particularly bulk handling and paper) remained
confined to Latin America, where the growth in demand for jute was far less
strong than in Africa, Near Bast and Asia. Since the mid-sixties, however,
utilization of jute continued to increase rapidly only in Asian producing
countries, while near stagnation prevailed in Africa and the Near East, and
Latin America registered a fall in jute consumption. Various factors exoge-
nous to the jute market, such as foreign exchange shortages, trade disrup-
tions because of war and political disturbances and declines in the rate of
growth of exports of agricultural products, all contributed to the leveling
off of jute demand in developing importing countries during the late sixties.
Competition from other vegetable fibers, development of bulk handling tech-
niques and synthetic substitutes, however, also played a role, particularly
in Latin American countries where consumption of jute fell quite considerably.

17. Centrally planned countries continued to absorb increasing quanti-
ties of jute throughout the sixties, even though a certain leveling off of
the expansionary trend became evident in the second part of the decade. The
People's Republic of China provided the main dynamic element as jute utili-
zation there was not affected by bulk handling or synthetic and other sub-
stitutes. In Eastern Europe and the USSR, on the contrary, signs of a con-
siderable weakening of demand for jute packaging material became quite ap-
parent from the mid-sixties onwards.

18. The events of 1970 and 1971 in the Subcontinent dealt a severe
blow to jute and created a crisis situation from which the jute market is
only now beginning to recover. Extreme scarcity of raw jute frcm Bangladesh
and very high prices for whatever jute was available in the markst caused
users in Western Europe to shift quickly to readily available synthetic sub-
stitutes. Exports of jute manufactures from Bangladesh were also severely
disrupted and the high prices for hessian and carpet backing cloth which
prevailed in 1971 and 1972 presented synthetic cloth manufacturers in the
United States and elsewhere with a golden opportunity to expand their pro-
duction and sales to levels which were well beyond their best expectations
only a few years ago. Available evidence clearly shows that jute suffered
losses of considerable proportions during the past two years in all its
major end-uses.

19. In the early sixties, the development of new uses and markets
sustained the growth of world jute demand even when traditional outlets
such as packaging began to shrink under the impact of technological and
consumers' preference changes.. The development of the carpet backing
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market in the early sixties more than offeet the losses suffered in pack-
aging and other industrial applications in developed countries. Consump-
tion of jute in felts, padding and wall coverings also expanded consider-
ably and new markets were found in centrally planned and developing coun-
tries. Since the mld-sixties, however, the development of suitable syn-
thetic substitutes gave users in consuming countries the choice between
locally produced goods at prices stable in the short run and declining in
the medium run, against imported products which were not always available
and whose prices were unstable and trending upwards under the impact of
supply shortages and inecreasing costs of production. A research and de-
velopment effort of considerable proportions was undertaken by synthetics
manufacturers in developed countries and progressive quality improvements
made their products acceptable to consumers. Economies of scale in pro-
duction allowed synthetics producers to sell at continuously lower prices.
When the battle between jute and synthetic substitutes was truly Joined
at the beginning of the current decade, the events in the Subcontinent
gave synthetic manufacturers another critical push. New massive invest-
ments in plants for the production of various types of synthetic substi-
tues for jute are now in the making, and the strategy and expectations of
synthetic producers have changed from one of penetration into jute end-
markets to one of elimination of jute from the packaging and carpet back-
ing scene in all the major geographical markets.

20. The ability of jute to survive as a viable product for consumers
and as an important source of income and foreign exchange for producers
depends on what will happen in the world markets during the next few years.
Availability, prices and product improvements will determine the future of
Jjute. The options available to the producing countries have shrunk con-
siderably as the result of the most recent market developments and consid-
erable efforts will have to be made to restore the credibility of the
product, to maintain existing markets and to plan ahead for the develop-
ment of new ones.

B. The Structure of World Demand

The Major Consuming Areas

21. The traditional importance of developed countries as the major
consumers of jute products has steadily declined during the sixties. The
share of developed countries in total world consumption of jute goods has
dropped from L6 percent in 1961-63 to some 38 percent in 1970. Parallel
to this fall in the relative importance of developed countries, centrally
planned economies increased their share of total world jute utilization
from 17 percent in 1961-63 to 2L percent in 1970. Developing countries on
the whole maintained their share at some 38 percent of ‘the total market
throughout the decade. (See Table 2.)

s Among the developed countries the United States represents the
single most important market for jute followed by the EEC, the United
Kingdom, Japan and Australia. Among the centrally planned countries, the
People's Republic of China is by far the largest consumer of jute. Only
India, within the developing countries group, has a domestic market for



Table ?: ESTIMATED WORLD CONSUMPTION OF JUTE AND JUTE GOODS
BY MAJOR CONSUMING GROUPS AND END-USES
1961-63 (AVERAGE) AND 196L-66 (AVERAGE) AND 1970

(thousand metric tons)

1961-63 % of . 196L-66 % of % of
average total average total 1970  total

. & Developed Bownbriss 1,331 . (46 Ly . () 1,00 (38)
B. Centrally Planned Wk (17) 7oL (21) 83k (2L)
C. Developing Countries 1,097 (37) 1,292 (38) 1,318 (38)

Total (A + B + C) 2,922  (100) 3,L27  (100) 3,460  (100)
- of whichs

Packaging & Industrial 2,450 (8L) 2,780 (81) 2,590 (75)

- Carpet Yarn & Cloth 205 (7) 300 (9) 1120 (12)
Cordage Co125 (L) wo (W) 150 (W)
Felts & Padding {: 30 (1) b (1) 75 (2)
Others 112 (W) 162 _(5) ool __(7)

. (100) (1c0) (100)

/1 In developed countries only.

Source: IBRD, Economic Analysis and Projections Departmeat.
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Jute comparable in size to those of the two single largest consumers: the
United States and the People's Republic of China.

23. India and the People's Republic of China, however, are largely
gelf-sufficient in jute. This leaves the United States as the major im-
porter of jute goods and Western Europe as the major outlet for raw jute
exports.

The Major End-uses of Jute

2k. Packaging is still by far the most important end-use of jute.
Sacks and bags uccount for more than 75 percent of world jute demand. In
developed countiies, in spite of the recent sharp decline, jute sacks and
bags still account for almost 50 percent of total consumption, Utilization
of jute as a packaging material is absolutely predominant in both developing
and centrally planned countries, where jute sacks and bags account for about
90 percent of their respective total consumption.

25. Carpet yarn and carpet backing cloth are the second most important
outlet for jute. About 12 percent of all the jute consumed in the world
goes into carpet production as backing and weaving material. This end-use,
although much smaller than packaging in te ;ms of quantity and almost exclu-
sively localized in developed countries, =/ is particularly important since
carpet backing cloth has a high unit value and, unlike packaging, the car-
pet market has « considerable growth potential.

26. Cordage is an important outlet for jute in developing countries
where twine and rope making absorbs about 10 percent of total jute consump-
tion. On a world basis, cordage accounts for L percent of total jute uti-
lization.

27 Felts and padding are relatively important jute end-uses in de-
veloped countries (particularly in the EEC), while their worldwide rele-
vance as an outlet for jute is inferior to cordage (some 2 percent of total
world jute consumption).

28. Other end-uses include wall covering, decorative -fabrics, various
industrial applications, jute mats and carpets. Their importance is rela-
tively minor in both quantity and value terms.

C. The Major Markets for Jute: Current Situation and Prospects

The United States

Market Developments

29. The United States is the single largest market for jute in the
developed countries. Unlike Western Europe and Japan, U.S. jute require-
ments are met almost exclusively by imports of semi-finished products

1/ Utilization of jute backing cloth and yarn for carpets accounts for
about 30 percent of total consumption in developed countries.



Table 3: U.S. IMPORTS OF JUTE MANUFACTURES AND RAW JUTE, 1961-1971

(thousand metric tons)

1961 1962 1963 196h- 1965 1966 1967 1968 1969 1970 1971

A, Jute Manufactures
Jute Fabrics Less

than 100" 186.7 226.0 2L5.0
Carpet Backing 6.8 64.6 99.5 121.0 122.2 131.6 138.1 178.9 202.1 1L9.1 193.3
Cotton Bale Covers /1 89.1 4.9 1.7 Ix.p 1120 58.8 Lh2.7 56.9 72.1 59.8 50,9
Jute Webbing T e | 1.9 3T 14 1.9 2.0 1.9 1 4 1.6 1.6 LB
Yarn, roving ] 1.2 0.8 g e 2.0 0.8 0.9 04 2.9 2.5 3.0
Jute Cordage 1.6 i} 0.7 2.5 2.0 el 2.1 1.5 1.5 1l.h 1.1
Jute Bags (new) 1.1 W 0.5 1.6 2.1 0.9 15 1.3 0.7 1.2 1.2
Total 350.0 372.1 019.9 L36.L L56.5 IL18.1 387.3 L38.5 L37.6 380.6 393.2
B. Raw Jute & Waste
Jute Butts & Waste Hafaly . Nes8s D52 36.4 22.9 29.5 17.9 27.7 17.4 12.8 L.5
Jute Fiber n.a.s. Nea.8. _13.3 e 19.2 290 25.9 22.9 16.9 16,8 12,9
Total 22.5 79.1 78.5 76.8 2.1 1.9 e 50.6 33 29.6 17.0L
C. Total Imports of Jute
& Manufactures
(A + B) 351,5 L51.2 L98.L 513.2 L98.6 L70.0 L31.1 LB9.1 L71.9 L10.2 L10.6

n.a.s. = not available separately.

/1 Converted at 0.9 kg./sq. yd.

Source: U.S. Department of Commerce, Bureau of the Census, Imports for Consumption (various issues).

..O"[_
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(hessian, carpet backing cloth and cotton bagging). The importance of the
local spinning and weaving industry is marginal: raw jute imports are

small and have shown a definite tendency to decline over time. (See
Table 3.)
30. Import demand for jute goods expanded rapidly from the mid-fifties

to the mid-sixties, with India as the predominant supplier of various types
of hessian cloth. Imports from Bangladesh became important only in the mid-
and late-sixties. While technological innovations in transportation and
handling of agricultural products, competition from paper in fertilizer and
cement shipments and a shift in consumers' preference toward the prepackag-
ing of groceries cut heavily into the market for jute packaging materials,
utilization of wide fabrics by the rapidly expanding carpet industry helped
to maintain the overall expansion of import demand for jute goods.

i 1 Since the mid-sixties, however, the expansion of the carpet back-
ing market became insufficient to compensate for the sharp decline in jute
cloth consumption in traditional uses. Cotton production declined consid-
erably and so did utilization of jute cotton bale covers. The huge poten-
tial market for sand bags for Vietnam was lost to the synthetics industry
which rapidly developed a productive capacity that was, after 1969, redir-
ected toward the commercial market for packaging with ominous results for
the use of jute in this outlet.

32, In the late sixties, moreover, competition from synthetic substi-
tutes(mainly polyolefins film fabrics) became quite strong in carpet back-
ing where suitable synthetic woven and non-woven fabrics were developed and
marketed in considerable amounts at competitive prices. Polyolefins fab-
rics and polypropylene woven cloth in particular have become the major threat
to jute in all the major end-markets.

The Major End-uses

33. The overall market for textile bags showed little expansion in the
United States throughout the sixties. Technological innovations in handling
and transportation limited its growth. It was only because of the Defense
Department's needs for sand bags in 1966-68 that the total market did not
actually fall in total sise until 1969. Burlap utilization in bags remained
practically stagnant until 1967 and fell rapidly thereafter. (See Table L.)
Cotton utilization in bag making declined consistently through the sixties
and the early seventies, from 260 million square yards in 1960 to 93.5 mil-
lion square yards in 1971. Polypropylene enjoyed a considerable boom dur-
ing the Vietnam war peak (250 million square yards of cloth were sold in
1968), but the suksequent reduction in military activities and the shift to
acrylic bags by the Defense Department caused sales of polypropylene cloth
to decline to about 70 million square yards in 1970. Sales of polyethylene
film bags also slowed down in the late sixties, and only multi-wall paper
sack consumption remained fairly stable throughout the period.

1/ Jute butts and waste comprise about 50 percent of raw fiber imports.
They are utilized in the felts/padding industry.



Table L: U.S. TRENDS IN CONSUMPTION OF JUTE PRODUCTS
- BY MAIN END-USES, 1960-1971

(thousand metric tons)

Carpet Webbing

Burlap Piece Backing Carpet Cotton Cordage & Narrow /

in Bags  Goods Yarn  Backing 4. Bagging /2 & Twine Fabrics _ Others /3 Total
1960 173.0 59.5 1h.0-* 36.0 61.0 8.7 10 39.0 392.8
1961 163.5 L9.5 10 10,0 2.0 8.9 1.6 39.5 389.0
1962 184.0 55.1 14.6 55.0 71.0 9.6 1.9 L3.0 L3h.2
1963 186.5 63.3 3.7 68.0. 73.0 TLLH 1.7 46.0 163.2
196} 175.0 63.6 13.0 82.0 80.0 11.5 166 51.5 L7804
1965 166.0 67.3 11.9 102.0 79.0 128 1.9 53.0 L9L.C
1966 176.5 68,7 10.5 118.0 L7.0 13.8 2.0 52.5 189.0
1967 165.0 59.5 8.8 130.0 3.0 14.0 1.9 5.5 1158.7
1968 152.0 63.7 e 143.0 W2 T 11.0 i | 1.5 L68.4
1969 130.0 57.7 1.7 150.0 5L.1 9.5 1.6 L5.0 455.6
1970 122.0 L3.6 6.8 149.0 L7.3 6.5 1.6 30.0 1,06.8
1971 98.0 38.6 6.5 168.0 38.2 5.0 1.6 30.5 386.4

/1 In tufted broadloom carpets only.
/2 Imports since 1968.

ﬁj Mainly felts and padding and other industrial uses (partly estimated).
*  Estimeted.

Source: Textile Bags Manufacturers Association; Carpet and Rug Institute; Carpet Backing Council;
U.S. Department of Commerce, Bureau of the Census, Imports for Consumption (various issues);
and U.S. Tariff Commission, TC Publications 267, 285, 311, 3L6 and 360.

..aa'[‘_.
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3h. The war-based introduction of a large productive capacity for
synthetic textile bags considerably sharpened competition in this market.
Polypropylene fabwic producers in particular became concerned after 1968
with finding an outlet for their product and entered the commerclal pack-
aging market in full strength. Burlap and cotton consumption in bags

. fell drastically in 1969, 1970 and 1971 (Table i), while sales of poly-
propylene bags increased from 70 million square yards in 1970 to about
100 million square yards in 1971 and to an estimated 150 million square
yards in 1972,

35. Repeated disruptions of burlap deliveries to the United States
and steadily rising prices since 1968 reduced considerably the attractive-
ness and competitiveness of jute sacks and bags. While burlap prices
trended upwards and reach a post-Korean war peak in 1972, polypropylene
cloth bag prices fell considerably and the differential betwéen polypropy-
lene fabrics and standard 10 oz. hessian turned heavily against the latter.
Polypropylene cloth prices moved slightly upwards in 1971 and 1972 under
the pull of demand, but the price differential between 10 oz. burlap and
polypropylene replacements widened further. Table 5 illustrates this point.

36. Jute remained relatively more competitive only in lighter construc-
tions where T oz. hessian is utilized. This is because lighter jute fabrica
requiring less jute per yard are less costly to produce than heavier jute
fabrics, while synthetic replacements for different weight jute products are
of more nearly the same weight, and hence, have a smaller cost differential.
Woven polypropylene replacements for 7% oz. hessian are now priced at about
12 cents per square yard against 1lu cents per square yard for 7s oz. jute, a
smaller differential than for 10 oz. hessian. This explains the greater
competitiveness of jute sacks in the potato market - for which T% oz. hessian
is used - which aksorbs roughly 40 percen: of all the burlap cut up for bags
in the United States.

7. The relative prices of jute and polypropylene fabrics largely de-
termine the market split between the two competing materials. Raw material
(fabric) costs account for roughly 75 percent of the manufacturing cost of
both jute and polypropylene bags. Any change in fabric costs is directly
reflected in the selling prices of the two types of bags. Consumption of
burlap in bags has become, since the entry of synthetic bags into the com-
mercial market in 1969, highly dependent on the relative prices of jute

and polypropylene bags. L

1/ 1969-72 (quarterly data):

log Cb = L.BO3 - 2,17% log (P3p/Pgp)
(0.172) R = .63
* significant at the 95 percent level,

where C = consumption of burlap in bags;
Pi:y = retail price of jute potato bags; and

J p i ;
Psp = retail price of corresponding polypropylene potato bags.

H
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Table 5: U.S. MARKET FRICES OF
HKSSIAN AND POLYPROPYLENE CLOTH FOR BAGS

(cents/square yard)

Hessian Polypropylene
Lom - 10 oz. Cloth Replace-
(spot New York) ment (delivered)
1966 15.6 Noe
1967 1h.1 20.0
1968 13.8 16.0
1969 | | 15.2 k.5
1570 | 188 13,0
97 ia.l , 13.5
1972 . o 22.1 1L.0

Source: Fiber Market News; and interview data.
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38. Given the total size of the market, future consumption of burlap
in bags will depend on the competitiveness of imported fabries vis-a-vis
locally produced polypropylene cloth. During the seventies the total mar-
ket for textile bags is likely to shrink further under the impact of higher
labor costs for bag handling and increased processing of agricultural com-
modities. A drop of 5-10 percent in the total size of the textile bag mar-
ket is generally expected by the end of the decade. Production cost of
polypropylene cloth is currently estimated at 2-3 cents per square yard
below the actual selling price. Raw material (polypropylene resin) cost
makes up about 25 percent of the total manufacturing cost. In the medium
run polypropylene resin prices are expected to firm up, but current profit
levels suggest that polypropylene cloth manufacturers will probably be able.
to reduce their piices by about 10 percent from current levels and maintain
reasonable margins. Indian jute cloth prices could be reduced by 1.6 cent
per square yard in the 7% oz. grade and by 2.1 cents per square yard in the
10 oz. grade by eliminating the 600 Rs. per ton export duty which is now
levied on them. This measure would make 7%: oz. hessian completely competi-
tive with replacement polypropylene cloth and narrow the differential between .
10 oz. hessian and replacement polypropylene cloth from the current 8 cents
per square yard to 6 cents per square yard. A further price reduction of
gome 20 percent would be needed to make 10 oz. hessian competitive with
polypropylene cloih under present circumstances.

LT Adjustments of the selling prices of hessian cloth would have to
be made in the fulure to maintain the competitiveness of jute cloth in the
U.S. bag market, should polypropylene cloth prices be lowered from the re-
cent level. Asian jute hessian exporters have a reasonable possibility of
keeping 7'z oz. burlap cloth competitive under most foreseeable circumstances.
The market situation is more unfavorable for 10 oz. burlap, where a price
cut of some 20 percent (after abolition of the export dutyj would be neces-
sary to redress the present imbalance.

LO. Assuming that prices of hessian cloth in the United States remain
reasonably competitive with polypropylene cloth prices throughout the seven-
ties, jute can be expected to retain most of its current market for potatoes
and seeds to minimize its losses in the commercial feeds market. By 1980,
the total market for jute bags can be forecast at some 310 to 330 million
square yards (75 to 80 thousand metric tons).

Carpet Backing

Ll. The phenomenal growth of the carpet market in the United States
created a strong demand for jute backing cloth and consumption increased
rapidly in the sixties. (See Table 3.) Jute is used in all three main
areas of carpet backing: (a) primary backing for tufted and needlepunch
carpets; (b) secondary backing for tufted carpets; and (c) backing for woven
carpets. Tufted carpets are by far the preferred type in the United States
and account for almost 90 percent of total carpet production. All tufted
carpets required a primary backing, and jute enjoyed a preeminent position
in this market until 1968. (See Table 6.) Needlepunch carpets are mostly



Table 6: TUFTED CARPET BACKINGS CONSUMPTION IN THE UNITED STATES

(million square yards)

Primary Backings

Secondary Backings

All Tufted Carpet Bacldngs

Other Foam/ cﬁiﬁﬁn Other ‘

_— [ Jute - J:Ethetizc:;- Bac .ﬁ So{/_‘,:l;' TO% Jut; - R:uh_;grof Back:i.ngs :_fz. Backings__::__g Tot.;l - Ju;e - C.H:h;rsof Tut.;; -
total total total . total total total total total total total total total

1967 z95  (89) 22 (1) 13 () 330 (100) na. ( ) na. ( ) nae () mea. () ma () ma{ ) ma () ma ()
1968 315 (81 62 (18) 13 (3) 390 (w0) 247 (M) 56 (18) 9 (3) 36 (10) 348 (w0) 3562 (76) 176 (2L) 738 (100)
1969 31 (1) 136 (29) 1 (L) L&7 (100) 318 (76) 68  (16) L (1) =28 {7y L8 (w0) 632 (71) 253 (29) 885 (100)
1970 321 (61) 186 (36) 15 (3) 52z (100) .296 (64) 123 (21) . W (3) =29 (6) Lb2 (100) 617 (63) 367  (37) g8y (100)
lstlzziner he (590 .k (W 9 (7) 125 (w00} 76 | (65) 32 (28) 3 B3 5 (4) 16 (100) 150 (62) 51 (38) 21 (100)
2nd quarter gy (61) b (36) kL (3) 137 (wo) 8 (66) L (26) 3 (2) 8 (6) 130 (100) 169 (63) 9B 37) 267 {100)
3rd quarter 86 (59) 55 (38) b (3) 15 (w0) 8 (&5) 36 (26) L @) 7 (6) 136 (wo0) 2175 (62) 06 (38) 281 (100}
Lith quarter g7 (58) 59 (39) L (3) 150 (w0) 95 (66) 3B  (26) L 7 (5) 14 (100) 182 (&2) 112 (38) 294 (100)
Total 331 (59) 205 (371) 21 (L) 55? (100) 35  (65) 1o (27) 1 3 27 (5) 526 (100) 676 (62) Lo (38) 1,083 (100)
lstlzx?xirter -78 (L8) 82 (50) b (2) 1y (w0) sh (83} L (30) L (30 6 7 (L) Wy (0) 112 (55 U1 (L3) 313 {(00)
2nd quarter gz (u7) 88 (51) & (2) 174 (00) 101 (62) L&  (29) 6 (UMD (5) 162 (100) 183 (54) 153 (46) 336 (100)
3rd quarter 83 (uw8) 87 (51) 2 (1) 172 (w00) 102 (63) L5  (28) 7 L)y 8 (5) 163 (w0) 185 (55) 1§ (L5) 33 (100)

* Estimate.

Mainly cotton.

A
/2 vinyl, polyurethane, etc.
/3

Serim, non=-woven, solid vinyl, etc.

Scurce:

Y.5. Department of Commerce, Bureau of the Census, Current Industrial Reports, Series MQ-22 Q{(71)-5.

- gr «
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indoor-outdoor carpets and require an all-synthetic backing. Secondary
backing is another large use for jute cloth since about 90 percent of all
tufted carpets have a secondary backing. Jute maintained a predominant
position in this market until 1969. The primary and secondary backing mar-
kets for tufted carpets presently absorb about the same yardage of jute
cloth, although in terms of weight the primary is more importance since a
heavier jute cloth is used as backing (9 oz. as opposed to 7 oz. in the
secondary). Woven carpets are a relatively small market for jute in the
United States since they only represent 3.5 percent of total carpet pro-
duction.

L2. The carpet-backing market, with its vast size and extremely fav-
orable growth potential, quickly attracted the attention of synthetic fab-
ric manufacturers. Synthetic backing first appeared in the United States
in 196k and a variety of woven and non-woven fabrics has been developed
since. The two most important types of primary backing which compete with
Jute are woven and spun~bonded polypropylene. Of the two, woven polypropy-
lene backing constitutes the most serious threat to jute. 1/ In the sec-
ondary backing market jute has so far had to compete with foam rubber and
non-woven scrims. A new type of polypropylene woven secondary backing, how-
ever, has just begun to be marketed in early 1973 by the leading polypropy-
lene primary backing manufacturer in the United States.

L3. Tufted carpet backing production in the United States more than
trebled during the sixties. Jute captured most of the growth of this mar-
ket until the mid-sixties. Since then the share of Jute in both the pri-
mary and secondary back markets began to slip under the impact of increased
competition frem polypropylene and other synthetic substitutes. Official
statistics of the carpet market became available in 1967, and it is there-
fore possible to trace with relative precision the path of competition be-
tween jute and synthetic backings.

L. In the primary backing market, the decline in the market share of
jute was quite rapid from 1967 to 1970, slower in 1971, but exceptionally
strong in 1972. (See Table 6.) During this period, while deliveries of
Jute backing became more uncertain and prices trended upwards, in the face
of a rapidly expanding demand, larger quantities of polypropylene backing
cloth became available at lower and stable prices. Table 7 illustrates
this point.

1/ Woven polypropylene backing is cheaper than spun-bonded backing. It
also directly competes with jute backing in all those carpet appli-
cations where a woven backing is sufficient. Spun-bonded and other
non-woven backings are utilized for fine-gauge tufting where they
have the advantage of creating no needle deflection and of requiring
less needle pressure. ‘
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Table 7: U.S. MARKET PRICES OF JUTE.AND
POLYPROPYLENE PRIMARY BACKING, 1966-1972

(cents per square yard)

Average selling Average selling

prices of jute prices of FP
primary backing primary backing

1966 2175 2¢

1967 | 20,50 _ 19

1968 t 20,00 18

1969 22.25 18

1970 18.75 17

1971 198.50 16

1972 ' 23.25 18

“ Source: Trade sources.
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L5. The market share of jute primary carpet backing depends to a
great extent on relative prices of jute and synthetic baclking. 1/ s
relative prices muved against jute backing throughout most of the late
sixties and sharply in 1972, jute's market share dropped accordingly from
89 percent in 1966 to an estimated L7 percent in 1972. Jute backing also
suffered from lack of product development. Recent trends within the car-
pet industry were detrimental to jute backing because of its poor adapt-
ability to the changing needs of the industry. The trend toward indoor-
outdoor carpets considerably favored synthetic backing, since jute backing
is not rot-proof. This very basic deficiency prevented utilization of jute
backing for kitchen carpets. Do-it-yourself installation also grew and
synthetic backing was also heavily favored because it is easier to cut
than jute. Finally, the tufted carpet industry trended toward fine-gauge
tufting. Here again, jute backing was put at a comparative disadvantage,
since the density of the jute fabric and its irregular yarn strength cause
needle deflection. Although woven polypropylene backing also tended to
cause needle defelction in fine-gauge tufting, the product was continu-
ously improved while the quality and performance of jute backing remained
unchanged. 2/ Similarly no effective efforts were made to make jute back-
ing rot-resistant.

Lé. In the secondary backing market jute was better able to withstand
inroads from synthetic substitutes because of its lower price relative to
that of foam rubber and non-woven synthetic backing and because a woven
synthetic seconcdary backing having the same performance as jute was diffi-
cult to develop. (See Table 5.) Jute secondary backing is currently sold
in the United States at 16.5 cents per square yard. The lower weight of
the secondary backing cloth (7 oz. as opposed to 9 oz. generally used as
primary) makes it cheaper on a per yard basis., Foam rubber is consider=-
ably more expensive than jute, but it allows savings on installation costs.
Synthetic non-woven secondary backing materials (such as Loktuft Duon of
Phillips) are currently selling at about 18.5 cents per square yard. It
should be noted, however, that in early 1971 Loktuft Duon was selling at

1/ 1966-1972 (annual)

log (Jgy/Tyy,) = = 0.0222 - 2.3128™ log (Pycp/Pyep)

(0.059)

RZ = 0.75
* gignificant at the 95 percent level, '

where: Jgp = Jute primary carpet backing consumption;
Tob = total primary carpet backing consumption;
chb = average selling price of jute primary backing; and
P5ob = average selling price of polypropylene primary

backing.

2/ Some efforts have been made to treat jute carpet backing so as to allow
its use in the fine-gauge tufted carpet market. A technically feasible
process has already been developed from research sponsored by the Car-
pet Backing Council, and commereial feasibility is now being tested.
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21 cents per square yard when jute secondary backing was quoted at about
19 cents per square yard. Non-woven backing producers have followed the
downward trend in jute backing prices and maintained the same price dif-
ferential between the two types of products. Production of non-woven
backing materials is still relatively small in scale and it can be ex-
pected that prices will be further reduced as new capacity comes on
stream. 1/ It is estimated, for example, that Loktuft Duon prices could
come down to 16-17 cents per square yard in the very near future without
any loss of profitability to the producers.

L7 The position of jute in the primary backing market is in grave
danger. Jute is running the risk of becoming in a few years a residual
supplier in this market. The losses suffered in 1972 would have no doubt
been greater had notpolypropylene backing cloth been in tight supply. Al
the major manufacturers worked at near full capacity and stili could not
meet all the forthcoming demand. It is generally estimated that another
60 million square yards of polypropylene primary backing cloth could have
been sold in 1972. Customers had to be put on allocation and other types
of synthetic backing (such as spun-bonded Typar of Dupont) were both at a
premium over polypropylene woven cloth.

L8. With a market demand for tufted carpets growing very fast and
productive capacity fully utilized, polypropylene cloth manufacturers are

" now in the process of finding ways and means to further expand the scale

of their operation. The main difficulty that they are now facing is short-
age of looms. 2/ This time delay in the implementation of expansion plans
may give jute carpet backing exporters the last chance of maintaining a
position of relative strength in this market. Polypropylene primary back-
ing cloth can hardly be outsold. The cost of producing a square yard of
polypropylene woven backing is estimated at about 13.5 cents. The prod-
uct can be marketed at a price of 15 cents per square yard and still give

a very comfortable return to the manufacturers. The point, howsver, is
that large investments are now deing considered by polypropylene cloth pro-
ducers and by non-woven synthetic manufacturers. If jute backing cloth

1/ Phillips is repérted to have sold in 1972 about 70 million square
yards of non-woven secondary backing.

2/ Sulzer looms are used to weave polypropylene carpet backing cloth.

' Demand for this type of loom has been so strong over the past two
years that it has outstripped the productive capacity of the manu-
facturers. A delivery lag of from one to two years is said to be
now posted by the manufacturers.
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prices were brought and kept down to, say, 17-17.5 cents per square yard,
synthetic manufacturers, confronted with the prospects of an increase in
the price of polypropylene resin and tougher competition from jute, would
probably revise some of their expansion plans and settle for sharing with
jute some of this rapidly growing market. This strategy of containment is
probably the only feasible one for jute cloth exporters under the circum-
stances. The urgency for action is, however, great. Similar steps taken
a year from now cuvuld not achieve the same results.

L9. Abolition by the Indian Government of the residual 300 Rs. per
ton export duty on 9 oz. backing would automatically decrease prices to
18.8 cents per square yard. A further price reduction of 5-6 percent
would, however, still be necessary to achieve a minimum of competitive-
ness with synthetics. The removal of the 700 Rs. per ton export duty on
8 oz. cloth, which is becoming increasingly acceptable as a primary back-
ing in the United States, would bring its price down to 17.5 cents per
square yard and considerably reinforce the position of jute in the pri-
mary backing market. ‘

50, As for secondary backing a reduction or preferably complete re-
moval of the 700 Rs. per ton export duty would assure the competitiveness

of 7 oz. cloth and act as a powerful deterrent against further inrcads

from synthetic substitutes. It is of vital importance to the future of

jute in the United States that what happened in the primary backing market
not be repeated in the only end-market where jute's position is still fairly
strong. The very recent attempts by a major U.S. manufacturer to market a
woven polypropylene secondary backing cloth should be taken into very seri-
ous consideration by all the interested parties as a sign of the intentions
and plans of polypropylene fabrics producers.

&l The tufted carpet backing market in the United States is projected
to continue to grow rapidly throughout the seventies. Consumption of car-
pets is very income elastic. 1/ On the basis of income and population fore-

casts for the seventies, even when allowance is made for a possible future

1/ 1955-1971 (anmual)
log Co = - 11.728 + 4.236™ log Y4
(0.176) RS = ,97
* significant at the 99 percent level,
where: C, = total carpet shipments (here taken as equal to

consumption)
and Yy = disposable personal income (in constant dollars).
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decline over time of the coefficient of elasticity, 1/ it seems reasonable
to project a market of 1,L00 million square yards by 1980. (See Appendix
Table 1.) Consumption of tufted broadloom carpets would grow slightly
faster than total carpet consumption and reach, by 1980, 1,250 million
square yards.

52. Assuming that jute primary carpet backing prices were brought

down and maintained during the seventies at competitive level with syn-

thetics, utilization of jute primary backing material could grow at some
1.4 to 2.0 percent per annum and jute could retain a 30-32 percent share
of the total market.

53. Provided that jute secondary backing remains competitive with
foam rubber, non-woven and possibly newly woven polypropylene fabrics,

Jjute secondary backing consumption can be expected to grow at between 5.0
to 6.0 percent per anmum throughout the current decade and maintain a 50

to 55 percent share of the total secondary backing market. 2/ Total utili-
zation of jute in tufted carpet backing (including narrow width tufted
carpets) is forecast to be, by 1980, between 2L0O and 255 thousand metric
tons.

Other End-uses

5. Consumption of cotton bale covers is forecast to decline slightly
from 1970-71 levels, given the fact that cotton production is very likely
to remain around 10-11 million bales throughout the seventies and some in-
roads by polypropylene cloth can be expected into this market. Consumption
of piece goods, 3/ cordage and other industrial items is projected to de-
c¢line to some 3,000 metric tons by 1980. Utilization of backing yarn for
woven carpets is expected to remain stationary through the seventies and
felt and padding uses are expected to continue to absorb 15-20 thousand
metric tons of jute waste and cuttings. Total consumption of jute and jute
goods in the United States is forecast to be, by 1980, between LOS and L35
thousand metric tons. (Table 8 summarizes the projections.)

}f Income elasticity of demand for carpets has been historically declining.
Projections were therefore made using a semi-log function. Several al-
ternative projections were examined and the function which was used for
projection purposes is one which relates per capita consumption of car-
pets to real per capita disposable income. Consumption of tufted broad-
loom carpets was (a) projected separately; and (b) taken as a residual
after projecting the market share of woven carpets. All projections
converged within a fairly narrow range.

g/‘ It is generally assumed that 90 to 95 percent of tufted carpet produced
in the United States during the decade will have a secondary backing.

3/ Expluding carpet backing for narrow carpets.
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Table 8: UNITED STATES CONSUMPTION OF JUTE AND JUTE GOODS,
1971 (ACTUAL) AND 1980 (PROJECTED)
(thousand metric tons)
Trplied
Actusl Projected Growth Rate
2 of ‘ % of , % of 1971 1971~
1971 Total 1980 I Total 1980 II Total 19680 I 1980 II
Bags '98.0 25 75,0 19 80.0 18 -2.9 -2.2
Piece goods /X 21,5 6 17.0 L 18.0 L B WBD
Cotton bagging 38.0- 10 38.0 9 L1.G 9 0.0 .8
Carpet backing
(broad) 168.0 43 222.0 55 239.0 55 3,2 #]j,0
of which: ’ .
primary (9.0) (2L) (107.6) (217) (112.0) (26) (+1.4) (+2.0)
secondary  (7L.0) (19) (115.0) (28) (127.0) (29) (+5.0) (+6.2)
Carpet backing
(narrow) 170 L 18.0 i 18.0 L 0.0 0.0
Carpet. backing '
yarn 6.5 2 6.5 2 6.5 2 0.0 (o)
Others 37. 10 28,5 _ 7 8.5 8 -3.0 -1.6
Total 386.5 100 405.0 100 L35.0 100 50,5  +1.3

/1 Excluding

Table
IBRD,

source:

carpet backing cloth for narrow carpets.

L (actual);
Economic Analysis and Projections Department (projections).
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Western Europe

Market developments

55. Western Europe represents another major market for jute and jute
goods (16-17 percent of total world consumption). The local spinning and
weaving industry traditionally absorbed more than 50 percent of world jute
exports. Difficulties, however, arose during the sixties when rising pro-
cessing costs and raw material prices greatly diminished the ability of
the local industry to hold its own against various types of synthetic and
other substitutes. Utilization of raw jute stagnated in the mid-sixties
and subsequently declined. (See Table 9.) Net imports of jute manufac-
tures during the sixties increased only in EEC countries, whiie they re-
mained fairly stagnant in the TUnited Kingdom and actually declined in the
rest of Western Europe. (See Appendix Table 2.) On the whole, consump-
tion of jute and jute goods expanded moderately from 1961-63 tuo 1967-6% but
subsequently declined quite sharply, following roughly the same path as
domestic production of jute goods.

56. Synthetics competition started somewhat later in Western Europe
than in the United States and, with the exception of the United Kingdom,

did not become a major factor until 1969-70. Relatively higher prices for
polypropylene and polyethylene resins and the presence of a long-established
and highly protected local jute industry all contributed to the slow start
of synthetics competition in most Western European countries. Since the
late sixties, however, polyolefins fabrics have made strong inroads in all
the major jute end-uses, except carpet yarn, and the position of jute has
become quite critical. Consumption of jute declined by about 10 percent
between 1968 and 1970 and apparently by more than 15 percent in 1971. (See
Table 9.) Consumption of textile polyolefins increased correspondingly from
32,700 tons in 1970 to 50,500 tons in 1971 and 63,200 tons in 1972. ({See
Appendix Table 3.)

57. Paradoxically, one of the most important causes of the slow and
late start’of synthetics competition in Western Eurcpe - the high degree of
protection enjoyed by the local industry - has become a serious obstacle to
any effective competition between jute and synthetic substitutes. This is
not to say that the decline of jute consumption in Western Europe was only
due to the unwillingness or inability of the local jute industry to compete
with synthetics. Technological innovations and shifts in consumer prefer-
ences (i.e., bulk handling of agricultural commodities and a trend toward
retail packaging of groceries) became an important factor working against
jute in Western Europe as well as in the United States and in most of the
developed countries, cutting down considerably the size of the market for
textile packaging materials which jute had to share with synthetic and _
other substitutes. When competition between jute and synthetics developed
into a major factor, tariffs and quantitative restrictions on imports of
goods from jute producing countries effectively precluded the consumers

in Western Europe from the opportunity of purchasing jute goods at world
prices and provided an umbrella under which, in recent years, the domestic



Table 9: WESTERN EUROPE:

ESTIMATED UTILIZATION OF JUTE GOODS
BY MAIN END-USES AND CONSUMING AREAs, 1965, 1968, 1970 & 1971

(thousand metric tons)

(% of (% of (% of
1965 Total) 1968 Total) 1970 Total) 1971
A. Bags and Sacks
BEC 11.0 1010 76.0 51.5
United Kingdom 37.0 29.5 20.0- 15.9
Ot.her's 81.0 s 2. n-'a'.
Total 229.0 ( 39) 202.9 ( 33) 1?5.5 ( 28) Ne@s
B. Industrial and Qther
Cloth Applications iy
EEC 5T«5 £S5 L7.5 L6.0
United Kingdom 51.0 L2.0 375 32.8
O't.hEI"S lh.é 16.0 1 IO Nele
Total 123.0 ( 21) 113.5  ( 19) 99.0 ( 18) n.a.
C. Carpet Backing Cloth /1
EEC 15.5 35.5 56.0 6.5
United Kingdom 23.5 32.2 22,5 17.8
Other's 6.‘; 9.5 1 oo INNs8e
Total E§.§ ( 8 TTs2 { 12) 9l. ( 16) N.&a.
B UagEet Yarn |
United Kingdom L8.5 L5.8 L3.0 Ll.3
Others 8. 10. 1ds5 Biide
Total 116.5 (20) T80 ( 19) 111.0  ( 20) a8,
E. Cordage and Cable
BEC 27.0 2.0 22.5 17.0
United Kingdom 9.0 7.3 5.5 h.9
Others h.g h.g ;.0 o N.3.
Total (Ja ( 7) 3 . ( 6) 3200 ( 6) NsBe
F. Felts |
EEC 30.0 63.0 60.0 50,0
United Kingdom - - - “
Others 3.0 1.0 6.0 Ned.
Total 33.0° ( 5) 67.0 ( 11) 86,0 ( 12) n.a.
G. Total Utilization
TA*T B+ *0+8+F) 587.5  (100) 615.5  (100) 558.0  (100) s

/1 All carpets.

Source:

IBRD, Econemic Analysis and Projections Department.
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industries of many European countries could carry out a comfortable transi-
tion from jute to the mamfactures of synthetic substitutes.

Tariffs and Quantitative Restrictions on Jute Goods Trade

58. EEC countries have the highest rate of nominal and effective pro-
tection against jute manufactures imports from all sources within Western
Europe. (See Appendix Table L.) U.K. tariffs, on the contrary, are not
applicable to imports from Commonwealth countries. Imports of jute goods
from India and Bangladesh were therefore not affected. The structure of
protection against jute goods, however, is complicated in both the EEC and
the United Kingdom by severe quantitative restrictions for non-standard or
specialty products (carpet backing cloth, carpet yarn, light weight scrims,
etc.). (See Table 10.)

59. The price-raising effect of the protection granted to the jute
industry in Western Europe placed jute at a severe comparative disadvan-
tage vis-a-vis synthetic substitutes. :

The Major End-uses

60. Sacks and bags are still a relatively important, although de-
clining, outlet for jute. (See Table 9.) Synthetics penetration of this
market advanced more rapidly in the United Kingdom than in other Western
European countries. Trade estimates indicate that in the United Kingdom
consumption of polyolefins sacks increased from 1.3 thousand tons in 1968
to some 3.1 thousand tons in 1970 and 3.6 thousand tons in 1971. Jute's
market share declined from 87 percent in 1968 to 65 percent in 1971. 1In
EEC countries only the bag export market (i.e., the market in which duties
on imported fabrics and bags are withdrawn when the bag is used for the
export of products) has been largely immune to synthetics competition.
Imports of new bags from India, Bangladesh and other Asian countries for
this market have considerably increased over time. Apart from the duty
rebate, the fact that bags are mostly utilized for exports to developing
countries (mainly Africa), where importers still prefer jute bags because
of their reuse value, also played a positive role. No precise ianformation
exists on utilization of polyolefins in packaging material for the EEC as
a whole. Trade estimates, however, indicate that the market share of jute
has declined considerably from some 95 percent in 1969 to about €5 percent
in 1971. A study of the European packaging market conducted by a major U.S.
manufacturer of polypropylene fabric indicates that for Western Europe as a
whole, the market share of synthetics increased from 12 percent in 1968 to
33 percent in 1970 and 4O percent in 1971.

61. Jute has suffered in Europe from severe price competition from
lower cost, woven polypropylene cloth and bags. In the United Kingdom,
for example, woven synthetic replacement for 10 oz. hessian is currently
available at 5.25 pence per square yard. 1/ Indian 10 oz. hessian is

1/ Considerably lower prices - around l pence per square yard - are quoted
for Portuguese polypropylene cloth.
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Table 10: EEC AND U.K. IMPORT QUOTAS
ON JUTE MANUFACTURES

(tons)
207 ‘
Bangladesh India
ERG /1
" Category L. dJute cloth of any weight) ' =
150 to 230 cm in width)
Category 5. Jute cloth of any weight) 1,255 . 6,250
over 230 cm in width ) _
Category 6. Jute yarn 3,400 (no quotas)
UIK' "
BTN 57.10 Fabries up to 99" wide ; 13,700,000 sq. yds.
Fabrics of 100" wide and over 3,500,000 sq. yds.
57.06 Yarn 500 tons
62.03 Bags/sacks 2 50 tons

/1 Category 2 goods (jute cloth weighing from 310 to 500 gr/m? and less than

~ 150 cm in width + bags weighing from 310 to 500 gr/m?); and Category 3
goods (jute cloth weighing less than 310 gr/m2 and less than 150 cm in
width + bags weighing less than 310 gr/mz) are not subject to global EEC
quotas, but are regulated by bilateral arrangements with individual mem-

ber countries.

/2 Except for heavy bags and woolpacks.

Source: Indian Jute Mills Association; Bangladesh Jute Mills Association;
and Commonwealth Secretariat.
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quoted at 7.5 pence per square yard, while Bangladesh 10 oz. hessian is
quoted at 6.L pence per square yard. Ex-Dundee comparable hessian cloth
sells at 11.6 pence per square yard. Imported 10 oz. standard hessian
would have very serious difficulties competing in ths U.K. market with
locally produced woven polypropylene replacement. In the EEC, given the
further weight of the import duty, competition seems out of the question.
Competition with even cheaper Portuguese woven polypropylene cloth would

be impossible even under the most favorable conditions. Tariff-free im-
ports of lighter fabrics, on the contrary, would have a good chance to
compete with woven polypropylene replacement. Bangladesh Ts cz. hessian

is quoted in the United Kingdom at 5 pence per sguare yard. Ex~Dundee T
oz. sells at about 9 pence per square yard, while comparable polypropylene
woven cloth sells at L.75 pence per square yard. In the United Kingdom,
where no duties on imports of hessian from Commonwealth countries are ap-
plicable, a 10 percent reduction of current c.i.f. prices would make Indian
and Bangladesh light hessians competitive with synthetics. Y Country anal-
ysis strongly indicates that in the absence of a fast relaxation of import
tariffs and export price reduction, consumption of jute in packaging in the
EEC could become negligible by 1980 (some 15 thousand tons). The overall
market for packaging is not expected to shrink much below current levels,
‘but synthetics are expected to cut heavily into the jute bag market. Should
EEC tariffs be abolished and jute fabrics become more competitive, jute
could probably be expected to hold its current position in the export mar-
ket for bags and minimize its losses in the domestic bag market. Utiliza-
tion of bags in the EEC could be tentatively put at some 35 thousand tons
by the end of the seventies.

€2. In the United Kingdom utilization of jute bags is expected to de-
cline further to about 5 thousand tons by the end of the seventies. Utili-
zation of jute bags and sacks in other Western European countries (includ-
ing Southern Europe) is expected to be by 1980 around 25-30 thowmnd tons by
the end of the seventies. Western European total consumption of jute in
packaging is therefore forecast to be between LO to 60 thousand metric tons
by the end of the seventies, depending on price and trade liberalization
developments.

63w Carpet backing is another important end-use of Jute in Western
Europe which accounted in 1970 for 16 percent of total consumption. (See
Table 9.) Total production of carpets in Western Europe doubled in volume

l/ The cost of producing woven polypropylene cloth to replace 7 oz. hesslan
in the United Kingdom is estimated to be around 3.9 pence per square yard.
Given the advantage that U.K. polypropylene weavers have vis-a-vis weavers
in other Western European countries (with the exception of Portugal) in
terms of lower polypropylene resin prices and labor costs, is is conceiv-
able to assume that if hessian were competitive in price with polypropy-
lene cloth in the United Kirgdom, it would, in the absence of import
tariffs, also be generally competitive throughout Europe.
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during the second half of the sixties (from 195 to 391 million square meters
between 1965 and 1970). In spite of the phenomenal growth of tufted carpet
production which more than trebled over this period, woven carpets still
accounted in 1970 for 28 percent of the total market, a much higher percent-
age than in the United States. Needlefelt carpet production increased even
faster than tufted production, but from a much smaller base. (See Tkl 11 )
Tufted and needlefelt carpets accounted over this period for all the growth
in output. Production of carpets, moreover, increased faster in the EEC
than in the United Kingdom and other Western European countries. EEC coun-
tries accounted in 1970 for nearly 59 percent of total output (L5 percent in
1965), while the U.K. share of the market fell from 48 percent in 1965 to 33
percent in 1970. The faster output growth registered in the EEC was due to
the more rapid growth of tufted and needlefelt carpets which, together ac-
counted for 75 percent of EEC output in 1970 compared to 50 percent in the
United Kingdom, where woven carpet production is still very important.

6l. The very fast growth of tufted and needlefelt carpet production
in Western Europe created, in the second half of the sixties, a strong de-
mand for jute carpet backing. Consumption of jute carpet backing doubled
in volume between 1965 and 1970. The joint production of tufted and needle-
felt carpets, however, increased fourfold and jute captured only one half
of this total market growth.

65. Competition from synthetic substitutes started later in Western
Europe than in the United States and within Western Europe production of
synthetic backings on a commercial scale was first developed in the Uni ted
Kingdom, In the United Kingdom, moreover, synthetic penetration proceeded
further and faster than in the United States. In 1967 synthetic penetra-
tion was below 10 percent, but by the end of 1969 the market share of syn-
thetics had already reached LO percent. Production of synthetic cloth re-
mained until recently concentrated in the Dundee area and was generally
carried out by the major jute processors. Polypropylene woven cloth was,
since its very introduction, the most important competition in this field,
In 1970 polypropylene backing alone was reported to have penetrated about
60 percent of the total market for tufted carpets.

66. In the EEC countries synthetic penetration was slow until 1969,
when 91 percent of the total backing used in tufted carpets was atill re-
ported to be made out of jute. In the EEC, moreover, synthetic materials
other than polypropylene began to be used in carpet backing. Woven poly-
esters became particularly important in Germany and various types of non-
woven polypropyleue and polyesters were used throughout the EEC. Competi-~
tion, however, sharpened in 1970 and 1971. It is estimated that in 1971
the share of synthetics in the primary carpet backing market increased to
some 57 percent. While jute still holds 74 percent of the secondary car-
pet backing market in the EEC (as well as in Europe in general), only 25
percent of tufted carpets have a secondary backing. dJute backing still
holds about 65 percent of the needlefelt carpet market, but only 30 per-
cent of all the needlefelt carpets produced in EEC countries have a
backing of any kind.
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THSTEREN EUROPS:
QUTPUT OF CARPETS

MAJOR TYPEs AND CONSUMING

- AREAS, 1965 AND 1970

(#illion square meters)

'
1965 kS 1270 3

Tuf ted g6.8 (29.0) 182.1 (L&.0}
Hoven 113.8 {8800 1091 (28.0)
Needlefeib | 10,3 (5.0) 7.8  (20,0)
Others U3 (8.0) 221 _(6.0)
Total 195.2 (100.0)  391.1 (100.0)

of ﬁhich:
EEC 87.  (Wh.8) 230.3  (58.9)
United Kingdon 92.7 (L7.5) 129.6 (33.1)
B¥kes. 15,0 _(7.7) 312 _(8.0)
{100..0) (100.0)

Source: A Survey of the European Carpet Industry,

1TT, 1971
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67. Synthetic penetration of the carpet backing market varies greatly
between EEC countries, and it is much stronger in the Federal Republic of
Germany and the Netherlands than in France and Italy. In the Federal Re-
public of Germany a new woven polypropylene backing plant recently set up
by the leading U.S. producer of polybac practically pushed jute out of the
carpet backing field in 1972. This plant alone operates mnrelﬁulzer looms
than are used for the same purpose in the whole Dundee area. =

68. Jute carpet backing prices in Europe vary considerably from coun-
try to country. In general, however, the relationship to synthetics has
been over time similar to that of the United States. Woven polypropylene
cloth is the major threat to jute. Woven polyester backing is more expen-
sive than either jute or polypropylene backing. Where this type of backing
is popular (in the Federal Republic of Germany, for example), its utiliza-
tion is generally justified on the basis of cost saving considerations in
the tufting process.

69. Imports of jute carpet backing are subject in both the EEC and

the United Kingdom to rigid quantitative restrictions. (See Table 10.)

If the cost structure of the U.K. jute industry can be taken as generally
representative of the situation in Western Europe (Portugal is probably

the only important exception), it is clear that protection in Western Europs

is preventing jote from competing with polypropylene in the carpet backing
market. Woven polypropylene primary backing is available in the United

Kingdom at 7.25 pence per square yard, jute backing at 13 pence per square

vard. 2/ 1t is estimated that to make domestically produced jute carpet

backing competitive .with woven polypropylene cloth, BWC jute (the standard

grade used for carpet backing) should be delivered to the mills at B8S per

ton, which corresponds to B67 per ton f.o.b. Bangladesh. This is clearly not

an achievable price under current production technologies. Without the export
duty actually levied on both primary and secondary backing, the Indian jute in-
dustry is in a position to supply primary backing at 7.7 pence and secondary
backing at 6.1 pence per square yard. Therefore, jute secondary backing could
be placed in a secure position, while primary backing prices would still have to
be cut by about 10 percent. '

- 10, The carpet market in Western Eurcpe is expected to increase rap-
idly throughout the seventies. Tufted carpets are expected to lead the
growth of the overall market as consumption of tufted carpets in Europe is
highly income elastic. 3/ Output projections show that the market for

1/ About 12,000 metric tons of polypropylene carpet backing was produced
in Germany during 1972.

2/ Jute secondary backing sells at 10.5 pence per square yard.

3/ 1Income elasticity of demand for tufted carpets in Wester Europe was
bound to be very high. Time series analysis ylelds an income elas-
ticity of demand of 5.9 in the EEC and 6.0 in EFTA countries (both
congidered as a group).
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tufted carpets in Western Europe is very likely to grow at close to 9 per-
cent per annum throughout the seventies. (See Appendix Table 1.) Inde-
pendent projections for needlefelt carpet cutput indicate a growth of 7-8
percent per annum for the next 8-9 years.

g In spite of this large potential market for primary backing mate-
rial which is likely to materialize in the 1970's (560 million square yards
in tufted carpets alone), jute primary backing consumption is projected to
decline considerably throughout Western Europe. Unless tariffs and quotas
are abolished in the near future, the market share of jute can be expected
to fall from L3 pergent in 1971 to some 10 percent in 1980. In the secon-
dary backing market the position of jute is expected to remain relatively
stronger and to maintain at least 55 percent of this market (from 7L per-
cent in 1971). As mentioned before, however, only 25 percent of all the
tufted carpet currently produced in Europe has a secondary carpet backing.
In making the proje¢tions for jute consumption in secondary carpet backing
it was assumed that this situation would continue to hold throughout the
seventies. There is evidently a possibility of inducing a much larger
utilization of secondary backing in tufted carpets. Jute promoticn could
be very effective in this field. Even assuming that the market split be-
tween jute and synthetic secondary backing will remain unchanged, if a con-
sumption pattern similar to the one prevailing in the United States coula
be induced, jute secondary backing consumption in Western Europe coula in-
crease by the end of the current decade from a projected 15,000 to some
50,000 tons. Without such an effort, utilization of jute in tufted carpet
backing (both primary and secondary) is here predicted to decline to 30-35
thousand tons by 1580. Another 10 thousand tons of jute backing is expected
to be utilized in needlefelt carpets. 1/ Total consumption of jute backing
in Western Europe is therefore projected to be between LO to L5 thousand
tons by the end of the current decade.

R - Carpet yarn represents a substantial outlet for jute in Western
Europe (20 percent of the total market). Jute yarn is utilized to manufac-
ture woven carpets and finds its application mainly in the weft under which
the pile yarns are looped. Production of woven carpet backing declined
slightly from 1965 to 197C and so did utilization of jute yarn ia this end-
‘use. (See Table 9.) One third of all the Western Buropean production of
woven carpets is concentrated in the U.K.-EEC countries (particularly in
Belgium and the Ne;perlands) and accounts for most of the remainder.

73. Manufacturers of polypropylene yarns (as distinet from tapes)

are now showing increasing interest in this market. Polypropylene yarn,
however, still presents technical difficulties and synthetic penetration
in this field has been limited. Experiments with polypropylene yarn are
now being conducted and it can be foreseen that technical difficulties will
be overcome and that polypropylene yarn will be utilized in increasing
quantities in Western Europe.

" 1/ Production of needlefelt carpets in Western Europe is projected to reach
21,0 million square yards by 1980.
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WESTERN EUROPE:

CONSUMPTION OF

: JUTE AND JUTE GOODS,
197C (ACTUAL) AND 1980 (PROJECTED)

(thousand metric tons)

‘ Implied
Actual Projected Growth Rate
% of % of % of 1970~  1970=~
1970 Total 1980 I Total 1980 II Total 1980 I 1980 II
Bags & Sacks  158.5 (26) L5 (16) 70 e ,;11.8 <78
Industrial &
Other Cloth
Applications 99,0 (18) 65 - (23) 70 (a1} 0 =3.L
Carpet Backing
Cloth . 915 (16) Lo (1L) L5 QL) -7.9  -6.8
Carpet Yarn 111.0 (20) - . 8 (29) 85 (26) i -3.2.  -2.6
Cordage & ' '
Cable 32.0  (6) 15 (5) . 20 (6)  -7.3 -4.6
Felts 66.0 (12) 35 (13) Lo (12) 6.1  -L.9
Total 558.0 (100) 280 (100) 330 (100) -6.6 -5.1

Source: Table 9 (actual); and IBRD,

ment (projections).

Economic Analysis and Projections Depart-
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7h. Production of woven carpet, moreover, is forecast to remain stag-
nant or to decline marginally throughout the seventies. If raw jute prices
are decreased to some k95 per metric ton c.i.f. Europe (prices are now at
about E135 per ton), jute yarn could remain competitive with synthetic and
maintain a predominant share of their market. On this assumption, consump-
tion of jute in carpet yarn is predicted to be at 80-85 thousand metric
tons in 1980. '

e Industrial and other cloth applications represented, in 1970, 18
percent of the total market for jute in Western Europe. Given the variety
of cloth applications included in this category, the end markets cannot be
projected separately. On the basis of past trends, it seems reasonable to
assume that these applications will account for some 65-70 thcusand metric
tons of jute in 1980. Utilization of jute in cordage and cables is also
projected to decline under the impact of synthetics substitution. Contin-
unation of recent trends would indicate a further sharp reduction of this
jute end market to about 15-20 thousand metric tons by the end of the decade.

76. Consumption of jute in felts is almost exclusively concentrated in
the Federal Republic of Germany where an estimated 45,000 tons of jute went
into felts in 1970 (or 75 percent of total consumption of felts in Western
Europe). Changes in house-building techniques are likely to decrease future
jute requirements for roofing felt. Synthetics are expected to cut heavily
into the market for industrial felt. Production of needlefelt carpets is
projected to grow considerably during the seventies, but their jute content
is likely to be considerably reduced. Consumption of jute in felts can only
be expected to be around 35-L0 thousand metric tons by the end of the decade.

T Total utilization of jute in Western Europe is expected to decline
considerably during the seventies. End-use projections indicate that by
1980 consumption is likely to fall to 280-330 thousand metric tons (41-50
percent below 1970 levels). Table 12 summarizes the projections.

India

T6. India is the world's leading producer and exporter of jute goods.
Mill consumption of jute increased by 3.6 percent per annum in the first
half of the sixties, but declined quite rapidly in the second half (at an
average rate of 5.2 percent per annum). Only in 1971 and 1972, when the
productive capacity of Bangladesh was severely disrupted, did mili consump-
tion of jute in India increase again. Cottage consumption, after somewhat
increasing in the early sixties, remained stationary throughout the decade
at an estimated level of 36 thousand metric tons a year. (See Table 13.)

79. The main reason behind the fall in jute mill consumption was the
sharp decline in exports of jute goods that India experienced in the second
half of the sixties. The growth in internal consumption of jute goods (at
an average of 5.5 percent per annum between 1960 and 1970) only partially
offset the fall in exports.



Table 13: INDIA: UTILIZATION OF RAW JUTE AND JUTE MANUFACTURES,
AVERAGE FOR 1961-63 AND 196L-66; AND 1967 TO 1971

(thousand metric tons)

Average
1961-€3 196),-66 1967 1968 1969 1970 1971
A. Raw Jute
Mill consumption 1,274.0 1,415.0 1,280.0 1;21h:0 1,022.0 1,093.0 $259.0
Cottage consumption * 27.0 36.0 36.0 - 36,0 36.0 36.0 36,0
 Total consumption 1,301.0 1,451.0 1,316.0 1,250.0 1,088.0 1,129.0 595.0
B. Jute Manufactures i ' i _ '
Exports
Hessian heéuh h36o2 38203 33802 251-7 282-7 305-9
Sacking 272.8 230.6 185.5 93.6 L8.2 79.1 11 3.0
Carpet Backing 62.5 112.7 141.6 179.8 219.3 138.3 245.5
Others 74.5 89.3 59.1 59.8 50.7 48.8 55.7
Total 836.2 868.8 768.5 671.L 569.9 oL8.9 720.5
Domestic Utilization i
Hessian 50.0 61.0 63.0 66.0 63.0 75.0 - 69.0
Sacking 250.0 320.0 336.0 375.0 380.0 373.0 4210
Others 37.0 41.0 4.0 55.0 . 61.0 66.0 T3.0
Total 337.0 122.,0 L4 3.0 496.0 50L.0 514.0 566.0
Stocks éi ;
Hessian 26.1 3.7 L8.2 © LB 17.8 L3.3 30.0
Sacking L0.6 L7.8 59.1 56.1 21.2 38.1 57.
Carpet Backing Teht 16.2 8.0 .. 942 22.7 13.9 11.9
Others 2.2 11,0 A 3wl 127 8.2 7.0 10.2
Total 83 6 57 - 129.0 125.6 69,9 102.3 109.9
Estimate,

/1 IJMA reporting mills (end-of-year stocks).

Source: Indian Jute Mills Association; IBRD, Economi.c Analysis and Projections Department.
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80. Bags and sacks are by far the major consumption items (75 per-
cent of total consumption in 1971). Cement bags are the largest single
end-use for jute in India as they account for roughly 27 percent of the
total bag market. Grain sacks represent the second largest single use
and take up another 25 percent of the bag market. Fertilizer and sugar
bags come next. They account jointly for another 2L percent of this mar-
ket. Industrial and other packaging fabrics together with the "other
goods" sector equally split among themselves in 1971 the remaining 25
percent of the total market for jute goods in India.

81. Production of cement in India is forecast to double during the
seventies. Fertilizmer production is expected to increase fourfold over
the same pericd. Agricultural production is also forecast to grow dur-
ing the seventies at perhaps a slightly lower rate than the onre experi-
enced in the sixties. Consumption of sacks and bags can therefore be
projected to grow at an average annual rate of L percent per annum dur-
ing the current decade (600 thousand tons of goods by 1980).

82. Future consumption of packaging and industrial fabrics is likely
to be affected by increased competition from synthetics and only a mar-
ginal growth can be expected in this sector. i/ Jute canvas, tarpaulin
and cordage which make up the bulk of the "other goods" sector, are also
likely to be affected by synthetics competition and overall demand can be
expected to remain stagnant. Consumption in these two end~uses, taken
together, is forecast to be by 1980 around 155,000 metric tons. The over-
all size of the domestic market for jute goods in India is projected to
be around 755,000 metric tons by the end of the seventies, which implies
an average annual growth rate of 3.2 percent over 1971 levels. Cottage
consumption is alsc expected to increase by some 20 percent over the next
nine years and reach 43,000 tons by 1980,

Other Producing Countries in Asia

Bangladesh

83. Bangladesh is the world's largest producer of raw jute and the
second largest exporter of jute goods. While raw jute production essen-
tially stagnated during the sixties, output and exports of jute goods
strongly stimulated by government policies expanded very rapidly. Mill con-
sumption of Jjute increased at an average of 10 percent per annum and overseas
exports of jute goods even faster (at some 11.5 percent a year). Cottage
consumption of jute apparently increased quite rapidly in the early sixties
and again in the late sixties and early seventies. Domestic utilization

of jute goods, on the contrary, remained fairly stagnant in the late six-
ties but showed a strong increase in 1971/72 when both hessian and backing
consumption apparently almost doublea over the previous three-year average.
(See Table 1hL.) .

1/ It is estlmated that output of synbhetlc packaging materidl would dis-
‘place 100,000 tons of jute goods by the end of the Fifth Plan (1978/79).



Table 1L: BANGLADESH: UTILIZATION OF RAW JUTE AND JUTE MANUFACTURES,
AVERAGE FOR 1960/61-1962/63 AND 1963/6L-1965/66; AND 1966/67 TO 1971/72

(thousand metric tons)

Average
1960/61-  1963/6L-
1962/63 1965/66 1966/67 1967/68  1968/69  1969/70  1970/71  1971/72

A, Rauw Jute e .
Mill consumption 289.7 36l.1 L29.1 5h4k.9 S5L9.hL 620.9 501.7 283.2
Cottage consumption /1 16.0 2l;..0 L0.0 .0 gl.o .0 6.0 145.0
Total consumption 303.9 388.1 L69.1 Th.9 . 57.9 3771 327.2
B. Jute Manufactures 12
Exports
Hessian 65-3 76-3 89.1 13900 16}-1»-)4 20?-5 175-]4 78.0
Sacking 9.2 178.9 235.7 - 2ho.h 236.9 285. 1148.4 % 02.1 &
Carpet Backing - Teld 19.3 27.0 27.9 3.0 38.4 27.0
Others 3.l 9.h 13,7 1.8 29, 32.0 * 25.8 * 17.0 *
Total , 217.9 2717 357.8 L28.2 EEE.% 506.2 - 383.0 2201,
Domestic Utilization
Hessian ' Hotte n.a. N.a. BT 8.0 5.9 L.3 10.0
Sacking DB Ned. Ne&. 173 112 11.1 9.8 20.4
Others N.a. Dede Nels 3.1 3.5 3.8 L.6 3.0
Total N.8. Nede n.a. 26.1 22,7 20.8 18.7 33.4
Stocks /2
Hessian Teli 1.2 21,1 15 25.1 25.1 33.8 52.8
Sacking 21.0 39.9 36.0 5L.6 32.3 32.2 29,3 18,5
Carpet BaCking - 0-6 2-,-1 1-8 2-6 3-,4 ho? 9-1
Others 0.8 1.7 1.7 1.9 D mr 6 2.8 3.5 7k
Total 29.2 %6.L 61.5 3.7 62.7 Sﬁ.a 70.8 113.9

Nn.a. = not available; * partly estimated; [l Estimate; [2 Excluding exports to Pakistan; LQ End-of-year
stocks; éﬁ End of June 1972.

Source: Bangladesh Jute Mills Association; IBRD, Economic Analysis and Projections Department.
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8L. Consumption of rice bags is the single most important outlet
for Jute. Cordage and twine consumption are also important and so are a
variety of fabrics for packing, household and agricultural applications.

85. The prospects for domestic consumption of jute goods in Bangla-
desh are generally favorable. Utilization of rice bags, cordage and twine,
and other packaging fabrics is expected to increase along with agricultural
production. The blending of jute with cotton in various textile applica-
tions (union fabrics of which jutton - a jute-cotton blend - is perhaps the
best-known) could to some extent increase jute utilization. Fertilizer
production is also expected to increase and create a substantial market
for bags. Total utilization of jute and jute goods at the end of the sev-
enties can be tentatively put at some 85-90 thousand tons (L4O-L5 thousand
tons)for industry-produ-.d goods and L5 thousand tons for cottage consump-
tion).

Thailand

86. Thailand is the world's second largest exporter of raw jute. Its
manufacturing capacity expanded in the sixties, but was essentially geared
to the domestic market. The inferior quality of fiber (kenaf) grown in
‘Thailand limits production of manufactured goods to sacks and bags. In
the late sixties, when domestic demand began to level off, exports to
neighboring countries expanded to some 16-17 thousand tons.

87. In spite of the fall in exports of rice in the late sixties, util-
ization of rice bags is still the largest single outlet for jute in Thailand
(about 35 percent of the overall domestic market). The recent growth of
sugar exports also created some demand for sugar bags. Total cdomestic use
of jute bags, however, seems to have somewhat stagnated in the late sixties
at an annual level of 40,000 tons. Consumption of cordage and twine is also
estimated to have remained fairly constant at some 4,000 tons.

88. The use of jute in packaging in Thailand is expected to increase
only very moderately through the seventies in spite of no foresesable threat
from synthetic substitutes. Even assuming a recovery in rice and an expan-
sion in sugar exports, the expected decline of oilseeds and maize exports
will probably lead to only a very modest growth of the domestic market for
bags over the next ten years. Total domesti. consumption by 1980 is there-
fore projected to be around 45,000 tons (L2,000 tons of bags and 3 to L
thousand tons of cordage).

Other Markets in Developing Areas

89. Accordlng to two recent reportl/preparéd for the FAO Intergovern-
mental Group on Jute and Allied Fibers, =/ it would seem that there is some
need to reconsider the widely held opinion that whatever the pace of

1/ See FAO Study Group on Jute, Kenaf and Allied Fibers Consultative Com-
mittee - Twelfth Session (Rome, September 29-October 1, 1971); Ibid
Tenth Session (Rome, September 28-30, 1970).
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substitution by other fibers and packaging techniques in developed coun-
tries, the developing countries will continue to offer an expanding mar-
ket for jute and. jute goods. ; .

Latin America

90. Consumption of jute in Latin America is largely in the form of
sacking mainly for bagging grains, coffee, fishmeal, sugar and other agri-
cultural commodities in addition to minerals and metals (Chile, Bolivia).
Consumption of jute goods in Latin America rose until the 196L-65 period
reaching a peak of 240,000 tons, but has since declined to 207,000 tons

in 1967-69, and to less than 200,000 tons in 1970. (See Table l.) This
occurred despite a rise of over 5 percent in the tonnage of ggricultural
production of the major jute consuming countries. A number of factors
have been responsible for this decline in jute consumption: bulk handling
deprived jute oi large portions of some of its markets (grains in Argentina
and Brazil, fishmeal in Peru, sugar in Guyana); the local processing of
certain agricultural commodities previously exported as unprocessed goods
decreased packaging requirements for export, and growing pressure from
substitutes such as paper sacks and cotton bags, and more recently, woven
plastic sacks.

91. Four countries in Latin America account for over 65 percent of
the total jute consumption of this continent 1/ - Peru, Chile, Brazil and
Argentina. Peru is growing some fiber (over 3,000 tons) and its output
may double by 1975. Present manufacturing capacity is estimated at about
10,000 tons per year. At the end of the 1960's, Peru was importing some
raw fiber from Pakistan and Thailand (3,000 tons average) and important
quantities of finished goods (averaging 10/15,000 tons a year depending

on fishmeal production). Half of the fishmeal market, however, has gradu-
ally become bulk-handled and a polypropylene plant was established in 1968.
A 50 percent tariff on imported jute goods, originally intended to protect
local jute growers, will be acting in favor of polypropylene and bulk hand-
ling techniques. Chances are, therefore, that the fishmeal market will be
entirely lost to jute bags during the seventies. Import of jute and jute
goods may well fall drastically during the seventies as the total size of
the domestic market for jute goods is likely to remain around 10,000 tons
(i.e., at 1970 levels), while domestic production is expected to be able

to meet 60 percent total requirements.

92. Chile imports all its jute goods and no manufacturing facilities
exist in the country. Imports of jute goods in 1969 were about 9,000 tons.
Consumption is gradually decreasing and Brazil, and perhaps Peru, protected
by high tariff walls, are likely to supply part of the Chilean jute market,
which is expected to shrink further during the seventies.

1/ Cuba, with an estimated utilization of jute goods of some L0,000 tons
in 1970 is included here.
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" Argentina imports all her requirements of raw fiber (9,500 tons
in 1970), most of which come from Brazil. Argentina is also a major im-
porter of hessian cloth (33,000 tons in 1970), two thirds of which nor-
mally came from Asian producers and one third from Brazil. Consumption
of jute and jute goods has steadily declined from 50,000 tons (the aver-
age consumption during the first half of the 1960's) to L2,500 tons in
1970 largely as the result of progressive substitution of bulk handling
techniques. Further reductions of packaging requirements can be expected
in the seventies particularly for exports of grains. Bag requirements for
potatoes, oilseeds and grains for the domestic market are, however, likely
to increase. Total utilization of jute and jute goods is therefore ex-
pected to decrease by 1980 only marginally from 1970 levels (io some 35
thousand metric tens).

ol. Brazil is the only country in South America which grows jute
and other similar fibers in sufficient amounts to cover its own needs and
to have a sizeable surplus of jute goods for export. Brazil produced about
30,000 tons of Jjute in 1970, plus another 35,000 tons of allied fibers.
Manufacturing capacity is currently estimated at over 100,000 tons, but
capacity utilization is thought to be about 60 percent. The bagging of
agricultural commodities is the predominant end-use of domestically pro-
duced jute. Coffee, rice, raw sugar and maize for export and domestic
consumption require a large quantity of jute bags, estimated at some
50,000 tons in 1970. Cotton, paper and plastic bags are in the main

used for refined sugar, flour, cocoa and animal feeds. In addition to
bulk handling, limited inroads by other packaging materiais have taken
place in the fields where jute bags are traditionally used, largely be-
cause of government regulations and partly because of consumers' prefer-
ences.

G5+ - - Brazilian agricultural production and exports are projected to
increase considerably in the course of the decade and a large potential
market for jute bags is likely to materialize. Bulk handling, however,
will probably be extended and, even assuming the continuation of present
government regulations in favor of jute sacks, no considerable deviation
from the consumption trends of the past 5-6 years can be expected. Con-
sumption of jute goods is therefore projected to grow to 75-80 thousand
tons by the end of the seventies.

96. Cuba is another large consumer of jute bags, most of which used
to be 1mported from Bangladesh and the USSR. 1/ Jute bags are mostly
utilized for sugar. Bulk shipments of sugar, however, had already started
in the late sixties and this trend is very likely to continue through the
seventies. Heavy declines in Cuba's jute bag requirements can be expected
and total consumption of jute goods will probably decrease to LO-L5 thou-
sand tons by 1980.

1/ Cuba produces some 4-5 thousand tons of kenaf a year.
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O In conclusion, therefore, consumption of jute and jute goods in
Latin America is not expected to be in 1980 substantially different from
current levels. - The projected increase in Brazilian consumption is likely
to offset the decline which is expected to take place in most of the other
consuming countries. '

Africa and Near East

98. African countries account for about 8 percent of all the jute
and jute goods consumed in the world (an estimated 281,000 tons in 1970).
Imports of raw jute are still prevalent, but a very big effort is now be-
ing made to meet the raw material requirements of the local processing
industry from domestically produced fibers. Import substitution efforts
are twofold: (a) more jute and allied fibers are being grown locally;
and (b) other vagetable fibers (particularly hard fibers% are being used
to mamufacture sacks. Zaire, Nigeria, Dahomey, Nigeria and the UAR are
already producing substantial amounts of jute-like fibers. Hard fiber
producers (i.e., Tanzania, Kenya, Ethiopia, etc.) utilize these fibers
wherever possible.

99. Jute processing capacity is expanding rapidly in Africa and
local processing is expected to cover an ever-growing share of total jute
goods requirements (about 60 percent by 1975). Packaging needs are ex-
pected to increase in line with agricultural production and export, but
the market for jute sacks and bags is forecast to increase slowly in the
course of the decade on account of (a) substitution from other vegetable
fibers; and (b) an already marked shift towards use of polyolefins (for
example, in Morocco, Tunisia, Senegal and Madagascar).

100. The total market for jute and jute goods is forecast to grow to
about 300-330 thousand metric tons by 1980, which would imply a substan-
tial slowdown of the expanding trend of the late sixties.

The Centrally Planned Countries

101. Consumption of jute and Jute goods has since the mid-sixties in-
creased substantially in the People's Republic of China, marginally in the
USSR, and has actually declined in Eastern Europe. (See Table 1.) On the
whole, imports of raw jute have remained stationary since 196L-66 and im-
ports of jute goods have fallen., Increments in production of jute and
allied fibers in both the USSR and the People's Republic of China took
care of the expanding requirements of the domestic markets.

102, In the USSR, production of kenaf rose during the sixties from
an estimated 38 thousand tons in 1961-63 to some 45,000 in 1970. In the
late sixties, however, production apparently began to level off and no
great output expansion seems in the making in the near future. According
to official statistics, net imports of raw jute have actually declined in
the years following 1966, only to show a considerable jump in 1970. Net
imports of new jute sacks increased considerably until 1965, but sharply
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declined in the second half of the decade. Net imports of sacking mate-
rial, however, trended upwards throughout the period. Apparent consump-
tion of jute goods increased only marginally since 196L4-65 and showed a
cyclical pattern, probably connected to the cycles of agricultural pro-
duction.

103. It is particularly difficult to forecast jute goods consumption
in the USSR, because very little is known about bulk handling of commodi-
ties, prepackaging of goods for retail sale and, above all, production
and investment policies.

t
10L. Agricultural output is likely to increase in the seventies and
cotton production in particular will probably expand further, sustaining
demand for packaging material. Carpet production, currently estimated at
16.5 million square yards, is also expected to increase in the seventies
and to generate a potential market for jute carpet backing cloth which
could reach some 6-7 thousand tons by the end of the current decade. De-
mand for jute sacks, however, is particularly difficult to forecast given
the basic uncertainty which surrounds bulk handling developments and the
direction of plastics production and utilization. A plastics industry of
considerable dimensions is being developed in the USSR and the decision
of where to use plastics will probably depend not only on the prices of
raw jute and jute products relative to those of polyolefins and other
natural fibers used in the USSR (flax, for example), but also on politi-
cal considerations. '

105. In the short-run utilization of jute and jute goods is likely
to increase as are imports from Asian producing countries. In the longer
run, however, competition from bulk handling and synthetic substitutes
can be expected to sharpen. It seems, therefore, advisable, at least for
estimation purposes, to assume that by 1980 demand for jute will be only
7-10 percent above 1970 levels (i.e., 130-140 thousand metric tons) .

106. The outlook for jute in Eastern Europe does not look too promis-
ing. Hungary is reported to have closed down its only jute mill and
Czechoslovakia to be operating the 7-8 remaining jute mills at half of
their capacities. In Poland (as well as in Czechoslovakia and in the
Democratic Republic of Germany) the development of a domestic plastics
industry is like to, edversely affect consumption of jute in packaging.
Jute may take over some of the markets previously held by flax, but over-
all growth prospects appear to be poor.

107. The only somewhat more promising outlet for jute throughout
Eastern Europe seems to be carpet backing, given the fact that carpet
production is rising and this trend is likely to contimue. It appears,
however, that even under the best possible circumstances, the increase
in jute carpet backing utilization will not be sufficient to compensate
for expected losses in packaging. Jute consumption in Eastern Eurocpe

is one the decline and this trend is expected to continue through the
seventies. Utilization of jute and jute goods in Eastern Europe is pro-
jected to decline to some 65-70 thousand tons by 1980.
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108. The People's Republic of China is probably the largest single
consumer of jute and jute goods and, unfortunately, the one for which
information is almost totally lacking. Taking FAO and trade estimates
of production, it would seem that raw jute output increased at over 7
percent per anmum throughout the sixties. In spite of this very rapid
growth, production did not keep pace with demand and raw jute had to be
imported to complement domestic supply. Apparent consumption (estimated
production plus imports) grew throughout the sixties at close to 8 per-
cent per annum, from 326,000 tons in 1961-63 to 598,000 tons in 1970.

109, Agricultural output is generally expected to continue to grow
in the seventies roughly along past trends. The widespread application
of labor-intensive technologies will probably reduce to a minimam bulk
handling and containerization. Demand for packaging material can there-
fore be expected to grow in the seventies at some 7 percent per annum.
This would create an overall potential market for jute of about 950,000
tons by 1980 (assuming that demand for cordage products remains more or
less stagnant in the 1970's). Production of food crops spurred by popu-
lation pressures would reduce land available for jute cultivation, and
it seems unlikely that domestic production of jute-like fibers will in-
crease in the seventies as rapidly as in the sixties. Assuming a slight
decline from the output growth experienced in the second half of the six-
ties, jute-like fiber production can be projected to increase at 3.5-L.0
percent per annum throughout the seventies and to reach 750-800 thousand
tons by 1980, This would leave a gap of 150-200 thousand tons of jute
which could either be filled by imports or by utilization of domestically
produced polyolefins.

110. The People's Republic of China has therefore the potential of
becoming a large importer of raw jute. Here again, economic as well as
political considerations will play a role in determining import policies.
For the purpose of our demand projections, we have assumed rather subjec-
tively that the People's Republic of China will import some 50 to 75
thousand tons of jute by the end of the seventies. It is clear, however,
that this represents only a rather crude estimate and that the variance
in our calculations is quite high. Import demand could reach 100,000
tons, but it could as well be close to gzero, depending on developments
about which we can only conjecture.

111. Total demand for jute and jute goods in Centrally Planned Coun-
tries 1/ is, therefore, projected to increase by 1980 to about 1,050~
1,110 thousand metric tons (26 to 33 percent above 1970 levels). Prac-
tically all the growth in demand, however, is expected to take place in
the People's Republic of Ghlna.

1/ Demand in the Centrally Planned Countries of Asia is assumed to in-
crease to 25 thousand tons by 1980.
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‘D. World Demand for Jute: Projected Trends

112 When the projections for the five major consuming areas are
aggregated and complemented by projections for other developed countries
outgide Western Europe and the United States (i.e., Japan, Australia,
New Zealand, South Africa, Rhodesia, Israel and Canada), the world jute
demand picture which emerges can be characterized as follows: (a) world
jute consumption is likely to grow very slowly throughout the seventies;
(b) most of the demand growth is expected to take place in developing
producing countries (particularly India and Bangladesh); (c) of all the
other major consuming areas, only in Africa and in the Centrally Planned
Countries (mainly the People's Republic of China) is jute demand expected
to increase; and (d) utilization of jute in developed countries is fore-
seen to decline quite considerably, particularly in Western Europe.

113, Table 15 summarizes the projections for world demand. Both
alternatives (I and II) imply that raw jute and jute goods prices will
decline in the short run and will be maintained throughout the seventies
competitive with synthetics prices. Alternative II, however, assumes

(a) that reduction or elimination of tariffs and other import restric-
tions in Western Europe will help to cushion the fall in jute consump-
tion; (b) that the People's Republic of China will close a larger pro-
portion of its projected demand gap with imports of raw jute; and (c¢) that
import substitution efforts in Africa will be less successful than it is
generally anticipated.

11. World import demand projections, summarized in Table 16, reflect
the fact jute consumption is expected to grow substantially only in pro-
ducing countries. The expected fall in jute utilization in Western Europe
is fully reflected in the projected decrease in import demand. In Cen-
trally Planned Countries, the import pclicy of the People's Republic of
China is likely to determine whether overall import demand of raw jute
.will decrease or increase marginally throughout the current decade. De-
veloping countries as a whole are expected to import more raw jute but
less jute goods. The net effect is very likely to be an overall stagna-
tion of import demand. The increase in consumption projected for Africa
is expected to be met by domestic producticn, while in Latin America a .
stagnant overall demand and increased domestic production will likely
result in a fall in import demand.

115. World imports of raw jute are projected to decrease rapidly dur-
ing the seventies, while world import demand for jute goods is generally
expected to remain stagnant. The most significant change in the pattern
of imports is likely to take place in Western Europe, where relaxation of
tariffs and other import restrictions would considerably affect the con-
formation of import demand. The heavily protected domestic jute industry
would progressively shrink under the impact of import liberalization and
raw jute would be substituted by jute goods imports. (See Alternatives I
and II for raw jute and jute goods in Table 16.) The outcome of current
and future trade liberalization efforts will largely determine the overall
rate of decline of world import demand.



(thousand metric tons)

Table 15: WORLD CONSUMPTION OF JUTE AND JUTE GOODS,
= 1970 (ACTUAL) AND 1$80 (PROJECTED)

1970 1980 1970-1980
% of Projected % of Projected % of Im?lged Grqwt? R?te
& LI

A, Developed Uountries
Western Europe
North America
Other Developed

Total

Quantity Total (I) Quantity Total (II) Quantity Total

B. Centrally Planned Countries

Total
C. Develoving Countries
Asia
of which: India
Bangladesh
Thailand
Others
Africa
Latin America
Total

D, Total World (A + B + C)

553 (16)
1,89 (1g)
272

1,31L "éﬁ
83L ol
835 ol
(550)  (16)
(56) (2)
(L0) (1)
(189) (5)
281 8
196 6

1722 38

3,L60 100

1,050

1,150
(800)
(85)
(L5)
(220)
300
190
1,6L0

- 3,585

(8)
(12)

100

330
L70
o 290
990

1,100

1,150

(800)
(85)
(L5)

(220)
330
195

1,675

3,765

(percent per annum)

(9) (- 6.5) (- 5.0)
(12) (- 1.1) (- 0.4}
(8) (- h3) (= 3.6)
26 - 3.8 = Dl
29 23 "+ 2.8
3 Ly % + 3.3
(21} - 4+ 3.8) (+ 3.8)
(3) (+ he2) (+ L.2)
(1) . {+ 1.2) A+ 142}
{6) {+1.5) (* 1.5)
9 + ey + 1.6
2 5 + 0.0 + 0.0
L'-S + 2'3 + 2-; g
100 + 0. + 0,9

Source: ZEconomic Analysis and

Projections Department, IBRD.
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Table 16: WORLD IMPORT DEMAND FOR JUTE AND JUTE GOODS,

197G (ACTUAL) AND 1980 (PROJECTED)

(thousand metric tons)

11980 (Projected)

© 1970-1580 (Implied Growth Rate)

1970 (Actual)

Source: IBRD, Economic Analysis and Projections Department.

Jute Jute Jute Goods . Total Jute ~Jute Goods Total
Jute Goods Total (I) (II) (I) (11) 5 IR & v % N 11 I II T 11
A. Developed Countries
North Anerica 33 L8 L6l 18 23 42 Lk7 Lo k70
Western Burope L7 116 563 . 180 85 100 2145 280 330
Other Developed 1Lk 127 271 8o _85 95 105 1 190
Total g2l B 1,295 278 193 BT 757 B%% 990 -7.7 -11.1 0.8 4.7 -3.6 -2.6
%, Centrally Flanned
Countries _ .
Tetal 1h2 17 219 125 165 75 75 200 20 -1l.3 #L5 0.0 0.0 -0.9 0.9
C. Developing Countries
Asia /1 65 78 143 110 110 70 70 18 180
Africa 62 160 222 70 90 105 115 175 205
Latin America /2 15 101 _ 116 1 1 80 85 ' 100
Total T2 ~ 33 ~LBL 195 215 255 270 ‘!é{% L85  +3.2 +L.2 2.7 -2.2 0.6 0.
L. Total World _ _ - :
(A +B+C) 908 1,087 1,995 598 573 947 1,1k2 1,545 1,715 -4.0 4.8 =l.4 0.5 2.5 -l.5
/1  Excluding producing countries.
/2 Excluding Brazil.

_91'(_
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116. The future of jute, however, is by no means predeterm1ned. This
chapter has stressed the importance of achieving and maintaining price
competitiveness with synthetic substitutes. This represents the necessary
condition for the survival of jute in the short run. In the longer run
the market for jute might well be improved by exogenous factors such as
the energy crisis and the consequent likely increase in the prices of syn-
thetic products which are derived from oil. An additional factor of poten-
tial impact is ecology. There is no efficient way to dispose of synthetic
products. Increasing use of synthetics for a variety of products will at
some point become a serious burden to the environment unless appropriate
disposal techniques are developed. It is possible, and would be economic-
ally efficient, to require synthetics manufacturers to bear this burden.
The implied increase in the financial cost of synthetics to reflect eco-
nomic costs would improve the competitive position of jute.

11T, While the overall demand picture is not bright, one important
factor could alter that picture considerably. Product development based
on a serious research and development effort could evolve new commercially
feasible uses for jute. The history of jute has, indeed, depended on '
product development. The spinners and weavers of Dundee, in the early
1800's, developed products - jute bags and sacks - which caused a tre-
mendous increase in the demand for jute. Hessian cloths, developed in
Europe during the second half of the 19th century, provided another large
outlet for jute. When these markets began to lose ground in the middle

of the 20th century, carpet backing developed a a major end-use, largely
through research anc development efforts in the United States. Now, when
the future of jute looks so uncertain, it is clearly appropriate to em-
bark on a serious research, development and marketing effort to improve
traditional products and to find new markets for jute.

118. It is also appropriate that at this juncture, the jute-producing
countries themselves have taken the lead in establishing an international
institution for this purpose. The Intergovernmental Conference in Dacca,
which was held in January 1973, set in motion the machinery to establish
an international jute organization. It would be premature to discuss at

- this point the still-evolving details of the organization. It would also
be somewhat premature to incorporate the potential impact of such an orga-
nization into demand projections for jute. However, the time is long over-
due to focus attention on the need for an international research, develop-
ment and marketing effort to improve jute's position. The analysis pre-
sented in this chapter predicts potentially severe consequences for those
countries which depend on the income and foreign exchange which jute pro-
vides. Those who are concerned with these potentially severe consequences
- producer countries themselves, international aid organizations and bi-
lateral donor countries - cannot afford not to support this effort.



Table 1: PRODUCTION OF TUFTED CARPETS IN
WESTERN EUROPE AND NORTH AMERICA,
1964 TO 1971 AND PROJECTIONS FOR 1980

(million square yards)

Actual Projections
. 196l 1965 1966 1967 1968 1969 1970' 1971 1960
(% p.a.)
A. Western Europe
EEC 18.3 25.6 36.0 52.0 71.0 95.4 122.8 15L.3 330.0 8.8
Other Europe 36.5 3.3 50,2 63.0 Th.3 8.9 Pl 110.0 230.0 8.5
(of which U.K.) (33.1) (38.L) (L2.7) (52.7) (59.5) (63.3) (72.6) (8u.5) (1ko.0) (5.7)
Total Western Europe = 5k.B 68.9 B6.2 115.0 145.3 180.3 219.9 . 264.3 560.0 8T
B. North America <0
Un%ted States 318.9 375.8 Lo7.7 h32.2 511.0 562.7 60L.0 681.0 1,400.0 8.3
of which ' -
broadlooms) (219.7) (259.9) (288.7) (328.6) (394.7) (u55.3) (502.3) (558.5) (1,250.0)  (9.3)
Canada /1 9.3 11.2 15.6 15.8 20.5 23.6 25,8  28.9 60.0 8.5
Total North America 328.3 387.0 L23.3 LL8.0 5315 586.3 629.8 - 709.9 1,460.0 8.3

.éil Broadlooms only.

e

Source: National Production Statisties (actual data); and IBRD, Economic Analysis and Projections Department

(projections).

THNNV

T @3=g

8 o



ANNEX

- B-

Page 2 of 5
Table 2: NET IMPORTS OF JUTE GOODS, AVERAGE
FOR 1961-63, 196L-66 AND 1967-69; AND 1970
(thousand metric tons)
Average
1961-63  196L- 1967-69 1970
A. Developed Countries
Western Europe
United Kingdom 38.5 0.5 L3.6 36.3
' Others /1 ho.l 30.2 35.9 2%_._2
Total 95,1 9.9 117. 115.9
North America
United States 373.6 437.0 421.1 380.6
Canada L2.0 45,0 2.0 4L7.0
Total 15. 2.0 73.1 L27.6
Other Developed
Australia 88.0 9L4.0 8L.0 63.0
South Africa L5.0 L40.0 35.0 32.0
Japan - 2.8 - Tk " Bl 3.9
Others /2 30,1 A1, 28.8 28.1
Total 1560.3 157.7 152.9 127.0
Total Developed 671.0 73L.6 TL3.5. 670.5
Centrally Planned Countries
~ USSR ' 18.0 5L.0 36.0 45.0
Eastern Eurcpe 25.0 36.8 349 31.8
China, People's Republic of 1.0 4.0 1.0 Teds
Total Centrally Planned 7 LkL.0 5L.8 70.9 76.8
C. Developing Countries
Asia /3 11L.5 98.3 62.5 7745 %
Africa and Near East 158.0 208.0 177.0 16C.0 ¥
Latin America 152,0 160.0 119.0 101.0
Total Developing Loh.5 L66.3 358.5 333-5
D. Total World (A o 5 &) 1,139.5 1,295.7 1,199.9 1,085.8
*  Estimate.
/1 Other Western European countries, plus Greece, Turkey and Yugoslavia.
. 2 Consisting of New 4ealand, Rhodesia and Israel.
/3 Includes Pakistan.
Source: National Trade Statistics (wherever available) complémsnted by:

Buropean Association of Jute Industries, Statistical Yearbook

 (Annual); FAO, Monthly Bulletin of gﬁricultural Economics and

Statistics, February 1971; Commonwealth Secretariat, Wool In-

telligence,

Fiber Supplement (various issues).
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Table 3: ESTIMATED CONSUMPTION OF
© WOVEN TEXTILE POLYOLEFINS IN
WESTERN EUROPE, 1969-1972
(thousand metric tons)
1969 1970 1971 1972
EEC
Polypropylene 5.0 7.9 18.4 2h.8
Polyethylene 0.8 2.1 3.3 5.3
Total 5.8 10.0 21. 30.1
United Kingdom
Polypropylene Ts5 11.0 13.0 1L.0
- Polyethylene - - - -
Total 7.5 11.0 130 14.0
Other Europe
Polypropylene s | 10.9 15.3 18.4L
Polyethylene 0.2 0.2 05 ° Dal
Total 8.3 111 19.8 19.1
Total Consumption 21.6 32.1 50.5 S 63.2
of whichs
Polypropylene 20.6 29.8 h6.7 Bl.2
Polyethylene 140 2.3 3.8 6.0

Source: European Association for Textile Polyolefins
(confidential); and trade estimates.
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Table L: TARIFFS ON JUTE AND JUTE MANUFACTURES
TN MAIN DEVELOPED CONSUMING COUNTRIES
(percent ad valorem)
! United  United -

States Kingdom L= /1 EEC Japan Australia
Raw jute 0 0 0 0 0]
Jute yarn | 0 10-15 8 g 30
Jute fabrics ‘ 0 £2 20 15-22 1043 0
Jute sacks/bags (new) 1.5 /L 20 15-20 . 1043 10 /5

/1 Imports from Commonwealth countries are duty-free.

I

0.2 ¢/1b. specific duty + 2.5% ad valofem_on bleached, colored or
- flame-redistantjfabrics. _

A ceiling on imports éxists at 21,000 metric tons.

Plus speclfic duty of 0.2¢/1b.

g

Except for corn sacks whlch are admitted duty-free.

Source: U.S. Tariff  Commission; Commonwealth Secretariat, and
UNCTAD Secretariat. .
|
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Table 5: NET IMPORTS OF RAW JUTE AND ALLIED FIBERS
AVERAGE FOR 1961-63, 196L-66 AND 1967-69

AND 1970

(thousand metric tons)

Average
1961-63 T%ﬂ—ig 1967-69

1970
A. Developed Countries
Western Europe
EEG 289.6 284.1 295.5 273.3
United Kingdom 137.8 128.3 110.8. - 9k.1
Other /1 72.7 B6.6 85.9 2
Total 500.1 L99.0 L92,2 - .
North America
United States 57.8 Sg.S’ L2.9 29.8
Canada 2.0 E ; ,0 3.
Total gg-s =3 -9 32-
Other Developed
Japan h.2 86.3 112.3 104.0
Australia 8.0 7.0 8.0 10.0
South A/i;rs.ca 30.5 29.0 zﬁ.g * p8.0 %
Others /2 2.8 2. . 2.
Total 1i5.5 125.2 152. m:“';s'
B. Centrally Planned Countries
USSR 17.5 2L.5 2L 7 36.L
Eastern Europe 55.5 61.5 58.0 575
China, Peoples' Republic 9.7 56.2 56.3 L7.5
Total Centrally Planned Countries B82.7 1h2.2 139.0 1ll.h
C. Developing Countries
India L8.8 117.1 90.5 - 25.6
Other Asia/3 56.0 52.0 51.0 65.0
Africa/Near East L2.0 Lk.5 65.0 61.5
Latin America 11.5 1.5 1y.0 15.0
Total Developing Countriss 160.3 228.1 220.5 115.9
D. Total World (A + B + C) 918.4 1,053.1 1,050.4 B81.0
#*

Estimate based on exports from producing countries.

/1 Other Western Buropean countries plus Greece, Turkey and Yugoslavia.
/2 Consists of New Zealand, Rhodesia and Israel.
/3 Includes Pakistan.

Source:

National Trade Statistics (wherever available) complemented by:
Buropean Association of Jute Industries, Statistical Yearbook
(Annual); Indian Jute Mills Association, Annual Summary of Jute
and Ounny Statistics (various issues); Bangladesh Jute Board,

The Jute Season, 1968/69 and 1969/70; Commonwealth Secretariat,

Tndustrial Fibers (various issues); and FAD, Trade Yearbook
(various issues).
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TIITI. WORLD SUPPLY: STRUCTURE AND TRENDS

A. Historical Perspective

119, The world supply of jute and jute goods has undergone important
changes in the last two decades. In general terms, the 1950's saw a large
increase in the production of raw jute and allied fibers, 1/ while the
1960's saw important changes in the location of manufacturing activity.

. /a
Table 17: PRODUCTION OF RAW JUTE AND JUTE GOODS -

(000's metric tons)

Raw Jute Jute Goods
India Pakistan Others Total ~India Pakistan Others Total
1951/52 670 oL8 211l - 1829 983 | e 566 1550
1961/62  1L56 1304 831 3591 1096 273 15LkL é9i3
1970/70 1116 1163 1010 3289 1092 W8 1352 2902
1971/72 1231 7?7 1219 3227 1252 305 1293 2850

ig At least three possible factors cause jube goods production to differ
from raw jute production in any given years. These are: (i) changes
in stock positions including carryovers from one year to.the next;
(ii) village consumption; and (iii) a wastage factor of 5-6 percent in
manufacturing .

Source: IJMA, BJMA, AEJI, and FAO.

120. Production of jute and allied fibers increased rapidly during the
1950's doubling from 1.8 million tons in 1951 to 3.6 million tons in 1961, a
growth rate of about 7.5 percent per year. Production in Pakistan, which
accounted for about 50 percent of total output in the early 1950's, grew at
only 3 percent per year to reach 1.3 million tons in 1961/62 thereby declining
to 36 percent of the total. In fact, 1961/62 was a particularly good year in
Pakistan because of favorable weather conditions, and the average crop for the
decade was about 1 million tons with no discernable trend. Production in India
inereased from about 670,000 tons to 1.5 million tons (about one-third of the

1/ Including mesta (produced mainly in India) and kenaf (produced mainly in
Thailand and China). : .
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increment being mesta) as the result of an extensive program to expand jute
acreage in order to supply domestically jute previously imported from Pakistan.
Production in Thailand increased from almost nil to about 300,000 tons (almost
all of which is kenaf), while production in the USSR and mainland China in-
creased by 265,000 tons to 365,000 tons, of which about two-thirds is kenaf.
The most important structural changes during the 1950's were the decline in
the share of Pakistan in total world production and the increasing importance
of allied fibers which had accounted for only 8 percent of output in 1951/52
but which increased to about one-quarter of the total by the end of the decade.
Since allied fibers are low-cost, low-quality substitute for Jjute, the develop-
ment was important as a measure of the potential market lost to jute because
of an inability to increase yilelds and lower production costs.

121, In the main, the 1960's have been a decade of stagnancy for the
production of raw jute'and allied fibers. There have been fairly large yearly
fluctuations based largely on varying climatic conditions. -However, output
has averaged about 3.5 million tons per year or roughly the same as in 1961,
with 77 percent accounted for by jute. The main fluctuations have been in
Jute production in India which have been counterbalanced by the fairly sensi-
tive supply response of Thai kenaf. Bangladesh and India now esach supply
about orne-third of total world production and the USSR and mainland China about
15 percent, with Thailand, Nepal, and other countries in Asia, Africa, and
Latin America accounting for the remainder.

122, Political considerations were the key factor causing trade between
India and Pakistan to diminish in the early 1960's and to cease in 1965. 1/
Thus, India could nc longer import raw fiber from Pakistan, a situation for
which India had started to prepare soon after partition with a "grow-more-
jute" campaign. 1/ By 1966, India had expanded jute and especially mesta
output con51derably, and only relatively small imports of Thai kenaf (about
15 percent of Indian consumption) were required. Thailand maintained an
essentially laissez-faire attitude both towards world trade and domestic
production. Since kenaf is grown on marginal land with few alternative uses,
the supply response to world price fluctuations is fairly sensitive. In
practice, this meant that a poor Indian crop one year was followed by a large
Thai crop the following year, an important element in replacing drawn-down
buffer stocks.

123, The most distinctive changes in the production of jute goods have
been the continuous increase in Pakistan's share over time (except for the
war-induced decline of the last 2 years) and the increase in production in
other countries (mainly Western Europe) in the 1950's followed by declining
production in those countries in the 19607's,

l/ See Chapter I for a brief description of the campaign. 0f course, there
was considerable informal border trade - perhaps on the order of 100,000
tons per year.
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12L. Production in Pakistan increased from 1951/52 to 1961/62 reflecting
a large increase in capacity, then leveled off for several years, at 275 to
300,000 tons as no new capacity was installed. However, a large investment
program in the middle 1960's enabled production to increase from 289,000 tons
in 196,/65, to 587,000 tons to 1969/70, or by over 100 percent. The years
following 1969/70 saw production drop markedly at about 305,000 tons in 1971/
72. Current trends in Bangladesh indicate a likely level of about L480-500,000
tons in 1972/73 (see Wolume II for a more detailed discussion).

125, India, on the other hand, allowed output of manufactures to stagnate over
the last 20 years, with the notable exception of the last 2 years when pro-
duction for export increased to partly absorb world demand resulting from

the declines in exports from Pakistan. Exports from India had been declining
before this, from a level of about 960,000 tons in the middle 1960's to little
more than 600,000 tons in 1970 (see Table 35). Overall demand for goods remained
constant only because of large increases in domestic consumption.

126. Perhaps the most important element in the decline of India as an
exporter of jute goods was the squeeze imposed by tariff and quota barriers

in Western European markets on the one hand, and Pakistan's aggressive expansion
of exports supported by a differential exchange rate system that provided cheap
raw jute to her domestic manufacturing industry. dJute prices in Pakistan were
typically about one-half Indian jute prices (see Volume II for an analysis

of this system). The differential exchange rate system was, of course, removed

by the Government of Bangladesh on January 1, 1972, and raw jute prices quickly

.rose by about 50 percent.

Table 18:- TAXES ON INDIA'S EXPORTS OF JUTE MANUFACTURES

Unit Value[g Export Duty
(Rs. per ton)

He581an _
June 1966 2,406 g00
May 1967 i 3,359 /b 750
Feb. 1968 22771 500
March 1969 : 3,557 200
Dec. 1971 L,152 } 600

Sacki
June 1966 - 1,918 600

_ May 1967 . 25570 /b Lg0
Feb. 1968 2,001 250
March 1969 2,527 , 150
Dec. 1971 2,960 150

Carpet-Backing

}§Mel%6 - 3,057 900
May 1967 4,638 /b 600
Dec. 1969 5,080 300
Dec. 1971 , 1,68 700 /c

For the month closer to the date of the change in export duty.
June . 1966-March 1967 (average).

Reduced to L0OO Rs/ton for constructions , 90.z. per sq. yd. from
October 31, 1972. '

lotts

Source; Monthly Statistics of Foreign Trade of India, and IJMA, Annual L
; Summary of Jute and Gunny Statistics 1971/72.
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127 Quite apart from subsidizing or protecting her jute industry, Indla
has imposed export taxes on hessian, sacking and carpet backing of varying
amounts over the years, but amounting to about 6-37 percént for hessian, 5-31
percent for sacking and 6-29 percent  for carpet backing.

128 The differing government policies in India and Pakistan were of
crucial importance in determining market shares. Pakistan was able to
underprice India in hessian and sacking, and by the end of the 1960's had
captured about 85 percent of the combined sacking export market of the two
countries and about L5 percent of the combined hessian export market. India
retained most of the combined carpet backing market, largely because Pakistan's
capacity in carpet backing increased much more slowly than in hessian and
sacking.

129, The fact that Pakistan discriminated against raw Jjute exports in
favor of exports of jute manufactures thereby promoting a profitable domestic
jute manufacturing industry proved to be an important determinant of the
world jute trade. The smaller jute crops implied by lower domestic raw jute
prices encouraged the growth of substitutes for jute. 1In the developing
countries, this encouraged the rapid growth of kenaf, mesta, and similar
fibers which are combined with jute to allow production of cheaper goods.
Since allied fibers such as kenaf were typically LO to 50 percent less
expensive, 1/ but can only be used in a given ratio in most production, this
was probably an important factor in preserving the jute market. In the
developed countries, synthetics and other products were substituted for

jute thereby diminishing the jute market situation. It would appear that a
wiser policy would have been a lesser .degree of discrimination against raw
jute exports thereby preserving jute markets in Western Europe until the

time when they could have been supplied with goods from Pakistan. The degree
of substitution is discussed in Chapter II. '

130. The data on manufacturing output over time suggest that a consider-
able shift has occurred in the location of manufacturing capacity, and such
a shift has indeed taken place.

1.5 Aside from the apparent (rather than real) decline in the number

of Indian looms, the table below portrays the two basic features of structural
change in manufacturing capacity over time - the rapid increase in capacity
in Pakistan and the equally rapid decline of capacity in Western Furope.. The
increase in capacity in Pakistan, discussed in detail in Volume IT, was

part of the Government's program to increase foreign exchange earnings and
industrial employment among other considerations.

1/ The current price level of kenaf is about the same as that of raw jute.
This is no doubt a reflection of the recent shortage of raw jute and
it is expected that kenaf price will soon decline to previous levels.
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Table 19: NUMBER OF LOOMS BY COUNTRY

1952 1960 1966 1970
India i 68,557 72,125 75,265  L41,032 /a
Pakistan 2,087 8,092 14,342 21,508
Western Europe 35,609 28,349 21,658 12,908
Of which:
United Kingdom (.8,1L0) ( 6,588) ( 5,834) ( 3,38L)
France ( 6,477) ( 3,953) ( 2,851) ( 2,183)

Germany (Federal Rep.) ( 5,08L) ( 3,873) ( 3,690) ( 2,291)

Belgium - - ( 3,718) ( 3,310) ( 3,174) ( 1,218)
Rest of World , 15,923 22,060 25,331 27,000
 Total 122,176 130,626 139,596 102,4L8 /a

‘78 The. entries for India for 1952, 1960, and 1966 consist of all looms

— previously registered with the IJMA and represent, in part, a number
of looms which were inactive or which no longer existed. Since 1968
is the first year for which the number of active looms only 1is avail-
able, it is not possible to give an estimate of looms in use for the
earlier years. However, a comparison of data for 1966 anc 1968 in-
dicates that the earlier figures contain a sizeable upward bias of
about 25,000 looms. -

Sources: AEJI Statistical Yearbook, IJMA, BJMA, and FAO. The rest
of World entry for 1970 is a mission estimate.

1325 The rapid decline of manufacturing capacity in Western Europe

is directly related to decreased consumption; as tariff barriers and gquotas
effectively prohibited the import of manufactured items. The key character-
istic of this decline is that it has been progressive and monotomic for some
decades, and that it has occurred in almost every major jute-using country
in the region. The most precipitous decline has occurred in the United
Kingdom, which, by 1971, had only 2,05, operating looms, only 25 percent

of the 1952 level, and less than 5 percent of India's current capacity. The
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only countries which are exceptions to this precipitous decline are Portugal,
where loomage increased from 558 in 1952 to 951 in 1971, and Spain, where
loomage has been declining very gradually. The analysis :of Chapter II of
this volume discussed trends in Western Europe in detail.

133, The research effort expended during these years will be discussed
at the end of this chapter, but it is worth mentioning at this point that,
while some institutions were established which evolved useful results, jute
technology on the whole has remained stagnant. Agricultural production,
and yields in particular, Have remained unchanged, as has the basis methods
of converting fiber to manufactured goods. This stagnant technological base
combined with the pricing policies mentioned above clearly invited a strong
research and development effort for synthetic substitutes on the part of
large companies in developed countries. The results of that' effort began
to pay off in the middle 1960's, although jute-producing countries did not
respond for more than half a decade afterwards. .

B. Importance of Jute to Producing and Exporting Countries

T30 Jute and allied fibers are of significant importance to at least
four developing countries, and of varying degrees of importance to a number
of others. Bangladesh is quite clearly the country most dependent on jute.
Exports of raw jute and jute manufactures have accounted for over 60 percent
of foreign exchange earnings in recent years, and are expected to account
for over B0 percent of foreign exchange earnings in 1972/73.

Table 20: EXPORTS OF JUTE AND JUTE GOODS FROM BANGLADESH
| (millions of US dollars)

1969/70 1970/71 1971772 1972/73
Value % Value % Value % Value % (Est.)

Raw Jute 160 30 108 2l 100 32 130 - 38
Jute Manufactures 193 36 160 37 123 40 | 185 1,9
Other 189 34 167 39 85 28 60 16

Total -5h2 100 432 100 308 100 375 100

Source: Bangladesh Planning Commission.

Volume II examines the impertance of jute to Bangladesh in greater detail.
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135, The importance of jute to India is greater than suggested by
percentagesof national figures because production is localized in Bengal,
and other important areas where alternative sources of income are quite
limited. However, even in terms of percentagesof foreign exchange earnings,
jute manufactures are the most important single item, accounting for about
15 percent of total earnings.

Table 21 : EXPORTS OF JUTE GOODS FROM INDIA

(millions of US dollars)

1968/69 1969/70 __1970/71
Value % Value % Value
Jute Goods ; 291 16 276 . 15 250 12
Other ny S, | 8h 1,608 - _85 1,793 _88
Total 1,813 100 1,884 100  2,0L7 100

Source: Minisﬂry of Foreign Trade.

136. Nepal has produced about 30-40,000 tons of raw jute, or a little
over 1 percent of the world's total. Despite this low share, jute exports
are extremely important as they account for over two-thirds of that country's
foreign exchange earnings.

© 13T 'Thailand has been an important supplier of raw fiber (kenaf) to
India, Japan, and other countries. While Thailand accounts for about 10
percent of world production, it is of distinct importance as a supplier

as Thal production has often made up for shortfalls in India and Bangladesh
(since it is often subject to different climatic conditions), thereby helping
to keep world prices stable. Since 1965, kenaf exports have accounted for
between 5 and 15 percent of foreign exchange earnings.

C. Relative Costs and Prices

138, Raw jute costs and prices have shown significant differentials

among various producer countries. Indian costs and prices have, in the

past, been considerably above levels in Pakistan, partly because of Pakistan's
differential exchange rate system which suppressed the domestic price of raw
jute, but also because productivity in Pakistan was higher and relative costs
lower. In addition, Indian jute is, in general, of lower quality. The price
differentials existed over time because of a ban from 1965 to liberation on
trade between the two countries. There has, of course, been a considerable
amount of smuggling in response to the price differential, perhaps on the order
of 100,000 tons per year.
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139. The following table indicates the relative cost of raw jute in
sacking and hessian production in India and Pakistan in 1968. The differ-
ential for sacking was about $4li/ton, and raw jute costs to Indian mills
were one-third higher in sacking production. The differential in hessian
was estimated at $23/ton, indicating that raw jubte costs to Indian mills
were some 10-15 percent higher than raw jute costs to Pakistani mills. No
cost figures were available for carpet-backing, but it may be surmized

that the cost differential was greatest in that activity as carpet-backing
requires high-quality fiber, in short supply in India but relatively plenti-
- ful in Pakistan.

140. Conversion costs, on the other hand, were lower in India than in
Pakistan, reflecting the greater relative efficiency of the Indian industry.
This comparison is, of course, made at the then prevailing official exchange
rates of li.76 Rupees/dollar for Pakistan and 7.28 Rupees/dollar for India.
Nevertheless, it will be seen later in paragraph that India's relative
conversion cost advantage persists today with identical exchange rates in
the two countries. Conversion costs in the Indian industry were 38 percent
below those in Pakistan for hessian production and 5l percent below for
sacking production. .



Table 22:

Jute Cost

Conversion Cost
Manufacturing Cost
(a) Deduct Bonus
at 5% Price for
Pakistan

(b) Add Export
Duty for India

Net Price

F.A.S. Selling

Price Plus Export

duty for India on
]—L- ?-68 '

" Profit (+)/Loss

(-) = 6-5

Pakistan's

‘advantage over

India

In $ ,
In Indian Rs.

Average Batch

Cost Rs./Md

_.5'6..

COMPARATIVE COST OF JUTE GOODS IN INDIA AND PAKTSTAN: 1968

(per ton)
HESSIAN : SACKING
_ Pakistan India Pakistan India

Pak- Rs. US$ Ind. Rs. U5 ©Pak. Rs. USp Ind. Rs. USH
868 182 1540 205 608 128 1288 172
953 200 928 123 692 W5 89T T
1821 382 2465 328 1300 273 1885 251

783 164 568 119
s 508 68 . L 250 34
1038 218 2973 396 732 150 2139 283
171 366 2770 369 1262 265 2029 270
+703 +118 -230 -27 +530 +111 39 w5

+178 ‘ +131L

+1335 +983

31 SR 23 | 46

Source: IJMA.
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Tl It would, of course, be dangerous to accept such cost figures
as precise estimates of relative costs and efficiency.

simply do not seem to be available.
significantly overstated.

Precise estimates
For example, raw jute costs may be
Nevertheless, the estimates are probably good
indications of the direction of relative costs and efficiency, and seem

to conform to generally accepted if not always quantified estimates.

1Le, The overall cost advantage of Pakistan's industry over India's
industry which existed despite a disadvantage in conversion costs and was
based solely on less expensive raw jute, is consistent with estimates that
Pakistani mill owners were earning 10-15 percent profits on sales while

underbidding Imdian. exporters thereby increasing Pakistan's market share.

143, After the creation of Bangladesh and the introduction of a uniform
exchange rate, raw jute prices in Bangladesh rose considerably

. Devaluation
was not the only factor as food shortages caused rice prices to rise con-
siderably.

Since jute competes with rice for productive,resourbes including
land, this '

no doubt was of considerable importance in raising raw jute
prices in Bangladesh by about 60 percent.

1Lk, The mission estimated current manufacturing costs in Indiz and
Bangladesh. The basis for these estimates ig., for India, IJMA data and

mission estimates, and for Bangladesh, a sample survey of 12 mills com-
bined with BJMA data.
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Table 23: COMPARATIVE COSTS OF PRODUCTION IN INDIA AND BANGLADESH

HE SSTAN _ SACKING _ CARPET BACKING
, India Bangladesh India Bangladesh __India Bangladesh
Hs/Ton & ton % HBs/ton %  1Ik/ton _% Rs/ton &  Rs/ton %
Raw Materials 1900 55 1750 L 1600 S8 1396 5L 2600 56 2176 L5

Conversion Costs 1598 45 2247 56 1152 L2 1213 L6 2018 Ll 2632 55

0f which:
Wage & Salaries ( 976) (28) (102h) (26) ( 7L9) (e7)  ( 56k) (21) (u2hk) (e7) ( 969) 20
Stores ( 62) (2) (193) (5 ( 30 (1) (100 (L) (263 (6 (320 7
Interest -~ ( 68) (2) (2h5) (€) ( 51) (2) (18 (L) (103) (2) oo 8
Depreciation ( 58) (2) (238) (6) ( 38 (1) (135 (5 (1) ( 3) 350 [
Others | (37 (1) (547) (3) (277) (0) (296) (12) (26L) (6) 592 13
TOTAL 3438 100 3997 100 2752 100 2609 100 L4618 100  LBOB 100
1 :
Selling Price 3560 3700 2600 2600 4550 L600

/1 For India, F,A.S. (cost of factory) for Bangladesh, F.0.B.

Scurce: Mission estimates based on: (1) IJMA data for India, (2) mission sample survey
for Bangladesp. : “
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For purposes of analysis, it is also helpful to present cost ratio based
on the above table. '

Table 2l;: RELATIVE COSTS OF PRODUCTION IN INDIA AND BANGLADE SH

Non-Labor : Total‘
Raw Conversion Conversion
Materials Labor Costs Costs - Total
Hessian
Bangladesh Costs .92 -1.05 2.18 Lk ~ 0 136
Indian Costs
Sacking
Bangladesh Costs .87 .15 1.61 1.05 <2l
Indian Costs
Carpet Backing
Bangladesh Costs .8 .78 215 . 1.30 1.04

Indian Costs

Note: Computed rate of 1 Taka = 1 Rupee.

Source: Table 23.

1h5, It is, of course, difficult to verify such estimates. They are,
however, consistent with the previous estimates given previously, with the
notable exception that raw materials costs in Bangladesh are now much higher
as a result of the devaluation and resulting high domestic prices for raw
fiber. If the cost estimatesare correct, 1/ the profit position for both
India and Bangladesh is apparently extremely weak, which is verified by
budgetary indications in Bangladesh.

146, Raw materials are generally less expensive in Bangladesh than in
India, by from 8 percent by hessian to 16 percent for carpet-backing. Since
the cost differential for carpet-backing raw materials (394 Takas or 20 &

per ton) about the same as shipping costs from Bangladesh to Western Europe,
it seems obvious that raw jute exports from Bangladesh to India would benefit
both countries. The reason why the raw materials differential between India
and Bangladesh shows up most strongly in carpet-backing is that this product

1/ Perhaps the weakest area in such estimates in the costs of raw jute, many
mills purchase jute from trading companies that they own and there is some
reason to believe that raw jute may be over-invoiced in such situations.
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requires high quality fiber which is scarce in India but much more plentiful

in Bangladesh. However, the differentials in hessian and sacking raw materials
costs also appear great enough to make exports of raw jute to India profitable
for both countries.

6 T e Conversion -costs in Bangladesh appear higher than in India, despite
generally lower labor costs as non-labor conversion costs in Bangladesh are
estimated at almost twice Indian levels. Capital is more costly. This in
part reflects the newer capital stock in Bangladesh and higher depreciation
charges. However, interest on capital is an important item and this largely
reflects the large amounts of working capital borrowed from the banking

system in turn caused largely by a build-up of inventories as well as the need
to cover expenses (largely wages) during the war when production was low.
Stores are an extremely costly item in Bangladesh. These and other aspects

of industrial costs in Bangladesh are discussed in Chapter IV.

148. It is, of course, important to note that the above comparisons are
made on the basls of the officlal echange rates for India and Bsngladesh,
“and that there are indications that such a basis of comparison may reflect

a financial rather than economic advantage in India.

149. It would surely be worth considerable effort to increase productivity
per loom both in Bangladesh (which is about 75 percent of 1969/T70 levels) and
in India, which also has excess capacity, before investing in new plant and
equipment. Output levels in both countries are less than 50 percent of feasible
capacity. The need to more fully utilize existing capacity before considering
any expansion is especially relevant today since machinery costs during the
past several years have been increasing because of increase in costs of pro-
ductive on the one hand, and a strong demand on the other. New eguipment is
being installed in Africa and several Asian countries especially Indonesia,
which to date have mostly imported finished products.

150, The mission attempted to compare production costs in India and
Bangladesh with those in Western Europe. The following table gives mission

estimates (based on industry interview) for production costs of carpet-backing
in the United Kingdom.

Table 25: CARP%TBACKIWGEHODUCTION COSTS IN THE UNITED KINGDOM

(U.S. Dollars per ton)

2 0% Carpét Badking 7 oz. Carpet Backing

~Raw Material.' | 31,8 ‘ 360
Yarn prodﬁction : 207 312
WéaVing- | : 221 ' ggg

o, 876 | 900

Note: Converted at $2.40 to the poﬁnd.

Spuree:s  Mission estimates.
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ARy These costs are about 70O percent above production costs in India
and Bangladesh. If accurate, they provide a strong rationale for the rapid
demise of the. jute carpet-backing industry in the United Kingdom.

D. Pricing Policies

152, Pricing, especially in terms of foreign exchange, has probably
been the most important policy variable used by govermments to influence
jute production. In view of these projections of world demand given in
Chapter II, pricing is once again a key policy variable, although in the
longer run, changing the cost level and structure of production combined
with improved marketing techniques are also of great importance.

153, One of the key decisions in the past was that of Pakistan to employ
a differential exchange rate for exports of raw jute and jute manufactures,

a decision which had the effect of imposing a tax on raw jute of about 50
‘percent in the late 1960's. (See Volume II, pages 2 to 5 for a more detailed
explanation and discussion.) The essential feature of the differential ex-
change rate was, therefore,to protect Pakistan's domestic jute manufacturing
industry by raising the international price of raw jute while keeping domestic
raw jute prices low. ; ‘ "

154. The differential exchange rate system gave up to 8.6 Rupees per

dollar for exports of jute manufactures but only L.76 to 5.6 Rupees per
dollar for exports of raw jute. :

Table 26: EFFECTIVE EXCHANGE RATES FOR RAW JUTE AND JUTE MANUFACTURES -

Jute Manufactures ~ Raw Jute
Effective Exchange Rates Effective Exchange Rates
(Rs /dollar) (Rs /dollar
1961/62 ' 5.68 )y .28
1962/63 - 5.72 L.24
1963/6l 5.60 L. 22
196L/65 5.60 | 1,55
1965/66 5.58 « Y o
1966/67 5.82 L.56
1967/68 T30 L. 76
1968/69 : ' 7 .66 1. 76
1969/70 , 8.19 ‘ L.76

1970/71 861 5.62
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155. The differential exchange rates lead, of course, to a serious
misallocation of resources a situation that was corrected with the intro-
duction of a wnitary exchange rate in Bangladesh of about 7.8 Takas per
dollar. In terms of maximizing foreign exchange earnings, however, it

is not clear that a unitary foreign exchange system is superior to a
differential foreign exchange rate system, although it is clear that ,
exchange rate levels of the past were distinctly overvalued. TIn terms of
maximizing earnings, pricing policy should reflect marginal revenue con-
siderations, and, specifically relative elasticities of demand and market
shares.

156. It appears quite likely that the elasticity of demand for raw jute
was and is lower than the elasticity of demand for jute manufactures. This
likelihood is based on the theory of derived demand and is in agreement with
commercial attitudes. Since raw jute comprises only about 50 percent of

the costs of jute manufactures and since it must, of course, be used in a
fixed proportion to output a given percentage change in the price of raw
jute will probably change the ameunt demanded by only one-half as

much i/ as the same percentage price change in jute manufactures.

157. Market share considerations would have also suggested that raw
jute exports from Pakistan faced a less elastic demand curve than did
exports of jute manufactures. Pakistan in 1951/52 supplied aboub one-half
of the world output of raw jute, but much less than .one percent of the out-
put of jute manufactures. In 1961/62, the ratios had changed to about one-
third for raw jute and about 10 percent for jute manufactures, and in the
late 1960's jute manufactures in Pakistan for almost 20 percent of world
production. It could therefore be argued that, to the extent that the
conditions described in this and the preceding paragraph hold lrue today,
there is some reason to consider the merits of a differential exchange rate.

158, In any event, it is apparent from the analysis of Chapter II that
demand elasticities for both goods and raw jute are quite high, especially

in the long nun, and that prices of raw jute and jute goods need to be reduced.
Indeed, .the problem with considerations such as market shares, is precisely
that they tend to suppress the most important aspect of market demsnd, namely,
the competition with syntheties. It is of overriding importance that world
prices of raw jute and jute goods be lowered if there is to be a long run

for jute. The most feasible short-run solution to thls problem would be

an exchange rate adjustment. A more complete description of pricing mechanisms
in Bangladesh is given in Volume IT.

1/ More formally, the elasti¢ity of ‘derived demand for raw jute, given fixed
T  factor proportions in which the assumption that raw jute comprises 50 per-

cent of costs can be computed from the following: ' '

n. =% en
. Tn+e
where n, is the elasticity of demand for raw jute
' n is the elasticity of demand for jute goods
e is the elasticity of supply of other factor
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159, While this discussion has so far dealt with Pakistan and Bangla-

desh, India has, of course, also varied the effective exchange rate for

exports of manufactures by imposing an export tax, discussed in paragraph .
The effect of this tax has been to increase the cost of jute goods signif-
jcantly, especially at crucial times such as the last two years, ‘

when a long-term policy would have indicated lower prices for jute goods

to diminish expansion of capacity and output of synthetic substitutes.

160, Thailand and many other producers of raw fiber have adopted
essentially a laissez-faire policy towards pricing. This has allowed market
forces to govern output though, of course, with some lags in supply response.
The result has been an important stabilization of world supplies.



w iy =

E. Trade and Trade Prospects

16T« Exports of jute goods from India and Bangladesh taken together
have remained roughly constant through the 1960's, with India's share
declining somewhat and Bangladesh's increasing (see Table 3L,.

The total amounted to over 1 million tons until 1970/71, but the last two
years saw a decline largely due to war.

162, India's exports of jute goods are highly concentrated among a

few countries. The U.S., which accounted for one third of the total in the
early 1960's, increased its share progressively to Ll percent for the

year 1969/70 - 1971/72. All of this increase was on account of carpet-
backing. The U.S.S.R., which accounted for only 3 percent of exports in

the early 1960's, now accounts for 1l percent, almost all of which is hessian
and sacking. Canada and Australia account for about 5 percent each, with a
large number of other countries importing small amounts.

163, Bangladesh's exports of jute goods increased rapidly until 1969/70,
reaching over 500,000 tons in 1969/70, with civil disturbances and war
causing a decline thereafter. About 90 percent of exports are hessian and
sacking. The U.S. accounts for one-fourth of total exports. Exports to
East Africa are for a similar amount. ‘

16l. Exports of raw jute from Bangladesh go to a wide variety of
countries (see Table 37). The EEC countries currently absorb about one third
of the total, with other Westerm European countries accounting for another
one-third. India, which accounted for about 10 percent of exports in the
early 1960's, received no raw jute between 1964/65 and 1972/73. However,

on March 28, 1972, the Govermment of Bangladesh and India agreed to include
75 million takas of raw jute in a barter arrangement, under which sales

were to be finalized at current market rates. This could amount to trade

in the order of 30 to L0,000 tons. In view of the existing raw jute cost
differentials, there seemsto be ample scope for increasing such arrangements.
The superior guality of Bangladesh jute 1s also an important consideration,
especially since much of India's research effort is directed towzrds producing
Indian fiber of similar quality.

165, There would alsoc appear to be scope for raw jute trade between
Bangladesh and Thailand. With a normal ratio of kenaf to jute prices of about
60 percent, blending kenaf with jute could lower production costs considerably.
This would be especially true for Bangladesh mills in Chittagong area, which
is the major port and which also face high jute prices because of the distance
from jute-growing areas in Bangladesh. There is also some small scope for
exporting jute from.Bangladesh to Thailand which has several small mills.
Mixing small quantities of Bangladesh jute with kenaf, say in a ratio of

1 to 10, would considerably improve the quality of sacks made in Thailand.
Because the profitability of such trading arrangements turns on improvements
in transportation facilities, it is not possible at present to offer precise
quantitative prescription at this time.
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166. The supply of jute and jute goods in the 1970's will be subject

to a variety of political and other factors which are difficult to predict.
However, basic economic forces suggest certain general trends. It is likely
that the geographic center of the jute trade will continue to shift towards
Asia and away from the developed world. The markets for jute products

will probably be found in regions closer to producing regions in the absence
of a vigorous program of marketing and research and development. If such

a trend develops, it will have important adverse implications for the hard-
currency foreign exchange earnings of a significant portion of the developing
world.

167. The current supply position of the world jute trade is summarized

in the table below. India and Bangladesh play predominant roles in raw fiber
production, each accounting for about one third of the total. Demand in India
absorbs enough production so that exports of jute goods from India and Bangla-
desh are roughly equal. ' <" , '

Table 27: SUFPLY OF JUTE AND JUTE Gconsf-a-', 197
(Thousands of metric fons)

JUTE JUTE GCODS

india Eangledesh World Tctal India Bangladesh World Totzl
Production - 1,126 1,321 - 3,L60 1,099 . 587 3,289
Domestic ]
Consumption=—~ 1,155 658 2,522 51k 21 2,230
Exports -26 625 908 549 566 34207

Jute goods procducticn is normelly less than raw jute production because: :
(i) village consumption is not counted; (ii) there is a wastage factor of 5-6
percent in manufacturing. In addition, changes in stock positions can cause

discrepancies in any given year. ' '

Includes stock adjustments.

Source: FAO, IJMA, BJMfA.

168. A projection of trade to 1980, with all the uncertainty which

necessarily inherent in it, is useful to help understand current trends.
These are a few basic inputs to the projection. The demand
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Table 283. SUPPLY FROJECTIC}S FCR JUTE AND
JUTE GCODS /a IN 1980
(Thousand of -metric. tons)

JUTE JUTE GOODS

Indis  Baneladesh World Totall® Tndia  Fensladeeh —Woria Farmi/®

Production 5 e - 1,400 (3,850) 1,248 685 (3,590)
(3:770)

Demestic
Consumption 1,385 - 725 3,300 736 - Lo (2,6L3)
. i (2,628)
Exports 200 675 (603) hso - 6us - ( 9L7)
‘ . (558) (1,142)

/a Jute goods producticn is nermally less than raw jute production becauses:
(1) village consumption is not counted; (ii) there is a wastage factor of 5-6
- percent in manmufacturing. In addition, changes in stock rositions can cause
discrepancies in any given year. ‘

[

Upper bracketed figure refers to Alterrative I while lower bracketed figure refers
to Alternetive II (see Tables 3 & U).

analysis presented in Chapter II has been taken as a key against which the
supply considerations of this chapter have been matched. Thus, Tables 15
and 16 of Chapter IT are summarized in Table 28 sbove. The advantage of
Bangladesh over India in producing raw jute is reflected in the projected
export of raw jute to India. Production of raw Jute in India is not
expected to increase. With world import demand projected to remain roughly
constant, and with a large increase in domestic demand projected for India,
it is assumed that Bangladesh will increase exports of jute goods. Most of
the increment will probably be carpet backing for the U.S. and perhaps
other developed countries. .

169. Although the quantity of exports of raw jute from Bangladesh is
predicted to incredse by about 8 percent® during the decade, and the quantity
of manufactures by 19 percent, predicted price declines suggest that export
earnings may increase by smaller amounts. One factor operating against
this trend is the expected increasing importance of carpet=backing in the
mix of exported goods. Since carpet-backing eams about 50 percent more
foreign exchange than sacking and 25 percent more foreign exchange than
hegsian, it is distinctly possible that Bangladesh may enjoy a reasonable
increase in foreign exchange earnings, and that India may maintain foreign
exchange earnings from jute. Since current output levels are only about
one-half of feasible capacity, it should be noted that projected increases
in demand do not call for increased capacity, but rather for increased
utilization of current capacity. Further, with almost 25 percent of total
costs in Bangladesh now incurred on account of interest, depreciation, and
other essentially fixed costs, an increase in capacity utilization to 75
percent of feasible capacity could lower unit costs by 5 to 10 percent
immediately. It would surely be worth considerable effort to increase
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productivity per loom both in Bangladesh (which is about 75 percent of
1969/70 levels) and in India (both countries operate at less than 50
percent of feasible capacity) before investing in new plant and equipnent.
This is especially true since machinery costs during the past several years
have been increasing because of increase in costs of production on the one
hand, and a strong demand on the other. New equipment is being installed
in Africa and several Asian countries especially indonesia, which to dates
have mostly imported finished products.

170. Tt is important to note that production costs in India and,
especially Bangladesh, are higher than they need be, costs relative to
producers in Western Europe are low, largely because labor costs in Western
Burope are far higher. However, as emphasized in Chapter II, the main
competition is with synthetics, and unless costs are reduced, the future
position of jute will be weak indeed. '

1L Market-sharing arrangements, especially between India and Bangla-
desh, should be carefully explored. Given the prospects for slow growth

of jute goods exports from producing countries, efficiency in capital invest-
ments allocation would call for a joint production planning exercise between
Tndia and Bangladesh for which a market-sharing arrangement would be an
important corollary. The area of direct competition in the export markets
between jute goods produced in India and Bangladesh 1s in fact quite narrow.
Tndia has a large and growing domestic market for sacking and is only a
residual supplier in world markets now largely supplied by Bangladesh.
Production and export of hessian goods from India is much more diversified
(in terms of guality composition) than those from Bangladesh, and competition
is largely limited to standard hessian products. The two countries compete

in carpet-backing, but this market has potentially good growth prospects
which, other things being equal, would make market-sharing arrangements
easier. An overall agreement on production and external marketing is tech~
nically feasible. One example of a market=-sharing arrangement (offered solely
for illustrative purposes) might be that India produce the non-standard hessian
items in exchange for assuring a part of the carpet-backing market to Bangla-
desh. Bangladesh might agree to the sale of specific guantities of raw jute
to India as part of a market-sharing agreement. The danger inherent in such
an overall agreement lies, of course, in the possibility that jute might then
be priced less competitively vis-a-vis synthetics, so that a necessary pre-
condition for any successful market-sharing arrangement would be a far greater
degree of awareness of and responsiveness to world market conditions than has
been demonstrated in the past.

F. Buffer Stocks

172. Since one of the crucial differences between jute and its competitors
is variability in supplies, the creation of buffer stocks of jute and/or jute
products has been frequently as an importent element in increasing (or main-
taining) jute's market. There are already sizeable buffer stocks of both jute
goods and raw jute throughout the world. These are, for the most part, in
private hands, and most buffer stock proposals seem to be aimed at
increasing the existing stocks with cost borne by producing governments.
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173 Government and semi-public buffer stocks already exist, of course,
but these are largely the result of domestic considerations rather than
world market considerations. In Bangladesh, the growth of public sector
marketing corporation has been considerable and is detailed in Volume II.
In India, the first attempt to create a buffer stock was through the Jute
Buffer Stock Agency (JBSA) which was operated by the jute mills. The
JBSA was unsuccessful, however, and its activities were taken over by the
State Trading Corporation (STC). However, the STC soon encountered the
same difficulties previously faced by the JBSA, namely, an inability to
acquire large enough stocks to effectively counter variations in erop
size. During the 1971/72 season, a Jute Corporation of India was set up
to attempt to conduct sizeable stabilization operations. Domestic con-
siderations are important, but a world market orientation might well lead
to a different kind of operation than would a domestic consideration.

L7k Ideally, one would want a buffer stock of jute goods meintained in
consuming countries as the surest safeguard against fluctuations in supply.
Other possibilities include stocks of jute goods in producing countries,
stocks of raw jute in consuming countries with productive capacity (i.e., not
the U.S.), and stocks of raw jute in producing countries.

175 As the simplest proposal to explore, one might consider

buffer stocks of raw jute in Bangladesh. Over the last decade, production has
averaged 6.l million bales, with a standard deviation of about .9 million bales.
It turns out that a buffer stock about 1 million bales could have eliminated
all fluctuations, one of 500,000 bales would have left only 2 years with
shortfalls (of 20,000 bales in 1968/69 and 300,000 bales in 196L/65) while a
stock of 250,000 bales would have left 3 years with shortfalls (the 2 above
plus 1963/6L4 with a shortfall of 15,000 bales, although then the shortfall
in 1961/65 would have been 775,000 bales). A 250,000 bale or, =ays, 50,000 ton,
buffer stock would have required about $15 million in capital. (These and
the figures below refer to capital costs of the buffer stock itself and
exclude warehousing and other storage costs.) The cost to the Government on
an annual basis would have consisted of (i) interest on capital tied up;

(ii) plus reduced sales in "surplus" years; (iii) minus increased sales in
ndeficit" years. For the 1960's, the costs would have come to about $3=4
million in interest charges (at 10 percent interest) mimus say $1 million on
account of items (ii) and (iii). Therefore, the anmual cost of a buffer
stock would probably not have been great but capital requirements, and, more
specifically, access to capital in surplus years to accumulate stocks, might
have posed a serious problem.

176. On a worldwide scale, the above numbers should be multiplied by
a factor of about 3, so a capital requirement of about $40-50 million is
indicated. The requirement of the more optimal solution of a buffer stock
of jute goods might easily reach $55-65 million.

i77. The operations of a buffer stock would pose many problems. IFf tha
buffer stock were of jute goods, sophisticated decisions would need to be
made regarding the exact composition of goods purchased and sold, and

these requirements plus the impact of buffer stock movements on profitability
of current manufacturing seem to preclude any possibility of establishing such
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a buffer stock. Stocks of raw jute would be simpler to operate and could
rely on relatively automatic rules known to everyone. Howsver, it would still
need to be a sophisticated operation ror an industry in which producing countries
have difficulty (i) in ascertaining current market information (ii) in operating
existing enterprises (iii) in raising capital. Therefore, it would seem best
not to encourage creation of a buffer stock at present, but to reserve the
option for a later date when (and if) a well-functioning international canter
might spensor such activities.

4

G. Research ard Develo-wait

Agricultural Research

178, Most of the agricultural research on jute is carried out in India and
Bangladesh, while research on kenaf is mainly conducted in Thailand. Agricultural
research work on jute in Nepal is still embryonic and current efforts are
principally directed toward basic improvements of production technigues.

179, Jute agricultural research in India is largely conducte” by the Jute
Agricultural Research Institute (JARI) and the Technological Research
Laboratories (TRL) which are controlled and financed by the Indian Council
of Agricultural Research. In 1969=7C the allocation to the JARI was around
$2L1,000 and that to the TRL around $228,000. The research effort of the
two organizations is mainly directed vowards selection and breeding of better
strains of jute giving higher yield . Evolution of new strains is obtained
both by selection and crossing anc -lso by induced mutation. Demonstration
to the farmers of Letter methods of cultivation by increased use of proper
fertilizers, line sowing, proper spacing of the plants, better control of
pests and diseases, improvements in the retting and extraction of the fiber
is another important part of the work carried out by the two organizations.
According to recent infoxmation, India's research effort to improve yields
per acre has produced two new mutants - evolved from hybrid crossing - which
would be released in 1973/7kL.

180. Some agricultural research work is also carried out by the Indian
Jute Industries Research Association (IJIRA) which is jointly financed and
managed by the Indian jute industry and the Indian Council of Scientific

and Industrial Research. In 1969/70 the ICSIR was providing $148,000 to

the budget of the IJIRA, while the contribution of the industry was $182,000.
The main purpose of the IJIRA, however, is industrial research.

181. Agricultural research in Bangladesh is largely the province of the
Jute Research Institute of the Bang%adesﬁ Central Jute Committee. The
Comnittee was first organized in 1951. The Jute Research Institute is
organized into six scientific disciplines - Botany, Agronomy, Soil Science,
Plant Pathology, Entomology, and Microbiology. A small statistics wnit is
attached to the Institute. There are five research subw-stations - Ki-L Leganj,
Rangpur, Chandina, Faridpur and Jessore and one out-station, Tarabo, which

are being used by the JRI to conduct locatiocn tests on varieties, ifertilirer

1/ The Report of the UNDP Jute Fact Finding Mission of 1970-71 contain:
a useful description and analysis of this topic.
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requirements, etc. Two Foundation Seed Farms, one at Chetla (LOO acres) another
at Nasipur (800 acres) are equipped to supply Foundation Seed (mother seed)

to the registered seed growers. Besides the activity mentioned, the JRI also
conducts simple field trials in 2L subvention centers. It plans to add about

2l more centers.

182, The development of the capital at Dacca substantially reduced the
area of the research farm of the Central Institute at Tejgaon and proposals
have been made for setting up a new experimental farm of 85 to 100 acres
about 10 miles away.

183. The JRI has submitted to the government development plans estimated
to cost Tk. 28.53 million during 1972/73 to 1976/77, or about $750,000 per
year. Included in the program submitted are proposals for augmenting
professional and support staff in all the scientific disciplines, sub-stations
and the proposed regional stations, purchase of laboratory and agricultural
equipment, training of technical personnel from various fields abroad,
development of all the research and foundation seed famms and enlargement of
field research facility at the central station by the addition of a 100-acre
experimental farm 10 miles away.

.18k, The JRI has also been made responsible for production of the bulk
of improved seed for use by the jute farmers of Bangladesh. A scheme for
production of improved seed during the fourth plan period through registered
growers at a net cost of Tk. 23.98 million is under consideraticn by the
Government.

185, Research on kenaf in Thailand is mainly on the applied, practical
side: spacing of the plants In the field, improvement of seeds and improve-
ments of cultural practices. Research is carried out under a Cooperative
Research Program which embraces a number of disciplines and organizations
but the center of research is based at the Applied Scientific Research
Corporation of Thailand (ASRCT).

186 ; Agricultural jute research in NeEal is carried out by the Biratnagar
(Tarahara) Africultural Station which operates under the Department of
Agriculturel Education and Research. The work of the Station does not
include any fundamental research. It has been concentrated to date on seed
improvement and multiplication, use of fertilizers and insecticides and
general improvement of cultural practices. A sum of $100,000 has been
allocated to the Station for the purchase of equipment and strengthening

of research under an Asian Development Bank loan directed to the modernization
of the Nepalese jubte manufacturing industry, but little, if any, progress

has so far been made.

Technlcal Research and Product Development

187 Jute technical research and product development are almost exclusmvely
concentrated in the two major producing countries. Very little work is
currently being done outside India and Bangladesh. Thailand has extensive
laboratory facilities, but the work there 1s almost exclusively concentrated
on kenaf fiber. No research and development work is conducted in Nepal.
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The British Jute Trade Research Association Laboratories have recently
stopped research on jute products and aside from the specilic research
project on jute carpet backing conducted at the Georgia Technical
University under the sponsorship of the U.S. Jute Carpet=Backing Council,
no research and development work is carried out in developed countries.

188. The most important research and development effort is currently
being pushed forward in India where the JARI, the JTL and the IJIRA have
three separate research and development laboratories. While technical
research is only a relatively sm:1l porticn of the activities of the JART,
both the government-financed JTL and the goverument-industry-financed IJIRA .
conduct a fairly extensive program of technical research and product
development. In addition to that, the Government of India, through the
Market Development Fund, makes a number of ad hoc grants to assist export-
oriented projects. One of the most successful areas of work' of these
laboratories has been the introduction of extensive quality control schemes
throughout the industry. Applied technical research has concentrated on:
the upgrading of fiber properties, the mechanism of degradation and
chemical-biological methods of prevention, investigatior into batching oil
and moisture application and yarn treatment. According to recent information
during the past year about 50,000 tons of upgraded jute fiber were converted
into better quality carpet-backing and clean hessian.

189. Product development efforts have been attempted in several directions:
decorative fabrics and wall coverir needle~deflection-free carpet backing
cloth, utilization of Jjute sticks for wall boards, utilization of jute in
plastics reinforcement and fire retardancy. In spite of some promising
results in each of these fields, no real breakthrough has yet been achieved.
In machine technology research is being carried out for improving carding
techniques, modernizing drawing frames to produce a more even yarn and
converting existing machines to improve spinning efficiency.

190. In Bangladesh, technical research and product development is
conducted by the Technological Wing of the Jute Research Institute, which

was established in 1967. The Bangladesh Council for Scientific and Industrial
Research (BCSIR) also conducts lectures, research and product development and
is controlled by the lMinistry of Agriculture. The BCSIR has been working

on the development of jutton, a fiber made of colton and jute that may find
use as a replacement for cotton cloth. However, further work needs to be
done on establishing commercially feasible production processes.

1915 Outside the two main producing countries, research and development
efforts are virtually nil, except for the research project being conducted
by the U.S. Jute Carpet Backing Council in collaboration with Georgia Tech.
University and IJIRA for the development of deflection-free carpet~backing
cloth. These efforts have met a considerable degree of success and this now
backing cloth has been successfully tested on narrow gauge tufting m=chines
in the Deering Milliken plant in the United States.
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Jute International

192, At the time this report is being written, a new organization, called
Jute International (JI) is being formed. JI was formulated at a conference
held in Dacca from January 15 - 19, 1973. While it is still too early to
specify details of JI, the basic structure will include a sizeable research
and development component as well as a marketing and technical services
component. The Board of Directors will include representatives from the

L or 5 major producing countries in addition to several other officials.

193, The establishment of JI is certainly a most welcome event. Concerted
and coordinated action in research and development and markeving is long
overdue, especially since local efforts in research and development have in
large part needlessly duplicated efforts in other countries, and since
marketing and customer relative activities have, with only a few exceptions,
been less than adequate. JI deserves the strong support not only of
producer countries butalso other countries and organizations that have any
interest in a growing world jute market.
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Table 29: INDIA - NUMBER OF LOOMS

-1968‘-/-l 197041'
28,601 21,186
1y, 45 11,L75
3,133 | - 6,287
2,579 1,662
18,787 140,610
176 1524;
48,963 41,032

19724

22,701
12,134
6,227 '
1,938
L3,0L5

143,045

IS =

January first of year shown.

Add 270 looms for which classification was not available.
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Table 30: WESTEEN EUROPE: NUMBER OF LOOMS

1968 1970 1971

Germany , 2,L1 2,291 2,125
Belgium e T 1,218 | 1,208
France : 2,476 2,183 1,871
Italy 2,337 1,h32 958
Netherlands 762 708 - k22
Austria 25l 192 110
Denmark ' _ - - -
Spain 2,93h 2,728 2,62l
Ireland Nl n.a. n.a.
Norway - - -
Portugal 987 1,005 981
U.K. T 5,298 3,38l 2:05L
Sweden 92 58 5L
Switzerland , - - -
TOTAL . 20,li03 . 12,908 18,577
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Table 31 : EXPORT OF SACKING FROM INDIA AND PAKTSTAN

(CLO tons)

/1 Indian :

Year India Pakistan Total (1)+{(2) share (1)/(3)
(1) () (3) ; (h) in %

1957 h29 .7 60.4 1,90.1 _ 87
1958 345.8 ' 78.5 ‘ Lh2h.3 ‘ 181
1959 - 35L.6 135.7 490.3 T2
1960 312.9 123.8 . L 36,7 ‘ i §
1961 283.7 . 140.2 L23.9 67
1962 292,2 164.5 156.7 6ly
1963 22,6 157.5 L00.1 60
196l 234.9 1576 392.5 60
1965 283.5 181.1 Léh.6 . - 61
1966 ET3e3 234.6 Lo7.9 L2
1967 185.5 - 2pe.e 118.4 L3
1968 93,6 2h2.7 336.3 28
1969 L8.2 2Lh8.2 - 296.L 16
1970 79.1 140.3 219.7 ; 36
1971 i 3.6 1B88.9 . ¢ 61

él Refers to Jute Year (July-June).

Sources: DCI&S - Calcutta, IJMA.
Pakistan Jute Mills Association.



= 76 =

Tgble 32 : EXPORT OF HESSIAN FROM INDIA AND PAKTSTAN

(000 tons)
‘ : #1 . Indian
Year India Pakistan Total (1)+(2) share (1)/(3)
(1) (2) | (3) (L) in &
1957 399.1 29.7 L28.8 93
1958 399.h 36.9 h36.3 91
1959 1,30.5 5G.7 481.2 89
1960 391.L 61.9 453.3 86
1961 357.9 61.L 19.3 85
1962 L57 .4 65.7 523.1 87
1963 ~  L63.8 7r.h 535.2 86
196l 487.8 66.8 55L.6 88
1965 Ll8.1 79.5 527.6 85
1966 372.8 95.9 L68.7 2
1967 382.3 193.0 - L485.3 78
1968 338.2 155.2 193.4 68
1969 251.7 195.2 Lh6.9 56
1970 282.6 EORR . s (R ; L70.7 60

1971 309.4 90.2 399:6 . | 77

AL Refers to Jute Year (July-June).

Sources: ,DCI&S. - Calcutta, IJMA. :
Pakistan Jute Mills Association. .



_??_

Table 33 : EXPORTS OF CARPET BACKINGS FROM INDIA AND PAKISTAN

(000 tons)

#i. - Indian
Year India Pakistan =~ Total (1)+(2) . Share (1)/(3)
(1) (2) (3) ‘ i, i) in- %
1957 8.0 neg ‘ 8.0 _ 100
1958 19.2 " 19.2 100
1959 30.1 i 30.1 100
1960 35.3 n 35.3 100
1961 .6 - i h1.6 100
1962 E7«T " 57.T 100
1963 88.3 " 88.3 _ 100
196l 106.6 12 107.8 , 99
1965 100.0 6.5 106.5 ; ol
1966 13.85 13.2 1l 7 : 90 -
1967 11.6 19.L 161.0 87
1968 179.8 250 0.8 87
1969 219.3 29,2 248.5 88
1970 138.6 R 1776 80
1971 251.3 h.3 PR 6 98

/1 Except for 1969, refers to the jute year (July-June).

Sources: DCI&S - Calcutta, IJMA,
Pakistan Jute Mills Association.
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Table 3L : EXPORTS OF JUTE GOODS FROM INDIA AND PAKISTAN

(000 tons)

£ : Indian

Year = India- ! Pakistan - Total (1)+(2) Share (1)/(3)

(1) (2) (3) (L) in %
1957 - 873.5 90.4 963.9 90
1958 806.2 115.8 9o2.0 . 87
1959 - 87h.0 188.L 1062.4 ' 82
1960 B0l -+ 190.7 : 1001.1 81
1961 759.8 . 20L.9 96L.T 79
1962 87h.L 23l 1107.5 79
1963 87L.6 23,2 - 1108.8 79
196l 931.2 23ly.2 1165.L 80
1965 929.2 282.1 1211.6 ¥
1966 7 361.8 ' 11.07.9 67
1967 768.5 370.7T 1139,.2 67
1568 671k Lsh.0 1125.4 59
1969 - 569.9 L8L.9 105L.8 5k
1970 500.6 386,7 887.3 : 56
18T 676.0 192.1 868.1 78

_/_l Except for 1969, refers to the jute year (July-June_);

Sources: DCI&S =Calcutta, TJMA.
‘ Pakistan Jute Mills Agsociation .
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Table 35: DISTRIBUTION OF EXFORTS OF JUTE MANUFACTURES FROM INDIA
- (000 metric tons)

United States
USSR

Canada
Australisa
United Kingdom
Egypt

New Zealand
Belgium
Netherlands
Indonesia
West Germany
Peru
Argentinag
Nigeria

Cuba

thers

Total

1960/61- 1963/6l- 1969/70- 1969/70-
1962/63 Av. ® of Total 1965/66 Av. & of Total 1968/69 Av. % of Total 1971/72 Av. % of Total

2763 330 345.0 357 306.8 43.9 21Le3
26.0 Rk 1187 i . 106.7 15.3 86.2
L2.7 Bl L8.7 5.0 L. 0 6.3 35.9
61.3 743 57.3 59 Lo.1 5.7 25,9

, 430 "B Li3.3 L.5 - 2L.6 3.5 12.4
20.7 2.5 5.0 i T 13.9 2,0 B8
16.0 1.9 17.8 1.8 10.6 1.6 11.2
8.7 1:0 5.7 0.6 8.2 Lal P

=% 0.7 5.3 0.5 6.1 0.9 H.a.8s
20.0 2.4 6.0 0.6 5.9 0.8 HeBaSs
13,0 1.6 i 0.8 5.2 0.7 N.a.S.
6.7 0.8 5.0 0.5 3.9 0.6 R I
32.0 3.8 1.0 .2 2.8 0.4 6.6

o 2.5 7.0 07 2.0 03 He@eBs
38.3 L.6 16.0 127 - - i BT
205.6 2h.6 205.8 8% 3 118.3 16.9 168.5
847.3 100,0 967.3 100,0 699.1. 100,0 618.0

n.a.s., = not available separately (included in others).

Source: CEC, Industrial Fibres, various issues,.

Indian Jute Mills Association, Summary of Jute and Gunny Statistics'(various issﬁes).

- &) -



Table 36 DISTRIBUTION OF EXPORTS*OF JUTE MANUFACTURES FROM BANGLADESH
: (OOO metric tons)

1961/62- 196L/65- 1967/68-
| : 1963/6L % of 1966/67 % of 1969/70 % of .
Country/Region Av, Total Av. Total Av, Total 1970/71 % of Total 1971/72 % of Total
United States 30.3 12.8  L6.2 15,1 . 98,2  “20,5 1139 29,3 59,1 26.7
East Africa . . B, . t8g LB I8k 83.7 18.0 Blad 13.2 5h.8 2).8
Australia = 38w’ 16.3 37.0 g - L8.L 10 25,6 = 6.6 L.5 2:0
West Africa 0.3 8.6 h3.6 15,3 32.5 7.0 22.3 5.7 hb 2.0
United Kingdom 9.0 3.8 11.0 3.6 26,2 5.6 22,1 5.7 2.7 5.7
Netherlands C By 1.5 33 5 1 15.0 3.2 12.6 3.2 6.9 Ter
Argentina 0.7 2. 10.4 Baly 14.6 2,1 g3l 6.0 13.3 6.0
Turkey 0.1 0.3 10.1 3.3 14,0 3.0 8.0 2.3 3.5 1.6
New Zealand 1.5 0.6 2.4 0.8 11,7 2.5 9.3 2.y 5.7 2.6
Chile 5.0 ‘Bl 6.1 2.1 9.3 2.0 9.5 2.4 5.7 2.6
Canada 5,0 g 3.8 1.2 9,2 2.0 10.8 2.8 .5 2.0
Belgium 0.9 0.4 1.3 0.4 8.7 1.9 10.0 2.6 9.8 L.h
Peru 8.3 3.5 5.5 2.0 6.5 Tl 5.1 1.3 4.0 1.8
Burma 1.3 6.0 16.8 5.5 " - - = 8.7 3.9
Cuba 9.7 L.1 - - - - - - - -
South Africa 33,7 12 - = = & = = = -
Others 278 i 55.9 18.3 89.4 19.3  6L.7 16,7 23,3 10.5
100,0

Total 237.0 305.4  100.0 L6h.i 1000 388.1 . 100,0 221.0  100.0

#Excluding intérwing trade.

Source: BJMA, Monthly Summary of Jute Goods Statistics, various issues.
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Period
1983/63 196376 196L/65 1965765 19656/67 1361/66 1900769 1969/70 1970/71 1971/72
6

- -
(Figures in '000' tons)

Table 37: EXFORT OF RAW JUTE FROM BANGLADESH T0 FOREIGN COUNTRIES OTHER THAN PAKISTAN (BY DESTINATION)
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USSR and East Europe
Czechoslovakia
Yugoslavia

Rumania

Poland
ﬁorth America

USSR
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Q-0
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Canada

USA
Mexico

0.6

a2
353.5

L.8
6L.7
397.7

2.8
66.3
578.7 521.L4

2.6
J1h.7

1.5

52,9
662.8

1.9
96.6
608.4

1.7

Skl
772.5

2.l

=00
597.1

g.1
33,2
794.4

2.0
23.6
T7h.2

Bangladesh Jute Association; Narayanganj, Dacca.

TOTAL

.
:

Latin America

South Africa

Australia New Zealand
Other Unspecified Countries

West Africa
East Africa

Morocco

UAR
New Zealand

Argentina
Asia

India

Burma

Japan
Mainland Chima
Africa
Australia

South Asia/Bangladesh Division

March 8, 1973

ource

5.
6.
8.
2.
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Table 38: THAILAND - DIRECTION OF RAW JUTE EXPORTS

(In percentages)

Thailandfil‘-

United Kingdom L
Belgium 7 '
Germany 3
France L
United States 2
Japan 20
Netherlands 1
Spain 2
Italy 5
Portugal 3
Poland 1
Egypt 1
India ' 36
Others il

TOTAL ]?0-5

/1 Average of seasons ended 1966-69.

Source: UNCTAD.
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JUTE PRODUCTION IN BANGLADESH

SUMMARY
Introduction
1. While all jute producing countries face problems, Bangladesh

is in a particularly precarious position, since it will depend on jute
exports for about three-fourths of all foreign exchange earnings - at least
for the next 5 10 years. Some important steps have been taken to improve
production and tc increase efficiency, but wuch remains to be done. The
following paragraphs summarize the findings of Volume iI.

Jute Manufacturing in Egggladesh

2. Jute manufacturing has acquired a key position in Bangladesh,
both in terms of domestic production and employment and in terms of foreign
exchange earnings. The strategy followed in the past years was to increase
foreign exchange earnings by increasing the proportion of manufactured jute
exports. This was made possible by a system of differemntial exchange rates
that gave much higher returns to exports of manufactures than to exports of
raw jute, even though value added in manufacturing was typically very low.
About one-half of the crop is now processed domestically. Significant
increases in manufacturing output are unlikely in the near future as the
industrial structure was severely shaken Ly events leading to independence.
The industry was nationalized after liberation, and it is reasonable to
expect that it will take some time before efficilent management and operating
practices can ha developed for this relatively complex indusiry.

g Production levels have returned to about 80 percent of pre-war
levels but this ils still less than one-half of capacity. There are major
problems likely to prevent a further rapid increase in output. Shortages
of spare parts pevsist. Continmuing labor unrest also limiis productivity,
as numerous strikes and other labor activity diminish work hours and upset
mill schedules. There is no uniform labor code, so that an agreement by
management in one mill with unions in that mill will lead to a round of
negotiations in neighboring mills.

i The most pressing short-term problem, however, is the lack of both
accurate market information and a mechanism to translate market information
into production schedules and appropriate prices. As a result, many types

of hessian and sacliing are produced for which there is little demand. Govern-
ment pricing policies are relatively inflexible and prevent mills from dis-
posing of invertories which are now at double the average levels of the late
1960's. Contract negotiations for sales by mills require approval by a
central board waich does not, however, offer accurate market advice. Price
levels are too hiph.

Se. One of the most important issues of pricing policy is clearly the
exchange rate. 1he jute industry moved from a position of considerable pro-
tection offered by the bonus voucher multiple exchange rate regime which
insured low=-cost raw jute to domestic manufacturers, to one of no protection
under the unitary rate imposed January 1, 1972, while simultaneously facing
a revaluation in effective rates from 8.6 Rupees per dollar to 7.28 Takas
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per dollar. Since June 1972, the Taka has been floating with the Pound
Sterling at a rate of about 7.6 Takas to the dollar. The impact of this
revaluation on the industry's profit position has been quite severe.
Although many measures could be taken to increase profitubility, it may
well be too much to expect a profitable operation in the short run under
the current exchange rate system.

6. A mmber of other problems particularly shortagss of management
expertise and skilled labor also restrict industrial efficiency. Several
reforms in the system could substantially improve the situation:

(i) Mills should either be allowed to negotiate and con-
clude their own contracts with foreign purchasers, or
else a strong central organization should be established
to negotiate contracts for mills. This organization
should have good overseas contacts and a continucus
flow of market information.

(i) A uniform labor code should be established. It would be
inappropriate to discuss the details of such a labor
code here, but the key point to be empharized here is
uniformity, at least among mwills in a given region, rather
than any specific labor policy.

(ii1i) A zonal orientation (Dacca, Chittagong, and Khulna) of
the industry has been tentatively establisheu, bui to
date the functions by zone appear to be Limited to data
collection. The zanal orientation should ve sirengthened
to include: -

(a) a common inventory for spare parts;

(b) a model mill which (i) is well managed;
(11) has efficient quality contrclj
(iii) has efficient batching; and (iv)
could provide on-the=-job training for
staff of other mills in the zonej;

(c) a zonal quality control center; and

(d) other services, such as assistance in
accounting and auditing for other mills
in the zone.

(1v) Consideration might also be given to strengthening govern-
ment control at the zonal level. The problem of coordinating
production activities from Dacca are manifold, despite the
dedicated efforts of officials. An organization by zone
might well prove more manageable for production control
than one central organization. Since this psint concerns
production, the suggested reorganization would be consistent
with either option suggested in (i) above.
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Domestic Marketing in Bangladesh

Te The ecent large increase in the public sector role in internal
marketing from about one-fifth to about one-third of raw jute purchases
this year at the secondary market level (which was necessary to fill the
vacuum left by departed Pakistanis) has given impetus to demands for
"complete nationalization'” of the domestic jute trade. (While "complete
nationalization" Las a number of definitions, the most common usage

refers to trade from secondary markets onwards to exports of raw jute or
sales to jute miils.) However, there are a number of indications which
suggest: (a) the private sector is more efficient than the public sector
and (b) that private sector trade in jute is not monopolistic and on the
contrary appears extremely competitive. Further, given the management
constraint in public sector enterprises (i.e., jute mills), it would seem
more efficient to allocate any management and technical expertise in the
jute sector to already existing public sector enterprises rather than to
expand the puklic sector marketing corporations. In these circumstances,
an expansion of tke public sector marketing corporations is likely to be
costly to farmers, mills, and the jute sector in general. If it can be
clearly demonstrated that monopoly returns accrue to middlemen (even though
there is generally free entry into the market) then, given that the public
sector is less eificient than the private sector, it might be best to
implement a progrem of, say, higher license fees (to tax away these monopoly .
returns), easier credit to promote more competition, and periaps, some
marketing facilities such as warehouses.

Agricultural Production in Bangladesh

8. The supply of jute fiber, always volatile, is now particularly pre-
carious. Decades of neglect to the technological base of jute fiber produc-
tion, combined with exchange rate and agricultural production policies which
discriminate azainst jute, severe (but hopefully short-term) food shortages,
and major technological advances in rice production, have significantly
decreased the relative profitability of jute production. The impact of these
developments can be viewed as increaging the relative cost of jute production,
implying that at any given price level, less jute will be supplied than be-
fore these developments. Consequently, if present conditions continue, one
can expect farmers to plant significantly less jute acreage, leading to a
nearly proportional reduction in the supply of jute fiber. And yet the pre-
ceding discussion suggests that the demand for jute is shifting so that raw
Jjute prices should fall if jute and jute goods are to compete on the inter-
national market. If this happens, without other compensating adjustments,
the relative profitability and the supply of jute will shrink still further.

e Improvinag jute fiber production is of crucial importance to the
economy of Bangladesh in terms of both production efficiency and equity.

Raw jute plays a key role in the economy of Bangladesh as the major input

for Bangladesh's mujor industry, and as the primary commodity export
(earning, per acre, sufficient foreign exchange to purchase more rice than is
grown on 2.5 to 3.0 acres). The socio-economic importance of jute, however,
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extends beyond this. It is a major source of cash income lor Bangladesh's
rural population. Some L5 percent of the farmers grow juie and during the
season it occupies about 20 percent of the area under crops. Since jute
production is concentrated predominantly on the smallesi farms and since it

is highly labor intensive (jute production uses about 110 man-days per acre
while ans paddy uses only 65), the deterioration of jute production has been
felt most strongly by the poorer segments of the rural population - the
smallest farmers and the hired laborers. Efforts to improve the profitability
of jute production are likely to have their greatest beneficial impact on
these groups.

10. Since jute competes with rice for the use of farmer's land, the
relative domestic prices of jute and rice are crucial determinants of the
supply of jute fiber. During 1971/72, raw jute production in Bangladesh
decreased by one-third from the average of recent years but the devaluation
of the Taka one year ago made possible a 55 percent rise in raw jute prices
and enabled raw jute production to return this year to a normal level of

6.5 million bales, despite very high rice prices. Increzses in rice prices
since last summer, however, suggest that next year's jute crop may be smaller
than the current year's. Since jute is a labor-intensive crop and production
is concentrated on small fams, any lowering of the relative price of jute
would have its greatest adverse effect on the poorer segments of the rural
population.

11, There are three policy and program areas affecting the supply of
jute fiber: pricing policies, extension and input programs and policies
and longer-term research programs. Each of these is discussed in terms of
the present situation and alternmative possibilities.

Pricing Policy

12, Pricing policy is discussed extensively in Chapter II. The major
point is that the domestic foreign prices of jute and the exchange rate

mst be at levels which allow jute to compete with rice at home and synthetics
abroad. To compete with synthetics, the export price of jute must fall

to about £90-95 per metric ton now and to about %80 in the naxt few years. This
compares to curreni prices of about Ell) per metric -ton and to the indicative
FAO price of 2109 $ per metric ton. A decrease of the recommended magnitude
might diminish export earnings in the short-run, but in “he light of world
market demand conditions, the mission feels that a price decrease is essential
to protect the long-term market for jute.

13, At the recommended lower prices and at present exchange rates, jute
is not competitive with aus paddy, the rice crop that cowpetes most directly
with jute for the use of the farmer's scarce land. 4n exchange rate adjustment
could allow both a decrease in the export price and an increase in farmgate
price. The analysis suggests that an exchange rate which would allow the
export price to fall to about %95 per ton and the farmgate price to rise.

from 47 to about 55 Takas a maund, would substantially improve the competitive
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position of jute relative to paddy. The other major area of pricing

policy which affects the relative profitability of jute is input subsidies ;/.
As demonstrated in the report, these subsidies introduce a substantial

bias against jute cultivation. Their removal would make jute farming more

1. Of the various policies and programs discussed in this.section,
only pricing policies can be put into effect immediately and begin ?o have'
an impact in the short run. Moreover, in the abseyce ?f an approprla?e price
policy, other programs, such as the intensive cultivation scheme for jute,
have little chance of success. ‘

Extension and Input Supply

15 ° The Covernment of Bangladesh has devised an In?ensive Jute Cultiva-
tion Scheme (IJCS) which is designed to increase production from the current
level of 6.5 million bales to 9.7 million bales in three years. The pro-

gram is ambitiovs and is based on rapidly expanding the area covered by a
package of inputs from the 250,000 acres targeted (bgt not fully covered)

this year to 1.7 million acres (all within the existing jute acreage of 2.4
mllion acres). The program consists of several components: (a) somewhat
improved varieties of seeds (of which D-154 is most important); (b) fertilizers;
(2? pesticides; (d) seed drills (which promote line sowing thereby reducing
weeding costs); and (e) extension.

16, The vrogram has been reviewed critically by the Government and

as a consequente its scale and pace of expansion are likely to be curtailed.

One basic problem is that the production target of 9.7 million bales of raw jute
by 1974/75 is highk in the context of world demand projections, even given
possible barter arrangements with India or altermative policies regarding

prices and the exchange rate. Even if the target is accepted, the chief means
of achieving it require considerable improvement. The mission found that

the package of recommended inputs is not widely available even in the .25 million
acres currently in the program, and hence suspects that the yield gains of

up to 50 percent roported in these areas may be spurious and more the result

of selecting batter areas and farmers for the program than the result of any
real technological progress. The program relies on a stagnant technological
base, implying the need for greater research efforts for jute agriculture.

17. Improvements are required in each of the components of the program
if it is to attain its targets. The main variety of seed now distributed is
scarcely better than other local varieties, although widespread farmer's
acceptance of the program's seed is good evidence of the high quality of
packaging, procesiing, and quality control. The mission's main concern about

1/ This assumes that neither the rice price nor the jute marketing margin
are amenabls to change through policy activity.
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seeds is that the rapid increase in production and distribution now planned
may cause some serious deterioration in seed quality. Fertilizer, prcbably
the most effective component of the scheme, is both heavily subsidized and
in short supply, so that farmers (having learned the usefulness of the
input) pay several times the official price to obtain black market supplies.
In these circumstances, there is no need to continue subsidies, which in
any event encourage smuggling of fertilizer to India. Further, since
improved rice is more fertilizer-responsive than jute, the subsidy is a

net transfer away from the jute sector. Since it is typically the smaller
and poorer farmers who grow most of the jute, this subsidy probably works
the wrong way in terms of income distribution. In addition, more research
is required to determine optimal dosages. Pesticides are now given away
free and with inadequate technical support are Tikely to be used in a
dangerous and indiscriminate way. Extension work, a crucial input to any
successful program, requires cansiderable strengthening. The program

now relies heavily on model farmers who must tend their own farms in addition
to their extension work. There should be significant returns to developing
an improved extemnsion force. The roved cultivation practices recommended
(timely sowing and line sowing) fac® severe practical problems. This suggests
that the Government should continue to place low priority on procurement

of seed drills until these problems are resolved.

18, A1l this indicates that raw jute production targets be reduced
and the planned coverage of the Intensive Cultivation Scheme be made more
realistic. As an alternative to expanding the area of coverage, greater
attention could be given on a smaller area to raising yields, reducing
unit costs, which would make jute production more competitive with both
paddy and synthetics.

Jute ges earch

2, The mission found that agricultural, industrial and market
research in jute are seriously inadequate. Agricultural preductivity in
jute has not increased for decades. Nor have there been any imporiant
improvements in converting raw fiber to jute goods. Insufficient

market information is available to enable firms to adjust productiocn and
prices to changing situations. It should be no surprise thav the well-
financed and directed research effort in synthetic substitutes has left the
jute trade at such a competitive disadvantage. . To compete with synthetics
in the longer run, productivity in jute fiber production and processing must
increase substantially. This will not occur until the impact of a vigorous,
well-organized jute research program is felt.

20. Although a major improvement in jubte research is imperative, it
will not be easy to bring about. The Jute Research Institute (JRI) in
Bangladesh has serious problems discussed in the report. Rven fairly
routine fertilizer response trials have not been carried out in a way useful
to either planners or farmers. Coordination between the cgricultural and



—vii-

industrial wings of the Institute is minimal or non-existant. The same

is true for coordination with other relevant research organizations,
particularly the Atomic Energy Commission and the Bangladesh Rice Research
Institute (BRRI). Establishing close coordination among these organizations
is essential for a productive research effort. The UNDP proposal to
establish an International Center for Jute Research and Development appears
to offer the most effective vehicle for improving the research situation
both for Bangladesh and the other major producing countries.

Conclusions

2l. This report suggests policies and programs for the development

of jute production in Bangladesh which, if carried out quickly and forcefully
could substantially improve the position of jute and insure a stable supply
at an adequate price to meet the projected demand. The major areas of

policy activity discussed in the text are i) more flexible pricing policies,
a more uniform lsbor policy, and a strong zonal organization in the manufacturing
sector; ii) exchange rate and pricing adjustments for both raw jute and

jute goods production; iii) program to improve productivity in raw jute
production and iv) a more vigorous, well financed’ jute research effort.

Few of these policy suggestions will be easy to imppement. But the mission <
was impressed by the sober concern of Government officials, private and
public executives, and farmers alike for the position of Jute. There

seems to be a realization that the time hzs came to take decisive and even
drastic action. This could be the most hopeful development in jute in

many years.
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I. THE JUTE MANUFACTURING INDUSTRY IN BANGLADESH

Ls The most important change in the world supply of jute goods over
time has been the ircreased production in Pakistan. The first looms were
installed in 1952, and by 1960/61, 7,849 were operating. In the next decade,
the Govermnment pnlicy of expanding loomage, backed by strong incentives,
succeeded in increasing the number of operating looms to 22,546 in 1969/70
or an increase of 11 percent per year. Production over the decade increased
from 248,701 tons in 1960 (10 percent of the world total) to 620,866 tens

in 1969/70 (17 percent of the world total), an increase of about 10 percent
per year.

2, The focus of this expansion was on traditional markets of sacking
and hessian which accounted for over 90 percent of production until 1967/68,
and over B85 percent thereafter. These markets were not dynamic, and the
increase in output was largely at the expense of Indian exports. Exports of
sacking from India and Bangladesh totaled L24,000 tons in 1960/61, of which
Pakistan accountsd for 140,000 tons, or 33 percent. By 1969/70 sacking
exports from the two countries had declined to 296,000 tons, of which Pakistan
supplied 248,000 tons, or 84 percent. The hessian export market for Imdia and
Pakistan remained roughly constant throughout the decade at an average of
17,000 tons. Within that stagnant market, Pakistan's exports rose from 61,000
tons to 195,000 tons.

3. The first jute mill established in East Pakistan was the privately-
owned Bawa Jute Mill which had 10 hessian and 125 sacking looms which began
operations on Msy 18, 1951. The next mill to begin producing was the Adamjee
Jute Mill which, with 1,700 hessian looms and 1,300 sacking looms was {and
still is) the largest jute mill in the world. The industry expanded riapidly
until 1958, when a total of 14 mills with 7,8L9 looms were operating. ' Twelve
of these, including the Adamjee Mill, were established with assistance from
the Pakistan Industrial Development Corporation, which provided 39 percent of
the total capital irvestment of Rs. 205 million. The average size of these
mills was LOS5 hessian looms and 240 sacking looms, or, excluding the Adamjee
Mill, 289 hessian lcoms and 1ll), sacking looms. The two privately-finamced
mills averaged 127 hessian looms and 2))7 sacking looms. At this time, the
average Indian mill had a total of 645 looms.

lis No new mills were established from 1958 to 1963 as the industry
consolidated its position. However, the Second Five-Year Plan (1960/65-
1961,/65) called for an additional 10,000 looms, of which 6,750 were to be
public-sector financed through the East Pakistan Industrial Development
Corporation. From 1963 to 1967, 21 new mills went into production. Of these,
L, mills had 250 looms for sacking and 250 looms for hessian, while 13 mills
had 125 looms for sazking and 125 looms for hessian. In addition, 593 broad-
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looms were installed, of which 543 were located in the 1L mills established
from 1951 to 1958. This emphasis on smaller mills has continued to the
present, and today there are 7L mills with 18 units producing carpet-backing,
hessian, and sacking, 1l producing only carpet-backing, 34 units producing
only hessian and sacking, 1 unit producing only hessian, ¢ mills producing
specialty items, and 1 mill not yet in production. The average size of a
mill is currently about 375 looms. By 1969/70, one half of the raw jute
crop was being processed by the domestic industry.

B The mills which were established first were run by non-Bengalis
who ofteti: had considerable business experience. This trend in non-Bengali
management continued and by 1970, Ll mills were run by non-Bengalis. How-
ever, the Government of Pakistan made some attempts to encourage Bengali
ownership, and smaller-sized mills were planned to allow Bengalis who had
only limited access to capital to establish mills.

6. There were many sound reasons for establishing a jute manufacturing
industry in East Pakistan. Raw materials were, of course, plentiful, alter-
native investment opportunities appeared to be limited, and, with a large
unemployed or underemployed labor force, the need was great for increased
industrjal employment in the province. These were essentially regional con-
siderations. At the national level, the strongest motivation may well have
been the expectation of increasing foreign exchange earnings by converting

raw jute to jute products. Additionally, given the strong political motivation
of the times it was perhaps inevitable that Pakistan would try to deprive India
of its raw jute supply.

Te The foreign exchange regime was the key element in 3 policy package
which included tax concessions, access to capital, and other incentives. and which
was instrumental in establishing a profitable jute industry in East Pakistan
and which also had a strong impact on inter-wing capital flows in Pakistan.
The differential effective exchange rates which were imposed on exports of
raw jute and exports of jute manufactures were the major element in the policy
package designéd to protect the infant industry and to allow It to compete
with the well-established and relatively efficient Indian industry. The main
element of the differential exchange rate regime in the 1950's was an export
tax on raw jute which varied between 11 and 16 percent ad valcrem. However,
the export tax on raw jute was decreased to about L percent in the middle
1960's and eliminated in 1967/68, as differential exchange rates came to

rely on the bonus voucher system.

8. Bonus vouchers }/ were issued for a wide variety of goods. Primary
commodities, including raw jute, received lower bonus rates while industrial
exports including jute manufactures received higher rates. ¥or example, in
1970/71, raw jute exporters were entitled to bonus vouchers' worth 10 percent

1/ For a detailed discussion, see Bruton and Bose, The Pakistan Export Bonus
~  Scheme, Monograph No. 11 (Karachi; Pakistan Institute of Tevelopment

Economics, 1963).
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of their exchangz earnings. Thus, for each dollar earned, the exporters
earned Li.76 Rupees plus a bonus voucher with a face value of .476 Rupess.
Since in 1970/71 the market valued bonus vouchers at 1.8 times their face
value, the exporter received .86 Rupees on the open market for his bonus
vouchers. This brought his earnings to 5.62 Rupees for each dollar of
foreign exchange. For exporters of jute manufactures, operating at a 4s
percent bonus voucher rate, the effective exchange rate was 8.61 Rupees

to the dollar. Of course, after liberation this system was replaced by
one with a unitary exchange rate, originally pegged at T 7.28 per dollar,
but about T 7.6 dollar at present as a result of floating with the pound
sterling. The new system thus represents a revaluation for exports of Jute
manufactures but a devaluation for exports of raw jute as compared to the
bonus voucher system.

9. The degree of protection given to manufacturers by differential
exchange rates, or slternatively, the implicit tax level on raw jute, varied
by year depending on the level of bonus vouchersgiven to raw jute exports
and exports of jubte manufactures as well as the market value of bonus vouchers
From 1959/60 to 1970/71, jute manufactures enjoyed bonus voucher receipts
for exports, while exporters of raw jute first received bonus vouchers in
1970/71. The table below gives effective exchange rates for exports of

raw jute (Columm 2) and jubte manufactures (Columm 3). However, since raw
jute comprised about 50 percent of the cos® of jute manufactures, the
effective exchange rate for mamufacturing was higher than the effective
exchange rate on jute goods by an amount equal to the difference between

the effective exchange rate on jute manufactures and the effective exchange
rate on raw jute. This effective exchange rate for manufacturing is given
in Columm 4. Finally, the implicit tax rate on raw jute can be calculated
as the difference between the effective exchange rate value added minus the
effective exchange rate on raw jute divided by the effective exchange rate
on value added (Columm 5).
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Table 1 : pFFECTIVE EXCHANGE RATES FOR JUTE AND JUTE' MANTUFACTTRES

. (2) (3) () (5)
Export Tax on Effective Nominal Effective Implicit
Raw Jute as ¥ Exchange Rate Exch. Rate Exch. Rate Tax on
Ad Valorem on Raw Jute on Jute Mfgs. on Jute Mfgs. Raw Jute
(Rs./dollar) (Rs./dollar) (Rs./dollar) q
1952/53 15.5 2.86
1953/53 13.5 2.92
1954/55 12.7 2.95
11955/56 12.9 L1l
1956/57 1L ;.19
1957/58 11.1 h.22
1958/59 11..6 L. 20
1959/60 12.7 L.1h 5.50 6.86 L0
1960/61 Tl h.lh2 5.55 6.68 33
1961/62 9.8 Lh.28 5.68 7.08 39
1962/63 10,7 L.2L Bsie 7.20 L1
1963/6L 11.2 L.22 5.60 6.98 Lo
196L/65 Lh.2 L. 55 5.60 6.58 32
1965/66 Lh.7 4.52 5.58 5.6L 32
1966/67 4.0 L.56 5.82 7.08 36
1967/68 - L. 76 730 9.84 52
1968/69 - L.76 T.66 10.56 55
1969/70 - Lh.76 8.19 11.62 59
1970/71 -- 5.62 8.61 12.46 5
10. The above computations indicate that Pakistan levied an implicit

tax on raw jute exports of about 30 to LO percent from 1959/60 to 1966/67

and above 50 percent from 1967/68 to 1970/7L. This, on ar.export which until
the middle 1960'S,contributed about one-half of all Pakistari's foreign exchange
earnings.

11. There were many important implications of this policy. On a regional
level, farmer incomes. were reduced while jute manufacturers were afforded

a high degree of protection. Since most manufacturing was controlled by non-
Bengalis, profits, which are estimated at about 10-15 percent of sales l/,

I7 See (a) Industrialization of Pakistan, The Record, The Problem, and The

Prospects, 1BRD, March 10, 1970 (SA-lla), and (b) Survey of Jute Manufacturing
Umits, Industrial Development Bank of Bangladesh (no date).
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were largely remitted to the West Wing. These were an important component
of the flow of resources from the East Wing to the West Wing, a flow which
may have reached Rupe@s 1 billion in the late 1960's 1/. Profit levels
apparently remained high even in those periods (i.e., 1968) when value ‘
added on some products, especially sacking, was negative. Quite obviously,
there were few incentives for efficient mill management. Production per
loom declined from 31.7 tons per year in 1960/61 to 27.5 tons per year in
1969/70, compared to a feasible output level in excess of 55 tons per year.
This is an industry which did not suffer from shortages of raw materials.

12, On the international level, the differential treatment of exports
of raw jute and jute manufactures had serious implications. While Pakistan
was establishing a jute manufacturing industry but still exporting most of
the jute crop as raw jute, the high level of implicit taxation on raw jute
caused both smaller crops and higher international prices of raw jute. Users
of raw jute, especially in Western Europe, were faced with the choice of con-
tinuing to manufacture jute products or of switching to the production of
synthetic substitutes. Pakistan's policy could only encourage them to take
the latter course. Had Pakistan imposed a smaller exchange rate differential
between raw jute and jute manufactures by offering a higher exchange rate for
raw jute exports, the end-use markets would have been better protected for
the day when increased manufacturing output in Pakistan could supply them.

134 The policy of establishing a proiitable and rapidly growing jute
manufacturing industry which would successfully compete with other producers,
especially India, strongly shaped the product mix of Pakistan's industry.
Sacking and hessian were large markets which required a relatively simple
technology and a relatively low degree of quality control, and Pakistan
quickly expanded ir these areas. Unfortunately, the high level of protection
for domestic industry minimized market signals that would have limited
expansion, and by the late 1960's value added in manufacturing was reduced

to very low or even negative values while profits remained high. It was only
in the late 1960's that Pakistan turned to carpet-backing production in any
appreciable quantities. This was a growing market that should have received
earlier attemtion.

1. At independence, Bangladesh had a large well-established jute
industry. It now employs about 150,000 persons, accounts for perhaps LO
percent of foreign evchange earnings, and is a potentially major source of
government income. It is also an industry with many problems, some of which
are short-term in nature, and others which are likely to remain for a con-
siderable time.

15, The events leading to and immediately following independence caused
a complete stoppage in production. The basic structure of the industry changed
when, shortly after the new Government assumed power, about two thirds of all
mills including the largest and best-run were nationalized as abandoned property

1/ Some Aspects df_Inter-Wing Resource Transfers in Pakistan, by Roger Norton,
USAID/Dacca, mimco, l968.
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while the remaining mills have been subject to an ill-defined joint control
exercised by the former owners and the Government. More recently, Govern-
ment has assumed ownership of all mills.

16. The jute industry was nationalized as part of the Government's
program to nationalize all medium- and large-scale industry. The Ministry
of Industry established a Nationalized Industry Division, which currently
has 11 sector corporations. The Bangladesh Jute Mills Corporation (BJMC)
operates as a form of holding company for all jute mills. It is responsible
for assigning managers to mills and for mills production and vrofitability.
Export orders are received by the BJMC and allocated to mills, although a
consumer has the option of choosing a specific mill if he pays a premium.
Prices are set by BJMC in consultation with other Govermment agencies. The
main officers of BJMC are: Chairman, Secretary, and Financial, Marketing
and Technical Managers. The degree of financial autonomy of each mill is
not yet clearly defined, and it remains to be seen whether profits (or losses)
accrue to the BJMC, or to individual mills, and exactly whoe will approve and
provide for capital expenditures. Current expenditures are determined at
the mill level, in accordance with certain guidelines set up by the BJMC.

17. Cost levelsl/now are high comﬁared to the'past levels for several

reasons. First, introducing the uniform exchange produced 53 percent deval-
uation for raw jute, and as a result domestic jute prices have increased

by about 50 percent. This has removed the large subsidy from the Bangladesh
jute manufacturing industry and should be an important incentive for greater
levels of efficiency, Second, mills have had to borrow large amounts of
working capital from banks in order to finance operations. This stems both
from the political requirements of keeping a large nunber of employees on
payrolls when the mills were not operating early in calendar 1972, but more
importantly from the inability of many mills to sell inventories whkich are
currently at about 120,000 tons, which are double the levels of the late
1960's.! If this had been a planned build-up of buffer stocks, it might have
been somewhat justified, but it is instead the result of unplanned production
of large quantities of goods (mainly hessians) for which there is little
demand at pricé levels imposed by the Government. Interest charges are thus
high, and low levels of productivity mean that charges per ton are higher
than they need to be. Unit costs could be reduced by 10 percent or so by an
increased capacity utilization.

18. The current cost structure was outlined in Volume I, but will

be sumérized here. The information is the result of a sample survey (for
July-October 1972 period) and is presented only as an indication of the
true picture. Indeed, one of the important requirements is a more accurate
data collection system.

1/ Tables 2 and 16 through 19 summarize the relevant cost data.
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Tatle 2 :  PRODUCTION COSTS OF JUTE PRODUCTS
(Takas per metric ton)

Carpet-
# Hessian _# Sacking % Backing

A. Raw Material by 1,750 53 1,396 Lk 2,176

B. Conversion Costs

(a) Wages and Salaries 26 1,02, 22 56l 20 969
(b) Others /a 30 1,223 25 6L 36 1,613
Total 56 2,247 471 1,213 56 2,632

C. Total Manufacturing Costs
(A+B) 100 3,997 100 2,609 100 l,808
D. Selling Price 3,700 2,600 14,600

E. Quantity produced by sample
mills in tone (July-
October 1972) 22,985 2,126 6,981

I'. Percentage of total output
(July-October 1972) 38.4 28,8 38.6

/a Includes stores, interest, depreciation, administration, selling costs,
and others.

Source: Mission estimates based on sample survey,

19. Several considerations suggest that the cost structure reflected
in the sample survey may not be typical of the industry as a whole. First,
most mills simply do not have cost data readily available, and the fact

that a mill was in a position to provide cost and production data suggests
above-average management in itself. Second, mills in the sample showed a
much higher than average rate of capacity utilization which implies lower
than average unit cost structure. On this count alone, unit costs in the
sample mills may well be 10 to 15 percent below unit costs in the industry.
Nevertheless, an empirical investigation of costs based on the sample survey
and other information yields some interesting insight.
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Table 3: MANUFACTURING CAPACITY UTILIZATION

Carpet-
Hessian Sacking Backing
Capacity utilization for sample mills(%) 57.9 53.7 5l.6
Capacity utilization for industry (%) L3.6 L6.6 33
20. = The most important fact brought out by the above table is that,

according to mission estimates, mills are suffering losses in all three
product lines. Tlus estimate is verified by preliminary estimates of losses
by the BSMC for its mills during the first half of 1972/73. The pressures
to raise prices in such a situation are understandable, but such action
would be severely detrimental to the long-term jute market. In fact, the
world market survey of Volume I presents the clear need to lower export
prices.! The following discussion will indicate areas where efficiency can
be increased, costs lowered, and will suggest some implication of price
decreases which are so clearly called for by world market considerations.

2l The simpler technology required for sacking is reflected in lower

' conversion costs; about half those of hessian and carpet-backing, and the

higher percentage of total costs accounted for by raw materials. The more
complex production process for carpet-backing accounts for the high proportion
of costs (36%) for capital and overhead. An important component of "others"

in each case is interest charges. Mills have an average of 10 million Takas
debt to the banking system, and interest charges on this debt (about 8.5-9
percent) comprise about 6 percent of total costs. These interest charges

are, of course, internal transfers within the economy and by themselves do

not represent costs to Bangladesh. However, the large inventory accumulation
which is the cause of much of the debts is costly to the country on at least
three counts. First, inventory sales at a later date will bring foreign
exchange earnings in the future which is worth less than foreign exchange
earnings today, with the differential determined by the national time discount
rate. Second, the inventories are improperly stored and deteriorating in
guality over time. Third, the large accumulation of inventories has actually
encroached on working areas within mills, thus impinging on work space needed
for production activities. If mills were allowed to sell wmwanted inventories
at lower than currently approved prices, much of this burden would be eliminated.
Of course, simply dumping the excess inventory on the world market might suppress
world prices drastically, and careful attention should be paid so that inventory

levels are only gradually reduced.
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22. However, a number of factors which cause high costs have existed
for years. Batching costs, that is, the cost of obtaining a given quality
input of raw jute, are higher than they need be. This stems from the fact
that many mills which produce carpet-backing are not integrated with hessian
and sacking production so that lower quality fiber which could be used in
producing lower quality products is wasted. The reverse is true for mills
which produce only hessian and sacking but not carpet-backing -- some fiber
purchased is of higher quality which could yield higher returns if used for
carpet-backing.

23. Mills are on the average too small. Larger mills operate at 5-10
percent lower cost levels than smaller mills. There appears to be some
savings possible by operating larger units, for example: (i) which result
from spreading overhead costs among a larger number of mills, and (ii) buying
raw jute more efficiently, etc. However, this is not a pressing short-term
consideration.

2h. The mission attempted to ascertain whether age was an important
factor in cost structure, but the results of this investigation were mixed.
For hessian and carpet-backing costs appeared to be lower for new mills
but for sacking costs appeared to be lower for older mills. The number of
mills which provided data was fairly small, however, and it is likely that
differences in age were really proxies for other variables such as size
and more important, the differences noted were not large. It does not,
therefore, appear that mill age, at least in the less than 20-year range
applicable to Bangladesh, is an important cost factor.

25, However, in the short- and medium rum, the strongest possibilities

for lowering costs appear to be in the area of management, finance, quality
control and other non-physical factors rather than the area of plant and
machinery. The current system and policies have been evolved quickly to

meet an emergency situation. Production was at a standstill after liberation
and the Govermment acted quickly to facilitate recovery . Production has now
approached approximately 80 percent of pre-war levels but remain at less than Lo
percent of capacity utilization,: and has not increased for several mopths.
Tt is time to look closely again at the situation to determine what iﬁgrove—
ments can be made. One possibility would be to allow mills to negotizte their
own contracts, as was the case before nationalization. The larger mills had,

in the past good overseas contacts and some of these have been maintained.
Smaller mills would have greater difficulties with such an arrangement. Alter-
natively, the BJMC itself could establish stronger overseas contacts which could
provide more accurate market information. In the short run, this might best be
done by collaborating with India, which now has several overseas offices. In
the longer teérm, the proposed International Center for Jute would appear to be
the best source of market information, and the potential services from the
Center should be a Valuable addition to pricing policies of the BJMC.
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26. Perhaps the most important short-term factor which needs to be
carefully considered is marketing pricing policy. There is a pressing need
to obtain an accurate, continuous flow of information about market situations.
The Bangladesh Jute Mills Corporation has sent missions overseas to gather
information, but an occasional mission cammot be expected to generate inform-
ation sufficient for optimal pricing policies. The large inventories currently
held, especially of hessians, is evidence that even short-term market inform-
ation is insufficient to plan production. Yet, this is merely the simplest
and first step required in a comprehensive market strategy. As discussed in
Volume I, the mission found that prices are too high and that reductions

are called for. But more important, a mechanism needs to be established to
evaluate market conditions and translate these into pricing and production
schedules.

27. A strong case for lower export prices of jute menufactures has

been made in Chapter II. While the current revenue position of jute mills,
as indicated by Table 2 , may appear to suggest that price reductions would
have a serious adverse effect on profitability, this need not be the case,
even within the current exchange rate framework. This conclusion emerges
from two different kinds of consideration. First, the world demand for

jute goods is distinctly price elastic, that is, a decrease in prices is
estimated to cause a more than proportionate increase in demand. The asso-
ciated increase in demand is important because with serious uaderutilization
of capacity, an increase in output can have a strong influence on lowering
unit costs. Chapter II suggests that a one percent price decline of jute
products relative to the price of synthetics products on the world market

is associated with a roughly 2 percent increase in the quantity demanded %/
for hessian, sacking, and carpet-backing. This empirical estimate is com-
sistent with numerous comments from the trade that demand for jute products
is very sensitive to price. Furthermore, if the price elasticity of demand
is taken as -2 for the world trade, then exports from Bangladesh aimost
certainly face a demand curve which is more sensitive to price changes. For
purposes of this analysis, it will be conservatively assumed that the world
demand curve elasticity of -2 applies to Bangladesh. Second, a number of
cost elpments in Bangladesh's jute industry are higher than need be, as
suggested by a comparison of current cost levels in the Indian jute industry.
For illustrative purposes, this analysis will focus on stures, which account
for L to 7 percent of the total costs in Bangladesh today and which are up

to three times higher than in India. The cost of stores is clearly influenced
by import and other policies, and it should be possible to reduce the costs
of this item considerably. If the-cost of stores, which comprise only a small
fraction of total costs, could be lowered to Indian levels, then the possi-
bility of increased revenues associated with price decreases would be greatly
enhanced. Obviously, a similar analysis is possible for other inputs.

1/ See Volume I, page 13, Footnote 1, and page 19, Footnote 1, which suggest

~ that 1 percent decline in carpet-backing price is associated with a 2.3
percent increase in demand and that a 1 percent decline in sacking and
hessian price is associated with a 2.2 percent increase in demand.



28. The. analysis starting with the proposition that a one percent
decline in the price of jute goods relative to the price of synthetics
would increase the guantity demanded by two percent. As indicated in
Tables Ui and 6 of Volume I (reproduced below), a one percent decline in
the relative price hessian and sacking would require a one percent decline
in the price of hessian and sacking, whereas a one percent decline in the
relative price of carpet-backing would require a decline of .92 percent

in the price of carpet-backing. '

Table L: U.S. MARKET PRICES OF HESSIAN AND POLYPROPYLENE CLOTH FOR BAGS

(cents/square yard)

Hessian ' Polypropylene
Lor - 10 oz. Cloth Replace-
(spot New York) ment (delivered)
1966 156 n.a.
1967 1.1 ' ; 20.0
1968 : 13.8 _ 16.0
1969 15.2 | 14.5
1970 15.5 13:0
1971 18.1 13.5

1972 22.1 1L.0

Source: Fiber Market News; and interview data.
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Table 5: U.S. MARKET PRICES OF JUTE AND FOLY-
PROPYLENE PRIMARY BACKING, 1966-1972

(cents per square yard)

Average selling Average selling
prices of jute prices of PP
primary backing primary backing

1966 FL.75 22
1967 20.50 19
1968 | 20.00 18
1969 pe.es 18
1970 18.75 | 17
1971 | 19.50 16
1972 - 23.25 18

Source: Trade sources

Further, since transport costs account for 1l percent, 15 percent and 18 per-
cent of C.I.F. costg of carpet-backing, hessian and sacking respectively, a
¢.I.F. price decline of .92 percent for carpet-backing requires a decline of
.98 percent in the F.0.B. price, while one percent declines for hessian and
sacking C.I.F. prices require declines of 1.09 percent and 1.13 percent,
respectively for hessian and sacking F.0.B. prices.

Table 6: RELATIONSHIP BETWEEN CIF AND FOB PRICES

Relative Tmplied CIF Tmplied FOB
Price Decline ~Price Decline Price Decline
~ (percent) (percent) (percent)
o (. .
Carpet-backing 1 0.92 1.05
Hessian 1 1.00 1.15

Sacking 1 1.00 1.18
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23. Each of these price decreases is estimated to cause a 2 percent
increase in quantity demanded. The impact on unit costs will of course vary
as the composition of costs(as among fixed, raw materials and other costs)
varies for carpet-backing, hessian, and sacking as well as the current out-
put levels in relation to capacity. The table below gives the cost com-
position, in percentage, for hessian, sacking, and carpet-backing (Colummn 1),
the factor of proportionality (Colum 2) by which costs are assumed toi
decline. Colum 3 gives the implied percentage cost reduction for two percent
increase in output. Colum L gives the total percentage cost reduction per
unit of output for each of the products. At this stage of the analysis it

is assumed that stores required per unit of output will decline by onée half
of the increase in output, that is, the factor of proportionality is assumed
to be one half. The second stage of the analysis will differ by assuming
that the cost of stores can be reduced to the costs incurred by Indian mills.

Table 7 : UNIT COST REDUCTIONS IMPLIED BY A TWO
PERCENT INCREASE IN OUTPUT

Unit Cost
Factor Reduction Total Cost
Cost of for a 2% Reduction
Structure Propor- Increase by Product,
Product in ¢ tionality Qutput, in % in %
1. Sacking: Fixed Costs 21 y i H2)
Labor 21 3 « @) .65
Stores L % .02)
Raw Materials 5L 0 .00)
2. Hessian: Fixed Costs 25 i ) .50)
Labor 26 i .26) B
Stores 5 L .05)
Raw Materials UL 0 SO0
3. Carpet- :
Backing: Fixed Costs 28 1 .56)
Labor 20 % .10) 13
Stores 7 i .07)
Raw Materials L5 0 .00)

For each product, fixed costs per unit are assumed to decline proportionally
to increase in output; stores are assumed to decline by only one half the
percentage increase in output; and unit costs of raw materials are assumed
constant. Labor costs are assumed to decline by one half of the percentage
increase in output for hessian and sacking, but by only one fourth for carpet-
backing where skilled labor is in short supply. The unit price and cost
computations are summarized below, along with a computation of the change in
revenue per unit of output. ‘



Sacking Hessian Carpet-Backing

Unit cost decrease (percentage) ' .65 LB aT3
Unit price decrease (percentage) 1.18 1.15 1.05
Change in revenue per unit (percentage) =453 -.3h4 -.32

Thus, given the above assumptions, for each percentage point decline in the
price of hessian and carpet-backing, revenue is predicted to fall by about
one quarter of a percent, while for sacking, the fall is predicted to be
about one half a percent. According to the simplified assumptions of this
presentation, any given percentage price change would induce a strictly
proportional change in revenue, so that if one is considering a 10 percent
reduction in the price, say, carpet-backing, revenue would decline by 3.2
percent. Clearly, however, for large price changes the proportionality
factors would need :some adjustment.

30. . 1If one makes the further assumption that the cost of stores can

be reduced to levels prevailing in the Indian jute industry, the revenue
prospects improve greatly. This is an important consideration on several
counts. First, stores are now abnormally expensive in Bangladesh because of
the stock rundown which occurred in the last several years and current import
constraints. Second, stores which are by themselves only a small percentage
of costs could serve as an illustration for the effects of similar cost
changes in other areas, i.e., power.



Table §: HYPOTHETICAL COST STRUCTURE OF BANGLADESH
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INDUSTRY WITH COST OF STORES AT INDIAN LEVELS

Hessian ___Sacking _ garpet-babking
_ Takas/ton % Takas/ton % Takas/ton %
Raw Materials ‘ 1750 L5 1396 5% 2176 L6
Conversion Costs 2116 55 1150 L5 2575 sl
0f which: -
Wages and Salaries  (102h)  (27) ( 56k) (22) ( 969) (20)
Stores (6 (2 (3 (1D (263 (6
Interest (245) (6 (um8) (5 (o (8
Depreciation ( 238) ( 6) ( 135) (9 ( 350) n
Other (suny @) (296) (12) (592)  (13)
Total 3866 100 25L6 100 L4751 100
Actual Costs 3997 2609 L808
Cost Reduction (%) 3,3 2. 1.

Source: Table 23, Volume I.
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The unit cost reductions for a 2 percent increase in output implied by this
cost structure are given below. The table is computed as was Table 7 ,
except that unit costs of stores are assumed to be constant for changes in
output.

Table 2': UNIT COST REDUCTIONS IMPLIED BY A TWO PERCENT INCREASE
IN OUTPUT HYPOTHETICAL COST STRUCTURE

Unit Cost
Cost Factor Reduction Total Cost
Structure of Proportion- For a 2% Increase Reduction by
Product ‘ in % ality Qutput, in % Product, in %

1. Sacking Fixed Costs 23 3 L6)
)
Labor 2l X .2h)
‘ )

Stores 2 0 0) .70
)
Raw Materials 51 . 0 0)
2. Hessian Fixed Costs .26 1. .52)
' )

Labor 27 % 2T J8
)
‘Stores 2 0 0)

3. Carpet- :

Backing Fixed Costs 28 i .56%
Labor 20 E _.10;

Stores 6 0 0) .66
)
Raw Materials L6 0 0)
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3l. For the price changes required to produce a 2 percent increase
in quantity demanded unit prices and costs are summarized below along with
the implied change in revenue per unit output

Table 10.: REVENUE CHANGES FOR PRICE DECREASE REQUIRED TO INCREASE
' ~ DEMAND BY 2 PERCENT HYPOTHETICAL COST STRUCTURE

Sacking Hessian Carpet-Backing

Unit Cost Decrease (%) « 10 .79 .66
Unit Price Decrease (%) 1.18 1:35 1.05
Change in Revenue Per Unit (%) -.1L8 -.36 . -39
32. Since the lowered unit costs of stores would decrease unit costs

by 3.3 percent for hessian, 2.4 percent for sacking, and 1.l percent for
carpet-backing (see Table 8 ), the price decrease now allowable which would
leave revenues unchanged at current levels can now be computed. The above
calculations indicate that a price decrease of 5 percent for sacking, 9 per-
cent for hessian, and 3 percent for carpet-backing would leave the Bangladesh
jute industry no worse off, in terms of net revenue, than it is today. The
industry would be better off in the sense that by supplying a larger quantity

of goods at a lower price, it would be helping to preserve the world jute market.
@f course, oOther cost items could be lowered, and the exercise herein presented

is simply an illustration of the possibilities which exist. .

33. One of the most important issues of pricing policy is clearly the
exchange rate. The jute industry moved from a position of considerable pro-
tection offered by the bonus voucher multiple exchange rate regime to one of
no protection under the unitary rate imposed January 1, 1972, while simul-
taneously facing a revaluation ineffective rates from 8.6 Rupees per dollar

to 7.6 Takas per dollar. The impact of this on the industry's profit position
has been quite severe. Although many measures could be taken to increase
profitability, it may well be too much to expect a profitable operation in

the short run under the current exchange rate system.

3h. Aside from pricing policy, there are other areas in which reform
could have an important impact on profitability and efficieney. Concerning
mill management, one of the greatest difficulties appear to be labor-manage-
ment relations. There are proposals to establish S5-member boards with 2
labor representatives, 2 management representatives, and 1 official from
the BJMC. Increased worker participation in and responsibility for mill
management should help reduce strikes and gheraos but the proposal probably
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does not go far enough. Piece-rate wages which are in effect to some extent
now for certain categories of workers could be an important production in-
centive if expanded to cover more workers.

35. Skilled labor has always been a key constraint to efficient pro-
duction, and is a more serious constraint today than it has been in the past.
A training program for labor, even at the mill lewve€l could greatly improve
production. Typically, skilled workers are hesitant to train by themselves
possible replacements, so that a BJMC organized program with proper incen-
tives is crucial if the shortage of skilled labor is to be remedied. Some
consideration might be given to the establishment of three separate corpo-
rations, one for each zone. The BJMC, despite considerable efforts by capable
staff, is apparently not able to function efficiently as one central organi-
zation. This should not come as a surprise - efficient management from Dacca
of 76 units throughout the country is a considerable task. The prospects for
increased efficiency from three smaller corporations, which could then be
coordinated at the national level, are intriguing and should be closely
examined.

36. As important as any particular labor policy which may be formulated,
however, is the requirement for a uniform labor code. The current situation

is characterized by individual unions, limited to one mill, negotiating with
the management of that mill. When agreements in one mill are reached, workers
in neighboring mills compare the resulting agreement with their own and in
cases where their benefits to not match they quite understandably seek parity.
Thus, each labor agreement in one mill leads to a round of further negotiations
. in other mills with the result that management and labor are constantly at odds.
A uniform labor code would go a long way towards freeing managemen® to concen-
trate on mill efficiency and costs rather than on continuous labor negotiations.
Another aspect of this situation of tenuous management-labor relations is that
managers are frequently shifted from one mill to another when their situation
becomes difficult. Thus, managers find it difficult to become fully acquainted
with a particular mill and mill efficiency suffer considerably. Weak manage-
ment is a general problem, and there would be large return to a management
training program.

37. Apart from management-labor relations, it appears that certain
difficulties are inherent in the current management arrangement. Efficient
central control and coordination of the 76 mills from Dacca is almost im-
possible. The BJMC has divided the industry into 3 zones. The Dacca zone
has 36 mills, Chittagong has 20 mills, and Khulna with 18 mills. Zonal
managers are resident in Dacca and make only infrequent visits to mills under
their jurisdiction. There would be merit in strengthening the zonal aspects
of the BJMC which now appear to be most concerned with data collection.
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38. Specifically, each of the three zones could contain a model mill
which could be used for on-the-job training for both workers and management
in other mills. With management and worker inefficiency a key production
constraint, this sort of training could be most useful. Second, each zone
could contain a common inventory of spare parts for mills in the zone.

With persistent shortages of spare parts, a zonal inventory should be an
efficient way to economize. This is especially true with components which,
while critical to the operation of a loom, rarely break down. In the past,
mills had to keep these components in stock even though turnovers were very
low.

392. One of the potentially most important aspects of a zonal orientation
of the BJMC could be the establishment of quality control centers from each

of the three zones. Quality control is one of the weakest aspects of the
current situation - apart from a few mills, it is almost completely absent.

In the competitive market facing jute products today, product reliability

is a crucial determinant of customer choice and, therefore, improvemeats in
guality control are urgently required.

40. There are a number of other activities in which each zonal office
could participate. The most important might be the provision of accounting
and auditing services to mills in the zone. It is difficult to estimate
the exact extent to which accounts are nov kept, but it is clear that accu-
rate information is difficult to collect. A uniform account system imple-
mented with the help of a zonal official could be of great use not only in
regulating production and costs but also in planning and policy formulation.

1. Beyond these short- and medium-run suggestions, a longer-term

policy is of eritical importance for Bangladesh. The outline of such a policy
was discussed in Chapter II. It is to be hoped that the medium-term plan now
under preparation in Bangladesh recognizes the urgency of the situation and
devotes sufficient planning and implementation resources to the jute manu-
facturing sector. Beyond this, support for the International Center for Jute
is a key element in any long term jute plan. The proposed center offers a
strong hope for the kind of marketing and technical improvements so urgently
needed and the support thus far exhibited by the GOBD for jute center is both
welcome and commendable element of an outward looking policy towards jute.

h2. The importance of operating a profitable jute manufacturing industry
in Bangladesh cannot be overemphasized. It is the one large-scale industry
which has sufficient domestically produced raw materials. The BJMC should
contribute to Government revenues, not impose a drain on them as is currently
the case. The situation is urgent and should be carefully studied by the Govern-
ment. The mission feels that if the steps recommended above are implemented,

the returns to the Government would indeed be significant and would help turn
the jute manufacturing sector into an 1mportant source of revenue and would help
safeguard foreign exchange earnings.



_Tablell: .PRODUCTIGN (F JULE GOODS IN BANGLADESH

Looms Hessian Sacking Carpet Total g::a

uly-June : Backing Others Production Con-
Qperating 000 Yds. Tons 000 Yds. Tons Tons Tema Paps ( I:kuzpms)

196L-65 10,007 293,907 81,121 475,325 193,176 6,59 8,356 289,112 ©17.03
1965-66 11,800 391,763 106,367 675,781 279,137 14,191 9,665 409,360 23.82
1966-67 13,073 394,376 110,060 637,988 263,699 19,664 10,288 403,711 23.65
1967-68 16,371 501,940 139,853  B80k4,531 334,282 24,516 13,898 512,549 30.03
1968-69 19,099 678,476 188,780 684,286 285,353 27,127 17,226 518,486 30.28 .
1969-70 21,508 8L42,529 234,608 713,028 297,361 33,008 22,510 587,487 34.22 m
1970-?1 23,577 761,810 211,200 451,330 190,777 40,503 27,797 470,277 27 .65 '
1971-72 1,636 361,189 103,589 286,127 119,138 28,029 8,327 259,083 15.61

Source: Bangladesh Jute Mills Association



Table 12: CHITTAGONG REGION

Jute Mills in Bangladesh
as of October 31, 1972

Position of Looms

Installed Operating .
Mill Hessian Sacking Broadloom Total Hessian Sacking Broadloom Total
1. Amin Jute Mills Ltd. 549 175 207 931 549 175 207 931
2. MM, Jute Mills Ltd. - - 65 65 - - 38 38
3. R. R. Jute Mills Ltd. - - 65 65 - - 35 35
L. Hafiz Jute Mills Ltd. L50 190 = 61,0 342 175 - 517
5. Hafiz Textile Mills - - 60 60 ~ - 58 58
6. Dawood Jute Mills Ltd. - - 52 52 - - = "
7. Chittagong Jute Mfg. 837 223 120 1180 791 204 100 1095
8. Victory Jute Products 375 121 - 196 360 81 - Nl
9. A. K, Khan Jute Mills 125 125 - - 250 12} 119 - 2L3
10, Anowara Jute Mills 203 117 69 389 175 100 L6 321
11, Delta Jute Millse 172 11 - 313 167 135 - 302
12, Gul Ahmed Jute Mills 150 100 65 315 136 .96 32 261
13. Kashem Jute Mills 173 8L ~ 257 157 T7 - 23k
1, Mogbular Pahman Jute 16l 86 - 250 16} 63 - 227
15. S. K.M ., Jute Mills - B 65 65 - - 5L 5L
16, Sultana Jute Mills = - 65 65 - - 39 39
17. W. Rahman Jute Mills 250 250 . 500 203 151 = 35,
18, Star Alkaid Jute Mills 179 125 = 304 92 8l - 176
19, Hamedia Jute Mills - = - ol - - - -
Total 3627 1137 833 6197 3260 1L60 609 5329

Source: Bangladesh Jute Mills Association



Table 13:  KHULNA FEGION

Jute Mills in Bangladesh
as of October 31, 1972

Pogition of Looms

; Installed 4; Operating —
Mill * Hessian Sacking Broadloom Total Hessian Sacking Broadloom Total
1. Star Jute 560 200 - 760 553 192 - 7L5
2. Purbachal Jute : - L= 65 65 - - 3L al
3. Easterm Jute A3 % 117 b 288 138 69 . 20 228
L. Jessore Jute 300 ¢ 100 50 L,50 287 97 1. 395
5. Crescent Jute 695 330 85 1110 695 330 85 1110
6. Peoples Jute 696 289 79 1073 1,58 282 i 781
7. Afil Jute 125 125 - 250 gl 90 - 181
8. Ajax Jute 125 125 - 250 131 103 - 21h
9, Aleem Jute ' 125 125 - 250 106 11y - 220
10, A, R. Hawlader = 150 100 - 250 146 93 - 239
11, Mohseen Jute - - 65 65 - - N I
12, Noapara Jute 150 25 32 207 135 a8 5 161
13. Rajshai Jute 130 23 - 153 - - - -
1), Sonali Jute 270 125 - 395 2Ll 118 - 362
15. Platinum Jute 560 315 32 907 522 233 21 776
16. Daulatpur Jute 158 92 - 250 158. 69 - 227
17, Qaumi Jute 253 2l7 25 525 211 202 18 431
18. Carpeting Jute - - 75 15 - - 1y 1
Total ~LL36 2347 550 ik 3856 2013 M3 6162

Source: Bangladesh Jute Mills Association
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Table 1l: DACCA REGION

Jute Mills in Bangladesh
ag of October 31, 197

Pogition of Looms

_Ea-

_ Installed _ _ Operating
Mill Hessian Sacking Broadloom Total Hessian Sacking Broadloom Total
1. Adamjee Jute _ 192 828 225 3245 2030 839 12} 2993
2. Bawa Jute 233 17 L3 293 233 9 31 273
3. Latif Bawany 1,50 250 120 820 375 58 82 515
‘4. Karim Jute 147 310 57 o1l 147 276 39 L62
5. Nishat Jute 225 100 25 350 208 85 23 316
6. UnitedJute 250 250 - 500 22l 227 - L51
7. Meghna Jute 125 125 - 250 11, 115 = 229
8. Chandpur Jute 125 125 - 250 11L 115 = 1220
9. Bangladesh Jute 275 225 - 500 275 225 - 500
10, Allied Jute - - 50 g0 - - 38 38
11. Sonarbangla Jute 50 - - 50 30 - - 30
12. Jabbar Jute 125 125 - 250 - 106 102 - 208
13. Alhaj Jute 150 100 - 250 7 20 - 7
1h. Alijan Jute 125 125 - 250 106 107 - 213
15. Ashraf Jute 196 Th - 270 180 7L - 254
16. Cooperative Jute 135 12hL - 259 126 11Y = 240
17. Dacca Jute 225 126 27 378 194 11 7 315
18. Fauji Chatkal 175 75 - 250 128 75 - 250
19. Gausia Jute 150 100 250 128 89 - 21T
20, Janata Jute 165 85 - 250 165 85 - 250
21. Koninoor Jute 13l 116 = 250 13k 81 - 215
22, Mashrique Jute - - 50 50 - - 27 27
23, National Jute 132 118 65 315 132 105 26 263
2l,. Pubali Jute 156 9 - 250 156 oL - 250
25. N. Askari Jute 150 100 - 250 150 82 - 232
26. Sattar Jute 181 101 - 282 181 101 - 282
27. Nabarun Jute 150 100 = 250 121, 87 - 208
28. Taj Jute Backing - - 50 50 - - 3 3.
29. Broad Burlap - - 50 50 o - - o
30. Manwar Jute - - Ll Ly - - - -
31. Mymensingh Jute 260 170 @ 430 = . 5 .
32. New Dacca - - - Twine - - = -
33. Sarwar Jute - - - -do- = = > =
34. N. A. Malek Jute - . - -do- » " N &
35, Hossain Jute = = - -do- & = - -
36. Associated Bagging (cotton bagging) - - = = i " e -
37. Bangladesh Fabric ( -do- ) - - - - - ¥ 5 L
Total 6661 3963 806 111,50 SEAL 3277 L28 9568

Source: Bangladesh Jute Mills Association



Table 15 : NUMBER OF LOOMS INSTALLED AND CPERATTNG
Installed Y ; Operating (percentage)
Month Hessian Sacking Carpet-Backing Total Hessian Sacking . Carpet-Backing Total
July 1482 8046 2221 25109 Bu% 7% 66% 80%
hugust 14586 8213 219 214993 86% 817 61% 823
September 15093 8Ll . 2325 25832 8L% 19% 59% 80%
October 7Ll 80L7 2179 21970 884 8L# 625 8L%
1/ Includes some installed but under trial or not yet commissioned, which are about 3% of total.
Tablel6é : PRODUCTION (TONS)
‘ , Percentage of Feasible Capacity
Month Hessian Sacking Carpet-Backing Total Hessian Sacking Carpet-Backing Total
July 14970 21657 767 43131 Lé 51 35 W9
August 15699 22337 L4341 ulB82lL 18 53 31 L8
September 13889 1950L L399 39812 39 L3 37 L1
October 1519k 20350 14662 12606 L1 L3 36 L1
Source: Bangladesh Jute Mills Association



Table 17.: PRODICTION COSTS.IN BANGLADESH

A, Raw Material

B. Conversion Costs

a) Wages & salaries
b) Others 1/
Total

C. Total Manufacturing
Costs (A + B)

Quantity Produced
(tons)

Capacity Utilization(%)

- 25 -

Mills Classified by Size

(Takas/metric ton)

R T

Hessian Sacking Carpet-Backing

00 00 200 200 65 65
Looms Looms- Looms Looms Looms Looms
1,800 1,666 15367 1,L3h 2,182 2,158
815 956 60 513 906 1,159
1.375 14385 65hL 661 14655 2,072
2,190 2.3 1,258 1,174 2,561 3,231
3,990 4,007 2,625 2,608 L,7h3 - 5,389
14,304 8,681 13,532 10,594 5,225 1,756
58 58 53 59 52 51

other expenses.

Source: Mission Sample Survey

1/ TIncludes stores, power, interest, depreciation, administration, selling and
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?able 18: PRODUCTION COSTS IN BANGLADESH

Mills Classified by Area

(Takas/metric ton)

other expenses.

Hessian Sacking
Chitta- Chitta-
Khulna gong Dacca Khulna _gong Dacca
A. Raw Material 1720 1,823 1,600 1,3L5 1,503 1,310
B. Convergion Costs
a) Wages & salaries 1,099 L7 910 615 481 565
b) Others 1/ . 1,274 1,186 1,070 677 608 717
Total 25313 25133 1,980 1,292 1,089 1,282
C. Total Manufacturing :
Costs (A + B) 4,093 3,956 3,580 2637 2,592 2,592
Quantity Produced
(tons) 12,172 8,861 1,952 13,65L 8,331 201
Capacity Utilization (%) 66 53 L3 sh 67 39
1/ 1Includes stores, power, interest, depreciation, administration, selling and
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Table 19 : PRODUCTION COSTS TN BANGLADESH

Mills Classified by Agg/-i

(Takas/metric ton)

___ Hessian Backing Carpet-backing
0ld New 0ld New 0ld New
A. Raw Material 1,773 1,720 1,367 1,134 2,188 2,159
B. Conversion Costs
a) Wages & Salaries 1,029 1,018 60l 513 976 960
b) Others/2 1,128 1,348 654 661 1,596 1,993
Total 2,157 2,366 1,258 1,174 2,572 2,953
C. Total Manufacturing
Costs (4 + B) 3,930 4,086 2,625 2,608 L, 760 5,112
Quantity Produced ' ,
(tons) 13,062 9,923 13,532 10,594  L,088 2,893
Capacity Utilization
(% 55 62 53 59 52 51

/1 0ld mills defined as mills over 15 years old.

/2 Includes stores, power, interest, depreciation, administration, selling and

othar expenses.



Table 20 : FRODUCTION COSTS IN BANGLADESH
Mills Classified by Degree of Integration@-'-

(Takas/metric ton)

Hessian Sacking Carpet-Backing
Fully Non Fully Non Fully Non
Integrated Integrated Integrated Integrated Integrated Integrated

A. Raw Material L, 7hé6 1,756 1,383 1,19 2,161 2,246
B. Conversion Costs

a) Wages & Salaries 981 1,090 582 534 960 1,012

b) Others/2 1,177 1,292 631 701 1,665 2,208

Total 2,158 2,382 1,213 1,235 2,625 3,220

C. Total Manmufacturing

Costs (A + B) 3,90L L,138 2,596 2,65 L,786 5,466

Quantity Produced

(tons) - 13,861 9,124 15,222 8,90k 5,755 1,226

Capacity Utilization (%) 52 70 55 57 52 50
/1 Fully Integrated defined as mill producing hessian, sacking, and carpet-backing.
/_2_ Includes stores, power, interest, depreciation, administration, selling and other expenses.
Source: Mission Sample Survey of Mills.
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II. JUTE FIBER PRODUCTION IN BANGLADESH

13 The supply of jute fiber, always volatile, is now particularly
precarious. Decades of neglect to the technological base of jute fiber
production, exchange rate and agricultural preduction policies which
discriminate against jute and rapid increases in the profitability of

rice production (arising from recent rice price increases and major
technological advances in rice cultivation) have all combined to

decrease significantly the relative profitability of jute production.

The impact of these developments can be viewed as increasing the relative
cost of jute production, implying that at any given price level, less jute
will be supplied than before these developmentsil Consequently, if
present conditions continue, one can expect farmers to plant significantly
less jute acreage, leading to a nearly proportional reduction in the supply
of jute fiber. And yet the preceding analysis (see Volume I ) suggests
that the demand for jute is shifting so that raw jute prices should fall
if jute and jute goods are to compete on the international market2! If
this happens, without other compensating adjustments, the relative
profitability and the supply of jute will shrink still further.

L. Arresting the continued deterioration of jute fiber production

is of crucisl importance to the economy of 2angladesh in terms of both
production efficiency and equity. The role of raw jute as the major

input for Bangladesh's major industry, and as the primary commodity

export (earning, per acre, sufficient foreign exchange to purchase more

rice than is grown on 2.5 to 3.0 scres), has been stressed in other parts

of this report. The socio-economic importance of jute, however, extends
beyond this. It is a major source of cash income for Bangladesh's rural
population. Some‘fS percent of the farmers grow jute and during the season
it occupies about 20 percent of the area under crops. Since jute production
is concentrated predo.ainantly on the smallest farms (Table 21 ) and since it
is highly labor intensive (jute production uses about 110 mandays per acre
while aus paddy uses only 65), the decline in the profitability of jute
production is likely to be felt most strongly by the poorer segments of the
rural population - the smallest farmers and the hired laborers. Efforts to
improve the profitability of jute production are likely to have their
greatest beneficial impact on these groups.

1/' These developments can be viewed as a leftward shift in the jute supply
curve.

2/ This can be viewed as a leftward shift of the jute demand curve.



Size of Farms

gAcres!

i
Bangladesh
Average size
of farmm 3.538
Under 0.5
0.5 to under 1.0
1.0 to under 2.5
2.5 to under 5.0
5.0 to under 7.5
7.5 to under 12.5

12.5 to under 25.0
25.0 to under 40.0

0.0 and over

Table 21:
All Farms
Total Total Area
Number Acres Number
2 3 i
6,139,480 21,725,827 2,728,880
802,630 200,196 128,200
689,8L0 L99,1hl 232,310
1,677,h10 2,826,355 819,250
1,615,020  5,73L,739 868,L60
698,450  L,192,9L8 365,030
Lh2,360  L,158,797 221,430
167,790 3,066,199 83,810
21,370 632,622 8,620
410,527 1,740

4,610

Total
g

10,201,020
37,27k
170,360
1,360,153
2,969,210
2,077,695
1,950,52k

1,277,290

239,185
99,329

BANGLADESH JUTE ACREAGE BY FARM SIZE

FARMS REPORTING JUTE

Total

Cropped

6

1k,k472,688
515279
259,L1,
2,145,338
L,L3L,826
2,961,752
2,635,154
1,613,479
275,720
95,726

Jute
Areg

T

1,304,511
13,830
38,579
226,139
407,129
256,32
215,688
122,452

18,248

6,122

@ o W Y0

-

Source: Bangladesh Agricultural Census 1960

_Og -
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A. Past Trends in Jute Fiber Supply

5. Table 22 presents the jute area, production and yields for both
India and Bangladesh from 1947/48 to the present. The first point demon-
strated by the table is the dramatic increase in India's jute production
imsediately after partition. This increase in Indian fiber production

was the direet result of a rapid expansion of jute acreage, fueled by

high prices for jute as traditional sources of supply for Indian mills
were out off after partitiom. Between 1947/L8 and 1951/52 jute acreage

in Tndia grew from 650,000 acres to over 1.95 million acres. At the same
time, the Indian Government emcouraged farmers through a widespread Grrow
Mors Jute" campaign, aimed at inereasing yields through the nas af Bl
seeds, chemical fertilizers and improved cultivation practices sech as
timely sowing and lime sowing. Im spite of this effort, there was no
noticeable increase in the yield of Indian jute. Jute acreage in Bangla-
desh deelined after partition and then recovered somewhat. In more recent
years, area and prodauctlon im both countries have contimued to fluctuate
widely in response to changing market and weather conditions. Together,
Tndia and Bangladesh now account for about 70 percent of the world's
production of jute and related fibers - a decline from a level of about

85 percent in the early 1950's (Table 23 ). While India's share of world
production of sach fibers has remained fairly steady at about one-thixd since
the early 1950's, adesh's share has declined from nearly &0 percent
in 1950/51 to about 35 percent in the late 1960's. This difference has
been captured largely by other producing countries, particularly Thalland,
whose jute and kemaf production rose rapidly in the early 1960's to meet
the needs of Indian jute mills. As trade relations between India and
Bangladesh are mermalized, a potential exists for inecreased exporis of :
Bangladesh imte replacing beth Thailand kenaf and possibly Indian raw jute
production in the Indian market. ,

Lé. A second major feature of jute production

is that jute yields have been stagnant. There is ev::p Qh:’:;;:rz::::;-zz
ward movement of Jjute yields in Bangladesh, although this may be the
result of distortlons introduced by changes in the methods of estimating
crop production and acreage introduced between 1962 and 1964. Moreover
Jute acreage was controlled by law before 1959/60. This could have 1ud’
to under-reporting of acreage and artificially high yields in the earlier
years. Nevertheless,it is probably safe to say that jute ylelds have

not increased for decades. The stagnant yields reflect, in turn, a
stagnant techmological base, inadequate research and peor ex‘bonaion.
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Table 22: RAW JUTE PRODUCTION: BANGLADESH AND INDIA

Area. Production Yield
(Million Acres) - (Million Bales) (Bales per Acre)
Bangladesh India  Bangladesh 1India Bangladesh India
1947/L8 2.06 .65 6.8L 1.64 3.3 2.5
1948/L9 1.88 .8l 5.84 2.03 2.9 2.1
19L9/50 1.56 1.16 3.33 3.08 2.1 2.7
Three Years' Average 1.83 .88 5.22 2.25 2.8 2.6
1950/51 3 P A 1.43 6.01 3.28 3.5 2.3
1952/53 1.91 1.81 © 5,088 .58 3.6 BB
1953/5L .96 1.23 3.61 3.08 3.7 2.5
1951/55 1.2 1.2} L.66 2.92 3.8 2.1
Five Years' Average "L 1.53 5.49 3.7 3.6 2.1
1955/56 1.53 ) 6.50 L.19 4.0 Dull
1956/57 123 1.91 5.51 .28 L.5 9.5
1957/58 1.56 1.74 6.20 3.97 4.0 23
1958/59 1.53 1.81 6.00 5.15 3.9 2.8
1959/60 - 1.38 1.69 5.55 L.49 4.0 2.7
Five Years' Average 1.47 1476 5.95 h.4y2 4.1 2.5
1960/61 ' 1.52 1.55 5.62 L.09 5.7 2.6
1961/62 2.06 2.27 6.97 6.29 3.4 2.8
1962/63 1:78 2.09 6.30 5.39 1.7 2.6
1963/6) 1.70 2.15 5.88 6.02 3.5 2.8
196l /65 ! 1.66 2.07 '5.33 5.96 3.8 2.9
Five Years' Average 1.7% 2.03 6.02 5.55 B8 T
1965/66 2.20 1.87 6.69 holi3 3.0 2.4
1966/67 2.16 1497 6.40 5.30 3.0 2.7
1967/68 2.40 2.19 6.85 6.31 2.9 2.9
1968/69 2.17 s | 5.75 3.00 I 2.3
1969/70 2.h6 1.90 Tull 5.60 2.9 3.0
Five Years' Average 2,28 1.85 6.57 4.93 2.9 2.7
. 1970/71 | - 2.20 1.85 6.67 1;.86 2.9 2.6
1971/72 1.68 - h.19 6.84 3.0 --
1972/73 2.50 == 6.50 5.70 2.6 -
BT --

Three Years' Average 2.13 o 5.79 5.80
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RELATTVE SHARE IN WORLD PRODUCTION OF RAW JUTE

Table 23:

AND ALLIED FIBERS
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47. A third factor indicated in Table 22 is that Jute yields in
Bangladesh are almost invariably higher than those in India. In additionm,
it is generally recognized that Bangladesh jute - grown on the best jute
lands in the world - is of scmewhat higher quality than Indian jute. It
would appear, therefore, that Bangladesh has a comparative advantage in
raw jute production and that increased trade between the two countries
might lead to a reduction in India's fiber production and increased imports
from Bangladesh. Such a shift would appear to benefit both countries.

L8. A fourth characteristic of the supply of jute shown in Table 22
is that jute output and acreage are highly variable. The instability of
the supply of jute fiber lessens its competitiveness with synthetics. As
one would expect, the large variatiomsin supply are accompanied by large
variations in price. The following table shows the extent of these varia-
tions in Bangladesh and India. Variations im output and price of this
order of magnitude (14-20 percent) pose great difficulties for will managers
in plamning and costing their production and give rise to proposals for
buffer stocks of fiber to help stabilize the market. Efforts have been
made to explain and predict these variations so that steps can be taken to
reduce them. The agro-economic factors influencing the supply of Jjute
are discussed and analyzed in Part B of this Chapter.

Table 21 RAW JUTE TREND GROWTH RATE AND FLUCTUATION
INDICES FOR SELECTED VARIAELES 1952-70 /a

India Banglacesh
Trend Growth “Fluctuation Trend Growuh Fluctuation
Rate Tndex Rate Index
Area 2,0 12.2 3.0 St
Output 2.3 14.3 1.2 ol e 1
Tield 0.308 - 1.7 7.0
Price 3.2 20.8 L. . 20.3

Ja Inalysis from Tarapore, Savak S., The Jute Trade of Developing Countries,

— TMF DM/72/81, October 12, 1972, page b. The Iluctuation ﬁex Ts the
average of the percentage deviation (regardless of sign) of the actual
data from their trend.

/b Not statistically significant.
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L9. During the past two years the supply of jute from Bangladesh was
understandably unusually unstable. Daring 1971/72 raw Jute production
declined by about 35 percent from levels prevailing in the preceding five
years. This was due in part to an overt political effort by the pro-
independence forces to place pressure on the former regime and in part

to the generally unsettled conditions of the country, which induced farmers
to grow a crop they conld sat rather than a crop they had to sell. After
independence, the new Govermment reversed a number of past policies which has
disoriminated sharply against jute: the currency was devalued by more than 50
percent; export boms schemes for jute manufacturers were removed; and a
policy decision to remove the export tax on raw jute was mad The
devaluation, combined with temporarily high demand for fiber gupplies
resulting from the previous+vyear*s disruptions, enabled domestic raw

jute prices to rise by about 70 percent above pre-disturbance levels and
led to a rapid restoration of jute acreage and production to the levels
prevailing in the five year period before the independence struggle.
recovery of jute production took place in spite of very high rice prices.
Although this recovery is very hopeful in the short run, as indicated
below, it seems unlikely that present levels of acreage and production

can be maintained without further poliey changes since the rice price

has continued to rise rapidly and the export price of raw jute is likely
to fall. Nevertheless, the Govermment has taken positive steps this

year to maintain the competitive position . jute and there is no reason
to suspect that it will not contimme to do so.

B. Agro-Economic Determinants of Jute Fiber Supply

50. The techrical requirements of jute cultivation are important deter-
minants of the supply of jute fiber. Hence a brief description of jute culti-
vation is in order. The discussion will focus on Bangladesh, the major supplier
of jute fiber. Where relevant, comparisons with India will be made. Jute is
grown widely throughout much of Bangladesh. Although it uses less than 10
percent of the total cultivated area, it covers about 25 percent of the

area cultivated during the jute season.. It grows best on loamy or sandy soils,
in damp heat, during the long summer daylight hours. The jute plant utilizes
about 35 inches of water during the growing season, but showers are also criti-
cally important during the sowing season (February-May) to permit fine tillage
of the soil to ensure germination. The adequacy and timing of these showers
affects the amount of land sown to jute in a given year. An ample supply of
water must also be available after the harvest (in late summer or autumn) for
retting (soaking the cut plant for about 2 weeks to remove the fiber from

the jute stick). Moreover, the major jute species, Capsularis, (white jute)
can withstand several feet of flooding after it has grown. Olitorius

1/ Eithough this last decision was taken on November 15, 1972, at the time
of the jute mission it was not in effect. Exporters were still paying
the export tax, but were anticipating a rebate. :
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(Tossa jute, the higher quality fiber grown.en about 25-30 percent of the
jute area) cannot tolerate flooding. These factors, the need for water
and the flood tolerance of the major jute varieties, account for the
spatial distribution of jute cultivation in Bangladesh. cute is grown
primarily on medium or medium-low lands in the flooded areas in the
central districts bordering the major rivers. The area sown to jute of
each variety by District for the year 1970-T1 (the most recent relatively
normal jute year) is presented in Table 25 . The districts are grouped
into the three traditionmal jute-growing reglons: Jat (east of the Jammuna
River and north of Noakhali), Northern (mostly north of the Gangss and
west of the Jamuna rivers) and District (mostly south of the Ganges and
west of the Meghna rivers). (See Map I). By and large, the Jat area
produces jute of better quality and yleld. It corresponds roughly to
the regiem of Brahmaputra alluvium, which, along with Teesta silts,
seems to be most favorable for jute. Comsequently, Jjute occupies a mmch
greatert proportion of the land cultivated during the Jjute-sus season in
the Jat areas than in the other areas. The percentage of jute area in
Olitorius jute varies considerably among these regions, ranging from 16
percenf In Jat areas to over 60 percent in District area. ' The rainfall
also varies considerably among these regions, with the Northern area
usually receiving about 20 percent less rain than the other regions.
With such varied agro-climatic conditions one would expect considerable
differences in the supply response in the different regions.

Bl. Rice, which is planted on about 70 percent of ares cultivated
during jute season, is the major crop competing with jute for land.
Typical cropping patterns for jute and alternative crops are shown in
Chart I . Usually aus is regerded as the paddy crop most directly
competitive with jute, because their growing seasons are similar.
Capsularis is an earlier jute crop, and depending on the pre-monscon
rainfall, it is planted on lower lands in February or March for hsrvest
in June to August. When harvested early, it can be followed by trans-
planted aman paddy. In arzas subject to mild or mederate {looding,
capsularis i# an alternative to aus, but also to a erop of broadcast
amen. In some areas an early jute crop is eompetitive with boro peddy,
which is planted in November in low areas whem flood waters recede, and
harvested in April, overlapping the jute growing season. Since boro is &
small portion of the total paddy crop in unirrigated areas, this competi-
tion is not widespread. Olitorius Jjute, less resistant to flooding and
planted en higher ground, Ts planted in April/May and harvested in
August/September. If planted earlier, it branches profusely with a
severe reduction in yield. Therefore, on these less flooded grounds,
olitorius competes mainly with aus paddy, or with a mixed ecrop of broad-
oast aus and aman, Beceuse of 1Us later growing season, olitorius can
also be competitive with tramsplanted aman, especially with the new IRRI
varieties which should be transplanted in July/August. Since olitorius
is grown on higher land, however, where transplanted aman is not likely
to be grown without irrigation, this type of cempetition may not be teo
important. In general, since Jute and rice compete for the use of the
farmer's land, the relative profitability of Jute and rice production is
a central element in determining the supply of jute.
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Table:25: AREA SOWN TO CAPSULARIS AND OLITORIUS JUTE
BY DISTRICT AND REGION, 1970-71

Capsularis (litorius - Total
: (Thousands of Acres)
JAT AREA
Dacca 149 L2 191
Mymensingh 378 6L L2
Tangail 100 21 i 121
Comilla 118 20 138
Area Total L5 IL7 892
NORTHERN AREA
Bogra 3L 23 57
Rangpur 336 38 374
Dinajpur 103 6 109
Rajshahi 26 43 69
- Area Total L) 110 509
DISTRICT AREA
Noakhali 29 1 30
Sylhet 28 .3 28.3
Chittagong and
Chittagong Hill Tracts .6 2 .8
Bakerganj 20 10 30
Khulna 1k 28 L2
Jessore 20 146 166
Faridpur 93 1 237
Pabna 56 32 88
Patuakhali e L 2
Kushtia 3 72 75
Area Total 265 L33 698

GRAND TOTAL 1509 691 2200
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5e. Both jute and rice crops can be followed by a wide variety of
supplemental crops, depending on hydrology and soil conditions. Therefors,
it is difficult to draw up lists of alternative cropping patterns. Jute
is usually followed, if not by transplanted aman, by rabi cereals, ollseeds,
pulses, or fodder crops. The same holds true, by and large, for aus and
aman crops, if only one rice crop is sown. Except in those cases in which
jute is follewed by transplanted aman or aman is follewed by boro, the
nature of the following crop is largely extraneous in calculating the
relative farm benefits of jute and competing rice crops. An exception

to this generalization would arise in calculating the relative returns of
producing jute and sugarcane, which is grown as a twelve-month erop in
Bangladesh.

53. Several factors emerge from this general discussion as important
determinants of the size of the jute crop:

(1) Weather factors, particularly the amount and timing
of pre-monscon showers, strongly influence the amount
of land committed to jute. Rains at this time also
assist the planting of aus paddy and as a result there
is a positive correlation betweem the total amount of
jute and aus acreage planted each year. Adequate supplies
of water are also essential after the jute harvest for
retting. If water is not available after hamvest, the
size of the jute crop is not affected much, but the
quality of fiber, the price, and hence the farmer's
return and the nation's export earmings are.

(ii) Soil and hydrolog conditions, are also important in
determining the size of the Jute crop. There are two
gorts of areas where it may be d@ifficult, if not
impossible, for rice to compete with jute. First,
there are considerable areas which, because of early
floeding, are unsuitsble for elther aus or transplantad
aman paddy. BEstimates of this area range from about
750,000 acres to about 1 million acres. Second, there
may be areas which are suitable for a jute-transplanted
aman cropping pattern but are mot suitable for trans-
planted aman-boro rotation because of inadequate winter
moisture. The acreage with such comditions has not been
estimated. Jute acreasge in Bangladesh has never sunk
below 900,000 acres even in the most unfavorable of -
times, indicating a floor te Jjute acreage below which
the supply of jute would be highly inelastic. The
introductien of irrigation, draimage and flood control
projects, however, could drastically change this situa-
tion, making cropland now suitable only for Jjute more
suitable for two crops of rice. In such a situation,
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jate acreage would fall sharply in the project area. This
has been borne out from experience with past irrigation-
floed comtrol projects. The strong implication is that if
jute acreage is to be held at present levels, prierity
should be given to those drainage and flood control projects
in areas which do not grow Jjute.

(iii) With weather constant and on lands where both jute and
paddy crops are possible, the relative Erotitab:lli% of ..
the two crops is of critical importance t g
the supply of jute. The relative profitabllity will depend
in turn on (a) the prices of jute and rice; (b) crop tech~
nolegy {end hence yEeldsi 3 (c) the ts used on the two
crops; and (d) the :Ln;z?_.ﬁrices. The relative profitability
of jute and rice is calculated in Annex 1 under a
variety of assumptioms. The following paragraphs explain
and summarize the results of the analysis.

Bly. Tt should be emphasized that the cost and return calculations
mst be interpreted with caution. They are used here more to indicate,

in a rough fashion, the results of altermative policies than to serve as

the basis for specific policy recommendaticns. The calculations have

been carried out using the best data avails le to the mission at the

present time, however, while it is felt that these data provide a reasonable
reflection of reality, the results are quite sensitive to relatively small
changes in the parameters. Major events in recent years - drematic increases
in the prices of rice and jJute, the introduction of an improved rice tech-
nology, growing population pressure - have significantly altered pricerand
factor relationships. Hence the parameter estimates used here - some of
which are drawn from studies carried out more than a decade ago - should

be serutinized with care. Moreover, the same parameters are assumed to
apply throughout the country even though there are some significant regional
variations. Accurate data on crop production cests and returns would be

of great bemefit te the nation's planmers. A series of farm management
studies, with a carefully developed methodology (perhaps similar in design
to those carried out by the Govermmemt of Indis) could provide this informa-
tion.

55. Cost of production data for jute and competing paddy crops have
been calculated for each crop at three levels of technology (and hence

three levels of yield and three levels of input use) and five differenmt
methods of pricing inputs. The three levels of Jjute technology are (1)
present (traditional) technology, which is assumed to yield 15 meundsl/

of fiber per acre and use no megern inputs; (ii) seed plus fertilizer -tech-
nology, which ylelds an assumed 18.5 mds. of fiber using recommended

dosagee of fertilizer and moderately improved seed; and (iii) a hypothetical
potential technology using fertiliser, better seed, pesticides, and better
cultivation practices, and assumed to yield 25 mds. of fiber. Three roughly

1/ One maund (I md.) equals about 02.2 lbs.
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comparable levels of rice technology are assmmed: (i) traditiomal tech-
nology with yields of 16 mds. of paddy for aus and using no modern
inputs; (1i) high-yielding variety seed and fertilizer techmology,

using new seeds and chemical fertilizer and yielding 25 mds. per acre;
and (iii) high-yielding variety seed and fertilizer technology plus
irrigation and water control facilities, yielding 45 mds. of paddy

per acre. The five methods used for pricing inputs are: (i) prieing
all inputs at prices actually paid by farmers (Cost A); (ii) same as

(1) with imput subsidies removed (Cost B); (iii) same as (ii) with labor
priced at 50 percent market wages, thus indicating both the econcmic
cost of labor (assuming shadow wage rates are 50 perceat of finarcial
rates) and the out-of-pocket payments by the farmers for labor (since
farmers hire about 50 percent of the total labor input on their farms
(Cost C); (iv) same as (1ii) with the foreign exchange cests of modern
inputs priced at 10 Takas per dollar (Cost D); and (v) same as (iii)
with input subsidies restored, thereby indicating out-of-pocket expendi-
tures by farmers (Cost E).

56. Returns of jute and paddy cultivation were calculated by apply-

ing a variety of price assumptions to the yields assumed fcr each tech-
nological level. Three export prices of jute were assumed. The first 1s

the present export price level of El12 or, once export taxes are deducted,
$22), per metric ton 1/. The second is E95 (or $228) per metric ton, assum-
ing no export taxes, a high estimate based on the analysis in Volume I of

the just price to which jute should fall now to compete with current prices

of synthetic substitutes. It is assumed the export tax is removed. The
third price is B80 (or $192) per metric ton, assuming no export taxes, and
represents a price to which jute fiber is likely to have to fall in three or
four years to stay competitive with substitutes. For each of the axport
prices two exchange rates, the present one of 7.0 Takas per dollar and a hypo-
thetical one of 10 Takas per dollar, are employed to illustrate the impact of
alternative policies under the different pricing assumptions. Farmgate prices
are then calculated by applying the alternative exchange rates to the various
export prices and deducting the normal farmgate to terminal market processing
and merketing margin, which is about 25-30 Takas per maund, or about 35 per-
cent of current F.0,B, costs.2/ Only one farmgate price for paddy is
assumed. It was obtained by converting the current coarse rice prices

1/ The decision to remove these taxes (which amounts to about $23 per
metric ton) was made on November 15, but has not yet been implemented.

2/ The range of farmgate jute prices obtained can be used to assess

~  roughly the effects of other alternative assumptions not speci-
fically considered. For example, if the export price of jute
declined to 565 ($156) per ton and the exchange rate were 15 Takas
per dollar, the farmgate price would become 57 Takas per maund.
Tha effect of this set of assumptions on the relative returns to
jute production would lie somewhere between the impact of the set
of assamptions that imply a farmgate price of 55 Takas (i.e. a
$226 export price and a 10 Takas/$ exchange rate) and those which
imply a price of 59 Takas (i.e. a $2h) export price and a 10 Takas/$
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(68 Tk/maund) intc paddy prices (using the standard conversion factor of
1.5) and subtracting transport and milling charges (about 6 Tk/maund).

The results conform closely with findings from farmer interviews carried
out by the mission in the field. The paddy rice is quite high - more
than double world market prices - yet there seems little likelihood that
it will decline in the near future. As each paddy crop was harvested this
year the anticipated seasonal decline in prices did not materialize. This
suggests that with the disruptions before independence and the bad crops
in 1972, stocks have become seriously depleted. Import requirements are

expected to remain high and there is little hope that this situation will
change soon.

57. The results of the various cost and return calculations are
shown in detail in Ammex !1 . and are summarized in Table 26 below.
Table 26 shows the difference per acre between the net returns to
producing jute and the net returns to producing aus paddy under the
range of assumptions about technology, jute prices, exchange rates and
costing methods described above. A positive mumber indicates the amount
(in Takas) by which the returns to jute production exceed returns to

aus paddy production. A negative mumber indicates the amount by which
returns to jute prodection are less than returns to aus paddy. For the
sake of simplicity of presentation, jute i3 compared only with aus paddy
in the summary table. (This is appropriate both because aus is the major
competing with jute and because the comparisons of jute with other paddy
crops in Ammex 1 indicate very similar resulis). Also for simplieity
the pveturns to jute at a given level of technology are compared with the
returns to sus at the same level of techmology. Since paddy techmology
is currently more advanced than jute technology, and has spread more
widely, this comparison actuwally tends to overstate the profitability

of jute with respect to aus. Moreover, the yleld increases assumed

for the improved rice technologies are based on much more reliable,
field-tested data. The yield increases postulated for improved jute
technologies are based on less reliable data from small experimental
plots are speeial programs with wmisually high supervision inputs.

58. With these caveats {and those of paragraph g}, above) in mind,
several important implications can be drawn from Table 26. First, at an
FOB price of $226 per metric ton or lower and using the present exchange
rate, the net return to jute is lower than the net return to aus at any
of the assumed levels of technology under all the methods of costing.

Fn other words, if jute prices fall to levels now competitive with syn-
thetic substitutes, paddy production will be more profitable than jute
production at the present exchange rate. TIf on the other hand, the exchange
rate were adjusted to 10 Takas per dollar, jubte production at the $226
price would have a return higher than (or only very slightly less than)
paddy production for the first two levels of technology under any of the
methods used for pricing inputs. At the $226 price, jute production
would have a higher return than paddy production at all three levels

of technology, if input subsidies were removed. At the medium-run Jjute




Table 26: DIFFERENCE BETWEEN PER ACRE RETURNS TQ JUTE AND AUS PADDY PRODUCTION

Net Return to Jute Minus Net Return to Aus Paddy

New Seed &
Jute FOB Exchange Farmgate Traditional Fertilizer _Potential
Export Price Rate Jute Price Technolo Technology Technology
$/ton Tk/$ Tk /md Tk/acre Tk/acre Tk/acre
INPUTS PRICED AT :
FINANCIAL PRICES $ 244 7.9 47 - 32 - 159 - 520
$ 226 749 43 - 88 - 233 - 620
$ 190 7.9 36.4 -187 - 356 - 785
& 244 10.0 59 +155 + 63 - 220
§ 226 10.0 55 + 89 - 11 - 320
$ 190 10.0 46,1 - 42 - 176 - 543
. INPUTS PRICED AT A
UNSUBSIDIZED PRICES 8 244 7.9 47 = 32 - 60 - 173 .
5 226 7.9 43 - 88 - 134 - 273
$ 190 7.9 36.4 -187 - 257 - 438
§ 244 10.0 59 +155 + 162 + 127
5 226 10.0 55 + 89 + 88 + 27
$ 190 10.0 46.1 - 42 - 77 - 196
. INPUTS PRICED AT
UNSUBSIDIZED PRICES: LABOR
SHADOW-PRICED ] 244 7.2 47 + 47 45 27 - 130
$ 226 7.9 43 - 9 - 47 - 230
$ 190 7.9 36.4 -108 - 170 - 395
$ 244 10.0 59 +234 + 249 + 170
§ 226 10.0 55 +168 + 175 + 70
§ 190 10,0 46.1 + 37 + 10 - 153
. 'NPUTS PRICED AT
UNSUBSIDIZED PRICES;
LABOR & FOREIGN EXCHANGE
SHADOW-PRICED $ 244 7.9 47 + 47 + 67 « 13
$ 226 79 43 - 9 - 6 - 113
$ 190 7.9 36.4 -108 - 130 - 278
. 5 284 10.0 59 +234 + 289 + 287
$ 226 10.0 55 +168 + 215 + 187
§ 190 10.0 46,1 + 37 +: 50 - 25
2. INPUTS PRICED AT )
SUBSIDIZED PRICES; LABOR
SHADOW-PRICED $ 244 7.9 47 + 47 - 72 - 477
§ 226 7.9 43 - 9 - 146 - 577
§ 190 7.9 36.4 =108 - 269 - 742
§ 244 10.0 5% +234 4+ 150 - 177
$ 226 10.0 55 +168 + 78° - 277
$ 190 10.0 46.1 + 37 - B9 - 500

.-afl'_
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export price of $190 per metric ton, jute is not competitive with paddy at
the present exchange rate. At the 10 Takas per dollar exchange rate and
with input subsidies removed, jJute appears fairly competitive with aus
even at this lower price. While these figures all suggest that an adjust-
ment of the exchange rate would be advantagecus for jute producticn, this
should not be interpreted as a recommendation that Bangladesh adopt a

10 Takas per dollar exchange rate.Suth a descision should be taken only
after an analysis of many factors of which jute production is only one
(albeit a very important one). Moreover, the data msed here are too
rough to allow precise estimate of an appropriate exchange rate and the
10 Takas rate is presented merely as a hypothetical altermative.

59. Second, as the level of technology increases, Jjute ?nerally
becomes less competitive with paddy production. s is part arly
true at the projected Iuture price levels of jute. For example,
assuming a 10 Take per dellar exchamge rate and a $226 per metric tom
export price for %ute with inputs costed at financial prices, the return
to jute is about B89 Takas per acre greater than the return to rice at
the traditiomal technclogy level. At the seeds and fertilizer tech-
nology level the per acre return to jute is 11 Takas less than the
return to paddy and at the potential technology level it is 320 Takas
less than the return to paddy. This indicates that the new rice tech-
nologies are relatively more productive th " the projected ne7 jute
technologies. This result can be seen sven though the assumpiions
built into costing these techmologies have been made purposely so that
returns to rice production are understated and the returns to jute are
overstated. Most of the improvements postulated for rice have been
replicated on farmers' plets and spread rather widely. The improvements
assumed for jute, on the other hand, are based on tentative research
results and experience on a relatively small number of farms. There
is great uncertainty as to whether the jute technology will spread.
Consequently, the summary figures in Table 26 probably understate the
relative superiority of the new rice technology and give an optimistie
view of the profitability of jute. For Jute to continue to compete
with rice, therefore, the data strongly suggesis the need for an
intensive resswruh effort aimed at making jute farming more productive.
in addition to increasing yields and Lowasung unlt costs, the researan
effort could also concemtrate on decreasing the competition between
jute and rice by develcoping more rapidly mataring varieties of both
crops, thereby facilitating double cropping.

60. Third, the table demonstrates the labor-intemsive character
of jute production, At traditional technology levels farmers use about
110 mandays per acre to grow jute and 65 mandays per acre to grow broad-
cast aus paddy. Consequently, when a shadow price (of 50 percent of
the market wage) is applied to labor, the relative profitability of
jute increasss. The size of this increase is less at the higher levels
of techmology since the difference in per acre labor use on the two
crops decreases at these technologies. An analysis of jute and aus
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production functions and costs is presented in -Annex 2 and provides
some justification for a shadow rate for labor. In addition, since jute
farmers typically provide about 50 percent of the labor used on their
farm from their own family and hire the rest, this shadow price of labor
also indicates, roughly, the farmer's cut-of-pocket labor expensss for

growing jute.

6l. The summary table also shows clearly that the current subsidies
on agricultural inputs increase the returms to rice production ralative to
jute production. The govermment's current policy provides a subsidy of
about 50 percent on fertilizers, 100 percent on pesticides and about 100
percent on irrigation. Moreover, since these imputs have a high foreign
exchange component, there is an additional subsidy depending on the extent
to which the present exchange rate is overvalued. Since these subsidized
inputs are used to a much greater extent im rice production than inm jute
production, these subsidies make jute less competitive with rice. These
subsidies distort farmer's production decisions and lead to téss'j8%e being
produced at a given price than would otherwise be the case. The 2-;:101‘- of
these subsidies becomes more severe as the level of techmology increases,
since more subsidized inputs are used at the higher levels of teehnology.
For example, with inputs subsidized, jute 1s not competitive with paddy
for any of the assumed jute prices at the highest Ievel 6f tothmolegy.
With these subsidies removed, jute is competitive at am export price of
$226 per metric ton and a 10 Takas per dollar exchange rate (Costs B, C

& D). With the subsidies removed, jute is reasomably competitive with
aus paddy even at the $190 per ton price and 10 Takas per dellar exchange
rate. At that price and with labor and foreign exchange shadow priced,
jute nets only 25 Takas per acre less than aus at the highest level of
technology. The removal of these subsidies would help the competitive
position of jute. It would alsoc help dampen the effect of the relative
superiority of improved rice technology on jute production discussed

above in paragraph 59 . At present jute prices amd exchange rates

the return to jute drops from 32 Takas an acre less than paddy at tradi-
tional levels of technology to 520 Tskas less at the potential tech-
nology with the present subsidies (Cost A). With these subsidies

removed, the return to jute drops to only 173 Takas per acre less than
sus (Cost B). The subsidies are now a heavy financial burden on the
government. Farmers seem fully aware of the benefits of fertilizer

and irrigation, so subsidizing these inputs to increase their use no
longer seems necessary. Moreover, farmers reported significant black
market activities in fertilizer sales, suggesting, at least, that the
subsidies are not having any generally beneficial income distributional
effects.
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b2, Table 27 provides an alternative way of demonstrating how the
current distortions between the domestic and world market prices of rice
affect the relative profitability of jute production. In this table, the
net retums to jute production (with labor and foreign exchange shadow-
priced and other inputs unsubsidized) are compared with the net returns to
rice cultivation; (a) with rice valued at domestic farmgate paddy prices
and (b) with rice valued at world market prices ($130 per metric tom, landed
in Chittagong). At present exchange rates, and with domestic rice prices,
rice cultivation is highly competitive with jute cultivation. If rice were
valued at world market prices, however, it is much less profitable than jute
even with low jute export prices and a 10 Taka per dollar exchange rate.

If the exchange rate were 12,1 Taka per dollar, the world market and domestic
prices would be equated and jute would be much more profitable than rice
production. This suggests that if the distortions between the world market
and domestic prices of rice were reduced, the price of jute could fall sig-
nificantly and still be highly competitive with rice production.

Table 25: NET RETURNS TO JUTE AND RICE PRODUCTION: DOMESTIC AND.
TERNATTONAL PRICES (INPUTS PRICED AT UNSUBSIDIZED PRICES:
LABOR AND FOREIGN EXCHANGE SHADOW-PRICED)

Net Return to Rice
(Traditional Technology)

FOB Jute Net Return to Jute (Takas/Acre)
Export Exchange (Traditional Technology) Domestic ~ World
Price Rate (Takas/Acre) Prices Market Prices
$2Lh 7.9 352 305 90

226 7.9 296 305 90
190 7.9 197 305 90
2Ll 10.0 53% 305 193
226 10.0 473 305 193
190 10.0 32 305 193
2Ll 12,1 785 305 305
226 12.1 6L6 305 305

190 12.1 187 305 305
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63. There have been many studies of the jute supply response to changes
in jute prices or changes in the jute-price ratio. These studies are sum-
marized in Annex 3. Covering a period of reasonably stagnant technology

and input prices, these studies essentially show the impact of a change in
the relative profitability of jute and rice on the supply of jute. In
general these studies demonstrate that jute is price inelastic, so that a

one percent change in the price of jute (or in the jute-rice price ratio)
leads to a less than one percent change in the supply (or acreage) of jute.
Moreover, the studies suggest that farmers respond to price changes only
partially in the short run so that the full impact of a price change on sup-
ply is not felt for several seasons. While these conclusions are probably
still valid, the equations on which they are based are now probably of little
use in attempting to estimate the supply response of jute. As Chart IT
indicates, the relationship between jute acreage and the jute-rice ratio has
become much weaker in recent years, particularly after 1965/66. 3Some of the
studies discussed suggest this. A possible explanation of this may be in-
creased double cropping of jute and transplanted aman paddy where an aus

crop could not be planted early enough to allow a transplanted aman crop.
Since jute is a relatively quick-maturing crop whose yields are not much
affected by slightly early harvest, it would be easier and less risky in
most non-irrigated areas to double crop (capsularis) jute and transplanted
aman than to double crop aus and transplanted aman. Where aus competes with
transplanted aman, the competition between jute and rice for land can be
decreased by a jute-transplanted aman rotation which allows the farmer to
grow both jute and rice. After 1965, cropping intensity and hence the extent
of double cropping, rose sharply from 127 percent to 139 percent. The major
causes for this appear to be an increase in area planted to jute, boro and
aus, while aman acreage (and area under most other crops) changed very
little. The area under jute increased more rapidly than the area under aus
(31 percent versus 18 percent), suggesting that farmers found a jubs-rice
double cropping pattern easier to achieve than a rice-rice double cropping
pattern. Increased population pressure on the land during the past decade
could have made this increase in double cropping essential for survival and
also provided the labor to make it possible. The introduction of high-
yielding varieties (particularly in the boro season but also in the trans-
planted aman season) may have made double cropping more worthwhile fer the
farmers. Whatever the underlying factors, it may be possible that some sort
of structural change has taken place in the production of jute and rice which
allows a greater supply of jute at a given jute-rice price ratio than earlier
data suggests. It could also be that this is just a temporary phenomenon,
induced by the severe distortions of the past few years.

6l. The past analyses suggests that jute acreage cannot be maintained
at present levels given the present jute-rice ratio. This is congistent
with the relative profitability analysis in Amnex 1 and summarized in
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Table 26. To remain competitive with rice, the domestic price of jute
must increase. But if domestic prices of Jute rise sufficiently to com-
pete with rice, the international Jute prices will become too high to
compete with synthetics. One route out of this dilemma would be to adjust
both the export price and the exchanige rate to allow both a decrease in
the export price and an increase in the farmgate price.
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C, Implications for Present Policies and Programs

65. There are three policy and program areas affecting the supply of
jute fiber: pricing policies, extension and input programs and policies and
longer-term ressearch programs. Each of these will be discussed in terms of
the present situation and alternative possibilities.

Pricing Policy

66. Pricing policy has been discussed extensively above, but the major
points can be summarized here. To compete with synthetics, the export price
of jute must fall to about £90-95 per metric ton now and to about £80 in

the next few years. At these prices and at present exchange rates jute is
not competitive with aus paddy production. An axchange rate adjustment could
allow a decrease in the export price to &95 ($226) per ton and an increase

in farmgate price to about 55 Takas per maund. This price would substantially
jmprove the competitive position of jute relative to paddy. The other major
area of pricing policy which affects the relative profitability of jute

is input subsidies E/- As demonstrated above, these subsidies introduce a
substantial bias against jute cultivation. Their removal would make jute
farming more competitive with paddy farming.

67. Of the various policies and programs discussed in this section,
only pricing policies can be put into effect immediately and begin to have
an impact in the short run. Moreover, in the absence of an appropriate
price policy, other programs, such as the intensive cultivation scheme for
jute, have little chance of success.

Extension and Input Supply

68. In recognition of the precarious position of jute cultivation in
Bangladesh, the Government has undertaken a major program - The Intensive

Jute Cultivation Scheme (IJCS) - to extend technological improvemerts and
provide modern agricultural inputs to a large proportion of Bangladesh's

jute farmers. K The program is a continuation and expansion of similar

Ministry of Agriculture program started in 1970. The approach is a modi-
fication of that developed by the Jute Association based on improved cultivation
practices and use of modern inputs. The major differences between the two
approaches to more intensive jute cultivation are ones of scope (the

Ministry of Agriculture targeted a coverage of .25 million acres this year
while the Jute Association planned to cover only 15,000 acres) and of intensity
of extension effort (roughly 6 Takas/acre under the Ministry of Agriculture
scheme versus roughly 160 Takas for the Jute Association scheme). While the
Jute Association's scheme has reported good resulis, it is unlikely that

an extension input of this order of magnitude can be replicated on a large
scale. Consequently this discussion will concentrate on the Ministry of
Agriculture's IJCS program. The primary goal of the program is to raise jute

17 Thls assumes that neither the rice price nor the jute marketing
margin are amenable to change through policy activity.
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production from the 1971/72 level of about 6.5 million bales to about 9.7
million bales within three years. To achieve this, the coverage of the

program was planned to expand from the .25 million acres targeted (but not
fully covered) in 1972 to 1.7 millian acres by 1975, with total jute acreage
remaining constant at about 2.5 million acres. It was assumed that in the
areas under the program jute yields would increase by 50 percent (3.0 bales per
acre to 4.5) as the result of farmers using modern inputs (improved seed, .
chemical fertilizers and pesticides) and improved cultivation practices

(timely sowing and line sowing) brought to them by extension agents. The
program was originally budgeted at Taka 59.7 million ($7.6 million).

69. Although the program reflects the Government's serious concern

for the jute situation, it suffers from some severe flaws and has been
eritically reviewed within the Government. As a result its scope is likely

to be curtailed. The Evaluation Committee Report on the IJCS;was not made
available to the mission, perhaps because it was embarrassingly critical.
Although it might have been helpful to have access to this report in order

to make constructive suggestions and identify possible areas for IDA support,
the important point is that the Government is engaged in a frank and critical
review and monitoring of the program. A much strengthened and sounder program
is likely to result. In reviewing the program and visiting program areas,

the mission found a number of weaknesses in the program, most of which are
probably well-known to the Government. These are discussed here in hopes

of suggesting ways of strengthening the program. Perhaps the most basic
problem with the IJCS is its goal to increase raw jute production to 9.7
million bales by 1974/75. In view of world demand projections for jute and
jute goods, this target is excessive (see Volume I). It could become
realistic only in the longer run and then only if Bangladesh jute production
substantially displaces Indian jube production. The target is also not likely
to be achieved. The second major problem with the program is that it relies
on a package of inputs and cultivation practices based on a relatively stagnant
technology. Most of the improvements being propagated have been known for
decades. They are strikingly similar in content to those advocated in India's
"Grow More Jute" campaign after partition, which, as noted in paragraph

;5 above, failed to produce noticeable yield increases. The benefits of

the package, assuming it is adopted, seem small and unlikely to produce the

50 percent yield increases postulated by the program. Moreover, in this year
at least, there have been inadequate supplies of inputs.

0. The impact of the program on farmer's fields so far is not parti-
cularly encouraging. Although farmers in package areas report higher yields
than those in non-package and other areas, their yields have declined as the
program has expanded and they frequently receive only a fraction of the inputs
recommended. Moreover, there is every indication that the farmers in the
package program are the better farmers in the better jute growing areas.

This, as much as anything else, could explain the higher yields in the package
areas. Therefore great care needs to be taken in projecting these yield
increases to expanded areas. Each component of the package of inputs was
reviewed and some present and potential problems found.

Tl roved Seed: Improved Seed for the IJCS is produced under the
direction of the Jute Research Institute (JRI). At the time of the mission,
the cost of the Improved Jute Seed Production Scheme was projected to be
35.3 Taka ($L.5 million) over the next 5-Year Plan (1972/%3-1976/77). The
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system of jute seed multiplication processing, testing and certification
seems sound. Seeds are tested for germination, disease and pigmentation.
The seed sells fairly well, indicating that farmers feel they can rely on
it. Although the seed is processed well, the varieties now belng multiplied
(mostly the capsularis variety, D-154) are not really very much better than
good local seed. Three years' trials at 18 locations in Bangladesh show
D-15) producing only 5-6 percent more fiber per acre than the best local
seed. The Jute Research Institute does not seem to be taking full advantage
of possibly much better varieties which have been developed in their own
research program as well as at the Bangladesh Atomic Energy Commission, Dacca
Univergity and in India. These may need further testing but these tesis
should be carried out without delay. The migsion's main concern about jute
seeds, however, is that the rapid increase in production and distribution
now planned (from 30 thousand to 6L, thousand maunds in one year to meet the
acreage targets mentioned above), may cause serious deterioraticn in seed
quality. It would be most unfortunate if the seed scheme lost the farmer's
confidence, for even if the present varieties produced are not cutstanding,
the scheme could become the instrument for rapid dissemination cf really
high-ylelding varieties when (and if) they become available. While the
present organizatlon of the supply of jute seeds seems adequate now and
should be maintained in the short run to capitalize on the scheme's good
reputation, in the longer run it may make sense to merge the Jute seed
scheme with the larger general seeds program of the Bangladesh Agricultural
Development Corporation (BADC).

72. The Intensive Cultivation Scheme also assumes that farmer-to-farmer
transfer of good D-15L seed will occur, on 2 large scale, rising from zero
last year to about 20,000 mds this year to 170,000 mds by 1974/75. A sampls
gtudy of current farmer-to-farmer seed sales and checks on the purity of
these seeds in intensive cultivation blocks should be carried out: (perhaps

in the context of the farm management studies mentioned above) tc determine
if these expectations are realistic. This is particularly necessary gince in
some areas only about half of the BCJC seed required for the package areas
was provided last year. In addition the cost of seed production should be
reviewed to determine if the price now offered to registered seed growers
(120 Takas/md) is appropriate and to deteruwine a desirable sales price for
the jute seed. In these early phases of the jute seed program it may be
appropriate to continue subsidizing the sale of seed and paying premiums

to seed growers, especially since the financial burden of this is cuite small.
In the longer run, it will probably be best to remove these subsidies, also
to introduce price differentials for capsularis and olitorius jute seed sales
and production since there is a considerable difference in the cost of
producing these seeds.

73. Fertilizer: Of the various components of the package of inputs
provided under the 1JCS, fertilizer is probably the most certain to be
offective. Various fertilizer trials indicate that fertilizer can raise
yields of D-15l and other jute varieties by 16-25 percent. One maund of
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urea, which unsubsidized would cost about 33 Takas, increases a jute famer's
income by about 95 Takas at present prices. Although countless fertilizer
response trials have been carried out, however, they have not been constructed
to determine the quantity and mix of N, P and K which is economically optimal
for the farmers. Although the research data indicate that jute yields are
responsive primarily to Nitrogen, the IJCS recommends a mix of N, P and K.
Fertilizer trials are now carried out on excessively small plots with
inadequate controls on such variables as residual soil fertility to net out
the "hot-house" effect of a research station trial. High priority should
be given to determining the effects of various doses of fertilizer on both
the yield and quality of fiber so that an economically optimal recommendation
can be made. Use of chemical fertilizer for Jjute was severely hampered
during 1972 by the country-wide fertilizer shortage. Of any of the possible
policies open to the Government, insuring adequate supplies of fertilizer
throughout the country would have the greatest short-term impact on jute
ields. Fammers appear well aware of the benefits of fertilizer and are
%éijiﬁk to pay three to four times the subsidized fertilizer price (20 Takas
per maund of urea) on the black market. As noted before, however, the current
fertilizer subsidies introduce a bias against jute cultivation, probably have
negative income distribution effects, and encourage black market operations
and smuggling of fertilizer into India. Adequate supplies of fertilizer
(which should be available this year) and appropriate fertilizer pricing
policies would alleviate these problems.

Th. Plant Protection: Under the IJCS, sufficient pesticides would

be provided free of cost to gpray 7O percent of the 1.7 million acre

target area twice each year. Since to date virtually no plant protection
activity has been carried out in the intensive cultivation area, this provision
for pesticides seems excessive. Moreover, the scheme provides no funds for
either trained staff or training farmers in the use of pesticides. Merely
making available large quantities of pesticide materials to untrained
personnel at no cost is at best wasteful and at worst highly dangerous. The
delicate ecological balance of Bangladesh, where an excessively high popula-
tion pressure pushes the use of land and water resources to their outer limits,
can ill-afford indiscriminate use of pesticides. The people are dependent

on the fish raised in ponds and small water-ways for most of their protein.
Chemical pesticides should be used only with great care and greater attention
should be given to blological and mechanical means of controlling harmful pests
The cost of two sprayings over an acre is at least LO Takas. Some fragmentary
research reports suggest little yield increase (less than one maund) resulting
from spraying. In view of all these considerations, the projected pesticide
requirements should be carefully reviewed and reduced to cover only those

areas where qualified staff are available to carry out or supervise spraying
operations.

75. Cultivation Practices: The major improved cultivation practices
propagated by the 1JCS are timely sowing and line sowing. Jute, particularly
olitorious varieties, are photoperiod sensitive and should be planted within
two weeks before or after March 31 for maximum yields. Line sowing enables
better control over plant population and much quicker weeding. By providing
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all plants with uniform access to light and soil, it promotes a uniform plant
population, facilitabing retting. These practices have been recommended by
extension workers to jute farmers since at least as early as 1907. The fact
that they have not been widely adopted should indicate that they involve some
difficulty. Timely sowing is difficult to achieve because the calendar date
is not the only factor affecting the farmer's planting. Rain in the proper
amounts must also be available at the proper time. If it is not, it is
difficult to prepare the soil properly. Consequently, jute farmers often
are not able to plant on the date with the optimal day length. The critical
timing of planting inhibits the spread of the other recommended practice -
line sowing. Famers must try to ensure that their crop is sown within 10-14
days before or after March 31. There may be only 5-10 days during that period
when the rains are also right. Broadcasting jute seed takes perhaps
half-a-day per acre. The single line seed drills being advocated for line
sowing take more than li times longer during this critically short period.
Consequently, farmers are likely to broadcast their seed - to ensure that

it is .sown at the right time - and forego the benefits claimed for line
sowing. These benefits are primarily labor cost savings during weeding
which may not be too valuable to an underemployed small farmer who does

the weeding together with his family. By reducing labor requirements, other
things being equal, this innovation could have negative income distribution
effects. After years of propagating line sowing, India finds that less than
2 percent of her farmers use line sowing and that huge stocks of government
procured line sowers lie idle in warehouses. This suggests that the Bangla-
desh Government (which has in fact supplied very few seed drills to date)
should continue to place low priority on providing these implements. Useful
work could be done on determining how to perform line sowing more quickly.
Alternative designs of 3-6 row seed drills, which could substantially decrease
sowing time, should be explored.

76. Irrigation: Although irrigation is not a component of the Intensive
Jute Cultivation Scheme, it has been considered in other contexts as a means

of assuring adequate moisture during the critical sowing season and sufficient
water for retting. The analysis of costs and returns, however, indicates that
with irrigation, jute cannot compete with a double crop of transplanted aman-
boro paddy. .Consequently, the provision of irrigation for jute is likely to

lead o the conversion of jube Jand to paddy land. If jute acreage
malntained at present levels, very low priority s ould be given to irrigation
projects in jute growing areas.

1. Extension: The extension effort of the IJCS appears weak and reflects
the ganeraI Severs. scarcity of trained agricultural manpower in Bangladesh.

At the lowest level in the jute extension system are Extension Agents who are
model farmers selected to advise their neighbors on improved practices, in
addition to farming their own land. Each Extension Agent is supposed to have
responsibility for about 100 acres of jute (probably 150-250 farmers). They

are paid 300-400 Takas a year. The concept of using a model farmer as an
extension agent is in itself a good one. It has been tried and tested with



- 53 -

some success in Comilla district on other crops. But the approach is being
applied poorly in this case. The functions of the model farmers cum Extension
Agents are poorly defined and their work seldom supervised. While the Comilla
approach has a large training component, these Agents receive minimal training.
Directly above the Extension Agent is the Jute Extension Officer, gemerally
responsible for the jute scheme in one or two Thanas. The JEO receives

seven days of training in credit, extension methods, plant protection

measures and cultural  practices. He then trains the Extension Agents. The
Jute Extension Officer is responsible to the Assistant Director of Agricul-
ture (Jute) at the district level, who in turm is responsible to the Officer
on Special Duty (Jute) and the Additional Director of Agriculture (Jute)

in the Ministry of Agriculture at Dacca.

78, Tt is easy to find fault with the presemt jute extension system.
Training at all levels, but especially for the Jute Extension Officer and
the Extension Agent appear highly inadequate. The extension work is

diverced from the work of the Jute Research Institute and the Agricultural
University. There is little or no coordination with extension efforts for
other crops. Those in closest contact with the farmers - the Extension
Agents - are farmers themselves, and during busy times will find conflict
between farming their own level and providing help to their neighbors. Many
of these points are well known to those charged with administering and
evaluating the IJCS. For all its difficulties, the system is a creative
attempt to break a severe manpower constraint - the lack of trained agricul-
tural personnel. A program of agricultural training should be enacted to
ease this constraint. In addition, the mission felt that it might make

more sense organizationally and agriculturally to have one general extension
agent at the farmers' level rather than separate agents for each crop. These
generalists could be backed up at the Thana and District levels and at the
Research Institutes and University by subject matter and crop specialists.
The appropriate organizational structure for extension, with linkages to
research workers and feedback: from farmers, could best be developed in the
context of reviewing the overall extension needs of the country, rather than
in the context of jute alone. Given the serious problems of the present jute
extension approach, it should not be expanded until such a review is completed.

Ressarch

79. The mission is firmly convinced that the fundamental cause of
the present precarious position of jute on the world market is the inade-
quate attention given to jute research over the past several decades.
While major Western chemical companies spent tens of millions of dollars
developing synthetic substitutes for jute, and foundations and aid donors
spent large amounts on rice research, jute research, particularly in
Bangladesh, was stagnant. Small wonder that today jute can compete neither
with synthetics abroad nor rice at home. While the policies suggested in
other parts of the report will help the competitive position of jute in
the short- and medium-term, the mission is convinced that no improvement
In the long-term competitive position of jute is possible without an
innovative vigorcus, well-financed and well-staffed jute research program.
The fact that at least three or four years are likely to pass before such

a program could make a substantial impact is all the more reason for beginning
the program immediately.
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8o. The results of the years of neglect of jute research are evident
both in the yields of jute (which have not increased for decades) and in the
work program and conditions of the Jute Research Institute. The Institute's
budget for the next 5-Year Plan is projected about $3.5 million, about a
third of which would pay staff salaries. The staff of the JRI spent a great
deal of time explaining their programs and problems to the misgion. The
basic problems can be summarized as:

(1) Lack of priority: Understandably great priority has been
given to rice research. Practically no lmportance has been
attached to jute research. An example of this is the previous
regime's confiscation of the JRI's experimental farm lands for
the construction of a second capital at Dacca. The capital
is still unfinished and the JRI still has no land.

(ii) Lack of direction and leadership: The Bangladesk Central
Jute Committee (BCJC) meant to be a high level of Jjute policy
making and coordinating body, has the task of supervising
and directing the work of the Jute Research Institute. The
mission found no indication of the BCJC's guidance in the
research program of the Institute. The Acting Director of
the JRI is also the head of the plant pathology division and
feels that in his dual capacity he can do neither job as well
as it should be done.

(iii) Lack of trained staff: The heads of the divisions of JRI are
serious research workers but they could, in varying degrees,
profit from moderm training in research methods znd organization.
Below the division heads, the staff qualificetions fall sharply
as the better workers have been drawn to areas of more active
regsearch work.

(iv) Lack of coordination within the JRI: The research work of
JRI follows strict divisional lines with the agronomist and

the soil scientist unaware of the new varieties being developed
by thg botanist. This lack of coordination is considerably
better, however, than the apparent hostility between the
agricultural research wing and the technological research
wing of the Institute. The technological research wing, for
example, had refused to test fiber produced under varying
fertilizer doses (important for determining the impact
of fertilizer on fiber quality) and has sought to separate
itself entirely from the JRI. The JRI would do well to
develop an inter-discipilinary team approach to solving practical
problems facing farmers.
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Lack of contact with other domestic research efforts: There

Is little contact between the JRL and other agricultural research
organizations in Bangladesh. This is a serious gap, egpecially
with respect to BRRI, the Bangladesh Rice Research Institute,
since the relations between rice and jute production are
crucial to the farmer's cropping decisions. Much fruitful
inter-Institute research could be carried out to maximize the
complementarity and minimize the competition between rice and
jute. The JRI substations, which often grow rice anyway, would
be ideal for this purpose. The JRI should also strive to
improve its working relationships with the Bangladesh Atomic
Energy Commission and Dacca University which have reportedly
developed, through irradiation and mutation some potentially
valuable jute strains.

Lack of contact with foreign research efforts: Political
tensions between the former regime and India prevented any
collaboration between the jute research efforts.in the two
countries, further isolating the JRI. Lack of foreign exchange
has prevented the JRI from obtaining an adequate supply of
journals and research reports. Ever since independence

no effort has been made to exchange information betwsen the
Indian and Bangladesh jute research efforts. This should be
done as soon as possible.

Lack of focus on farmer's problems: The research program

'of the JRI seems far removed from farmers' needs. In part,

this may be the result of lack of leadership and direction which
has allowed the research staff to pursue their own professional
interests. In the future, the work of the JRI should be linked
more directly to field problems.

Lack of adequate facilities: The JRI's facilities need
substantial upgrading. The proposed 100 acre experimental
farm needs to be purchased and equipped. The Institute needs
a large green house so that controlled experiments can be
carried out throughout the year. The research substations
and the seed farms need further development. Irrigationm,
drainage and land levelling could increase the JRI's control
over experiments on the research farm and protect against
crop failure on the JRI's foundation seed farms. A small
but well maintained library would be an important asset to
the research workers.

On Jamary 15, 1973 representatives of the major jute producing

countries (Bangladesh, India, Thailand, and Nepal) met in Dacca. The result
of this meeting was the establishment (subject to confirmation by individual
governments) on an International Jute Center with a Technical Center to be
located in Bangladesh. The Center, to be supported with funds from the
producing countries and anticipated external assistance, is a clear signal
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of the producing countries' cdnqern for the position of jute on the world
market. It is an important and necessary step forward and could lead to
revitalizing and providing direction to jute research.

o2, The development of the Techmnical Center of the International
Jute Center would provide an excellent opportunity for a thorough review
of the entire jute research effort in both India and Bangladesh to deter-
mine the strengths and weaknesses of the national efforts and how the
Technical Center might support or replace them. It may be too much to
expect results from the proposed center as impressive as those achieved
at IRRI or CIMMYT since the pools of both intermational expertise and
genetic materials for jute research may be more limited than those for
foodgrain research. The precise role of the Technical Center and its
relations with national research efforts need to be carefully developed.
At one extreme, it could replace these efforts; at the other it could
serve only as a general coordinator and clearing house. Giver. the present
state of jute research, it would seemappropriate to give the Technical
Center the strongest role possible in directing and carrying cut jute
research. o

Conclusion

83. Although the position of jute is now precarious, it is not
without hope. As suggested in this section there are policies and programs
which, if carried out quickly and forcefully, could substantially improve
the position of jute and insure a stable supply at an adequate price to
meet the projected demand. It is easier to write about policies and suggest
them than it is to carry them out. Nevertheless, the mission was impressed
by the sober concern of Govermment officials, private and public business-
men, and farmers alike for the position of jute. There seems to be a
realization that the time has come to take decisive and even drastic action
to save the jute trade. This could be the most hopeful development in jute

in many years.
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Table 28: JUTE AND RICE PRICES AND JUTE ACREAGES IN BANGLADESH

Rice Price& Jute Price@- Jute/Rice Ju'bea-
Price Rates Acreage (t+1)

1947/48 24.12 21.50 .891 1.877
19L8/L9 30.06 30.25 1.006 1.561
1949/50 2; .50 20.00 816 I
1950/51 19.38 19.00 .580 1.779
1951/52 85,12 25.75 1.164 1.907
1952/53 " 7100 10.25 .1,88 .965
1953/54 1537 15.50 1.008 1.243
195L/55 11.00 15.6L 1.422 1.63L
1955/56 20.69 18.87 912 1.230
1956/57 31.56 2.09 .763 1.563
1957/58 26.41 20.06 .759 1.528
1958/59 25 .4k 15.00 629 1.375
1959/60 26.52 20.90 .788 1.518
1960/61 2, .51, L7.94 1.954 2.061
1961/62 25.39 2, .88 ,980 1.723
1962/63 27.11 21.95 .810 1.700
1963/6L 23.85 22.52 9Ly 1.660
1961,/65 25 .06 31.47 1.256 2.198
1965/66 29.66 27.39 .92l 2.165
1966/67 38.7L 36.03 .930 2.400
1967/68 3L .64 27.58 796 2.170
1968/69 38.56 34.01 .882 2.165
1969/70 38.16 29.78 .780 2.200
1970/71 37.56 35.35 QL1 1.680
1971/72 L7.L9 . 39.57 .833 2.500
1972/73 68.00 L9.7L 731

/1 19L7/48-1958/59 Rabbani

1958/59-1971/72 Hpu

1972/73 Bangladesh Bank, msc. reports
/2 Jute Board

/3 Bangladesh Land and Water Rescurces Sector Study and Jute Board
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III. DOMESTIC MARKETING IN BANGLADESH

8l. Domestic marketing procedures in the jute trade involve a long
chain of intermediaries and appear to account for about 30-35 percent of
the export price of raw jute. This is roughly the same percentage as in
India (between growers and Calcutta prices) but considerably above the
10-15 percent figure for domestic marketing costs of sisal, a related
fiber, in African countries. The large fraction of costs required for
internal marketing services and the apparent inefficiencies related to
numerous marketing intermediaries have made domestic marketing the target
of numerous reform efforts. The Finlow Committee Report of 1933, the
Tndian Central Jute Cormittee Report of 1940, the Jute Enquiry Commission
of 1954 (India), and a report by the Dacca University Socio-Economic
Research Board in 1961 éntitled "Marketing of Jute in East Pakistan" were,
to name a few, attempts to find methods to nrationalize" thé domestic
marketing structure. As might be surmized, a wide variety of suggestions
have been offered. However, it appears that, despite some useful reforms,
the basic structure of marketing costs has remain unchanged for some time.

85. The marketing chain begins at the farmgate when the typical farmer
sells his jute crop to a"bepari' or'faria." (Beparis and farias may own land
but are typically not farmers.) The farmer, with perhaps 10 maunds ef jute worth
about 450 takas or so, usually does not find it worthwhile to travel to the
primary market, or"hat"to sell his jute for a higher price. In addition,

the bepari or faria may be the farmer's main source. of credit - hence, sales
are tied to credit repayments. However, there is almost no information on
this level of marketing, except that the number l/ of beparis and farias
varies greatly from year to year (see Table 3L4) and shows a positive corre-
lation with crop size and value. There were an average of 60,000 beparis
and farias each year in the 1960's though the number increased to 73,000

in 1972/73. (This may reflect the increased role of the public sector in
later marketing stages, a point discussed in para. 89). The large fluctations
in numbers make monopoly return to these small traders unlikely - in years
with larger more valuable crops, more traders presumably bid down profit
margins. This is not to say that beparis and farias do not earn profits,
but only that in a market with free entry it is unlikely that returns to
trading at this level have a strong monopoly element. In any event, it is
difficult to see any government purchasing actively which could operate on

a scale large enough and efficient enough at the primary level to benefit
farmers and few proposals for government activity at this level have been

made.

1/ The Jute Board issues licenses for all marketing and processing inter-
mediaries. The number of various intermediaries ie taken to be equal
to the number of licenses issued.
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86. One possibility for improving the farmers' position at this level
does exist, that of cooperative marketing of jute. While several attempts
at cooperative marketing (dating back at least to 1926) have not proved
successful, a strong cooperative movement could incorporate jute marketing
as one function. This possibility should be carefully considered if, as
expected, cooperatives come to play an increasing role in Bangladesh.

87. The bepari or faria transports jute by bullock-cart or country

boat to the primary market, where it is sold as unassorted loose jute to

the larger-scale beparis or to the agents of higher intermediaries. Arrivals
at the primary market have a strong seasonal trend, with about two thirds of
the crop arriving within four months of the harvest. Statistics also indicate
that over 75 percent of the crop is usually disposed by the growers during

the first six months. This is to be expected, since farmers as well as traders
are poor and have little holding power. In the first five months of the 1972/73
season (July-November), jute arrivals at the primary markets amounted to 3.5
million bales, approximately 55 percent of officially estimated total crop of
6.5 million bales in 1972/73. The major function of these middiemen is to
collect small amount of jute fiber from each farm and to bring jute to the
buying centers where the next higher intermediaries are operating. No pro-
cessing, storing, or weighing takes place at this level. The standard

trading unit is a loose bundle of approximately 20 seers (roughly 4l 1bs.).
Value determination is usually dependent on the external appearances of the
bundle trader's marketing experience and, of course, overall supply and
demand.

88. Purchasers at the primary market are aratdars (stockist) and dalals
(small brokers). There were an average of 1300 of these annually through the
1960's. Essentially, they are middlemen operating between primary and second-
ary markets to bring the buyers and sellers in contact with each other (and
typically receive payments from both buyers and sellers). They sometimes
provide storage or other facilities. This year, the record of license issuance
clearly shows a significant decline from some ILOO in 1970/71 to perhaps around
200 in 1972/73. It is likely that a large number of aratdars and dalals were
in the past non-Bengali.

89. At the secondary market, purchasers may be either public or private.
At present, there are three public sector marketing corporations: Jute Trading
Corporation (JTC), Jute Marketing Corporation (JMC), and Jute Price Stabili-
zation Corporation (JPSC). The JTC and JMC have existed for some time, although
the JPSC was newly organized in 1971/72. The role of these public sector cor-
porations have become increasingly important, and it is likely that they will
account this year for over one half of secondary market purchases as they have
moved in to fill the vacuum left by departing non-Bengalis.

f0. To facilitate this increase in activity, the number of public sector
purchasing centers doubled from 1971/72 to 1972/73, although purchases per
center declined by about one third.
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Table 29: PUBLIC PURCHASE AND JUTE ARRIVALS AT SECONDARY MARKETS
e 2 1968/69 - 1972/73).

{in thousand bales)

1968/69  1969/70 1970/71 1971/72 1972/73

| (7 - 10)
Arrivals 5,616 75,178 5,680 3,230 2,685
Purchase by:
JTC 396 581 627 L8L 670
JMC 488 6L0 602 1488 L66
JPSC - - - 1L7 309
Total Public 88L 1,221, 1,229 Ladlb 1,hk5
Others” L,732 5,957 L, L51 2,11h 1,240
Public purchase as
% of Arrival 15.7 1.4 21.6 3L.6 538
Others purchase as
% of Arrival 8L.3 83.0 78.L 65.4 L6.2

% Others include private traders, shippers, and local mills, etec.

Source: Jute Board, 1972
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Table 30: PUBLIC SECTCR MARKETING CORPORATIONS

Average Purchase

No. of Purchasing Centers Purchase in;gales r Center (bale
1971/72 1972/13 1971/ T2 1972/73 1971772 1972773

(up to Oct.) (up to Oct.)
L7 L9 468,213 670,165 9,962 6,769
58 102 L72,479  L66,0L9 8,146 L4,569
38 82 142,327 _ 308,6h2 3,745 _3,76L

143 283 1,083,009 1,Ll),856 75Tk 5,106

Source: dJute Board, 1972

9l.

Given available information, it is impossible to determine whether

the public or private sector marketing systems are more efficient. Profit
and loss statements for the public sector corporations are not available.
Since there are plans for further expansion of the public sector marketing

sector,

t would be well worthwhile for an organization such as Bangladesh

Tnstitute of Development Economics to study the implications of such an ex-

pansion.

A marketing survey is sorely needed to gather data for cost analysis.

Without this, neither income distribution nor the efficiency aspzcts of an
enlarged public sector can be properly assessed.

92.

At the secondary markets, jute is sorted and processed into kutcha

bales weighing about 320 pounds. Kutcha bales are low density, suitable for
domestic transport but not of export quality. There are about 2,000 kutcha
balers, though some of these simply rent kutcha press facilities. EKutcha
presses are relatively simple, hand-operated, machines. Kutcha pressing
facilitates shipment to the next marketing stage which is either a mill or

a pucca press.

23.

Pucca presses are large electrically operated machines capable of

processing about 1 bale per minute. Pucca baling is required for export
of raw jute and is useful for domestic train transport. Pucca bales weigh
about 400 1bs. There are about 76 pucca presses today in Bangladesh, a
number unchanged since 1954/55. Their rated capacity is about 8.5 million
bales, although they have never processed more than 3.5 million bales.
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9l;. Before liberation, the export of raw jute was handled by either
private traders or the public sector corporations. Contracts were made
directly with overseas buyers. The export of jute is now entirely nation-
alized and channelled through the Jute Export Corporation (JEC), and over-
seas demands for raw jute are first placed with the JEC. The JEC then
allocates the overseas sales among the public sector marketing corporations
and other exporters, in reference to their submission of export offers with
specifications, e.g., volume and grades. Overseas purchasers now have no
control over the specific source of raw jute, a situation which will require
increased quality control at the national level to preserve customer con-
fidence. Allotment of orders to these export agents 18 normally made six
weeks prior to the date of shipments.

Costs of Domestic Marketing

95. The purpose of this section is to give some indicative notions of
the costs of domestic marketing. At the first stage, beparis and farias
may charge from 1.50 Takas to 3.00 Takas per maund. Costs of handling by
other intermediaries before the jute reaches a kutcha press may come to
about 2 Takas per maund. Charges at the kutcha press level are estimated
at about 5-7 Takas per maund. The Jute Board has supplied the following
estimates of kutcha-baling charges: _

Table 31: CHARGES AT KUTCHA BALERS LEVEL

Charges at Kutcha Balers Level Tgkas per Maund
Importing 0.12
Assorting 0.37
Staking 0.25
Rope making 0.05
Bale ticket 0.05
Insurance 0.30
Delivery 0.12
Transport 2.50
Misc. i 0.25
L.OL
Overhead Charges
Godown rent 0.25
Dunnage 0.30
Bank charges 0.25
Establishment 0.60
1.40
Total 5.41 per maund
27.05 per bale

Source: Jute Board, 1972



Cost at Pucca Balers Level

96. Pucca balers and shippers are the final marketing intermediaries
within the country. They undertake buying, assorting, storing and exporting
jute. Around LO percent f tte nation's baling operation engages in the entire
processing steps, i.e., from purchasing of loose jute to production of pucca
bales ready for exports, and the rest (60%) deals with processing kutcha jute
into pucca bales. Costs for the latter quoted by the Jute Board amount to

T 39.05 per bale, equivalent to T 7.8l per maund. Adding to a probable price
equivalent to T 58 per maund for purchase of kutcha bales, the total cost

to a pucca baler at this stage comes to around T 66 per maund.

Table 32: PUGGA BAILING CHARGES

Pucca Baling Charges Takas per bale
Pucca assortment 2
Pressing 4.75
Godown rent 2.00
Jute Tax 10.00
Insurance 2.00
Bank Interest 6.00
Establishment 5.50
Others 3.68
Total 39.05 T7.81/maund
Source: Jute Board, 1972
7. After completion of baling process,‘movement of pucca bales to

ports for shipment requires additional expenses, including freight, marine
insurance and port charges which together amount to about 3 Takas per maund.

The costs of domestic marketing may be summarized as follows:

Low Estimate High Estimate
Takas/maund Takas/maund

Farmgate to primary markets 1.5
Primary to secondary market 2.0
Kutcha baling charges 5.5
Transport from kutcha press to

pucca press 1.0
Pucca baling charges 7.8
Transport from pucca press to port 3.0

25.3 29.5
(The low estimate is based on official sources,.especially the Jute Board.)
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98. The current export price is about B 112 per ton (weighted average
of all grades), which is equivalent to 79 Takas per maund. If the above

high estimate is accurate, farmers receive 49-50 Takas per maund for Jjute.

If the low estimate is correct, farmers may receive 53-5l Takas per maund.
The mission's judgment is that the high estimate more closely reflects
current costs. If this is so, farmers receive about 65 percent of the export
price of raw jute.

Jute Finance

99, The assessment of financial requirements for the jute sector as

a whole is made by the Bangladesh Bank and, for 1972/73, is estimated at
Taka 113 crores based on 1972/73 crop estimate. Of this, L8 crores are
alloted for jute trade and Taka 65 crores for jute mills. As of November 15,
1972, banks credit extended to jute traders amounted to Taka 68 crores some
of which is outstanding on account of previous years activities. Neverthe-
less, jute growers and primary intermediaries seldom have access by the
banking facilities.

100. Larger, centrally located traders receive more bank credit than
smaller traders. Some bank credit is usually relent to smaller traders,
presumably at higher interest rates. The probably adverse income distribution
effects of this arrangement notwithstanding, it is difficult to suggest alter-
native arrangements. Here again, however, a cooperative movement might play

an important role. Credit is extended to traders on the basis of a number of
factors including (i) volume of Jute handled; (1i) capital investment, i.e.,
at least 25 percent of the total business capital requirement; and (iii) quality
and size of storage facilities. For jute exporters, the export orders received
from the Jute Export Corporation are an additional criterion for bank credit.
Terms of jute credits are: interest at the rate of 8%-9% per annum and 1l2-
months maturity. Normally, the peak drawing season starts at November tapering
of f around the end of January, but in the current crop year, it seems to be
lagging by about one month coinciding with slow jute arrival at the primary

markets.
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Table 33 : JUTE FINANCE FOR THE 1972/73 JUTE SEASON

1. Estimated peak level requirement of Bank finance

Jute Trade T 148.00 crores
Jute Mills 65.00
Total T 113.00 crores
——

2. Finance arranged from the banking system

(a) Bank's own resources T 116.17 crores
(b) Counter finance,
Bangladesh Bank T L42.97 crores
T 159.14

3. Position of Jute Finance as of November 15, 1972

Jute Trade Jute Mills Total
TT crores) (T crores) (T crores)

Limited sanctioned 92.57 85.72 178.29
Amount outstanding 67.81 83.66 151.47

Source: Bangladesh Bank, December, 1972
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Goncluding_Remarks

100 The recent expansion of the public sector marketing corporations

and the plan for eventual "complete nationalization" of the internal marketing
system at least from secondary markets onwards calls for a close examination

of this system in respect of its costly nature, efficiency, and income distri-
bution. The institutional changes will be more costly than simple alternative
policy changes which would eliminate most of the problems. First of all, there
is no strong indication of monopolistic practices carried on by the primary
intermediaries. As demonstrated above, a significant number of competitors
performing the same services prevent one from holding monopolistic power, and
tend to eliminate inefficiency in their operation. If the public sector market-
ing corporations were to provide direct access to the growers, it would neces-
sarily incur heavier establishment and overhead costs. The problem of enswring
non-monopolistic return to middlemen may well be supported by a scheme of higher
license fees and easier credit to provide more competition. ,

loz. Second, a possible area to economize on the costs of internal marketing
may well be the link between secondary and terminal markets. By coordinating

the kutcha and the pucca baling system, dual charges can be avoided, e.g., go-
down (warehouse) rent, insurance, bank interest, establishment, and transport
costs,

103. Third, if prices paid by the public sector purchasing center were
allowed to vary within a wider margin according to the quality of jute, so as

to be in line with prices offered by the private traders, it might eliminate

the incentive for beparis to sell the higher quality jute to the private

traders for the maximum prices through bargaining, and to bring inferior quality
jute to the public purchasing centers where there is a guaranteed minimum price.

10L. The existing public marketing .organization needs to be carefully
evaluated before further expansion, particularly in respect to efficiency.



Category of Licemnse

1. Jute Mills
2, Pucca Press‘

3. (i) Exporter (Raw Jute)
(ii) Exporter (Jute Goods)

i, Pucca Baler

5. Export Broker

6. Internal Broker

7. Bepari/Faria/Paiker
8., Dalal

9. Aratdar

10. Kutcha Baler

11. Kuitcha Press

12. Godown

TOTAL

Source: Jute Board

Table 3L:

STATEMENT SHOWING BY CATEGORY NUMBER OF LICENSES ISSUED/RENEWED

FOR THE YEARS FROM 1961-62 TO 1972-73 (UP TO OCTOBER)

1961-62 1962-63 1963-6l; 196L-65 1965-66 1966-67 1967-68 1968-69 1969-70 1970-T1 1971-72 1972-73
(July-dJune) (up to Oct.)

17 20 22 3k L5 52 60 75 83 91 99 6L
81 79 80 87 82 78 73 75 67 68 69 L5
220 22l 219 217 219 203 202 191 269 237 122 =
< 5 = = = = % 2 . - 82 L5
304 320 324 Lko L77 Li82 L55 378 B 358 17 19
15 12 1k 20 22 19 22 18 15 20 17 3
290 268 2Ll 222 256 287 290 235 239 22l 118 L3
69,672 54,958 51,571 55,503 66,906 Th,762 75,540 57,973 63,233 62,054  27,63L 72,962
1,191 888 1,000 979 1,082 1,282 1,112 860 875 852 181 160
522 L0 581 LL2 569 602 602 57h 591 58 335 18
2,157 1,977 2,12k 1,939 2,005 2,472 2,431 2,040 2,129 2,190 1,221 2,059
1,186 1,108 1,188 1,143 1,163 1,310 1,221 1,077 1,053 1,015 659 1,003
8,536 739217 8,303 8,067 8,343 10,366 9,854 8,953 9,185 9,191 5,263 | 2,313
8L,161 68,271 - 65,670 69,093 81,189 91,915 91,862 T72,LL9 78,100 76,88L 36,247 85,751

-OL-
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RELATIVE PROFITAEILITY OF JUTE 4ND PADDY GULTIVATION

i 18 Since jute competes with paddy for the use of land, the rela-
tive profitability of the two crops is an important determinant of the
supply of jute fiber., This annex attempts to compare the relative pro-
fitability of the two crops.

2. Jute versus Aus Paddy:- Aus is the paddy crop most directly
competitive with jute since their growing seasons are so similar (see

Chart I ). Consequently, this annex will examine jute-aus competition

in detall and extrapolate the findings to other areas of jute-paddy
competition. Tables 1 and 2 to this annex calculate production costs per
acre for jute and aus paddy respectively. There is no recent farm mana-
gement study which can yleld reliable data. Consequently, the technolo-
gical coefficients are based on detaliled farm level survey work carried out
in 1958/59, supplemented as necessary from the input-output coefficients
used in the Land and Water Resources Sector Study for the sector sequencing
model (Report No. PS-13, Vol. III, Technical Report No. L, Table 3). These
coefficients and the input price data were cross checked by the mission
through field interviews. While the estimates used here are probably a
reasonable reflection of reality, they should be interpreted carefully.

3. The Tables show per acre production costs caleulated in four
different ways: Cost A, in which all inputs are priced at financial prices
(i.e. prices farmers actually have to pay for the input); Cost B, in which
all unsubsidized inputs are priced at financial prices and directly sub-
sidized inputs (fertilizer, irrigation water) are priced at their full cost;
Cost C, in which unsubsidized prices are used and labor is shadow-priced
(at % its market wage); and Cost D, which is the same as C except foreign
exchange is shadow-priced as well (at Tk 10 per dollar). Another cost
estimate, Cost E is computed by subtracting Cost A from Cost B and sub-
tracting the difference (which equals the total subsidy per acre) from

Cost C. Cost E thus roughly approximates a farmer's out-of-pocket expenses.
Since he hires about 50 percent of the labor used on his farm, the value

of the total labor input at the shadow wage is approximately equal to the
value of the hired labor input at the financial (market) wage.

L. In Table 3 the net returngto jute cultivation are calculated.
Three different levels of technology are assumed: Traditional, New Seed
plus Fertilizer and Potential. For jute traditional technology is essenw
tially the current practice - little or no chemical fertilizer or modern
inputs are used. The new seed plus fertilizer technology assumes that D15l
is distributed and adequate amounts of fertilizer are used with it. The
yleld assumption, 18.5 maunds/acre, is lower than what is frequently re-
ported (ylelds as high as 25-30 maunds are mentioned), but the assumption
used here is based on documented research findings which may, if anything,
be optimistic. These advances are not yet used widely enough in the field
and reporting mechanisms are too crude to provide a reliable indication as
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to how well these innovations work on an average farmer's field. The
potential technology yleld assumption of 25 maunds/acre is even more diffi-
cult to base on fact. It is a proxy for what might result if a really
effective jute extension effort were combined with adequate input supplies
and some modestly higher-ylelding jute variety. In contrast with the some-
what hypothetical nature of the assumed higher levels of jute technology,

the improved paddy technologies appearing in Table L4 are relatively well
documented. Moreover, paddy farmers have tended to move at least towards

the new seeds and fertilizer technology, while farmers growing jute are still
using a predominately traditional technology.

Se For jute three export price levels are used: £112, £35, and £80
corresponding roughly to the current jute price, the jute price which would
compete with synthetics in the short run and the ce to which jute should
fall in the next 3-4 years to remain competitive. Two different exchange
rates, 7.9 and 10.0 Takas/dollar, are applied to the export price. After
marketing margins are subbracted, a set of farmgate prices for jute is
obtained. These prices are multiplied by the yleld levels associated with
each assumed technology, yleld gross returns on jute fiber. The yleld of
the by-product, jute stick, is normally about twice the weight of the fiber.
This is multiplied by the price of jute stick (Tk 3/maund) and the result
added to the gross returns on jute fiber to give total gross returns. The
various cost estimates are then subtracted to yield net returns.

6. A similar set of calcualtion is carried out for aus paddy in
Table 4, but the computations are simplified since only one price - the
current domestic price - is used. The farmgate paddy price was arrived

at by working backwards from current rice prices of about 68 Tk/maund for
coarse rice. This is equivalent to 45 Tk/mawnd (68/1.5) for paddy and when
a marketing and processing margin of about 7 Takas is deducted the farmgate
pricesbecomes 39 Tk/maund. This correspends closely to prices cited by
farmers during the mission's field interviews.

7. In Table 5, the results of Tables 1-) are brought together. Table 5
is the basis for Table 26 in the main body of Chapter I1, Volume II. The
basic concluéion is that at present prices and exchange rates, juts pro-
duction is gemerally less profitable than aus paddy production. The diff-
erence becomes more pronounced as the level of techmology increases. Most
paddy farmers are probably closer to the new seed and fertilizer technology
than to the traditional technology, while most jute fammers tend to use
traditional practices in cultivating jute. Hence, comparing returns to
jute under the new seed and fertilizer technology with returns to rice at
that same technology understates the actual differences between farmers'
returns, since they are in fact operating at different levels of technology.
Thus, the actual competitive position of jute relative to paddy is even
worse than it appears im Table 5.

1/ Becent information received after this analysis was prepared suggests
the projected prices may be too high, '
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8. The table demonstrates, however, that when the farmers' out-of-
pocket expenses are used as the cultivation costs (Cost E) the competitive
position of jute arises from a combination of removing input subsidies
(which discriminate against jute), (Cost B) shadow pricing labor, (Cost C)
and foreign exchange (Cost D;, and changing the exchange rate. If Cost D
and the Taka 10 per US dollar exchange rate are used, the net returns to
jute are greater than or almost equivalent to the returns to paddy even at
the lowest export price ($190 per ton). This suggests that although the
competitive position of jute vis-a-vis rice is now precarious, there are
policy alternatives available to the Govermment to improve the situation.

: Jute versus Broadcast Amant As Chart I in the text indicates,
there is extensive overlap in the growing seasons of jute and broadcast
aman paddy. Broadcast sman (sometimes referred to as floating rice) is
sown during the early April rains. It grows rapidly to as much as 15 feet
depending on the depth of flooding during the monsoon and is harvested in
November-December. The Land and Water Resources Sector Study referred to
above found that the per acre cost of cultivation of broadcast aman is
approximately the same as for aus. The yleld, however, is lower (by about
a maund per acre) so the net returns to broadcast aman would be about 39
Takas less than the net returns to aus. There is no improved broadcast
aman techpology in the pipeline and it is not very responsive to fertilizer.
Moreover ‘the broadcast sman occupies the farmers' fields several months
longer than aus or jute, thereby making it very difficult to plant mere than
one crop a year on the land. The main advantage of broadcast aman is its
ability to grow rapidly so as to stay ahead of the flood. Most farmers
would tend to grow broadcast aman only in those areas subject to flooding
beyond the tolerance of jute and aus paddy. Consequently, competition
between jute and broadcast aman is likely to be rather limited. Broadcast
aman will tend to be planted in those areas of fairly deep flooding where
its specialized architecture can be used to full advantage. In other areas,
aug would be supefrior to broadcast aman and hence would be the paddy crop
which competes with jute. :

10. Jute versus Tranil%;anted Aman Paddy: Transplanted aman is a
considera more proilta crop than aus, particularly with the intro-
duction of IR-20, a transplanted aman variety capable of ylelding abeut

28 maunds per acre on farmers' fields. Capsularis (or white) jute, the
variety which covers about 70 percent of the jute area, does not normally
compete with transplanted aman; in fact, a capsularis jute-transplanted

aman cropping pattern is quite common., With olitorius (or Tossa) jute,

the situation is different for, as Chart I indicates, there is considerable
overlap of the harvest period of olitorius and the transplanting of trans-
planted aman. While it might be possible to double-crgp these two crops,

it would be difficult, The slightly higher yields (about one-quarter to one-
half maund) and prices (about 2 Takas a maund) obtained by farmers for olitorius
Jute are not nearly sufficient to compensate for losing the opportunity for a
transplanted aman crop. It seems unlikely that farmers who can grow a trans-
planted aman crop would cultivate olitorius jute. Instead they would grow
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capsularis jute (or aus paddy) and then grow the transplanted aman. Consequent.-
ly, olitorius jute is likely to be grown on those high lands which have in-
sufficient moisture for transplanted aman later in the year. The competition
between jute and transplanted aman is likely to have more of an effect on the
olitorius-capsularis composition of the jute crop than on its size. The
existence of higher lands suitable for olitorius but not for transplanted

aman tend to dampen even this effect.

11, Jute versus Boro Paddy: As Chart I indicates, the harvesting
of boro paddy conflicts with the planting of jute, particularly capsularis
jute. Traditionally, however, boro is grown during the dry winter months

in those low lying areas subject to very heavy flooding during the monsoon,and
which have sufficient residual moisture to grow rice crop. These areas
would not usually be suitable for jute cultivation and the areas suitable
for jute cultivation would not usually have enough residual moisture to make
a bore crop possible. There is not much land that has these characteristics
and as a result boro covers only about 6 percent of the total cultivated
acreage. Consequently, under traditional, rainfed conditions there would
not be much competition between jute and boro paddy production.

12. Irrigation and Multiple Cropping Opportunities: Under conditions
now prevailing in most of Bangladesh competition between jute and paddy is
primarily competition between ‘jute and aue paddy. The introduction of irri-
gation and drainage will sharply alter this picture. With irrigation and
drainage farmers will have much greater flexibility in the use of their
land. Boro could be grown in areas previously more suitable for jute. Aus
could be planted earlier, making an aus-transplanted aman sequence easier.
Tranaﬁlanted aman could be planted in areas now more sultable for olitorius
jute. While irrigation can increase the profitability of jute, its effect
. on rice is much greater. The impact of irrigation on boro has particularly
serious implications for jute. The higher ylelding variety IR-8 is suit-
able for cultivation as a boro crop under controlled water condltions.

Its yields are about 50 maunds per acre - more than three times the current
aus yields. To sed roughly what this means for jute cultivation, one need
only compare the figures in Table 5 for net returns to ams paddy production
under the potential technology (which has cost and return assumptions similar
to those relevant for boro IR-8 production) with those for jute praduction
under the present technology. Even under the most favorable price, exchange
rate and cost assumptions (US $2LlL per ton, 10 Takas per $, and Cost D) the
returns to aus paddy at potential technology (Tk 761 per acre) are more than
200 Takas greater than the returns to jute production under traditional tech-
nology (Tk 539 per acre). Consequently, this seems little possibility for
jute to remain competitive with rice under irrigated conditions.



Table 1: JUTE PER ACRE COST OF PRODUCTION DATA
New Seed and Fertilizer
Traditional Technology Technology Potential Technology

A B C D A B & D A B ] D
1. Labor - Man-days/acre 110 110 110 110 120 120 T20 T30 I8 1% TIoE 125
- price 3.50 3.50 1.75 1,75 3,50 3.50 1,75 1,75 3,50 3«50 175 1.7%
- cost 385.0 385.,0 192.5 192.5 420 L20 210 210 437.5 437.5 219 219
2. Bullock - Bullockdays/acre 23 23 23 23 23 23 23 23 23 23 23 23
- price 7.50 7.50 7.50 7.50 7.50 7.50 7.50 T.50 7.50 97.50 7,80 7%.50
- cost 172.5 172.5 172.5 172.5 172,5 172.5 172.5 172.5 172.5 178.5 172.5 I72.%
3. FIM - QTY (md/acre) L0 L0 L0 Lo 50. 50 50 50 50 50 50 50
- price L5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5
- cost 6C. 60 60 60 75 75 75 T8 75 i 75 75

L. Fertilizer - QTY (mds of recom.
mix/acre) 0 0 0 o 1.25 1l.25 1.25 1.25 1.25 1,25 1.28 1.25
- price 16.90 33.70 33.70 L2.63 16.90 33.70 33.70 L2,63
- cost 21.12 L2,10 L42.10 53.30 21,12 )}2.10 L2.10 §3.30
5. Pesticide - QTY (spmay/acre) 0 0 0 0 0 0 0 0 2 2 2 2
- price (incl.labor) 0 20 16 19
- cost 0 L0 32 38
6. Water - QTY - 0 0 0 0 0 0 0 0 0 0 0 0

- price
- cost

7. Seed - QIY (srs.) 4.0 .0 4.0 4.0 L.0 4.0 .0 L.O h.0 4.0 4.0 4.0
- pr:l.ce 3-5 3-5 3-5 3-5 2-’4 h-69 }.|.-6 )-1069 2013-2 b--69 h-é ]-l-069
- cost .0 140 140 140 9.68 18.76 18.76 18.76 9.68 18.76 18.76 18.76
Total Cost 63L.5 631.5 L39.0 L39.0 698.0 728 518 530 716 786 559 577
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Table 2:

Traditional Technology

AUS PADDY - PER ACRE COST OF PRODUCTION DATA

New Seed and Fertilizer

Technology Potential Technology
4 B 6 D A B G D A B G 0D
Lebor Man-days/acre 8 65 65 6% 70. 70 70 70 105 105 105 105
- price 3.50 3,50 1,75 1.75 3,50 1.75 1.75 1.75 3.50 3.50 1.75 175
- cost _ 228 228 11 11, 245 2L5 122 122 368 368 18L 184
. Bullock Bullockdays/acre 25 25 25 25 27 a7 27 27 - 30 30 30 30
- price =.50 T7.50 T7.50 7.50 7.50° 7.50 7.50 7.50 Y.50 7.50 7.50 7.50
- cost ' 188 188 188 188 202 202 202 202 225 225 225 225
. FIM -QTY (mds/acre) 26 26 26 26 26 26 26 26 26 26 26 26
- price 1.5 18 1.5 1a5 La 1.5 15 1.5 1.5 1.5 2 % 1.5
- cost ' ; 32 39 39 39 37 22 32 39 39 3y 39 39
Fertilizer - QTY (mds of recom mix) O 0 0 & 2.9 2.3 2.1 2.7k 5,22 5,227 5,22 5.22
- price (wtd.) 16.7 38.3 38,3 L8.5 16.5 3h.3 3L.3 L3.5
- cost L6 10 105 133 86 179 179 227
Pesticide - QTY (spray acre) 0 0 0 0
- price .
- cost 0 70 70 88 0 5L 5k 68
Water - QTY acre in 18 18 18 18
- price 0 15 15 19
- cost 270 270 32
Seed = QTY -8 08 -8 08 -8 .8 .8 -8 02 .2 12 c2
- price Lo 140 40 o) 75 75 75 82 75 75 75 82
- cost 32 32 32 32 60 60 60 66 15 15 15 16
Total Cost L87 LB7 33 373 592 721 598 650 733 1150 966 1101
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FOB Price (b/ton) E112
FOB Price ($) (less tax) 2hh
Exchange rate (Tk/$) 7.9
Taka export price 1928
Less Marketing Margin (35%) 1253
Farmgate Price (Tk/Maund) L7
I. Traditional Technology
Tield (fiber, Md/ac) 15.0
Gross Return (fiber, Tk/ac) 701
Yield (Stich, Md/ac) 30
Gross Return (Stich @3Tk/md) 90
Total Gross Return 791
a-b Less Total Cost A,B 632
= Net Return A,B 159
c-e Less Total Cost (C,D+E) 139
= Net Returns (C,D+E) 352
IT. New Seed and Fertilizer Technology
Tield (fiber, Md/ac) 18.5
Gross Return (Fiber,Tk/ac) 870
Yield (Stich, Md/ac) 37
Gross Return (Stich @3Tk/md)111
Total Gross Return 981
a) less €ost A 698
= Net Return A +283
b) less Cost B 728
= Net Return B +253
c) less Cost C 518
= Net Return C +463
d) less Cost D 530
= Net Return D +,51
e) less Cost E 4,88
= Net Retum E +4,93
ITT. Potential Technology
Yield (fiber, Md/ac) 25.0°
Gross Return (Fiber,Tk/ac) 1175
Yield (Stich, Md/ac) 50
Gross Returmn (Stich @3Tk/md)150
Total Gross Return 1325
a) less Cost A 716
= Net Return A 609
b) less Cost B 786
= Net Return B 539
c) less Cost C 559
= Net Return C 766
d) less Cost D = B
= Net Return D 7L8
e) less Cost E 489

= Net Return E 836

ASSUMPTIONS
E112 595
2Ll 226
10.0° 7.9
2140 1786
1586 1161
59 L3
15.0 15.0
888 645
30 30
g0 30
978 735
632 632
346 103
14139 L39
539 296
18.5 18.5
1092 796
37 i

s G | 111
1203 907
698 698
+505 +209
728 728
+475 +1.79
518 518
+685 +389
530 530
+673 +3TT
1,88 1,88
+715 +419
25.0 25.0
1475 1075
50 50
150 150
1625 1225
716 716
909 509
786 786
839 439
559 559
1066 666
577 577
10L8 648
L89 L89
1136 736

595

226
10.0
2260
1469

55

15.0

822

30

90
912
632
280
L39
L73

18.5
1018
A7
111
1129
698
+431
728
Lol
518
+611
530
+599
1,88
+6la

25.0
1375
50
150
1525
716
809
786
132
559

ST
948
4,89
1036
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Table 3: JUTE: NET RETURNS PER ACRE AT ALTERNATIVE
EXPORT PRICES, EXCHANGE RATES AND COSTING

80

190

7.9
150

975
36.4

15.0
5k6
30
90
636
632
L
L39
197

18.5
673
37
111
784
698
+86
728
+56
518
+266
530
+25)
L,88
+296

25.0
910

150
1060
716
3hk

27h
559
501
577
L83
489
571

180

190
10.0
1900
1235
6.1

15.0
691

30
5 20
781
632
149
L39
3L2

18.5
853
37
111
96
698

. +266

728
+236
518
+iL6
530
+4,3l
1,88
+4,76

25.0
1152
50
150
1302
L6

786
516
559
743
571
725
L,89
813
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Table L: AUS PADDY: NET RETURN PER ACRE

Traditional New Seed & Potential

Technology Fertilizer Technology
Farmgate Price 39 39 39
Yield (md/acre) ' 16 25 L5
Gross Return (Grain) 62l 975 1755
Gross Return (Straw) sk 59 107
Total Gross Return 678 1034 - 1862
a) Less Cost A L87 59?2 733
= Net Return A 191 L2 1129
b) Less Cost B 187 721 1150
| = Net Return B 191 313 712
¢) Less Cost C 373 | 598 966
= Net Return C 305 436 896
d) Less Cost D 373 650 1101
= Net Return D 305 384 761
e) Less Cost E 373 L69 5L9

= Net Return E 305 565 1313




Table 5: PER ACRE NET RETURN TO JUTE AND AUS PADDY PRODUCTION

I II III
Traditional Technology New Seed& Fertilizer Technology Potential Technology
(1 (2) 3) (4) (5) (6) N 8) 9 (10 (11) (12)
Jute for Exchange Farmgate Net Return Net Return Col.4 = Net Returm Net Return Col.? - Net Return Net Return Col.10 -
Export Price Rate Jute Price _to Jute to Aus Paddy Col.5 to_Jute to Aus Paddy Col.B _to Jute to Aus Paddy Col.ll
$/ton Th/§ Tk/md
Inputs Priced at Financial Prices
244 7.9 47 159 191 =32 283 442 -159 609 1129 -520
226 7.9 43 103 191 -88 20% 442 -233 509 1129 -620
190 7.9 36.4 4 191 -187 86 442 i =356 344 1129 =785
244 10.0 59 346 191 +155 505 442 +63 909 1129 =220
226 10.0 55 280 191 + 89 431 442 -11 809 1129 =320
190 10.0 46.1 149 191 -42 266 442 =176 586 1129 =543
Inputs Priced at Unsubsidized Prices
244 7.9 47 159 : 191 =32 253 13 =60 539 712 -173
226 7.9 43 103 191 -88 179 313 -134 439 712 -273
150 7+9 36.4 [ 191 -187 56 313 -257 274 712 =438
244 10.0 59 346 191 +155 475 313 +162 . 839 712 +127
226 10.0 35 280 191 +89 401 313 +88 739 712 +27
190 10.0 46.1 149 191 =42 236 313 =77 516 712 -196
Inputs Priced at Unsubsidized Prices, Labor Shadow-Priced
244 7.9 47 352 305 +u7 463 436 + 27 166 856 -130
226 7.9 43 296 305 -9 389 436 - 47 666 896 =230
190 7.9 36.4 197 305 -108 266 436 -170 501 B96 =395
244 10.0 59 539 305 +234 685 436 +249 1066 896 +170
226 10.0 55 473 305 +168 611 436 +175 966 896 +70
150 10.0 46.1 342 305 +37 446 436 +10 743 896 =153
Inputs Priced at Unsubsidized Prices, Labor & Foreign Exchange Shadew=-Priced
244 1.9 47 352 305 +47 451 384 + 67 748 76l -13
226 1.9 43 296 305 -9 n 384 -7 648 761 =113 ..
190 7.9 36.4 197 305 =108 254 384 =130 483 761 -278
244 10.0 59 539 305 +234 673 384 +289 1048 761 +287
226 10.0 35 473 305 +168 599 184 +215 948 761 +187
190 10.0 46.1 342 305 +37 434 184 +50 125 761 =25
Inputs Priced at Subsidized Prices, Labor Shadow-Priced
14 148 47 352 105 +47- 493 565 =72 836 1313 =477
226 1.9 ‘ 43 296 305 -8 419 .~ 565 =146 136 1313 =577
190 79 36.4 197 305 =108 296 565 -269 571 1313 =742
244 10.0 59 539 305 +234 715 565 +150 1136 1313 =177
226 10.0 55 473 305 +168 641 565 +76 1036 1313 -277
190 10.0 46.1 342 305 +37 476 565 -89 . 813 1313 -500
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ANALYSIS OF JUTE AND ABS PAIDY PRODUCTION FUNCTIONS

1. The famm-level survey data collected by S.D. Chaudhuri and

Md. Ashraf Ali in their 1958 and 1959 studies were used to estimate pro-
duction functions_for the production of aus paddy, olitorius jute and
capsularis Jute.r Single equation ordinary least squares techniques were
used to estimate production functions of a Cobb-Douglas form. The results
are summarized below.

(a) Aus output = ‘.GB(Land)'éh(La.bor) b2 B = .98
(b) Olitorius output = .9h(Land)" (Labor)'® ‘B® = .94
(c) Capsularis output = 1.17(Land)‘76(1.aboi-)'33 o - .97

The coefficients are all significant at the .1 level or better. The R
are all highly significant.

2

2, ¥With certaln qua].'l.rications—/ the above results can be used to
estimate the value of the marginal product of the inputs and the implicit
price attached to the input. In a Cobb-Douglas production function the
input coefficientas are also the elasticitles of output with respect to the
input., Thus, if y = output and x = the labor input, equation (a) above
implies that Jy = .42 that is a 1.0 percent charge in the labor imput in

- N

2x

x "
aus production will yield a .42 percent increase in aus output. The mar-
ginal product of labor is 31 = )2y . When this is evaluated at the average

x x

values of y and x at the time of survey, becomes equal to .097.

x
In other words, an increase in the labor input of one man/day would lead to
an increase in output of aus paddy of .097 maunds. At the time of the sur-
vey the farmgate price of paddy was Tk 12 per maund implying a retumm to
labor of about 1.16 Taka per man/day (12 x .097), somewhat less than the

1/ Chaudhuri, S.D. and Ashraf Ali, Md., Report on Survey of Cost of Production
of Jute in East Pakistan 5]_.22 and :nggf , Pakistan Central Jute Committee,
Government of Pakistan cea, 1962).

2/ Caution must be used in interpreting these results as single equation
estimates of what is probably a simultaneous system are possibly

blased. There is, however, no satisfactory method avallable to aveid
this problem.
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market wage of 1.55. Similar calculations were carried out for the other
crops and inputs and the results are summarized below.

Input Price
Crop Input Marginal Product Implied Market
Aus Labor 097 1.16 1.55
Land 9.02 108 n.a.
Olitorius Labor ol 1.00 157
Land 8.80 21,
Capsularis  Labor .0L3 .78 1.59
34 The most important implication of these calculations 1s that

market wage rates appear to be some 1/3 to 1/2 higher than the marginal
product of labor, thereby suggesting the appropriatemess of shadow-pricing
labor as discussed in this Chapter. These results should be regarded only
as indicative since several variables which would normally be included in
the estimated production functions had to be excluded, thereby introducing
a specification bias in the parameter estimates. In general, however,
these excluded variables were positively correlated with the land and labor
variables, and therefore the estimates obtained would tend to overestimate

the implied input prices.
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THE PRICE RESPONSIVENESS OF JUTE PRODUCERS
IN BANGLADESH
1. The first attempt to measure the supply elasticity of jute in

temms of acreage adjustments made by producers in response to changes in
the relative price of jute was made by R.M. Stern (1962) X/ 1t covered
only a short period 1949/50-1959/60 following Partition and did not include
a sufficient number of years to permit any generalization about the mag-
nitude of the response of jute producers to changes in the relative price
of jute. The elasticities obtained by R.M. Stern ranged from 0.57 to

0.76 and his simple correlation coefficiemts ranged frem 0.51 to 0.56

(with 10 degrees of freedom).

Adjustment Model Analysis

2. Rabbani used a Nerlovian adjustment model to estimate the res-
ponse of jute acreage to changg in the jute/rice price ratio both im the
short run and in the long run. His data cow more years than the
Stern study. Later Rabbani updated his study. His results were:

Price Elasticity of Acreage R of estimating

Area and Year Shnrt R Long Run Equation
Bengal 1912/13-1938/39 052 «90 72
East Pakistan 191;9/50-1962/63 .10 .65 .69

The analysis suggests that the price elasticity of jute acreage has declined
in recent years.

District-wise Analysis

3. As a part of the Land and Water Resources Sector Study (Report
No. PS-13), Mr. Bernard Oury carried out an analysis of the price res-
ponsiveness of jute area and jute production on a disaggregated district

by district basis for the nine major jute producing districts in Bangladesh,

1/ Stern, Robert M., "The Price Responsiveness of Primary Producers",
Review of Economics and Statistics, Vol XLIV, pp 202-207, 1962.

2/ Rabbani, A.K.,M, Ghulam, "Economic Determinants of Jute Production in
India and Pakistan", Pakistan Develo t Review, Summer 1965.

3/ Rabbani and Ahmed, Rals Uddin, Long Term Jute Policy, Plamning Depart-
ment, Govermment of East Pakistan, Dacca, November 1968.
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using a ssmple of 17 years of data covering the period (1950/51-1966/67) L
This analysis is reproduced here in full., The relationships considered
are of the form:

for acreage ¥y a +b . X
t y y t-1
for production zZ =8 +b . X
t z z t-1
where yt is the district acresge under jute

zt is the district production of jute

x 1is the regiomal jute/rice price ratio
relevant to the district, laggsd one

year.

k. The variables are expressed im logarithms. Hence the parameter
estimate of b, is equal to the elasticity of acreage grown to jute with

respect to thy relative price of jute and b, 1s equal to the elasticity

of total production of jute with respect to the relative price of jute.

5. Results are given in Table 1 for the jute acreage price res-
ponse and in Table 2 for the jute production price response. Estimates
for both would appear to be reasonably comnsistent. A pattern weuld
appear to emerge from these calculations:

(a) Both jute acreage and jute production price elasticitias
in relation to rice would appear to be higher, namely
about 0.7 to 0.8 on the coastal districts, Barisal amnd
Khulna. That is a 1 percent increase in the jute/rice
price ratio would appear to be associated with a 0.70 to
0.80 percent increase in jute acreage as well as in jute
production in these districts.

(b) Moving away from the coast, Comilla and Jessore would
have an 0.4 to 0.5 elasticity, or about. That is a
1 percent increase in the jute/rice price ratio would
appear to be associated with a 0.40 to 0.50 increase in
jute acreage and in jute production in these districis.

1/ Oury, B. "The Price Hesponsiveness of Jute Preducers in Bangladesh",

Appendix I, Bangladesh Land and Water Resources Sector Study, Vol.IV,
Tachnica-l Rﬁporb 9’ Rﬂmrt 0 o -1 (] 9 .
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(¢) Dacca district would have elasticities of 0.4, or
about. That is a 1 percent increase in the jute/rice
price ratio would appear to be associated with a 0.40
percent increase in jute acreage and in jute produc-
tion in the Dacca district.

(d) Moving further north, Mymensingh and Bogra would have
these elasticities also around O.Lh, or about. That is
a 1 percent increase in the jute/rice price ratio would
appear to be associated with a 0.L40 percent increase in
jute acreage and in jute production in these districta.

(e) Not fitting this pattern would be Rangpur further north
and Rajshahi also in Northern Area L, west of Bogra.
Estimates would appear to be around 0.5, or about for
Rangpur and 0.6 (acreage) and 0.5 (production) or about
for Rajshahi.

6. Close inspection of Tables 1 and 2 reveals that for each district
analyzed the jute acreage price response would, generally, appear to be
equal or greater than the jute production price response. This would appear
to indicate (a) that the price responsiveness of jute yield per acre would
be negligible; (b) that in those districts where jute acreage price elasti-
cities are greater than jute production price elasticities, jute would
appear to move on marginal lands following a significant increase in the
jute/rice price ratio the previous year, and away from marginal lands
following a significant drop in the jute/rice price ratio the previous year.

Te In Jessore and Rajshahi there would appear to be other major sub-
stitutes for jute, than rice alone, notably sugarcane. In both cases,
acreage and production responses, it is for Jessore that the equations are
the least significant. There might be some explanation for this. On the
one hand, variations in the jute/rice price ratio lagged one year would
appear to explain from 20 percent (Jessore) to Ll percent (Rangpur), and
more often from 31 percent to 38 percent, of year to year changes in jute
acreage. On the other hand, variations in the jute/rice ratio lagged one
year would appear to explain from 25 percemt (Dacca) to L5 percemt (Rangpur)
and more often from 27 percemt to 33 percent of year to year changes in
district jute production (Jessore being excepted).:

Combined Regional and Adjustment Model Analysis

8. The mission was provided by the Planning Commission with a more
recent unpublished analysis of the price responsiveness of Jute acreage. vV

1/ Hossain, Mahabub, "Interregional Differences in Farmers!, Response to
Price in Jute in Bangladesh", Umpublished, typed Ms. June 13, 1972.
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This analysis is carried out separately for each of the three major jute
producing regions in Bangladesh (Jat, Northern and District), and covers
the period 1952/53-1966/67. The effects of both the jute/rice price ratio
and the absolute jute price on jute acreage were examined. The results
are:

2

Elasticities R® of Estimating
Region Jute Price Short Run Long Run Equation
m— T
Jﬂ-t Ab’o:l.ut@ ohh -51 n66
Relative .3h .57 A7
Northern Absolute .15 + 19 Ry
Relative L6 1.11 .59
District Absolute .29 .43 .38
Relative Al .83 iy
9. In general the results are within the range expected. They are

lower than those presented in Rabbani's earlier studies (see para. 2 above)
suggesting that the relationship between jute acreage and prices has con-
tinued to weaken. The one surprisimg factor is the very high long run
relative price elasticity of jute acreage obtained for the Northern Region.
There seems to be no obvious explanation for this finding. It could be
that this region is heavily influenced by prices in India and this is pre-
vent e normal tionship from eme . &t co also be that more
jute:"fagngh in tﬁs- :g'egr.:l;!'g‘rn q‘.’s-mo e easily a;%snéitutableu%g'r o’ghe.x: crops than
igs the case in the other regions.

Conclusion

10. Jute farmers in Bangladesh like most farmers are responsive to
prices. Their response to a price change is usually spread out cver time
with the long run response greater than the short run response. Jver the
years the elasticity of jute acreage with respect to the jute/rice price
ratio appeas to have declined somewhat. Almost all estimates indicate that
jute acreage is relatively price inelastic so that a 1 percent chenge in the
jute/rice price ratio ylelds a lese than 1 percent change in jute acreage.

i



Table 1: JUTE ACREAGE RESPONSES T0 JUTE/RICE PRICE RATIO LAGGED ONE YEAR FOR 9 DISTRICTS

yt is natural log of Jute Acreage; xt

Region

Jat Area
(3)

District Area
(k)

Northern Area
(5)

"

District

Dacca

Mymensingh

Comilla

Jessore

Khulna

Barisal

Rangpur
Bogra

Rajshahi.

(1950/51 - 1966/67; 17 Years)

T

s,

Eguations (log - 1og2
= 11,98600 + 0.4404LS x

(2.742)

(2.618)

(2.478)

#%

12.88317 + 0,40567 x

L

11.92367 + 0.52823 x

i

11.08270 + 0.57620 x

(1. 98L) vl

(2.733)

(3.028)

(3.L427)

10.24068 + 0.71916 x

12.26596 + 0,509 x

9.80972 + 0,8885L x

.t
t-1

¥*

o -1

11.02331 + 0.39299 x

(3.060)% t-1
= 11.26950 + 0,61321 %2

(3.30L)

¥*

Acreage Price
Flasticity In

Relation to Rice

0.hl

0.41

0.53

0.57

0.88

0.72

0.51

0.39

0.6]-

1 is natural log of Reglonal Jute/Rice Price Ratio of Previous Year.

R

0.334
0.314
0.219
0.208
0.333
0.379

0.L40

0.384

0.421

N.B. The figures in parenthesis are the t-values indicating the levels of significance of the coefficient
estimates. A ¥ indicates coefficlent estimates significant at least at the 1% level; %, at the 2%
level; %%, at the 3% level; ¥+, significant at the 10% level.

Both variables in the equation are expressed in logarithms. Hence, the parameter estimates of X 1

(the price variable) is equal by definition to the elasticity of jute acreage changes with respect

to the relative price of jute in relation to rice.

Source: Raw Data from Planning Department,'Dacca.
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Table 23 JUTE PRODUCTION RESPONSE TO JUTE/RICE PRICE RATIO LAGGED ONE YEAR FOR 9 DISTRICTS
(1950/51 - 1966/67; 17 Years)

zt is natural log of Jute Production; xq is natural log of Reglonal Jute/Rice Price Ratio of Previous Year.

Production Price

Elasticity In 2
Region District Equations (log - log) Relation to Rice B
Jat Area Dacca z, = 13.27661 + 0.39665 x, _ 0.40 0.255
t 1
(3) (2.267)
" Mymensingh 24 = 14.20706 + %5%333’_:&-1 ' 0.42 0.299
" Comilla 2, = 13.21946 + 0.h436L0 x, , 0.4k 0.287
(2.1458)
District Area Jessore z, = 12.31161 + 0.55262 x 1 0.55 0.192
() (1.886)medE
" Khulna 2, = 10.96905 + 0.86598 -1 0.86 0.283
(2.435)
. ' Barisal zy = 11.39722 + 0.67393 X 1 0.67 0.272
' (2.369) %%
Northern Area Rangpur 2, = 13.51152 + 0.52703 x, , 0.53 0.L458
(5) (3.567)%
" Bogra z, = 12.19953 + %53%“&_1 0.38 6.3
" Rajshahi z, = 12.40013 + 0.49801 x 1 0.50 0.327
. (2.700) %
o
N.B. The figures in parenthesis are the %t-values indicating the levels of significance of the coefficient a’:é 2
estimates. A ¥#, indé;ates coefficient estina’;ea significant at least at the 1% level; #%, at the 2% E
level; ¢, at the level; %, at the 10% level.
Both ;'ariaﬁlos in the eguations a;-e ‘expressed in logarithms. Hence, the parameter estimates of X 1 S
(the price variable) is equal by definition to the elasticity of jute production changes with respect L

to the relative price of jute in relation to rice.

Source: haw Data from Plamning Department,; Dacca






