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ABSTRACT

The main o b je c t o f the present research has been to ca iry  ou t a study o f 

government expend itu re  p o lic y  in  the context o f an underdeveloped economy.

W hat has been attem pted is not an abstract study o f government expenditure nor 

an exhaustive study o f econom ic developm ent, but a study o f government expend i­

ture w ith  special re ference to econom ic developm ent in  Pakistan. The main 

hypothesis o f the study is tha t in  a m ixed and underdeveloped economy lik e  that 

o f Pakistan, governm ent expenditu re  p o lic y  -  i f  p rope rly  form ulated and 

im plem ented -  can help  not o n ly  to raise the investm en t-ra tio  but also to 

ach ieve  a h igher rate o f g row th, g iven  the investm ent-fund .

The approach o f the study may be presented in  question-fo rm , as fo llow s;

W hat should be the proper ro le  o f government expenditu re  p o lic y  g iven the 

developm ent stra tegy o f the economy? In an attem pt to answer the question 

we have f irs t exam ined the developm ent strategy o f Pakistan and the theore tica l 

ra tio na le  o f investm ent a llo c a tio n . N e x t, we have tr ie d  to see the growth o f 

government expend itu re . The effectiveness o f government expenditu re  p o lic y  

is then v iew ed  in  re la tio n  to other po lic ies  such as d ire c t adm in is tra tive  controls 

and taxa tion  p o lic y . A  th re e -fo ld  c lass ifica tion  based on government developm ent 

expenditu re  is o f use in Illu s tra tin g  the three main facets o f government expend i­

ture p o lic y  -  in frastructu ra l developm ent, d ire c t undertaking  and d ire c t 

assistance. The three func tiona l groups have been d e a lt w ith  in  some d e ta il.

The main aim has been to examine conditions and measures w h ich  w il l  produce 

se lf-susta ined g row th . In this connection v/e have exam ined the role o f 

p riva te  investm ent. The re la tionsh ips thus found enable an analysis to be made



of the ro le  that government expenditu re  p o lic y  can p la y  in  ach iev ing  the 

ob jec tives  o f the economy.

A  basic assumption o f the study is that there exists some form o f  centra l 

a u th o r ity  and p la n n in g . Such an assumption w i l l  undoubtedly In v ite  c ritic ism , 

p a r tic u la r ly  when the "one -coun try -one -econom y" approach has a lready faced 

a serious cha llenge  In Pakistan. In the present thesis i t  is not im p lied  tha t 

there is no basis fo r such a cha llenge . Instead, the grow th process has been 

exam ined, tak ing  the centra l patte rn  as i t  has been w ork ing  since Independence 

in 1947. I t  is true tha t i f  the "o n e -co u n try -o n e -e co n o m y" approach is abolished, 

most o f the reg ional and part o f the sectoral aspect o f the study w il l  break down. 

But this does not in v a lid a te  the basic c r ite r io n  o f investm ent a llo c a tio n  -  tha t 

resources be a llo ca te d  on the basis o f social p ro f i ta b il ity  and not on p riva te  

p ro f I ta b i l i t y .

A  note on the tim e period o f the study may be added. A lthough  1949-50 is 

taken as the s ta rt, 1950-51 makes a conven ient beginn ing when ta lk in g  in  terms 

o f the I950 ‘s as w e ll as the p re -F irs t Plan period (1950-55). In an a ttem pt to 

make the study as u p -to -d a te  as possible we have trie d  to extend I t ,  where 

possible, to 1969-70 w h ich  is the last year o f the Third F ive -Y e a r Plan. This 

gives us two decades -  I950's and 1960's -  and four f iv e -y e a r  periods -  the 

p re -F irs t Plan (1950-55), the First Plan (1955-60), the Second Plan (1960-65) 

and the Third Plan (1965-70) -  w h ich  form the basis o f the study.

Pakistan being a ve ry poor coun try , the Governm ent has resorted to econom ic 

p lann ing  in  an attem pt to raise the standard of liv in g  o f the people in  the



shortest possible tim e w ith  the minimum possible s a c r if ic e . The present study 

tries to v ie w  the ro le  tha t government expenditure p o lic y  can e ffe c t iv e ly  

p la y  in  ach iev in g  this a im , g iven the developm ent s tra tegy o f the economy.



Chapter 1

THE STRATEGY OF DEVELOPMENT

From the growth rates observed during the !960's Pakistan emerges as a

ra p id ly  g row ing underdeveloped country J  From 1959-60 to 1969-70, the

2
economy recorded an average annual growth ra te  o f over 5 .5  per cen t. This 

is in  comparison to the stagnant econom ic s itua tion  o f the I950's when the average 

annual ra te  o f growth was o n ly  2 .5  per cent -  bare ly  enough to m ain ta in  the 

increase in  p o p u la tio n . Thus one can regard the h isto ry o f Pakistan o f the 

I950 ‘s and I960's as a period  o f two decades w ith  two d iffe re n t stories. To 

its c re d it i t  may be said tha t the m ilita ry  regime o f Ayub Khan w h ich  took over 

in  1958 provided s ta b il ity ,  but fo r an understanding o f the growth mechanism 

we should look beyond this and see the im p lica tio n  o f the developm ent strategy 

w h ich  has been fo llo w e d  in  the course o f deve lopm ent. A  study from this angle 

has three main advantages. F irs tly , i t  can serve as a background to our proposed

The fo llo w in g  Table may g ive  an idea o f the rate o f growth o f Pakistan in 
corrparison to tha t ach ieved in  some o f the neighbouring countries.

(A ve rage  annual growth ra te  o f GDP in  %)

Burma Ceylon Ind ia Indonesia Iran Pakistan Turkey
1959-60 5 .8 3 .2 * 3 .5 2 .3 * * - 2 .5 5 .8

1960-67 3 .4 3 .7 2 . 8 2 . 2 7 .6 5 .6 * * * 5 .8

Source and N o te : U N  S ta tis tica l Yearbook 1969, pp. 5 53 -5 4 . * For 1956-60, 
* *  For 1958-60. * * *  For 1960-68.

2 The annual ra te  o f growth from 1950-51 to 1969-70 is shown in  Background 
Table 8 .
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s tudy . S econd ly, I t  can p rovide  us w ith  essential in form ation  on the economy 

o f P ak is tan . T h ird ly , i t  may in d ica te  the areas where the strengths and w eak­

nesses o f the economy l ie .

I t  should be m entioned tha t this Chapter deals b r ie f ly  w ith  the deve lop­

ment stra tegy from aggregative  aspects o n ly . Questions re la tin g  to  a llo c a tiv e  

aspects w i l l  be taken up in Chapter 4 . where the discussion w i l l  centre  round 

the ro le  o f government expenditu re  v is -a -v is  the other main po lic ies  d irec ted  

towards the a llo c a tio n  o f resources. I t  is true tha t there is an 'e g g -a n d -ch icke n ' 

re la tionsh ip  between the aggregative  and a llo c a tiv e  aspects and i t  is ve ry 

d i f f ic u l t  to  judge each o f them in complete iso la tio n . O u r approach, how ever, 

should be considered as a m atter o f conven ience .

The present Chapter consists o f three Sections, In Section I ,  the stra tegy 

o f developm ent is dicussed from the p o in t o f v iew  o f pub lic -secto r and p r iv a te -  

sector investm ent-share In the developm ent process. Section 11 deals w ith  

the investm ent growth s tra tegy as i t  refers to  ach iev ing  the ta rge t rate o f g row th . 

Section III takes up the reg iona l growth stra tegy; East and West Pakistan are 

trea ted  as two regions and in tra -re g ion a ! considerations remain untouched,

I M odel o f Development

The fram ework w ith in  w h ich  the economic developm ent o f Pakistan has 

taken p lace presents a model where both p riva te  and p u b lic  sectors took part 

in  the developm ent a c tiv it ie s  o f the co u n lry . A t  1959-60 fac to r cost, to ta l 

investm ent increased from Rs. 99 crore in 1949-50 to Rs, 278 crore in 1959-60, 

and fu rthe r to Rs. 788 crore in 1968-69 (Background Table 2 0 ). As may be seen



from Table 1.1, both p ub lic  and p riva te  sectors have p layed  an a c tiv e  r o le .

In the e a r ly  years, the re la tiv e  share o f p ub lic  investment was much lower than 

tha t o f p r iva te  investm ent. In 1950-51, o f the to ta l investm ent the share o f 

p u b lic  sector was o n ly  31 per ce n t. I t  increased to 46 per cent in 1954-55, 

and to 60 per cent in  1957-58. Therea fter, the re la tiv e  share o f p u b lic  sector 

shows some dec line  , but s t i l l  i t  has on the whole rem ained higher than the 

p riva te  se c to r,

Table 1.1

R e la tive  Shares of P ub lic  and P rivate Sectors

1949-50
(I)

1950-51
(2 )

1954-55
(3)

1957-58
(4)

1960-61
(5)

1966-67
(6 )

1968-69
(7)

PubI ic 
Investment

35 31 46 60 47 55 56

P riva te
Investment

65 69 54 40 53 45 44

Total 100 100 100 100 100 100 100

Source: Computed from Background Table 20.

The large ro le  p layed by the pub lic  sector in the to ta l investm ent should 

not be in te rp re ted  as meaning th a t, like  In d ia , Pakistan aims towards a s o c ia lis tic  

deve lopm ent. On the co n tra ry , Pakistan has put much emphasis on the growth 

o f p riva te  ente rp rise . There have been 'no grand experim ents in  n a t io n a liz a t io n , ' 

'no fancy  slogans about soc ia lism ' and the declared o b je c tiv e  is 'to  g ive  a ll



3
possible incentives fo r the s tim u la tion  o f p riva te  in i t ia t iv e ' .  O n ly  o few  

fie ld s  such as ( i)  arms and a m unitions o f w a r, ( i i )  a tom ic energy, and ( iî î )  r a i l ­

ways, a ir  transport and telecom m unications are reserved fo r state ownership and 

4
state management. P ub lic  investm ent in  other fie lds should be considered as 

an a ttem pt to  boost p riva te  enterprise or as a stop gap arrangement due to the 

lack  o f p riva te  in ve s tm e n t,^  The stra tegy is to g ive  maximum scope to p riva te  

enterprise in the developm ent o f the resources of the coun try  w ith in  the fram e­

work o f the N a tio n a l F ive -Y e a r P l a n s I n  other words, the ro le  o f the state 

is to  h e lp , assist, and induce the p riva te  secto r. For exam ple , the Pakistan 

Industria l Developm ent Corporation (PIDC) was set up by the G overnm ent w ith  

the in ten tio n  of p rov id ing  leadership by opening up pro jects (to  be handed over 

to  the p riva te  secto r, when com pleted) where p riva te  enterprise is not fo r th ­

com ing fo r  reasons such as long gestation pe riod , lower p ro fit  expecta tion  and 
7

apparent r is k . As w il l  be seen in Chapter 5 , some three-quarters o f to ta l p ub lic

3 President A yub  Khan's observation in the Forward to  the Third Plan as
quoted in G O P , PC , Socio-Econom ic O b jec tives  o f the Fourth F ive Year 
P lan , Novem ber 1968, pp. 20-Ï1  ^

4  Statement o f G overnm ent Industrial P o licy  issued on February 2 0 , 1959. 
Reproduced in A ppend ix  I in Tax in  Pakistan: A  B rie f O u t lin e ,  issued by 
the Central Board o f Revenue. K a ra ch i, September 1961, p ,3 2 ,

5 As observed in  the Second Plan: "there should be no p u b lic  industria l sector
in  the sense o f reservation o f com plete industries fo r p ub lic  ente rp rise , but
tha t the Governm ent should remain g ene ra lly  responsible fo r prom oting a ll 
industries by p rov id ing  the required fa c i l i t ie s ,  and should d ire c t ly  p a rtic ip a te  
o n ly  In those enterprises w hich are essential fo r ove ra ll developm ent and 
where p riva te  ca p ita l is not forthcom ing or h igh considerations of national 
se cu rity  in te rv e n e ,"  G O P , PC, The Second F ive Year P lan,June 1965
p p .2 2 5 -2 6 .

6  Statement o f Governm ent Industria l P o lic y , ib id . ,  p . 32 .

7 See Chapter 6  fo r fu rthe r discussion on the P ID C .



developm ent expenditure is invested to  promote the developm ent o f in fra ­

structura l fa c il it ie s  w h ich  are be lieved  to generate externa l economies and 

thereby encourage p riva te  investm ent. In order to encourage p riva te  enter­

p rise , funds have also been channelled towards d ire c t government assistance 

in  the form o f subsidies, loans, e tc .

Thus i t  appears tha t in  the con tex t o f Pakistan, the term "public™versus-

9p r iv a te "  needs to be understood In a complementary sense. It is true tha t the 

ra te  o f growth o f p u b lic  investm ent has been faster (C hart 1,1), but i t  does not 

Im p ly  stagnancy of the p riva te  secto r. O n the con tra ry , as may be seen from 

Table 1 ,2 , both p u b lic  and p riva te  investment have grown as a percentage of G NP

Table I .2

G row th  o f P ub lic  and P rivate Investment

(As Percentage o f G NP)

1949-50
(1)

1955-56
(2 )

1960-61
(3)

1964-65
(4)

1968-69
(5)

P ub lic  Invest- 1.5 
ment

3 .2 5 .3 7 ,8 8 .7

P riva te  Invest- 2 ,6  
ment

3 ,9 6 . 0 7 .5 6 .7

T ota 1 4,1 7.1 11,3 15,3 15.4

Source: Background Table 21,

8  D ire c t government assistance is dea lt w ith  in Chapter 7 .

9 In Asian Drama, M yrda l observed: "Successful opera tion  o f the p ub lic  
sector w ou ld  norm a lly  increase opportunities fo r p riva te  enterprises. O n ly  
in  one sense is there real com petition : in regard to funds and, in pa rticu la r,
fo re ign  e x c h a n g e  Y et even this is not an in e v ita b le  ru le . For
exam ple , the fo re ign  cap ita l that the Indian government was able  to acqu ire  
fo r its three b ig  steel m ills  w ou ld  hard ly  have been a va ila b le  fo r p riva te  
ventures in  o ther f ie ld s ,"  M y rd a l, G , ,  Asian Drama; An Inq u iry  in to  the 
P overty o f N a tio ns , V o l.  I I ,  A lle n  Lane, London 1968, p . 819.



C hart 1,1 shows the growth o f both pub lic  and p riva te  investm ent as 

a percentage o f G N P . In each case, there are 21 observations from 1949-50 

to  1969-70, as shown in Background Table 21. The ti*end linea r equation o f 

p u b lic  investm ent is

P = 0 .8685  + 0 .3929 t 
t

w he re , P^ is p u b lic  investm ent as a percentage of G N P in year t ; the c o r-

2
re la tio n  c o e ff ic ie n t is 0 ,9729  (R = 0 .9 4 6 5 ), The corresponding equation 

fo r p riva te  investm ent is

p^ = 2.1808 + 0 .2 4 59 t 

w he re , p^ is p r iva te  investm ent as a percentage o f G N P  in  year N  the cor­

re la tio n  c o e ff ic ie n t is 0 .8590  (R^ = 0 .7 3 7 9 ),

Looking a t the trends observed, i t  appears that both p u b lic  investment 

and p riva te  investm ent have increased as a percentage o f G N P . W hether 

the groY/th o f p u b lic  investm ent is a cause or e ffe c t o f the growth o f p riva te  

investm ent is not ve ry  easy to answer. In Chapter 4 ,  an a ttem pt w i l l  be made 

to  quantify the re la tionsh ip  w h ile  v iew ing  the effectiveness o f government 

expend itu re  p o lic y  in P akistan. I t  w i l l  p robab ly su ffice  here to mention tha t 

p u b lic  investm ent has remained an im portant fac to r in  ra is ing  the ra tio  o f p riva te  

investm ent.

Before conclud ing  this section i t  may be noted tha t in  our fu tu re  analysis 

we shall assume the developm ent stra tegy w h ich  has la id  emphasis on the growth 

o f p riva te  ente rp rise . By th is , we do not however im p ly  tha t the a lte rn a tive  

stra tegy o f state ownership has no advantages. On the co n tra ry , as has been 

observed by  G r i f f i n , a  stra tegy of S tate-ow nersh ip  could  have been advan t-

10 G r i f f in ,  K .B , ,  " F inancing Developm ent Plans in Pakistan, "  Pakistan 
Developm ent R eview , W in te r 1965, p . 605,
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ageous a t least fo r two reasons. F irs t, since the m arginal propensity to

consume o f S tate-ow ned enterprises is zero, w h ile  th a t o f p riva te  enterprise

is p os itive  the re investm ent quo tie n t o f the former w ou ld  be higher than tha t of

the la tte r,^^  Second, a model encouraging State-ownership could  have avoided

the h igh  degree o f concentra tion  o f income and w ea lth  w h ich  is considered to

12
have emerged as a very serious problem .

11 Investment G row th Strategy

O ne o f the basic assumptions in Pakistan's developm ent stra tegy is to

raise the investm ent ra tio  to ach ieve  the target rate o f g row th , g .  G iven  g ,

the amount o f investm ent th a t w i l l  be required w il l  depend on the c a p ita l-

ou tput ra t io ,  k .  The investm ent growth:strategy thus fo llow s from the H arrod- 

13
Domar growth model w h ich  im plies tha t the required investm ent programme (1 )

11 The argum ent, w h ich  may be termed as an a lte rn a tiv e  version o f the 
G alenson-Le ibenste in  stand of reinvestment o f the en tire  p r o f i t  earned, 
assumes equal p ro f i ta b il i ty  in  S tate-owned enterprises as in p riva te  
enterprises.

12 I t  should be mentioned tha t data on income d is tr ib u tio n  are not a v a ila b le . 
Remarks from d iffe re n t sources, how ever, have a lready  revealed the severity  
o f the prob lem . In his Budget speech, the F inance M in is te r observed in 
1965 tha t "there  is a grow ing d iscontent about increasing concentra tion  o f 
income and w ea lth  and economic power in the hands of a re la t iv e ly  fe w ."
C f. Shoaib, M , , 1965-66 Budget Speech as quoted in G r i f f in ,  K .B . ,  ib id ,  
p . 60,9. In 1968 the C h ie f Economist of the P lanning Commission, D r. Mahbub 
Ul H aq, observed tha t about 20 fam ilies con tro lled  6 6  per cent o f industria l 
assets, 79 per cent o f to ta l insurance funds and 80 per cent o f to ta l bank 
assets. C f. The F inanc ia l Times, London, 2nd M a y  1968.

13 H arrod, R .F . ,  Towards a Dynamic Economics: Some Recent Developments o f 
Economic Theory and th e ir A p p lic a tio n  to P o lic y , M acm illa n  & C o. L td , 
London, 1948. Domar, E .D . "C ap ita l Expansion, Rate o f G rov/th and Employ 
m ent, " Econom etrica, A p r il 1946, p p .137-47; rep rin ted  in Domar, E .D , (ed) 
Essays in the Theory o f Economic G row th , O x fo rd  U n iv . Press, 1957,
pp .7 0 -8 2 . See also K in d le b e rge r, C .P . Econom ic Development (S e con d ed .) 
M cG row  H il l  Book C o .,  1965, p p ,4 5 -4 9 ,



w il l  be equal to the change in  G N P  ( / \ Y )  times the c a p ita l-o u tp u t ra tio  (k ) .

I = A Y !<  ............................................  ( I . I )

In the con tex t o f  econom ic p lann ing  in  Pakistan the required amount o f 

1 to ach ieve  g may be w ritte n , assuming constant k , as

 (1.2)

where is G N P  in  the term inal year o f the Plan and

Y ^ is G N P  in the year preceding the s tart o f the Plan.

A Y  = Y _  -  Y  w il l  determ ine the rate o f g row th , g . That is 
D o  —

Y | = Y ^ ( l + g ) '  ........................... (1 .3)

For a g iven  k ,  the h igher g_ is the higher w il l  be Y  and the h igher should be I .

In order to see the required  I in  Pakistan we can try  the Perspective Plan 

o b je c tiv e  w h ich  aims fo r an average annual 7 ,2  per cent growth rate over the 

tw en ty  years 1965-66 to 1984-85.^'^ The ca p ita l-o u tp u t ra tio  for the period from 

1950-51 to 1969-70 is found to be 2 .6 7 5  (Background Table 25). I t  therefore 

fo llow s tha t i f  the va lue  o f k remains constant a t 2 .6 7 5 , ' Pakistan w i l l  need on 

average an investm ent ra tio  o f 0.1926 to G N P  over the Perspective Plan period .

I t  is true tha t Pakistan has succeeded in raising the investm ent ra tio  from

a low  fig u re  o f about 0 .0 5  in  the ea rly  I950's to around 0 .15  in  the la te  1960's 

(Background Table 21). But the problem s t il l  remains as one o f ra is ing  I.

14 The breakdown o f the annual growth rate in the F ive -Y e a r Plans covering  
the Perspective Plan is as fo llow s; 6 .5  per cent in  the Third Plan (1965-70), 
7 .3  per cent in  the Fourth Plan (1970-75); 7 .5  per cent in  the F ifth  Plan 
(1975-80); and 7 .5  per cent in the Sixth Plan (1980-85). C f. Rasul, G . , 
" The Lon g -Term Perspective for the Economy o f Pakistan" in  Review by 
Panel o f Economists, Planning in  Pakistan, Karachi (U ndated, seems 1967) 
p. 40.



EquaHon 1,2 may be wrîtî'en as

i ' l -  à *  i P i   .........

where S is domestic savings and

F is fo re ign  assistance.

Assuming tha t F is exogenously determ ined, the on ly  va ria b le  w h ich  can be

m anipu la ted is S . In fa c t ,  this has been the stra tegy of investm ent In Pakistan .

The planners have aimed a t keeping a higher ~ ^  “  p ,
o

the stra tegy demands tha t p

The stra tegy o f m a in ta in ing  a h igher marginal rate o f saving is re fle c te d  

in  the sectora l growth stra tegy of Pakistan. The industria l sec to r, w h ich  is 

considered to  have a h igher than the a g ricu ltu ra l sector,has been

15encouraged. As has been remarked in the Th ird  P lan: "There was a consider­

a b le  transfer o f incom e from the a g r icu ltu ra l to the industria l sector during the 

I950's as terms o f trade were d e lib e ra te ly  turned against a g ricu ltu re  through such 

p o lic ie s  as licens ing  o f scarce fo re ign  exchange earned p rim a rily  by  a g ricu ltu re

to  the industria l secto r, com pulsory procurement o f foodgrains a t low  prices to
in d us tria l,

subsidize the cost o f l iv in g  o f the u rbar/w orke rs, generous tax concessions to

15 "The stra tegy fo r developm ent in Pakistan has been to channel resources to
those groups in  the com m unity whose average and marginal savings rates 
are thought to be re la t iv e ly  h ig h . In p ra c tice , this has meant tha t income 
should be red is tribu ted  aw ay from the massive a g r ic u ltu ra l popu la tion  
and in  favour o f the small class of w e a lth y , u rban, industria l entrepreneurs, 
The surplus thus accum ulated and a va ila b le  for investm ent w ould be guided 
in to  h ig h -p r io r ity  pro jects through the use of in d ire c t (m onetary and fis ca l) 
c o n tro ls ."  G r i f f in ,  K .B . ,  "F inancing  Development Plans in P a k is ta n ," 
o p , c i t . ,  (also reprin ted  In A .R ,  Kharr{eTrj7~~The™3trategy and Teclm ique 
o f Developm ent P lann ing , Pakistan Ins titu te  o f Development Economics, 
Readings in Developm ent Economics N o . I ,  p . 27 ).



industry and lack o f s im ila r incentives fo r com m ercia l, a g ricu ltu ra l invest­

m ent. " I t  is true tha t some of the po lic ies  have been changed since 1959 

and incentives have also been g iven to  a g r ic u ltu re , bu t i t  is also true tha t the

la rge -sca le  industria l sector s t i l l  continues to en joy the p riv ile g e  o f becoming

17
the lead ing  sector o f the econom y.

S ince fo re ign  assistance is exogenously determ ined we prefer to  m ani­

pu la te  ^ S . ,  keeping aside ^  F. in  equation 1 .4 , This should n o t, 
i = 1 ' i =1 '

how ever, underestimate the ro le  w h ich  has been p layed  by fo re ign  a id  in  the

developm ent process of Pakistan (Background Table 19). O f the to ta l invest­

m ent, ^ F .  he ld  a share o f about 50 per cent in the F irs t Plan (1955-60).
i =1 '

The corresponding figures fo r the Second (1960-65) and Third  (1965-70) Plans 

are 40 per cent and 34 p e rcen t, re sp ec tive ly . In fa c t ,  a large in flo w  of 

fo re ign  assistance enabled the economy to m ain ta in  a h igh ra te  o f investm ent 

during the Second P la n , During the period o f the Third P lan , the a v a ila b il i ty  

o f fo re ign  a id  has been much low er than expected. The shortfa ll seems to  appear

16 G O P , PC , The Th ird  F ive -Y e a r P lan , K a ra c h i, June 1965, p . 7 ,

17 The stra tegy fo llow s from the Lewis-m odel o f growth w h ich  aims a t 
a lte r in g  the d is trib u tio n  o f income in favour o f the saving class. C f.
Lew is, W .A . ,  " Economic Developm ent w ith  U n lim ited  Supplies o f L ab o u r." 
M anchester Schoo l, M a y  195^ Reprinted in  A  . N . AgarwoTa and ^.~P7' 
Singh (eds. ) ,  The Economics o f Underdevelopm ent, O x fo rd  U n ive rs ity  
Press, 1958, p p .4 06 -2 0 .

18 G O P , PC, The Fourth F ive  Year P la n ,p .4 0 . In absolute figures Pakistan 
rece ived  fo re ign  assistance to ta llin g  S372 m illio n  In the P re -F irs t PIon 
period  (1950-55); $990 m illio n  in the First P lan; $2 ,365  m illio n  during the 
Second P lan; and $2,306  m illio n  fo r the Third P lan (J u ly  1965 to  December 
1969), C f , G O P , M F, Pakistan Economic Survey 1969-70, p . 185.



19
as a m ajor cause o f the fa ilu re  o f the Third  P lan . This is also the reason

w hy the planners have considered s e lf-re lia n c e  as the gu id ing  p rin c ip le  fo r

the Fourth Plan (1970-75). It is proposed tha t by the end o f the Fourth Plan

about 80 per cent o f the developm ent e ffo rt o f the economy w i l l  have to be

20
made by  the coun try  its e lf .  I t  w i l l  also pave the w ay fo r com plete e lim ­

in a tio n  from dependence on fo re ign  assistance by 1985 -  an o b je c tive  o f the 

21
Perspective P la n , This w ou ld  undoubtedly necessitate a tremendous e ffo rt

5
not o n ly  to  raise S. in terms o f equation 1,4 ,  b u t also to strengthen the

i =1 ‘
balance o f payments position  by increasing exports and reducing im ports. In 

the face  o f the balance o f payments d e f ic i t ,  i t  w il l  also mean tha t the domestic 

p roduction  o f the m anufactured goods, espec ia lly  in te rm edia te  products ond 

ca p ita l goods, w i l l  have to be considerably increased.

I t  should be mentioned how ever, tha t the stra tegy as ou tline d  above 

is based on several im p lic it  assumptions w h ich  make i t  lia b le  to c r it ic is m ,

A S
I t  assumes im p lic it ly  tha t despite a higher than the average

19 "D e c lin e  in  the f lo w  o f a id  a fte r 1964-65 had an adverse e ffe c t on savings 
and investm ent. The im pact was compounded b y  the unavoidable  increase 
in  defence expenditu res. The average rate o f saving fe l l  be low  10 per 
cent in  1969-70 and the marginal rate o f saving was halved from about
15 per cent in the  firs t fifte e n  years to 7 ,5  per cent in the next f iv e  ye a rs ,"
C f,  The Fourth F ive  Y ear P lan , ib id ,  p . 9 .

20 G O P , PC , Socio-Econom ic O b jec tive s  o f the Fourth F ive  Year P lan , p ,16,

21 Rasul G . ,  "The Long-Term Perspe c tive  fo r the Economy o f Pakistan , "
p .4 0 . See a lso C h a p l^  TrhTThe Tïïlrd F ive Year P lan , op , c i t .

/



ra le  o f savings, a large portion  o f increase in income (say, 75 per cent) w i l l  

remain fo r consumption and the standard of liv in g  o f the people w il l  increase. 

Regression o f consumption on G N P  fried  in Background Table 7 shows tha t 

consumption is an increasing fu n c tio n ' o f G N P , But in  p ra c tic e , as may be 

seen from Table 1 ,3 , w h ile  the G N P per cap ita  has s te a d ily  increased this 

is no t the case fo r ru ra l^per cap ita  and foodgrains per c a p ita . In a coun try  

where about 90 per cent o f the to ta l popu la tion  liv e  in  the rura l areas, i t  

means tha t the cost o f developm ent is being borne by  the poor ru ra l masses w h ile  

the com para tive ly  prosperous urban dw ellers en joy  the b e n e fit.

The assumption o f a h igher m arginal rate o f savings assumes tha t the 

present b en e fit o f fu tu re  cash flow s w ou ld  be h igher than the present costs.

I t  is true tha t a q u a n tific a tio n  o f the benefits and costs is d i f f ic u l t  and a 

p o lit ic a l decision is necessary. But i t  leaves the problem under a ttack  i f  the 

stra tegy o f developm ent a llow s a w iden ing  o f the consumption gap between 

r ic h  and poor. This is p robab ly the main reason w hy A yub  Khan was considering

Table 1.3 

Per Capita Income and Consumption

G N P  per capita 
(Rupees)

(I)

Rural per cap ita  
(Rupees)

(2 )

Foodgrains per 
cap ita  (Ounces 
per day)

(3)

1948-49 mm 16
1949-50 311 207 15(15)
1954-55 316 201 13(13,3)
1959-60 318 194 14(14)
1964-65 360 207

Source and N o te : G r i f f in ,  K .B . ,  "F inancing Developm ent Plans in Pakistan 
in A .R .  Khan (ed ). The S trategy and Technique of Developm ent P lann ing , 

op c i t . ,  p . 31. Figures in  parenthesis are th ree -yea r moving averages.
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to  extend the Th ird  Pian from f iv e  to s ix years because his own fe e lin g  was

22
tha t the burden o f the people was enormous.

The strategy supporting the transfer o f income from the a g ricu ltu ra l to the

n o n -a g ricu ltu ra l sector is also questionab le , V'/ith the rap id  rise o f the share

o f income in  the n o n -a g ricu ltu ra l sector one m ight have expected a h igher margin*

a! saving and re investm ent mechanism to emerge. Such an expecta tion  fo llow s

n a tu ra lly  from the Lew is-m odel o f developm ent as p rac tised . U n fo rtu n a te ly ,

how ever, w h ile  the transfer o f income has been substantial the propensity to

23
save has not risen n o tic e a b ly .

F in a lly ,  the stra tegy of ra is ing the investment ra tio  to  ach ieve  the ta rge t 

ra te  o f growth assumes tha t the absorptive ca p a c ity  o f the economy is e la s tic . 

H ow ever, this may not a lways be tru e . For exam ple, there may lie  ahead a 

serious fo re ign  exchange earning and expenditure gap w h ich  may make the

. . . .  24
u t i l iz a t io n  o f domestic savings d i f f ic u l t .  How far the export expansion and

im port-subs titu tion  drive  can succeed u lt im a te ly  in e lim in a tin g  dependence

22 The F inanc ia l Times, London, 28th January 1969.

23 The observation was made by  J .H .  Power in 1963, C f,  "In d u s tr ia liza tio n  
in  Pakistan: A  case o f Frustrated Take O f f ? " Pakistan Development R eview , 
1963, p . 199. S im ila r views have been expressed by K ,B , G r if f in  and A .M .  
M . N ,  C how dhury, G r if f in  estimated tha t a t least 63 to 85 per cent o f the 
savings transferred from a g ricu ltu re  are dissipated in  higher consumption in 
urban areas. C f.  "F inanc ing  Development P lans in P akistan , "  in A .R .  Khan (ed) 
o p . c i t . ,  p p ,36-"37T^nTie"sW dylinc^ slTowT^that income re d is tr i­
bu tive  method is not a powerful device to con tribu te  to  aggregate savings, C f , 
"Some Reflections on Income R ed istributive  In term edia tion  in P ak is ta n ,"
Paldstan Developm ent R eview , Summer 1969, p p .96-101,

24 For a good the o re tica l discussion on this top ic see C henery, H .B . and Strout 
A . M . ,  " Foreign Assistance and Economic D eve lop m e n t," A m erican Economic 
R eview , S e p te m b e r'T 9 ^ . pp.6 81-6917 [rTThe con tex t o f Pakistan i t  has been
found tha t as percentage o f G N P , gross domestic savings have dec lined  from 
11.7 per cent in 1964-65 to  9 ,7  per cent in 1969-70, The d ec line  in  the f lo w  
o f fo re ign  a id  is considered to  be the most im portant fa c to r ,  C f , G O P , PC,
The Fourth F ive  Year P la n , p p .8 -9 .



10

on fo re ign  assistance and in rem oving/the fo re ign  exchange constra in t w i l l  

be a source o f fu tu re  in te res t,

111 Regional G row th  Strategy

A  p rim ary o b je c tiv e  o f the economic developm ent in Pakistan is tha t

in te r-re g io n a l d isp a rity  in  per cap ita  incomes beiween East Pakistan and West

25
Pakistan must be removed over the Perspective Plan p e rio d , tha t is by 1985,

The C onstitu tion  o f 1962 made i t  o b liga to ry  fo r the coun try  to a llo c a te  resources

in  such a w ay tha t d isp a rity  is removed in the shortest possible tim e . In

order to  ach ieve  the o b je c tiv e , d iffe re n t target rates o f grow th fo r East Pakistan

and West Pakistan were put forw ard in the Th ird  F ive Year Plan o f Pakistan -

27
40 per cen t in  East Pakistan and 35 per cent in West P ak is tan . Since the 

Th ird  Plan marks the beg inn ing o f the Perspective Plan (1965-85), separate 

reg iona l growth rates as conceived in the Plan is a reasonable approach I f  the 

p a r ity  in  per cap ita  incomes between East and West Pakistan is to be achieved 

in  an econom ic system w ith  a ‘o ne -coun try -one -econom y’ approach.

25 G O P , PC , The Third F ive Year P lan , p . 35

26 A r t ic le  145, Clause 4 o f the C onstitu tion  o f the Republic o f Pakistan 1962,
states tha t in  fo rm u la ting  the econom ic plans i t  w i l l  be the respons ib ility  
o f the N a tio n a l Economic C ouncil "to  ensure tha t d isparities between the 
P rovinces, and between d iffe re n t Oreas w ith in  a P rovince in re la tio n  to 
income per cap ita  , are removed and tha t the  resources o f Pakistan ( in c lu d ­
ing  resources in fo re ign  exchange) are used and a llo ca te d  in such a manner 
as to ach ieve  that o b je c t in the shortest possible tim e , and i t  shall be the 
duty  o f each G overnm ent to make the utmost endeavour to  ach ieve  tha t 
o b je c t , "  C f.  The C onstitu tion  o f the Islam ic Republic o f Pakistan, G overn­
ment o f Paki sto n a ra c h i, 1964^ p 782.

27 G O P , PC, The Third F ive Year P lan , p . 39.



l ô

To an observer not f u l ly  acqua in ted w ith  the economy o f Pakistan the

reg iona l growth s tra tegy, as adopted by the coun try , may seem strange. The

two regions o f Pakistan -  East and West -  are g eog raph ica lly  separate. The

shortest sea-route  is 3 ,000  m iles . East Pakistan is more populous and poor.

West Pakistan is less populous and com parative ly  prosperous (Background Tables

1 and 12), There is also a b ig  d iffe rence  In the rate o f unem ploym ent. Estimates

a v a ila b le  in d ica te  tha t unemployment as a percentage o f the to ta l labour fo rce

w ou ld  be much higher in East Pakistan than in West Pakistan (Background Table 

28
4)o I t  therefore seems tha t factors lik e  geographical s itu a tio n , lower income 

and much h igher unemployment in the region w hich has the m a jo rity  o f the 

popu la tion  m igh t have in fluenced  the country to adopt a r ig id  reg ional growth 

o b je c tiv e .

Before one can begin to discuss reducing d is p a rily , one f irs t o f a ll needs 

some in fo rm a tion  concern ing the ex ten t of d isp a rity . I t  should be mentioned 

however tha t re lia b le  data are not a v a ila b le . A lthough  most estimates in d ica te
29

a h igh degree o f d is p a rity , there are marked divergences as to its exact m agn itude .»

28 A  recen t study b y  Robinson on the unemployment s itua tion  in  East Pakistan
covering  the period  from 1951 to 1961 shows tha t in the period there was an
"in c re m e n ta l" surplus of about 2 0  per cent o f the labour fo rc e , in add ition  
to  w hatever degree of surplus w hich was ex is ting  p rio r to 1951, C f . 
Robinson, W .C . ,  " ' D isguised Unemployment* O nce  A g a in : East Pakistan, 
1951-61," A m erican  Journal o f A g r ic u ltu ra l Economics, August 1969, 
p p . 601-602. Considering tha t in  1950 there was a lready  unemployment to 
the ex ten t o f about 25 per cent o f the labour fo rce  the s itua tion  appears as 
re a lly  desperate,

29 Rahman, M . A . ,  East and West Pakistan; A Problem in  the P o lit ic a l Economy
of Regional P lann ing , Harvard U n ive rs ity , O ccasiona l Papers in In te r­
na tiona l A ffa irs , N o .  20 , J u ly  1968, p . 3 .



Table 1.4

Extent of D isparity  a t 1959-60 Factor Cost

Estima fe 1 Estimate II
Per C apita  in  Rs. D isparity Per Capita in Rs, D ispa rity
E.P W .P . E .P . = 100 E .P . W .P . E .P . = 100
( 0 (2 ) (3) (4) (5) (6 )

1949-50 293 342 117 287 338 118

1954-55 290 354 122 — - -

1959-60 278 366 132 278 366 132

1964-65 307 434 141 293 426 145

1968-69 328 492 150 311 491 158

1969-70 - “ - 314 507 161

In Table 1A ,  a n a ttem pt has been made to  measure d isparity in  per cap ita  income

as a percentage by w h ich  West Pakistan's fig u re  o f per cap ita  exceeds tha t o f 

East P ak is tan . Both the a lte rn a tiv e  estimates o f GRP per c a p ita shown in Back­

ground Table 12 have been used fo r measuring d is p a rity . I t  is found tha t accord ing  

to Estimate I ,  the ex ten t o f d isp a rity  has increased from 17 per cent in 1949-50 to 

50 per cent in  1968-69; bu t accord ing  to  Estimate I I ,  i t  is from 18 per cent in

1949-50 to  61 per cent in 1969-70.

The reg iona l growth o b je c tive  o f Pakistan demands tha t measures be 

undertaken to remove d isp a rity  by 1985. Since East Pakistan has lower per cap ita  

incom e i t  means tha t GRP per cap ita  in East Pakistan should grow a t a faster 

ra te  than tha t in  West P akistan . This leads us d ire c t ly  to an investiga tion  o f the 

investm ent growth stra tegy as found in Section 11, now of course on a reg ional 

basis.



Equation 1,1 w h ich  forms the basis o f causing A  Y  may im p ly  three 

a lte rn a tiv e  sizes o f I depending on

(1): G ive n  a higher k in East Pakistan than in  West Pakistan,

a h igher ^  w i l l  requ ire  a h igher I in East than in West Pakistan,

(2 ): G ive n  an equal in both P rovinces, a higher g w i l l  require  a 

h igher I in East than In West Pakistan,

(3): G iven  a lower k in  East Pakistan, a higher g in East Pakistan 

may be ach ieved  w ith  equal or lower 1 than in West P akistan ,

The three a lte rna tives  o f 1  ̂are in te rpo la ted  in Table 1,5  tak ing  three 

a lte rn a tiv e  growth rates to show the investment required in  East Pakistan,

Table 1.5

Investment Required fo r East Pakistan under A lte rn a tiv e  

Assumptions o f G rov/th  Rate (g) and C a p ita l-O u tp u t Ratio (k)

k = 2 . 0  

(!)
k = 3 .0

(2 )
k = 4 .0  

(3)

g = 7 per cent 14% 21% 28%

g = 8  per cent 16% 24% 32%

g = 9 per cent 18% 27% 36%

The Perspective Plan grow th o b je c tive  was found as 7 .2  per ce n t. This is 

an annual average fo r the w hole co un try . I f  East Pakistan should grow a t a 

h igher ra te  than West P akistan , a growth ra te  o f 8  to 9 per cent does not seem 

an overestim ate . So fa r as the value of k is concerned, data a t reg ional leve l 

are not a v a ila b le . N a tio n a l data fo r k estimated fo r the period  from 1950-51 

to  1969-70 shows a fig u re  o f 2 ,6 8 , P eriod-w ise  i t  appears as fo llo w s ,*

*  Background Table 2 5 .



19

P re-F irs t P Ian period  (1950-55) 2 ,22

First Plan period  (1955-60) 3 .2 7

Second Plan period  (1960-65) 2 ,5 8

Th ird  Plan period  (1965-70) 2,71

How fa r the nationa l data can be used fo r East Pakistan is sub ject to controversy. 

T ra d it io n a lly  in the past the P lanning Commission supported the higher a llo c a tio n  

o f investm ent to  West Pakistan on the ground o f m axim iz ing  the national growth

30
ra te . This im plies tha t the c a p ita l-o u tp u t ra tio  was lower in  West Pakistan 

than in  East P akistan. O n the other hand, when d iffe re n t growth rates fo r 

East Pakistan and West Pakistan were determ ined in the Th ird  P lan , the invest­

ment a llo ca tio n s  fo r the regions im p lied  a lower c a p ita l-o u tp u t ra tio  fo r East 

Pakistan and a h igher c a p ita l-o u tp u t ra tio  fo r West P akis tan , as may be seen 

from below;^^

Capita  I -c o e ff ic ie n t  fo r  the East 3 ,28

C a p ita l -c o e ff ic ie n t  fo r the West 3 ,58

Instead o f entering  in to  the controversy o f the size o f k in  East Pakistan 

and West Pakistan, i t  may be argued tha t an assumption o f k = 3 .0  to 4 ,0  fo r 

East Pakistan im plies tha t in order to  achieve a growth rate o f 8  to 9 per ce n t, 

an investm ent in the range o f 24 per cent to 36 per cent o f GRP w il l  be necessary,

30 G O P , PC , The Second F ive Year P lan , June I960 . The Chapter on 
Regional D evelopm ent.

31 The estimates are shown b y A .R .  K han , "The Framework o f P lanning in 
Pakistan w ith  special reference to the Third F ive Year Plan {1965-70}%  
O x fo rd , O xfo rd  Economic Papers, March 1966, p . 125.
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But the estimates as shown in Background Table 23 are not found to be os near 

the range as w ould be re q u ire d . I t  is true tha t the to ta l investm ent as a per­

centage of GRP has increased over the p e rio d , but i t  should not conceal the 

fa c t tha t even!in  the la te  I960's the figu re  has no t reached 15 per c e n t. The 

corresponding fig u re  fo r West Pakistan during the same period  is around 18 per 

cent (Background Table 2 4 ).

Chart 1,2  shows the growth of investm ent as a percentage o f GRP in

East Pakistan and West P ak is tan . There are 19 observations fo r the period  from

1950-51 to  1968-69 as found from Background Tables 23 and 24 . The trend

lin e a r equation fo r East Pakistan is

E =  0 .8 1 9 4 + 0 .6 0 4 9 t 
t

where is investm ent as a percentage of GRP in year t ; the co rre la tion

2
c o e ff ic ie n t (R) is 0,9718 (R = 0.94^44). The corresponding equation fo r West

Pakistan is

W  = 5 .8 3 1 8 + 0 .7 5 26 t 
t

w he re , W^ stands fo r investm ent as a percentage of GRP in year t :  R = 0.9251 

(R^ = 0 .8 5 5 8 ).

32 The Estimates o f investm ent as percentage o f GRP as shown in Background 
Tables 23 and 24 may be compared w ith  those in S .R . Lew is, Pakistan: 
In d u s tr ia liza tion  and Trade P o lic ie s , O xfo rd  U n ive rs ity  Press, 197Ô p. 146. 
The comparison is shown in the fo llo w in g  Table; our estimates are mentioned 
under 'H u q .'

1955 -56 l96C -61 1962»■63 1964-65 1968-69
Lewis Huq Lewis Huq Lewis 1Huq Lewis Huq Lewis Huq

East P ak. 4 .2 7 .8 7 .0 9 .4 8 .1 12.7 10.4 14.0

West Pak, 9 .7 17.0 15.4 21.1 17.2 21.5 19.5 17.8
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G ive n  ihe  irends. I t  is obvious that East Pakistan w i l l  never be ab le  to

have an equal grow th ra te  to West Pakistan under a lte rna tives  (I) and (2 ),

This is because the ra te  o f g row th o f the investment ra t io  is faster in West

Pakistan than in East P ak is tan „ C a lcu la tion  shows tha t i f  the trends con tinue ,

investm ent as a percentage o f GRP a t the end o f the Perspective Plan w il l  be

3 2 .9  per cent in West Pakistan, as against on ly  2 2 .6  per cent in East Pakistan

The conclusion is tha t i f  a lte rn a tive  (3) does not ho ld  good not o n ly  w i l l  the

Perspective P lan o b je c tiv e  o f rem oving d isparity  by  1985 remain u n fu lf i l le d ,

33
bu t also the ex ten t of d isp a rity  w il l  w id e n .

In C hart 1.3  the growth o f investm ent in East Pakistan is shown by d iv id in g  

the to ta l in to  p u b lic  investm ent and p riva te  investm ent. The trends observed 

are shown be low :

N Y  = Investment as % o f 
 ̂ GRP in year t .

<v,
P ub lic  Invest­
ment

13 1.4276 + 0 .5 5 2 It 0 .9 7 59
(0 .9524)

P riva te  invest­
ment

13 1 .9004+  0 .!4 2 8 t 0 .8 3 87
(0 .7034)

Tota l Invest­
ment

13 3 .3273  + 0 .6950 t 0 .9807
(0.9618)

Source of data; Investment figures from 1956-57 to  1958-59 as estimated 
by using East Pakistan's p rice  index (Background Table 2 3 ).

33 The fa c to r w h ich  can stop the exten t o f d isparity  in  per cap ita  income
w iden ing  is a much low er ra te  o f popu la tion  grow th in East Pakistan than 
in West Pakistan , But there is no reason to assume tha t popu la tion  growth 
ra te  w i l l  be s ig n if ic a n tly  d iffe re n t beiween the Iwo reg ions.



C hart 1 .3

Growth of Investment in East Pakistan 
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I t  appears tha t m East P akistan , w h ile  p ub lic  investm ent has increased 

a t a com para tive ly  fast ra te , p riva te  investment has increased a t a very slow 

ra te .  In Section I ,  i t  was found tha t the developm ent model o f the economy is 

one o f assisting and inducing  p riva te  enterprise . G ive n  the reg ional growth 

o b je c t iv e , the problem there fore  is not on ly  one o f ra is ing  the investm ent ra tio  

o f East Pakistan to a leve l h igher than that o f West Pakistan , but also o f ra is ing 

the p riva te  Investment in East Pakistan to  a s ig n if ic a n tly  h igher le v e l.

P rio r to conc lud ing  an im portant question may be touched upon: Does 

the h igher ta rge t ra te  o f growth fo r East Pakistan mean a transfer o f savings 

from West Pakistan? The question may be examined by re w ritin g  equation 

1 ,4 , as fo llo w s :

I I .  = i s  +  f R  + £ F  ................................. (1.5)
i=1 i-1  1=1 1=1

H ere , I, S, and F are are to  be in terpreted in  the reg iona l sense and the new

fa c to r R refers to the transfer o f savings from the other re g io n . I f  ^  1.
pj ^  1=1

through ^  S. and F. is not adequate to  ach ieve  the ta rge t ra te  o f g row th ,
5 1=1 * 1=1
^  R, may help  to  cover the gap in  the required investm ent. Such a transfer 

1=1 '

to  the poorer region (in the present case to East Pakistan) may seem probable 

in  the con tex t o f the reg iona l growth o b jec tive  o f P akistan . But the studies 

made so fa r in d ica te  tha t there has been a s ig n ific a n t amount o f resource transfer 

in  the opposite d ire c tio n , tha t is from East Pakistan to  West P a k is ta n ,^  and the 

signs are tha t "th e  poorer p rovince was qu ite  possibly fin a n c in g  the developm ent

35 5
o f the rich e r p ro v in c e ."  In o ther words, ^  R. has not been pos itive  fo r

1=1
East P ak is tan ,

34 See below  in A ppend ix  to Chapter l(p .

35 Lew is, S .R ,, (J r .)  Pakistan: Ind u s tria liza tion  and Trade P o lic ies o p , c i t .  
p .  147.
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A no the r im portant question in  the con tex t o f the reg iona l growth is 

w hether the o b je c tiv e  is a serious constra in t towards m axim iz ing  nationa l growth 

and , i f  so, how fa r can we suggest the pursuit o f this p o l ic y .  The p o in t involves 

some the o re tica l considerations and i t  would  be p re fe rab le  to  de lay  such dis™ 

cussion u n til Section III (Regional A llo c a tio n  C rite rion ) o f Chapter 2 , due to 

the in te r-re la tio n sh ip  o f these top ics .



Append ix io  Chapter I

THE R E G IO N AL MULTIPLIER IN  EAST PAKISTAN 

I

Pakistan has adopted a c le a r-c u t reg ional growth stra tegy w hich puh  1985 

as the dead line  by w h ich  the present d ispa rity  in  per cap ita  income between 

East Pakistan and West Pakistan should be removed. In Section III o f Chapter I ,  

discussion centred m a in ly  around fin d in g  ways fo r h igher growth rates in  East 

Pakistan through increasing the inves tm en t-ra tio  to GRP (Gross Regional P roduct.)

I t  appeared tha t in  order to ach ieve  the regional growth o b je c tiv e . East Pakistan's 

investm ent as a percentage o f its GRP w il l  have to be raised much h ighe r. In the 

con tex t o f a m ixed economy this means tha t m erely ra is ing the p u b lic  sector invest­

ment is no t enough; the p riva te  sector must also p lay  a s ig n if ic a n t ro le .

In th is A ppend ix , the developm ent problem o f East Pakistan w il l  be v iew ed 

from the p o in t o f an expend itu re  model based on a regional m u lt ip lie r  estim ate.

In the U n ited  K ingdom , w ith  G overnm ent emphasis on reg iona l developm ent, a 

number o f economists  ̂ have a lready shown an in terest in  the reg ional m u lt ip lie r  w ith

A rc h ib a ld , G . C . ,  "Regional M u lt ip lie r  Effects in  the United K in g d o m ," O xfo rd  
Economic Papers, March 1967, pp. 22-45; A lie n , k  . J . ,  " The Regional M u l t i ­
p lie r  Some Problems in  Estim ation ,"  in J .B .  C u lllngw orth  and S. C , O rr (e d s .)  
Regional and Urban Studies: A  Social Science Approach, G eorge A lle n  &  Unw in 
L td . ,  London 1969, pp. 80-96; Steele D. B . , " Regional M u ltip lie rs  in  G rea t 
B rita in , " O xfo rd  Economic Papers, J u ly  1969, pp. 2 68 -92 . W ilson , T. " The 
Regional M u lt ip lie r  -  A  C r i t iq u e ," O xfo rd  Economic Papers, Novem ber 1968, 
pp. 374 -393 . G re ig , M .A . ,  " The Regional Income and Employment M u lt ip lie r  
Effects o f g Pulp M il l  and Paper M i l l , " Scottish Journal o f P o litica l Economy, 
Feb. 1971, pp. 31-41. Brownrigg, M . "The Regional Income M u lt ip lie r :  An 
A tte m p t to Complete the M o d e l,"  mîmeo (U n iv . o f S tir lin g  Discussion Paper 
N o . 3 ).



re ference to the ‘ Developm ent Areas' o f the coun try. O ur estim ate o f the regional 

m u lt ip lie r  may be considered as the result o f recent in te res t in  this to p ic .

Two im portant cond itions fo r a m eaningfu l/ reg ional m u lt ip lie r  are tha t the

reg ion concerned should not be ve ry  small and tha t i t  should not be com p le te ly

2
d is in tegra ted  from the rest o f the coun try . W ith  these two cond itions. East 

Pakistan provides an ideal reg ion fo r estim ating the m u lt ip lie r .  O n the basis o f 

pop u la tion , East Pakistan forms the la rger part o f the coun try . The region? also 

provides a good case i f  the to ta l income is taken in to  cons idera tion . A t the tim e 

o f Independence in  1947, East Pakistan's GRP was h igher than the rest o f the 

coun try  (Background Table I I ) .  A lthough the GRP o f West Pakistan has surpassed 

tha t o f East Pakistan since 1954-55, the la tte r is s t il l la rge  enough to make the 

reg iona l m u lt ip lie r  a s ig n ific a n t estim ate.

The growth model o f Pakistan provides the case o f a c e n tra lly -c o n tro lle d  

pa tte rn . It is true tha t geog ra ph ica lly  the two regions (East Pakistan and West 

Pakistan) are separated by more than one thousand m iles o f fo re ign  te r r ito ry , but 

they form parts o f the same country  w ith  a^strong central a dm in is tra tion . Thus, 

i f  the large size o f the region and an in tegra ted economic system can assist in  

im proving  the s ig n ifica n ce  o f the reg ional m u lt ip lie r . East Pakistan undoubtedly 

provides a good case.

2 In a d is in tegra ted  system, the question o f the regional m u lt ip lie r  does not 
arise since I t  can ac t as an independent coun try .
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II

The s ig n ifican ce  o f an expenditu re  model Is that i t  helps one to see the 

q u a n tita tiv e  im p lic a tio n  o f an In it ia l in je c tio n  o f money -  say in  the form o f 

investm ent fo r ro a d -b u ild in g , facto ries e tc . ,  -  in to  an econom ic system. An 

in it ia l in je c t io n  o f Rs. 100 in to  the system may lead to an Increase o f Rs. 100, 

more or less. The regional m u lt ip lie r  (K r) quan tifies the va lue  o f the m u ltip le  

by which change in Income ( A Y )  w il l  take p lace . The reg iona l m u lt ip lie r  helps 

in  estim ating A  Y  by d iscovering  the leaks. The low er the leakage the h igher 

w i l l  be the m u lt ip lie r .  In o the r words, the exten t to w h ich  Y  w il l  change w il l 

depend on the va lue  o f the leakage.

I t ,  the re fo re , fo llow s  tha t in  estim ating K r, we must c a lcu la te  the leakage. 

Fo llow ing  A lle n 's  estimate we shall take the fo llo w in g  three c o -e ffic ie n ts  o f 

leaks:^

, . . , . . .  _  A s  Change in  Saving
(,) s =  m arginal propensity to s a v e -  -  change in Income

( i i )  t  = m arginal propensity to pay taxes (both d ire c t and in d ire c t)

„  A t  „  Change in  Tax Proceeds
A Y  Change in  Income

( i i i )  m = m arginal propensity to im port from the rest o f the country and abroad =

A m  _  Change in  Import
A y  Change in Income

Kr =

Before proceeding to estimate Kr i t  should be m entioned tha t our estimate o f 

the reg iona l m u lt ip lie r  w il l  be based on the im p lic it  assumption tha t expenditure

3 A lle n , K . J . ,  "The Regional M u lt ip lie r :  Some Problems in  E s tim a tion ," p . 84.



is not a fu n c tio n  o f s, t ,  or m. The basis o f the assumption is tha t K r deals w ith

the short-te rm  income and employm ent effects o f the in it ia l In je c tio n  o f money.

It  is true tha t there may be (or w i l l  be) long-te rm  e ffects in v o lv in g  secondary

responses through fu rthe r investm ents. Such long-te rm  effects are, however,

handled by the acce le ra to r -  another econom ic to o l. Thus, any feedback is

ignored on the basis o f the im p lic it  assumption in vo lv in g  our use o f the concept

4
o f the reg iona l m u lt ip lie r .

I l l

An attem pt w i l l  now be made to determ ine values fo r each o f the c o -e ffic ie n ts  

s, t_, and m̂ . For a co rrec t estimate we need data based on m arginal terms and 

fo r the reg ion  in  w h ich  we are in terested ( in  the present case. East Pakistan). 

However, this is a f ie ld  where one can eas ily  enter in to  a debate . W h ile  we 

w ould try , as fa r as possible, to fin d  out the representative estim ate fo r each 

c o -e ff ic ie n t ,  caution  w i l l  have to be exercised before tak ing  them as being one 

hundred per cent accu ra te . A t  the outset, three points need to be m entioned.

F irs tly , w h ile  i t  is possible to f in d  an estimate o f d ire c t ly  from regional data , 

tha t does not hold  for_s and t^, and the help o f national data is necessary. Secondly, 

instead o f tak ing  a s ing le  year, we have preferred to base our estimate on a period

I t  should be adm itted  tha t the re s tr ic tive  assumptions may not a llo w  the tool 
to be o f great use fo r p o lic y  fo rm u la tion . This is why Professor W ilson emphas­
ised the need fo r some form o f 's u p e r-m u ltip lie r ' w h ich  can handle secondary 
changes in  investm ent. C f. W ilson , T . ,  " The Regional M u lt ip lie r  -  A  C r i t iq u e ," 
p .376 .
In an unpublished a r t ic le ,  Brownrigg, has extended the s im p lifie d  regional 
m u lt ip lie r  model by inco rpo ra ting  the m u )tip ile r-a c c e le ra to r re la tionsh ip  o f a 
feed -back  e ffe c t from induced investm ent. C f, Brownrigg, M . , " The Regional 
Income M u lt ip lie r :  An A ttem p t to Complete the M o d e l, " o p . c i t . 
i t  m ay, how ever, be m entioned tha t i f  the firs t-rou n d  e ffects are dom inant, 
no substantial change o f K r can be expected by in tro du c in g  super-rnu ttip lie r  
e ffe c ts .



o f years (fo r exam ple, the Second Plan period  1960-65 has been taken fo r estim ating 

s^). T h ird ly , instead o f a s ing le  estimate o f K r, three a lte rn a tiv e  estimates w il l  

be put fo rw a rd .

i)  M arg ina l Propensity to Save (s). Data for_s a t the reg ional leve l are 

la c k in g  in  Pakistan. Even a t the national le v e l, the data a v a ila b le  fa i l to g ive  

adequate In fo rm a tio n . A ccord ing  to the Third F ive -Y e a r P lan, as a

percentage was 2 2 .7  in  the p re -P ian  period (1950-51 to 1954-55). The corresp­

onding fig u re  fo r the F irst Plan period (1954-55 to 1959-60) is shown as - 1 . 4  per

5
ce n t. The d ivergence is ve ry  w id e . Further in  the absence o f annual data

o f A s  i t  is d i f f ic u l t  to v ie w  the flu c tu a tio n  c a re fu lly .
A G N P

In the E valuation  o f the Second F ive Y ear Plan (1960 -65 )^ ,G N P  and gross 

savings have been shown a nn u a lly  from 1959-60 to 1964-65. The figures g iven 

in  this document are used to compute ± /  os shown in Table I A . I .

Table lA . I

M arg ina l Propensity to Save

(Rs. in  M il l io n )

G N P Gross
Savings = S

A S
" Z G N P

(1)

/ iG N P

(2) (3)

A  s 

(4)

(In  percen t­
ages)
(5)

1959-60 31,439 - 2,130 - -

1960-61 34,786 3 ,347 3,087 957 28 .59

1961-62 36,485 1,699 4 ,232 '1 ,14 5 67 .39

1962-63 38,642 2,157 4 ,2 9 5 63 2 .9 2

1963-64 41,515 2 ,873 4 ,487 192 6 . 6 8

1964-65 4 5 ,6 80 4,165 5 ,077 590 14.17

Total 14,241 2 ,9 4 7 27 .0 5

G O P , PC, The Third Five Year Plan, p .7 .

G O P , PC, Evaluation  of the Second Five Year P lan, M ay 1966, p . l l .
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The Table helps to show the va lue  o f £  fo r a reasonably long period . 

U n fo rtu n a te ly , the d ivergence is so w ide  tha t i t  becomes d if f ic u l t  to se lect a 

s ing le  estimate o f s even a t the nationa l le v e l.  M oreover, there is also the 

question o f w hether o r not the national data fo r ^  can be taken w ith o u t c ritic ism  

fo r East Pakistan, As m entioned e a r lie r , data fo r ŝ a t the reg iona l leve l are not 

ava ilab le .'^ '^O f course, a few  studies have been made to show the ra te  o f savings 

V in  East and West Pakistan. A lthough  they are not adequate fo r present purposes, 

they do help  us to see the v a ria tio n  in  the regional rates o f savings. Haq estimated 

th a t in  1959-60 the gross domestic savings rate was 8  per cent fo r East Pakistan 

and 5 per cen t fo r West P a k is ta n T h e  same v iew  o f a h igher savings rate in  

East Pakistan has been held by Bergan, according to whose estimate in  1963-64 

gross p riva te  savings as a percentage o f gross p riva te  incom e was 12.2 in  East 

Pakistan and 10.5 in  West P a k is ta n C o n s id e r in g  the fa c t tha t the rate o f grov/th 

o f GRP has been low er in  East Pakistan than in  West Pakistan, the above estimates 

in d ic a te  tha t a fig u re  of_s taken fo r East Pakistan from  na tiona l data may be 

c r it ic is e d  on the g rounc^ha t we have taken a lower estim ate, and not the o ther 

w ay round .

O nce we have decided to take nationa l figu re  fo r  s fo r East Pakistan, we again 

enter in to  the problem o f having  to se lect a sing le  estim ate in  the face  o f the w ide

7  The S tra tegy o f Economic Planning: A  Case Study o f Pakistan, O xfo rd  U n iv . 
Press 1963, p . 112. H igher in flo w  o f external resources to West Pakistan and 
the sanction ing  o f the scarce fo re ign  exchange earned by East Pakistan to West 
Pakistan have been considered by the source as im portant reasons for low er 
savings ra te  in  West Pakistan.

8  Bergan, A . ,  " Personal Income D is tribu tion  and Personal Saving in  Pakistan 
1963/64, " Pakistan Developm ent Review, Summer 1967, Table X IV  p . 186. 
Q uo ted  in  Lew is, S .R ., Pakistan: Ind u s tria liza tion  and Trade P o lic ies, OECD 
1970, p . 147.



d ivergence  w hich exists between d iffe re n t years, and even periods. The best 

approach here, accord ing  to our v ie w , is to take a range o f estimates . Leaving 

aside the extreme figures we fin d  values o f ^  in  the region m ostly around 2 0  per 

cen t, and considering the d ive rgence , a range from 15 per cent to 25 per cent 

may be a good estim ate. Thus, i t  would  seem safe to take the fo llo w in g  three 

estimates fo r s:

F irst Estimate = 0.15 

Second Estimate 0 ,2 0  

Third Estimate = 0 .2 5 .

i i )  M arg ina l Propensity to Pay Taxes (t). In an attem pt to fin d  the va lu e  o f

9
t̂  we can try  the tax rece ipts shown fo r East Pakistan. An estimate o f the change 

in  tax rece ipts fo r the f iv e -y e a r  period  1960-61 to 1964-65 gives a to ta l o f Rs. 386 

m il l io n .  C onverting  the fig u re  in to  1959-60 prices by using the G eneral Price 

Index in  East Pakistan (Background Table 10) we get a to ta l o f Rs. 368 m il l io n .

The fig u re  o f the change in  GRP fo r the corresponding period  is Rs. 3 ,848  m illio n  

(Background Table 11).

_  A T  _ 368 _ „  , ______\
AG R P 3848 0.10 (app rox .)

How fa r the above estim ate of_t is an exact representation o f East Pakistan is 

questionable  because o f the overw helm ing im portance o f the Central G overnm ent 

in  the tax rece ip t o f the coun try . I t  is true tha t the P rov inc ia l Governments get 

some share o f the C e n tra lly  co lle c te d  taxes, but even a fte r in c lu d in g  this the to ta l

9 G overnm ent o f East Pakistan , Finance Departm ent, C iv il Budget Estimates 
1967-68 . Q uo ted  in  C SC , 20 years o f Pakistan in  S ta tis tics , K a rach i, 
1968, p . 286.



ia x - re c e ip t o f the Provinces is much low er in  comparison to tha t o f the C entre.

Table 1A.2 gives some idea o f the national data o f h  For the period 1961-62 

to 1964-65, the va lue  of_t is 14.53 per cent. This figu re  is much h igher than the 

estim ate o f t_ found above for East Pakistan.

The d ivergence o f t between the national leve l and East Pakistan may be 

due la rg e ly  to the greater amount o f taxes co lle c te d  in  West Pakistan. However, 

our e a r lie r  approach o f tak ing  a range fo r the c o -e ff ic ie n t may be h e lp fu l.

Table 1A.2 

M arg ina l Propensity to Pay Taxes

A G N P Total A t A t
Taxes A G N P

(In  percentage)
( 1) (2 ) (3) (4)

1960-61 - 2 ,4 2 5 - -

1961-62 1,699 2 ,7 4 9 324 19.07

1962-63 2,157 2 ,9 5 0 201 9.31

1963-64 2 ,8 7 3 3,441 491 17.09

1964-65 4,165 4 ,0 0 8 567 13.61

Total 10,894 - 1,583 14.53

Source; C o l. (1) Table lA . I C o l. (2) -  G O P , Evaluation o f the Second Five
Year P lan, p .182. Rest - Computed.

10 A  d is tr ib u tio n  o f tax rece ipts fo r the period from 1949-50 to 1966-67 shows tha t 
the centra l government alone has taken a share around 60 per cent o f the to ta l 
and a t tim es, p a r tic u la r ly  in  the ea rly  years, the share o f the centra l government 
was even h igher than 75 per cen t. C f. G O P , CSC, Twenty Years o f Pakistan in 
S ta tis tics , pp. 278 -79 , 286 -8 7 , 294 -95 . The figures in  the source have been

shown in  absolute figures as quoted from the M in is try  o f F inance.



Thus, as in  the case of_s, we take the three estimates of_t fo r East Pakistan; 

First Estimate = 0 .0 8  

Second Estimate = 0,10 

Third Estimate = 0 .12 .

The second estim ate represents t_ as found fo r East Pakistan, w h ile  the o ther 

two estimates are taken to safeguard any over-estim ation  and under-estim atîon 

o f the va lue  o f J  in  the reg ion .

i i i )  M arg ina l Propensity to Import (m ). So fa r as data o f imports by East 

Pakistan are concerned, the position  is much b e tte r. Figures fo r imports from both 

West Pakistan and abroad are a va ila b le  (Background Tables 14 and IB).

A  d iscrepancy arises how ever, concerning the exact estim ate o f A G R P .

As may be seen from Background Table I I ,  iw o estimates o f GRP are shown. In 

order to avo id  c ritic ism  both these estimates may be used in  ca lc u la tin g  the va lue 

o f m. Table I A . 3 has been prepared a cco rd in g ly .

Table IA .3

Imports and GRP: East Pakistan

(Rs. in  Crore)

Imporis o f East Pakistan GRP o f E. Pak. (1959-60 prices)
From From Total Total = M A M Estimate 1 Estimate II
W .P . Abroad = 1959-60 GRP AGRP GRP AGRP

(l)‘ +  (2 ) Prices

( 1) (2 ) (3) (4) (5) ( 6 ) (7) (8 ) (9 )

1959-60 57 6 6 123 123 1,497 1,495

1966-67 132 157 289 409 2 ,0 2 4 1,876

Total 286 527 381

Sources: C o l. ( I)  Background Table 18 ; CdI . (2) Background Table 14; C o l. (4) -  
ComfLted from C o l. (3) by using general wholesale price  index shown in Background 
Table 10; Cols. ( 6 ) and ( 8 ) Background Table I I .  Rest -  Computed.
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By using GRP EsHmaie I we gef " ' a g R P  ”  ~ 5 ^  ~ ^ ^ '^ 7  per cent.

By using GRP Estimate II we get = 75 . 07 per cen t.

S ince we have decided to try  a range o f estimates, each o f the above values 

found fo r can be taken as the low er and upper lim ites  and a va lue  behveen

the two can be taken as another estimcik.. Thus, we take the fo llo w in g  three estimates 

fo r m.

First Estimate = O. 5 4  

Second Estimate = 0 .6 5  

Third Estimate = 0 . 75

IV

The estimates o f s, jv  and m found fo r East Pakistan can now be used to ca lcu la te  

K r. This is shown in Table IA .4 .

Table IA .4

A lte rn a tiv e  Estimates o f the Regional M u lt ip lie r  in  East Pakistan

Estimate 1 Estimate II Estimate III

s 0.15 0 , 2 0 0 .2 5

t 0 .0 8 0 . 1 0 0 . 1 2

m 0.54 0 .6 5 0 7 5

s +  f  4  m 0 .7 7 0 .9 5 1 . 12

1

s +  t +  m
“ Kr. 1.30 1.05 0 .8 9

From Table 1A .4  we get three a lte rn a tive  estimates o f the reg ional m u lt ip lie r  

fo r  East Pakistan, Such an approach o f f in d in g  a lte rn a tive  estimates allows us to 

show a range o f K r. O ne may expect tha t g iven the da ta , the reg ional m u lt ip lie r
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in  East Pakistan should l ie  between 0 . 89 and 1,30.

I t  may be in teresting  to compare Kr fo r East Pakistan w ith  those found fo r 

Zongu ldak (Turkey) and Scotland. L ike  East Pakistan, Zongu idak and Scotland 

are considered as less-developed regions in  the ir respective c o u n t r ie s ,T h e  

comparison is shown in  Table IA .5 .  An obvious Im p lica tio n  o f the comparison is 

tha t o f the three regions. East Pakistan appears as the area w ith  the highest le a k ­

age, thereby g iv in g  rise to the lowest estimate o f K r. Even the highest estimate 

o f K r in  East Pakistan (1.30) turns ou t to be low er than the reg iona l m u lt ip lie r  

found fo r Z ongu ldak and S cotlcnd .

Table IA .5

Estimates o f Regional M u lt ip lie r  in  East Pakistan, Zongu ldak and Scotland

Kr

East Pakistan Estimate 1 1.30
Estimate II 1 .05
Estimate 111 0.89

Zongu ldak 1.47

Scotland Estimate 1 1.80
Estimate II 1.89
Estimate 111 1.70

Sources: (a) E .P, Table 4; (b) Zonguldak: C. Karatas, "A  Study o f Turkish 
Planning w ith  p a rtic u la r re ference to p ro jec t eva lua tion  In te c h n iq u e ,"  Ph.D 
Thesis (unpublished) U n ive rs ity  o f G lasgow 1970, p .292. (c) Scotland: 
Estimate.I, A lle n ,  K . J . ,  o p .c i t . ,  p . 92; and Estimates II and III S tee le , D .B , 
o p .c i t . , p . 281.

II It  p robab ly  needs no m ention tha t Scotland is much more developed than 
Zongu ldak or East Pakistan.



Estimate 111 shows tha t the reg ional m u lt ip lie r  is less than I in  East Pakistan.

The im p lic a tio n  o f such a low  Kr is tha t the region fa ils  to increase its income even

to the amount o f the in it ia l in je c tio n  o f money. In o the r words, i f  K r = 0 .89 '.

an in je c t io n  o f Rs. 100 w il l  cause A Y  = Rs..89 o n ly . I t  is not d i f f ic u l t  how ever,

to determ ine the reason for such a low  Kr in  East Pakistan. As may be seen from

Table 1A .4  M arg ina l Propensity to Import makes a b ig  d iffe re n ce  In the to ta l

12
leaks and is m a in ly  responsible fo r the regional m u lt ip lie r  being so lo w . O f the 

to ta l leaks, m occup ies70 per cent in  Estimate 1 ,6 8  per cent in  Estimate II 

and 67 per cent in  Estimate I I I . By comparison, in  the case o f Z ongu ldak, m 

occupies o n ly  44 per cent o f the to ta l .

V

From the p o in t o f  v ie w  o f an expenditu re  m odel, a low  m u lt ip lie r  as found 

fo r Eas% Pakistan is not ve ry  encouraging so fa r as A V  is due to an in it ia l 

in je c t io n  o f money is concerned. I f  one considers seriously the reg ional growth 

o b je c tiv e  w h ich  makes i t  b ind ing  fo r the economy to remove the reg ional d ispa rity  

by 1985, a ve ry  low  K r in  East Pakistan may even tempt one to question the e ffe c t­

iveness o f the reg ional p o lic y  as I t  has been carried  out In Pakistan on the basis 

o f an in teg ra ted  one-econom y m ode l. A t the outset how ever, i t  should be mentioned 

tha t such th in k in g  is a u to m a tica lly  ruled out once we have taken a model o f c e n tra lly -

12 For a s im ila r v ie w  see Brownrlgg, M . , " The Regional Income M u lt ip lie r :
A n  A ttem p t to Com plete the M o d e l, "  p .4 . He observes tha t " i f  there is a 
s ig n if ic a n t im port leakage in the in je c t io n , then the f in a l m u ltip lie d  expansion 
o f incom e could  be less than the o rig ina l expenditu re  o f investm ent tha t gave 
rise to  i t .  "



co n tro lle d  economy fo r our ana lysis. M oreover, I t  is also not our in ten tio n  to 

moke any p o lic y  im p lic a tio n  on the basis o f our estimate o f the reg iona l m u lt ip lie r . 

As shall be shown, i t  Is necessary to observe such a res tra in t when one considers 

the dangers in vo lved  in  la y in g  great stress on the concept o f the reg ional m u lt i­

p lie r .

However, i t  may be observed that the achievem ent o f the reg ional growth 

o b je c tiv e  in  Pakistan appears as a ve ry d i f f ic u l t  job in  the face  o f such a low  

reg iona l m u lt ip lie r  in  East Pakistan. As a lready m entioned, is excep tio n ­

a l ly  la rg e . This leakage probab ly has been the most im portan t fa c to r in  the transfer 

o f incom e from East Pakistan to West Pakistan. W hat is surprising is the magnitude 

o f the transfer. Power has estimated tha t between 1948 and 1961 there has been a 

transfer o f resources to the va lue  o f about Rs. 2 ,500  m il l io n ,  or about Rs. 180

m illio n  per year. In terms o f East Pakistan's GRP the transfer has taken away 2

13
per cent o f the annual incom e. R ecently, Islam has estimated the transfer o f 

resources covering  the period  from 1948 to 1965. By using accoun ting  prices he 

has found tha t the transfer w ou ld  be equal to Rs. 4 48 .7  m illio n  per annum.

The above observation may help to ju s tify  the existence o f a m u lt ip lie r  th a t 
than

is lo w  or even a less /un ity . By th is , we do not im p ly  however tha t one should put 

heavy emphasis on the concept o f the regional m u lt ip lie r . How fa r the tool is 

he lp fu l as a guide fo r p o lic y  measures is s t i l l  d o u b tfu l. Professor W ilson has a lready

15drawn a tte n tion  to the danger, o f depending h e a v ily  on this to o l,

13 Power, J . H , ,  " In d u s tr ia liz a tio n  in  Pakistan: A  Case o f Frustrated T ake-o ff?  " 
Pakistan Developm ent Review, Summer 1963, p . 205.

14 Islam , A .9 .  A . , "Regional Developm ent in  Pakistan w ith  Special Reference 
to the Effects o f Im port L icensing and Exchange C on tro l, " Unpublished Ph.D  
Thesis subm itted to London U n ive rs ity  1969 p p .210-24.

15 W ils o n ,T . ,  'The Regional M u lt ip l ie r  -  A  C ritiq u e , " o p .c i t .
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For exam ple, one may in fe r tha t in  order to raise Kr e fforts should be made to 

raise the m arginal propensity to consume and to reduce the marginal propensity 

to save (MPS) a n d /o r to reduce the marginal propensity to  pay taxes (M PT).

Such a p o lic y  w i l l ,  o f  course, be dangerous fo r a deve lop ing  coun try  l ik e  Pakistan 

w h ich  has successfu lly used MPS and MPT to raise the in ve s tm en t-ra tio . I t  may 

also prove dangerous i f  attempts are made to in troduce labou r-in te ns ive  techniques 

or to encourage investm ent in  the labou r-in tens ive  sectors m ere ly fo r the sake of 

ra is ing  K r. Thus, i t  fo llow s tha t i t  w il l  be unwise to re ly  h e a v ily  on the m u lt i­

p lie r  o n ly , as has been remarked by Professor W il son; "O n e  o f the less happy 

consequences o f devo ting  too much tim e to the m u lt ip lie r  is tha t questions re la tin g  

to e ffe c tiv e  demand begin  to acqu ire  excessive im portance . Developm ent p o lic y  

in  a reg ion , as in  an underdeveloped country , is much concerned w ith  changes 

in  products and in  p ro d u c tio n -fu n c tio n s . This is no t, o f course, to  say tha t 

expenditu re  models are unim portant but th e ir ro le  In this f ie ld  is subsid iary. "

16 Ib id , pp . 392-93 .



Chapter 2

G O VER N M EN T EXPENDITURE; SOME THEORETICAL ASPECTS

In Chapter I we tr ie d  to analyse b r ie f ly  the developm ent strategy w h ich  has 

been fo llo w e d  in Pakistan. I t  appears tha t the p u b lic  sector has p layed  a substan­

tia l ro le  in  the econom ic deve lopm ent o f the coun try . There is, there fo re , a good 

case fo r look ing  a t the ro le  o f governm ent expend itu re  in  the growth process.

We propose to analyse the grow th and effectiveness o f government expend itu re  in  

Chapters 3 and 4 re sp ec tive ly . In the present Chapter we would lik e  to discuss 

some theo re tica l aspects o f governm ent expenditure  dea ling  w ith  the s ize and 

a llo c a tio n  o f such expend itu re .

i t  should be m entioned a t the outset tha t in  our discussion we shall concentrate  

m a in ly  on governm ent or p u b lic  developm ent expend itu re . Such concentrated 

a tte n tion  has a disadvantage in  tha t i t  lim its  the area o f discussion w h ich  has a 

w ide r a p p lic a b il ity .  For exam ple, much o f the discussion o f this Chapter can be 

s ig n if ic a n tly  app lied  to  the study o f non-developm ent expenditures as w e l l .

The main reason fo r concen tra ting  a tten tion  on government developm ent expenditu re  

is tha t i t  is in  lin e  w ith  the scope o f our in tended study. I t  has some advantages. 

F irs tly , i t  w i l l  p rov ide  us w ith  a theo re tica l background. Secondly, i t  can help 

to analyse sys tem atica lly  the p u b lic  developm ent expenditu re  o f an underdeveloped 

co un lry . T h ird ly , i t  w i l l  he lp  to test our hypothesis and p rov ide  a strong basis fo r 

our conclusions.

The Chapter consists o f three Sections and an A ppend ix . In Section I ,  an 

a ttem pt is made to fin d  an optimum m ix between p u b lic  investment and p riva te  

investment!. The main in te n tio n  is to see how fa r the growth o f government deve lop ­

ment expend itu re  can be e conom ica lly  ju s tif ie d . Section II deals w ith  the c r ite r ia



fo r dete rm in ing  an e ff ic ie n t  a llo c a tio n  o f government developm ent expend itu re .

The discussion is based on a sectoral v ie w p o in t. The A llo c a tio n  c r ite r io n  from a 

reg ional p o in t o f v ie w  is d e a lt w ith  in  Section II I;  this Section is advanced m a in ly  

because in  our coun try -s tudy  the reg ional issue is so apparent tha t regional balance 

forms one o f the im portant ob jec tives  o f government developm ent expend itu re . 

Section III can g ive  some theo re tica l idea in this connection .

How investm ent c r ite r ia  can be a guide to p ro jec t se lec tion  is exp la ined  in  

an A ppend ix  to the C hapter. The A ppend ix deals b r ie f ly  w ith  the components 

o f investm ent, two approaches o f the Dîs^^counted Cash Flows M ethod , and the 

se lec tion  o f d iscount ra te .

1 S ize o f P ub lic  Developm ent Expenditure

Data a v a ila b le  fo r the U n ited  Kingdom show that as a percentage o f G N P ,

governm ent expend itu re  dec lined  ve ry  s low ly  from II per cent in  1841 to 9 per cent

in  1890. But since the turn o f the cen tu ry , things started m oving d if fe re n tly . As

a percentage o f G N P , government expenditure  increased from 12 per cent in  1905

to 24 per cent in  1923, and fu rthe r to 37 per cent in 1955.^ In the USA, the

2
corresponding increase was from 8  per cent in  1890 to 20 per cent in  1942.

Recent sta tis tics  a v a ila b le  fo r some underdeveloped countries in d ica te  a fast growth 

o f governm ent expend itu re . As w il l  be shown in  the next C hapter, as a percentage

1 Peacock, A . T . ,  and W iseman, J . ,  The G ro v th  o f P ub lic  Expenditure in the 
U n ited  K ingdom , G eorge A lle n  & Unwin L td . ,  1961 (Revised Edition 1967) 
p . 38.

2 M usgrave, R .A . ,  and Culbertson, J . M . ,  " The G row th  o f Public Expenditure
in  the U S A ," N a tio n a l Tax Journa l, June 1953, p . 98 . Q uoted in  Ahm ed, K .U  
"E xpend itu re  C lass ifica tion  and Investment P lann ing" Unpublished P h.D .
Thesis, U n ive rs ity  o f London, 1964 (1966?).



o f G N P , governm ent expenditu re  in  Pakistan increased from II .36  per cent

in  1950-51 to 2 0 .2 4  per cent in 1968-69. The corresponding increase in  Ind ia
3

was from 8 .5 9  per cent in  1950-51 to 23 .92  per cent in  1966-67.

There is, how ever, a d iffe rence  in  the composition o f expend itu re  in the 

developed and underdeveloped countries. In the developed countries, defence 

absorbs a h igher percentage; social w e lfa re  expenditu re  in  the form o f unem ploy­

ment insurance, o ld  age insurance, hea lth  services, e tc . ,  are also h igher. ^

On the o the r hand, the share o f developm ent expenditu re  in  the to ta l budget is 

much h igher in  the underdeveloped (deve lop ing) countries. In these economies,

increased government developm ent expenditure  in  the absence o f s u ffic ie n t p riva te

5cap ita l fo rm a tion  is considered as an im portant cause o f econom ic developm ent.

From the theo re tica l con tex t, two extreme views on State p a rtic ip a tio n  in 

econom ic a c tiv it ie s  can be observed. A t  one extreme there is the v ie w  o f free 

enterprise suggesting least State in te rven tion  and at the o the r extreme there is 

the v ie w  o f State p a rtic ip a tio n  in  econom ic a c tiv it ie s .

The main arguments put forw ard  by the advocates o f free  enterprise may be 

m entioned b r ie f ly  as fo llo w s .^  F irs tly , in a free enterprise system each and every

3 Reddy, K . N . , " G row th  o f G overnm ent Expenditure and N a tiona l Income in 
In d ia ; 1872-1966," Public F inance, N o . 1/ 1970, pp. 9 2-93 .

4  M a rtin , A ,  and Lew is, W .A . ,  " Patterns o f P ub lic  Revenue and Expenditure, "  
The M anchester School, 1956, p p .211-13.

5 H o ro w itz , D . ,  " Governm ent Expenditure in  Countries o f A cce le ra ted  G ro w th , " 
in  A .T .  Peacock and G . Hauser (eds.) G overnm ent Finance and Economic 
D evelopm ent, OECD 1963, pp. 5 9 -74 .

6  For a good discussion see Johnson, H .G . ,  M oney, Trade and Economic G ro w th , 
G eorge A lle n  & Unwin L td . ,  London 1962.Chapter V I1.



one tries to m axim ize his own advantage and thereby socia l p roduction  w il l  be 

m axim ized . Secondly, through market mechanism the e q u ilib r iu m  p rice  fo r each 

fa c to r and com m odity w il l  be determ ined at a p o in t where demand and supply are 

e q u a l. Investment decisions based on prices equal to marginal costs w il l  lead to 

an optimum a llo c a tio n  o f resources. T h ird ly , in  this system o n ly  e ff ic ie n t units 

o f production  can su rv ive . In e ff ic ie n t f  irms w il l  incu r losses and w il l  have to 

q u it .  F in a lly , m arket forces w il l  determ ine the pattern and lo ca tion  o f p roduction , 

It is the fo rce  o f demand and supply w h ich  w il l  determ ine w ha t, how , and where 

to produce. This can assure e ff ic ie n c y  o f p roduction .

The arguments put forward by the advocates o f State p a rtic ip a tio n  are b r ie f ly

these: f ir s t ly ,  i t  is argued tha t in  the real w orld  in  most cases there is a d ivergence

between p riva te  and socia l costs and benefits . As a resu lt, the m arket gives wrong

7signals and any decision based on m arket forces cannot be e ff ic ie n t .  Secondly,
g

there are goods and services where "the  exclusion  p r in c ip le "  cannot be a pp lie d .

The M arke t mechanism cannot be expected to reveal true in d iv id u a l preferences, 

because the nature o f these commodities is such tha t i t  is d i f f ic u l t  to exclude 

p o ten tia l consumers from consuming the com m odity i f  they refuse to  pay. T h ird ly , 

the nature o f the investm ent may be such tha t com petition  w i l l  create d u p lica tio n

7 There is good lite ra tu re  on this to p ic  centring  round externa l economics. For 
exam ple, see Rosenstein -  Rodan, P. N . , " Problems o f Ind u s tria liza tion  o f Eastern 
and South Eastern Europe, " Economic Jou rna l, June -  Sept. 1943. Reprinted
in  A . N , A garw a la  and S. P. Singh (eds.) The Economics o f Underdevelopm ent. 
O xfo rd  U n iv . Press p p .2 4 5 -2 5 5  S kitovsky, T ibor, " Two Concepts o f External 
Economics, " Journal o f P o lit ic a l Economy, A p ril 1954, Reprinted in  The 
Economics o f Underdevelopm ent, o p .c i t .  p p .295-308'.

8  Samuel son, P. A . , " The Pure Theory o f Pub lic Expenditure, Review o f Economics 
and S ta tis tics , N o v . 1954, pp. 387-89; also "Aspects o f Public Economic Theory, " 
Same Review, N o v . 1958, pp. 332-38 . See also M usgrave, R .A . The Theory
o f Pub lic F inance: A  Study o f P o lit ic a l Economy, M c G ra w -H ill,  Book Co. L td . 
1959, pp. 9-10, 7 3 -8 3 .



and in e ff ic ie n c y . Gas, e le c tr ic ity ,  v /a te r-supp ly , e tc . ,  are examples. F in a lly , 

the s o c ia lly  desirab le  pattern  o f investm ent may d if fe r  from tha t in d ica ted  by the 

m arket forces. For exam ple, the soc ie ty  may put much im portance on the deve lop ­

ment o f the backw ard regions a nd /o r the production o f goods a t low  cost fo r the 

poor. M arke t forces need not necessarily determ ine investm ent in these fie lds
I

and State p a rtic ip a tio n  may become necessary.

Instead o f en te ring  in to  the controversy between free  enterprise and State

in te rv e n tio n , i t  is p robab ly s u ff ic ie n t fo r our purpose to m ention tha t in the real

w orld  w hat we m ostly fin d  is some form o f m ixed economies. Here the main task

is to f in d  o u t an optimum m ix between p riva te  and p u b lic  investm ent. T h e o re tica lly ,

g iven  the to ta l size o f  investm ent, such an e ff ic ie n t a llo c a tio n  w il l  be determ ined

by m arginal p ro d u c tiv ity  considerations. Investment in  both p riva te  and p u b lic

sectors should be expanded in  such a way tha t marginal p ro d u c tiv ity  o f investm ent

becomes equal in  each sector. In o ther words, a t e qu ilib r ium

R = R  
P 9

where R^ and R^ represent p ro d u c tiv ity  o f the marginal u n it o f investm ent in  the 

p riva te  and governm ent sectors, re spec tive ly . I f R ^ * ^  R^, investm ent funds 

should"be transferred from the government sector to the p riva te  sector and v ic e  versa .

A  note on the rate o f return assumed in  R o r R is necessary. I t  is the social
P g

and not the p riva te  rate o f return tha t is im portan t. I f  m arket prices are in e q u i­

lib riu m  there w il l  not be any d ev ia tio n  between social and p riva te  rates o f re tu rn .

But i f  m arket prices are d iffe re n t from social prices, necessary corrections w il l  

have to be made in  order to estim ate the social rate o f re tu rn . A  correct estimate 

w il l  need an exac t idea o f the dev ia tion  between market prices and social or 

accoun ting  p rices . O nce the accounting  prices are know n, the fo llo w in g  form ula

used in  a U N  study may he lp  to g ive  an idea o f the c a lc u la tio n  o f the social

______________________________________________________________A



9
ra ie  o f re tu rn .

Social re turn on (XP -  LP, -  MP, ) 4  (X  A P  -  L A P , -  M  A P  ) 
Investm ent(l) =  2-------------- !-------- -------

W here X  = ou tpu t, L = labour, and M  = purchased m ateria ls plus

m aintenance and d ep re c ia tion , P^, Pj and P represent m arket prices in  each.

The d iffe re n ce  between accoun ting  and market prices in  each are represented

by A  P f A  P, and A  P .
X I m

In considering R = R , i t  was assumed tha t the one competes w ith  the o th e r,
P g

That is , an increase in  government investm ent takes p lace  a t the expense o f an 

equal decrease in  p riva te  investm ent. But in  p rac tice  this need not be so. An 

increase in  the amount o f p u b lic  investm ent may also take p lace  due to a decrease 

in  governm ent non-developm ent expend itu re , o r due to a decrease in  p riva te  

consumption or due to fin a n c in g  from abroad, In these cases the assumption 

o f the g iven  investm ent size no longer exists and we are faced  w ith  the problem o f 

m axim iz ing  to ta l investm ent. This is the o b je c tiv e  now being advanced by the 

underdeveloped economies w ith  inadequate in ve s tm e n t-ra tio . In these economics, 

p riva te  savings and investm ent are hard ly  su ffic ie n t to p rov ide  fo r the increasing 

pop u la tion , not to mention ra is ing the real per cap ita  incom e. In the con tex t o f

9 U N , Report by a G roup o f Experts. Formulating Industria l Developm ent 
Programmes (w ith  special reference to Asia and the Far East). Economic 
Commission fo r Asia and the Far East, Bangkok 1961, p . 22.

10 How fa r the increase in  to ta l investm ent is ju s tifie d  w o u ld , o f course, need 
a thorough ca lc u la tio n  o f the social tim e preference ra te , p a r tic u la r ly  i f  
the leve l o f consumption is cu rta ile d . I f  the socie ty 's d iscount rate is ve ry  
h ig h , an a dd itiona l Income say in the tenth year, may show a negative  net 
present va lue  (net o f costs). However, in  p ra c tice , w hat a p lanner aims is 
not the reduction  o f the leve l o f consumption but the reduction  o f the increase 
in  a dd itiona l consum ption. I f  income increases by say, Rs. 100, assuming
25 per cent marginal rate o f saving, the socie ty w il l  be a llow ed  to increase 
consumption by Rs. 75 o n ly  and not by Rs. 100.



Pakistan î t  îs found (C hapter 4) tha t p u b lic  investment has a d is tin c tiv e  ro le  to 

p la y  not o n ly  in  encouraging p riva te  savings and investm ent but also in  d ire c tin g  

them in  the fie ld s  and regions w h ich  are considered s o c ia lly  des irab le .

Thus, one may v ie w  the growth o f p u b lic  investm ent as supplem entary,

com plem entary and d ire c tiv e  to p riva te  in v e s tm e n t . A s  long as the government

developm ent expenditu re  fu lf i ls  this c r ite r io n  its expansion is des irab le . This is

the considera tion  upon w h ich  many economists strong ly advocate  the growth o f

12
governm ent expend itu re  in  the underdeveloped countries.

11 I t  should no t, how ever, im p ly  tha t there w il l  not be any com petition  whatso­
ever. Even when the p u b lic  sector works as com plem entary w ith  the p riva te  
sector there may be com p e titio n , e .g . ,  in the demand fo r resources lik e  
techn ica l know how, managerial s k i l l ,  e tc . p u b lic  enterprise may also compete 
w ith  p riva te  enterprise in  se llin g  the goods and sei’v ices produced.

12 A cco rd ing  to Professor Lewis, in  the underdeveloped countries G overnm ent 
Expenditure (tak ing  central and loca l governments together) should comprise
2 0  per cent o f gross domestic product in  order to p rov ide  the services dem anded. 
This is exc lu d in g  defence and debt charges. The sectoral breakdown is shown 
as fo llow s: G enera l and Economic A dm in is tra tion  6  per ce n t. Education 3 per 
ce n t. H ea lth  2 per ce n t. W e lfa re  services 2 per cen t. C ap ita l expenditu re  on 
P ub lic  Works ( in c lu d in g  roads, schools and hospitals) 3 per cen t, and at least 
4 per cent fo r cap ita l expenditu re  by enterprise in  the p u b lic  sector or by the 
G overnm ent's f in a n c ia l Corporations w hich lend to the p riva te  sector through 
a g ricu ltu ra l and industria l banks e tc . C f. Lew is, W .A . ,  Development P lanning, 
The Essentials o f Economic P o licy , George A lle n  & Unw in L td . ,  London, 1966, 
pp. 115-16. A  s im ila r v ie w  is held by A d le r who w ou ld  l ik e  to argue tha t 
"governm ent expend itu re  is inadequate in  countries in  w h ich  the ra tio  o f govern­
ment revenue and expenditu re  is less than 10 per cent o f G N P , and the optimum 
ra tio  o f revenue to G N P  fo r the low  income countries may be substan tia lly  
above tha t f ig u re , no tw ithstand ing , the lim ita tio n s  on the o rgan iza tiona l and 
adm in is tra tive  a b i l i ty  o f  the governments o f low  incom e countries to make 
e ffe c tiv e  use o f fisca l measures." C f. A d le r, J . H . ,  " Fiscal P o licy  in  D eve lop­
ing  C ountries, " in  K . B e r ill,  London, 1964, p . 290.



Il Sectoral A llo c a tio n  C rite rion

The preceding Section considered the theo re tica l ju s tif ic a tio n  o f p u b lic  

developm ent expend itu re . N ow  given the size o f the fund , w hat should be 

the c rite rio n  o f a llo c a tio n ?  T h e o re tica lly , the ideal p r in c ip le  îs to push 

expenditu re  to each sector in  such a way tha t the m arginal b ene fit o f the last 

rupee spent is equal everyw here. In o ther words, the p r in c ip le  o f equ i­

m arginal benefits should form  the basis o f a llo c a tio n . I f  the bene fit o f the 

m arginal u n it o f  investm ent is h igher in  education than in  industry, the 

soc ie ty  w i l l  b e n e fit i f  funds are transferred from industry to educa tion . In 

this w ay to ta l benefits from the marginal rupee o f investm ent w il l  be equal in 

a ll sectors.

The above a llo c a tio n  c r ite r io n  is based on the assumptions tha t there exists 

u n lim ite d  p roductive  opportun ities o f investm ent and tha t there is cap ita l 

constra in t. I f  we can remove the ca p ita l-co n s tra in t assumption, the c rite rio n  

needs to be in terpre ted  in  terms o f e q u a lity  between m arginal costs and benefits 

Under such circum stances, the ideal a llo c a tio n  p r in c ip le  is to push investment 

to each sector as long as the marginal bene fit o f the last rupee is h igher than 

the cost. This p r in c ip le  may be exp la ined  w ith  the a id  o f the fo llo w in g  fig u re .
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Figure 2.1; Equating M arg ina l Costs and Benefits.

The M C  “  curve represents marginal cost. The curve is drawn pa ra lle l 

to x -a x is  because each p o in t on the curve represents M C  due to an extra  rupee 

o f investm ent. The MB -  curve shows marginal b e n e fit. The cu ive  is drawn in 

such a way tha t a t the start marginal bene fit due to an extra -rupee  o f investm ent 

is r is in g . M arg ina l b en e fit is highest a t p o in t B. As investm ent continues a fte r 

p o in t B, the marginal b ene fit continues to d e c lin e . A t p o in t C, M C = MB.

A n y  investm ent beyond C w il l  bring a bene fit lower than cost and w i l l  not be 

econom ica lly  ju s tif ie d . S im ila r ly , any investm ent less than C would mean less 

to ta l bene fit fo r the so c ie ty , say from educa tion . O n ly  i f  investm ent is pushed up 

to p o in t C w i l l  benefits be m axim ized . The same investm ent c rite rio n  can be 

app lied  fo r o ther sectors o f the economy.

Considered th e o re tic a lly  we thus have an ideal a llo c a tio n  c r ite r io n . But 

d if f ic u l ty  arises when we come to app ly  i t  in  p ra c tic e . A p p lic a tio n  o f the c r ite r io n  

needs proper measurement o f a ll costs and bene fits . U n fo rtuna te ly , the  technique 

is not ye t known fo r q u a n tify in g  e ve ry th ing . For exam ple, w hat p rice  tag can be



p u t to the l i fe  saved by constructing a dam w h ich  controls flo o d in g ?  Evaluation o f 

benefits demands tha t i t  should p rope rly  represent the socia l w e lfa re  func tion  o f the 

so c ie ty . In p ra c tic e , how ever, not o n ly  Is i t  d if f ic u lt  to  q u a n tify  things p roperly  

but i t  is also im possible, as obseived by Professor Tinbergen "to  construct a socia l 

w e lfa re  fun c tio n  obeying a ll c r ite r ia  tha t would seem pa lus ib le  to a dem ocratic

13so c ie ty . " A  cursory g lance a t any o f the Development Plans o f the under­

developed countries w i l l  show tha t the country has a m u lt ip l ic ity  o f ob jectives

14
w h ich  a t times may c o n f lic t  w ith  each o the r. Further as m entioned in Section 1, 

i f  the m arket prices d if fe r  from socia l prices any ca lcu la tio n  based on the former 

w i l l  not be co rre c t. For a proper eva lua tion  o f benefits and costs we w il l  then have 

to app ly  accoun ting  p rices.

. 15 .Instead o f enum erating the d if f ic u lt ie s  i t  may be concluded tha t investm ent 

a llo c a tio n  based on m arginal costs and benefits cannot be expected to be o f much 

help to broad choices. I t  does no t, however, mean tha t in  broad choices, p o lic y  

decisions should not take account o f any comparison of a lte rn a tive s . I t

13 T inbergen, Jan . " TheRelevance o f Theore tical C rite r ia  in  the Selection  
o f Investment Plans, " In M IT , Investment C rite ria  and Economic G row th ,
Asia Publishing House, 1961, p .7 .

14 For exam ple, ou tpu t growth o b je c tive  may come in to  c o n f lic t  w ith  the em ploy­
ment crea tion  o b je c tive ; the o b je c tive  to m axim ize investm ent may c o n f lic t  
w ith  the e q u ity  o f income o b je c tiv e . I t  Is true tha t an econom etric ian  may 
he lp  to solve the problem w ith  more than one o b je c tiv e  (constra in t) through 
lin e a r programming techn ique . But i t  should be remembered tha t i t  is possible 
fo r an innocent look ing  problem to conta in  m u tua lly  con trad ic to ry  conditions 
w h ich  w i l l  make i t  inso lvab le  in  p ra c tice .

15 For a discussion on the d if f ic u lt ie s , see Prest, A .R , and Turrey, R. ,  " Cost 
Benefit Analysis; A  Survey, " Economic Journa l, D ec. 1965, p p .6 87 -7 0 2 ,7 28 ” 31

16 The c rite rio n  can be s ig n if ic a n tly  app lied  in narrow choices where the a lte r ­
natives are close substitutes. I f  the benefits to be rece ived  are same from 
d iffe re n t pro jects one can eas ily  app ly  the c o s t-e ffe c tive  ness c r ite r io n .



should always be remembered tha t resources are scarce and d if f ic u l t  choices w il l

have to be made among com peting programmes. I f  the decisions are based on the

pursu it o f b lin d  requirements regardless o f cos is, they cannot be expected to be

econom ic. As has been remarked by M cKean, " to  th ink  sys tem atica lly  about the

costs and gains from a lte rn a tiv e  p o lic ies  is surely more sensible than to re ly  on

17
haphazard thought or in tu i t io n . "

As a p ra c tica l g u id e lin e , p u b lic  sector a llo ca tio n  fo r h igher leve l choices may

be co nve n ie n tly  conceived in  terms o f broad sectoral c lass ifica tion  as

G  . = SOC +  DPA 
d

where is p u b lic  or government developm ent expend itu re , SOC is socia l over­

head cap ita l and DPA is d ire c t ly  p roductive  a c tiv it ie s . O nce we accep t such a 

tw o fo ld  c la s s ific a tio n , the a llo c a tio n  decision can be v iew ed  as an optim um -m ix

between SOC and DPA. Here one encounters the debated issue o f balanced versus

19unbalanced g row th . We do no t, how ever, in tend to enter in to  the controversy, 

and we w ou ld  lik e  to pass over the issue by m erely v ie w in g  the expansion path from 

two angles.

17 M cK ean , R .N . ,  P ub lic  Spending, M c G ra w -H ill Book C o ., 1968, p . 145.

18 A  c la ss ifica tion  on this basis was advanced by Hirschman to develop his 
hypothesis o f unbalanced growth in  the con tex t o f a llo c a tio n  o f the to ta l 
investm ent fund . C f. H irschman, A . D . , The S trategy o f Economic D evelopm ent, 
Y a le  U n ive rs ity  Press, 1958, pp. 83-89 .

19 In fa c t,  the controversy cuts ve ry  l i t t le  ice . As has been observed by Professor 
Youngson, "A lthough  much has been w ritte n  about the merits and demerits
o f 'ba lanced grow th ' i t  is becoming more and more obvious tha t this is an 
arm chair argum ent, and tha t i t  does not focus upon an issue o f f irs t-ra te  
p ra c tica l im p o rta n ce ." C f. Youngson, A . J . ,  O verhead C a p ita l, o p .c i t .  p . 157
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Figure 2 .2 ; Sectoral A llo c a tio n  between SOC and DPA w ith  and w ith o u t room fo r 
Substitu tion

The figures show a ve ry  sim ple case o f tw o -sec to r, one -ou tpu t p roduction  func tion  

The expansion paths are drawn in  such a manner tha t in  figu re  2 .2 A  substitu tion  

between SOC and DPA is possible, whereas in  figu re  2 .2B  no such substitu tion  is 

possible. The isoquants in  2 .2 A  suggest tha t the same ou tpu t can be produced by 

va ry in g  com binations o f SOC and DPA. Figure 2 .2B , on the other hand, represents 

a case o f k inked  expansion path and fix e d -fa c to r p roportions. How fa r the real 

w o rld  s itu a tio n  is analogous to 2 .2 A  or 2 .2B  is an em p irica l p o in t. If  the economy 

concerned is representative o f 2 .2 A , a s tr ic t d isc ip lin e  In investm ent a llo c a tio n  

between SOC and DPA is not essentia l, fo r any imbalance w i l l  be corrected in  the 

next pe riod . But i f  the economy is representative o f 2 .2B  h igher growth can 

be ach ieved  on ly  through an exact a llo c a tio n  o f investm ent between SOC and



oz

DPA. For exam ple , up to p o in t A  more investment w il l  be necessary fo r SOC; 

here a h igher a llo c a tio n  fo r DPA w il l  be wastage since i t  w i l l  resu lt in  under­

u t i l iz a t io n  o f ca pa c ity  in  DPA. S im ila r ly , a fte r po in t A  a h igher a llo c a tio n  w il l  

be necessary fo r DPA; here a h igher a llo c a tio n  fo r SOC w il l  resu lt in  wastage In 

the form o f surplus ca p a c ity .

I f  there Is any lesson to be le a rn t from the above illu s tra tio n  i t  is tha t invest­

ment a llo c a tio n  decisions should be made according to the econom ic cond ition  o f 

the coun try  concerned. Governm ent development expenditu re  can g re a tly  assist 

in a ch iev ing  a h igher growth rate by removing the bottlenecks in  the expansion 

pa th . I f  ex ante investm ent by the p riva te  sector, say during  the next f iv e  years, 

shows a shortage o f SO C, p u b lic  investm ent can be d irec ted  to meet the shortage. 

S im ila r ly , i f  ex ante in vestment by the p riva te  sector in  DPA fa lls  short o f the

p ro jected  am ount, p u b lic  developm ent expenditure can be d irec ted  to expand 

20
investm ent in  DPA.

We are thus now in  a position  to la y  down a g u id e - lin e  fo r the a llo c a tio n  o f

21
government developm ent expend itu re . Conceived in  terms o f a p lann ing  frame­

work i t  is the duty  o f the p lann ing  a u th o rity  to make an estim ate o f the ex ante 

demand fo r SOC in  the Plan pe riod . Estimates in  the form o f an in p u t-o u tp u t 

tab le  covering  the w ho le  Plan period can help us to ascerta in the required SO C, say x

20 Here i t  is assumed tha t o ther po lic ies  are also in  opera tion  to ach ieve  the 
o b je c tiv e ,

21 For obvious reasons i t  is not assumed that the amount o f fund is g iven .



22
u n it o f e le c tr ic ity ,  y  u n it o f transport and z u n it o f techn ica l pei^sonnel. O nce

a decision is made as to the size o f G  , fo r SOC, the rest o f the decision fo llo w s .
d

That is, the residue o f the fund should be devoted to D PA . W hether the government 

undertakes persona lly  the p roductive  investments o r gives the money as loans to 

p riva te  investors, or jo in t ly  undertakes the a c tiv it ie s  is a m atter o f p o lit ic a l p h ilo ­

sophy, p ro d u c tiv ity  and conven ience .

So fa r as în tra -sec to ra l a llo c a tio n  o f investm ent is concerned, things become

easier. W ith in  a secto r, p roduction  a lte rna tives  are close substitutes and co s t-b e n e fit

ca lcu la tions  become com para tive ly  easy. If  the a lte rna tives  provide equal benefits ,

the problem is to se lec t tha t a lte rn a tive  w hich provides the ou tpu t w ith  minimum

23
cost by app ly ing  the cost-e ffectiveness approach as mentioned e a r lie r . I f  the 

benefits are d iffe re n t the problem can be handled by app ly ing  the Internal Rate o f 

Return or the N e t Present Va lue c r ite r ia ,  as exp la ined  in  an A ppend ix to  this Chapter, 

tak ing  both cost and re turn  streams in to  considera tion .

22 In p ra c tic e , how ever, the problem is a com plica ted  one. For a fu rthe r
discussion see Section II o f Chapter 5 .

23 . A lte rn a t iv e ly ,  g iven equal costs the pro jects p rov id ing  h igher benefits
may be selected by m aking a bene fit-e ffec tiveness analysis.



I l l  Regional A llo c a tio n  C rite rion

In any study o f the reg ional a llo ca tio n  c r ite r io n , one must consider the optimum 

a llo c a tio n  o f  econom ic a c tiv it ie s  based on loca tion  or ’optim al dispersion o f econom ic 

a c tiv it ie s ' as the reg ional economists would lik e  to ca ll i t .  U n til re ce n tly , space 

economics was not g iven serious consideration by economists because o f the ir emphasis 

on time as the most c r it ic a l fa c to r In econom ic analysis. But the p ra c tica l consider­

ations o f market im perfections w ith  almost Im m ob ility  o f factors o f production  even 

w ith in  a s ing le  coun try  have brought classical econom ic th in k in g , not based on any 

considerations o f space, under serious a tta c k . In fa c t, as has been observed by 

Richardson, " M arke t forces do not lead In e v ita b ly  to e q u a lity  o f regional per cap ita

incomes o r to the optim al spatia l a llo c a tio n  o f resources, and in  some circumstances

24
may operate in  a d is e q u ilib r ia tin g  manner. " Hence one faces the necessity o f 

making some reg ional a llo c a tio n  considerations. This is p a r tic u la r ly  im portant 

i f  the economy concerned has a d is tin c tiv e  regional growth o b je c tiv e , as is found 

in the case o f Pakistan.

From the a llo c a tio n  c rite rio n  discussed In Section II i t  fo llow s tha t national 

growth w il l  be highest i f  investm ent is pushed to the sectors or pro jects w h ich  are 

most p roduc tive . Here i t  is assumed tha t the country has o n ly  one o b je c tiv e , tha t 

is, to m axim ize the return from investm ent. Investment decisions w il l  re fle c t the 

o b je c tive  when marginal p ro d u c tiv ity  o f cap ita l is equal in  a ll sectors. But a 

\/con s tra in t may be imposed the moment the regional balance o b je c tiv e  is put forw ard . 

The soc ie ty  is now faced w ith  two d is tin c t objectives: i t  wants to m axim ize the 

growth ra te  as w e ll as to reduce|he d ispa rity  o f income among the regions. The

24 Richardson, H .W . ,  Regional Economics: Location Theory, U rban Structure 
and Regional Change, W eidenfe ld  and N ico lson , London, 1969, p p .3 -4 .



a llo c a tio n  c r ite r io n  îs now asked to take account o f both these ob jec tive s .

How far the reg ional balance o b je c tive  appears as a constra in t on the national 

growth o b je c tiv e  needs carefu l study. Let us suppose tha t there are two regions:

'A ' and 'B ‘ . 'A ' represents an advanced region and 'B ' represents a re la t iv e ly  

backward re g io n . In reg ion 'A ' ,  infrastructures al*e a lready deve loped. A ll such 

fa c il it ie s  as pow er, transport, bank ing , insurance, supply o f tra ined  personnel 

in  this reg ion  are a va ila b le  and i t  is more p ro fita b le  to invest in  'A ' .  On the 

other hand, in  region 'B ' adequate in frastructura l fa c ilit ie s  are not ava ilab le ; 

entrepreneurs face d if f ic u lt ie s  in  transporting goods, or else power fa c il it ie s  are 

not a v a ila b le , or there is the problem o f ge tting  tra ined workers. As a resu lt, 

marginal p ro d u c tiv ity  o f cap ita l is lower in region 'B '.  Under these circumstances, 

i t  is not possible to say e x a c tly  w hether region 'A ' ,  though g iv in g  a h igher p roduct­

iv i t y  in  the short-te rm , is the region w ith  h igher developm ent p o te n tia l. As has 

been remarked by Professor Lewis: "The richest areas are not necessarily those w ith  

the best prospects. Some o f the poorer areas may be poorer o n ly  because they have

been neg lected,and i t  is possible tha t i f  now helped they w il l  deve lop so ra p id ly

. 2 5
tha t they more than ju s tify  e conom ica lly  the d iversion o f resources to the ir needs. " 

Thus, seen from a long-te rm  p o in t o f v ie w , i t  is d if f ic u l t  to say whether the regional

V
growth o b je c tiv e  co n flic ts  w ith  the national growth o b je c tiv e . For a d e fin ite  

conclusion we must know the developm ent po ten tia l o f each reg ion . But this is not 

an easy task. I t  is d i f f ic u l t  to say w ith  ce rta in ty  w h ich  regions o f the economy are 

l ik e ly  to succeed.

25 Lewis, W .A . ,  Developm ent Planning: The Essentials o f Economic P o licy , 
op. c i t . ,  pp. 6 9 -70 .



W ith  respect to reg ional growth i t  may be in teresting to note the probable 

effects on a backward region due to the developm ent of an advanced reg ion . M yrdol 

has observed two types o f e ffects: "Backwash " and "Spread". Backwash effects 

re fe r to those forces w h ich  operate to cause a net transfer o f resources from the back­

ward to the advanced reg ion . In Chapter 1 we found that there was a net transfer

o f resources from East Pakistan to West Pakistan. This may p rovide  an example o f

27
the transfer o f resources from the poorer to the rich e r reg ion . Spread e ffec ts , 

on the o ther hand, re fer to those market forces w hich w il l  cause a h igher deve lop­

ment o f the backward region due to the expansion o f the advanced reg ion . It 

should be menti oned jio w e ve r, tha t the forces o f spread effects w il l  be weak in  

poor countries. This im plies tha t "as a ru le  the free p lay o f the market forces in

a poor country w il I work more p o w e rfu lly  to create regional in e qu a litie s  and to

28
w iden those w h ich  a lready e x is t. "

I f  the "Spread" or " t r ic k lin g  dow n" effects can u ltim a te ly  overcome the "B ack-

29
wash" or "p o la r iz a tio n " e ffec ts , the developm ent process its e lf  w i l l  take care 

o f the backward regions, and p o lic y  measures w il l  not be necessary. N o t o n ly  Is i t  

a. leng thy  process, bu t i t  is also e n tire ly  dependent on the  effectiveness o f market 

forces. In the real w o rld , w hat we fin d  is tha t free market forces are not always

26 M y r da I , G . ,  •'̂ Econom ic Theory and Underdeveloped Regions, Methuen & Co. 
L td . ,  London, 1957, p p .2 7 -3 2 .

27 The statem ent, how ever, needs to be q u a lif ie d . Since free p lay  o f m arket forces 
has not been a llow ed  the transfer need not e n tire ly  be due to backwash effects 
o n ly .

28 M y rd a l, G . ,  ib id ,  p . 34.

29 "T r ic k lin g  dow n" and "p o la r iz a t io n "  e ffects are the term ino log ies used by 
H irschman, C f. The S trategy o f Economic Developm ent, o p .c i t . ,  p p . 187-190. 
Hirschman seems to have changed his position which he o r ig in a lly  took in 
emphasising the "  tr ic k lin g  dow n" e ffec ts . In a Preface to the Paperback Edition 
o f his book (p . ) he pleads fo r a correction  because according to  him the 
questions lik e  regional transmission o f  growth require  much fu rthe r in ve s tig a tio n .



a llow ed  a free  hand. There is also the moral and p o lit ic a l pressure o f deve lop ing  

the backward regions w h ich  does not a llo v / the planners to w a it  long . Further, in  

a geo g ra ph ica lly  non -in teg ra ted  country lik e  Pakistan w ith  two regions separated by
y

a great d is tance , many o f the arguments o f " tr ic k lin g  dow n" e ffects do not app ly , 

and de libe ra te  econom ic p o lic y  becomes necessary.

Rather than pursue the discussion, i t  may be worth m ention ing  tha t the question

o f f in d in g  an a llo c a tio n  c r ite r io n  on a regional basis is no t as simple a task as in

the case o f sectoral or p ro jec t a llo c a tio n . The problem is fu rthe r com plica ted due

to the p o lit ic a l and socia l pressure in vo lv in g  the regional growth o b je c tiv e . The

com p lex ity  o f the problem has been w e ll revealed in the fo llo w in g  remark by

Professor W ilson ; "The economist has no pecu lia r r ig h t to prescribe the ends that

p u b lic  p o lic y  should serve; his p a rticu la r concern is ra ther w ith  the means. The

strengthening o f na tiona l u n ity  may be deemed to be a t least as im portant as a

fu rthe r ra is ing  o f the standard o f l iv in g  and, fo r the sake o f u n ity , a country may

30
be ready to  accep t a somewhat slower growth o f ou tpu t. "

So fa r as the in te r-re g io n a l a llo c a tio n  o f government developm ent expenditu re  

is concerned i t  is p robab ly s u ffic ie n t to mention tha t i f  the country concerned has 

a d is tin c tiv e  regional growth o b je c tiv e , as we fin d  in  the case o f Pakistan, the

31a llo c a tio n  should re f le c t the reg ional growth o b je c tiv e . I f  a separate growth

30 W ilson , T . ,  P o lic ie s fo r Regional Developm ent, O liv e r  and Boyd L td . ,
Edinburgh and London, 1964, p . I I .

31 An argument fo r an in te r-re g io n a l a llo ca tio n  o f the to ta l government expenditure 
(and not m ere ly G ^) in c lu d in g  both development and non-developm ent expend­
itu re  seems a strong one. C f. Huda, M . N . ,  "P lann ing Exercise in Pakistan, " 
Pakistan Developm ent Review, Autum n, 1968, p . 345. The speech-arti cl e was 
d e live red  when Professor Huda was the M in is te r o f F inance and P lanning, 
G overnm ent o f East Pakistan. He observed that " i t  may be necessary in the 
Fourth Plan to determ ine the in te iw ing  a llo ca tio n  in v ie w  o f the to ta l p ub lic  
expend itu re  -  Central and p ro v in c ia l, recurrent and ca p ita l -  incurred in  the 
two provinces. "



ra ie  îs determ ined fo r each reg ion , the reg ional a llo c a tio n  o f government d eve lop -

32
ment expenditu re  w i l l  be ca lle d  upon to help in  a ch iev ing  the ta rge t. ' " O nce 

we have got a reg iona l breakdown o f the tota l government developm ent expenditu re  

we can re turn  to the sectoral a llo c a tio n  aspect o f the problem as discussed in  

Section I I . N ow  our task is to a llo c a te  fund to those sectors o r pro jects w ith in  a 

reg ion , tha t p rov ide  a h igher re tu rn .

32 Here we assume tha t has an e ffe c tiv e  ro le  to p la y . In its aggregative 
ro le  G y w i l l  he lp  in  ra is ing  the investm ent ra tio  in  the region and in  its 
a llo c a tiv e  ro le  G y w il l  help in  ach iev ing  an e ff ic ie n t a llo c a tio n  o f resources 
in  both the p u b lic  and p riva te  sectors.
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A ppend ix  to Chapte r 2

A  NOTE O N  PUBLIC INVESTM ENT CRITERIA

1

As m entioned in  Section I [(Chapter 2 ) , the In te rna l Rate o f Return (IRR) 

or N e t Present V a lue  (N PV) methods may be app lied  to consider the costs and 

returns o f a lte rn a tiv e  p ro jec ts . In this A pp e nd ix , an a ttem pt is made to show 

the a p p lica tio n  o f IRR and N PV fo rm u lae . A t  the outse t, i t  should be m entioned 

tha t throughout this N o te  s tr ic t assumptions w il l  help us to solve the problem o f 

the large amount o f in fo rm ation  required fo r se lecting  p ro je c ts . By th is , how ever, 

we do not in tend  to  ignore the com plex ities .^

V iew ed  from a tim e -d im ens ion , an investm ent p ro je c t consists o f two 

streams: (i)  Cost-stream and ( i i )  Return-stream .

T = È F  + l O  ..................... (I)
C i=1 c 1=1 c

where T is to ta l costs, 
c

F is f ix e d  or ca p ita l costs in  year i (i = 1, 2 , ............n ),
c —

is opera ting  costs in  yearj^  ( i = I ,  2 , ...............n ) .

   ®

where T is to ta l re tu rn , 
r

R^ is return from production  in  year ( i = 1, 2 m . . . .  n ),

S is scrap p rice  or v a lu e .
P

In the course o f the present research, a 19-page questionnaire was prepared 
w ith  the o b je c t o f c o lle c tin g  in form ation  fo r m aking co s t-be n e fit analysis 
o f p u b lic  p ro jec ts . A c c o rd in g ly , copies o f the questionnaire  were sent to 
P ak is tan , U n fo rtu n a te ly , we have fa ile d  to obta in  enough in form ation  to 
undertake studies a t p ro je c t le v e l.



In 1-he real w o rld  where markei- prices do nof represent socia l prices fo r 

p u b lic  Investm ent decis ions, costs and returns o f a p ro je c t should be ca lcu la te d  

a t accoun ting  or shadow p rices . For the sake o f s im p lic ity  we shall how ever, 

assume tha t there Is no d ivergence between market p rice  and soc ia l p r ic e .

Fu rthe r, there are d if f ic u lt ie s  o f measurement. N o t o n ly  are the costs and

returns associated w ith  an Investment p ro je c t u nce rta in , but also sometimes

measurement becomes Im possible, How ever, In the fo llo w in g  Section we shall

2
assume tha t costs and returns are known w ith  c e rta in ty ,

II

In te rna l Rate o f Return and N e t Present Value are 1"wo d iffe re n t approaches 

o f the discounted cash flow ^m ethod. I t  Is c la im ed tha t the discounted cash

3
flow s method Is superior to  o ther types o f decision methods since I t  considers

The assumption does n o t mean tha t risks and uncerta in ties should be ignored . 
On the co n tra ry , emphasis Is g iven to the carefu l hand ling  o f risks and 
u n ce rta in tie s . S ince no p ro je c t Is free  from uncerta in ties I t  w ou ld  be bette r 
to show a 'range o f  outcom e, ' W h ile  discussing the Green River W atershed, 
M e Kean suggested such a 'range, ' as fo llow s:

Present w orth  not l i k e ly  to fa l l outside this range:
$100 to $400 m il l io n .

Present w orth  extrem ely u n lik e ly  u n lik e ly  to fa i l  outside this range:
“ $ 1 0 0  to £600 m il l io n .

Such a presentation has the advantage o f analysing benefits In a form w h ich  
can show the worst and best o f the outcom e. C f .  Me K ean, R . N . ,
E ffic ie n c y  In Governm ent Through Systems A na lys is , N ew  Y o rk : John W ile y  
& Sons, 1958, p .206 ,

Some o f the other Investment methods are : P a y -o ff period ; Proceeds per 
rupee o f o u tla y . A verage rate o f re tu rn , e tc . C f.  M lshan, E .J . ,  C ost-B enefit 
A n a lys is , George A lle n  & Unwin L td . ,  1971, pp .1 8 5 - 18 9 . See also Bierman, 
"FKrZh'Tand Sm ldt, S . ,  The Cap ita l Budgeting Decisions, Economic Analysis 
and F inancing o f Investment Decisions, The MacmTTIan""& C o , ,  N ew  Yorl<^^ 
(Second %dTtTon) 1966, pp*T2TT-25T”



oi

the tim in g  o f cash flow s associated vdth an investm ent. The main p rin c ip le  o f

the d iscounted cash flow s method is to  make a comparison between T and T
c r

(both cf w h ich  may take p lace a t d iffe re n t times) by bringing them to present

le v e l,o r  a t zero t im e - le v e l. M oney has a tim e va lu e . O ne rupee in year-1

and one rupee In ye a r-2  are not o f the same va lu e . I f  the costs are incurred

in  d iffe re n t years they should be brought back to the present a t a chosen discount

ra fe ,^  S im ila r ly , the returns occurring  in d iffe re n t years should be brought back 

5
to the p resent. O n ly  when we have been ab le  to do so, w i l l  a proper com pari­

son between T and T be possible, 
c r

In te rna l Rate o f Return (IRR). The IRR o f an inves tm en t-p ro jec t is the rate 

w h ich  w i l l  make the  present w orth cf the cash proceeds equal to the present 

w orth  o f the cash o u tla ys . Thus, i t  is the rate fo r w h ich  the present discounted 

va lue  o f ne t returns is ze ro . Such a rate can be determ ined by a process o f 

t r ia l and e rro r. This determ ined ra te  is the ra te  o f re tu rn , r ,  o f the investm ent.

In order to determ ine r i t  is necessaiy to know: (i) the cost-stream and

( i i )  the re tu rn -s tream . F irs t, the cosKstream must be discounted a t the chosen

in te rest ra te  in  order to determ ine the present worth o f the  to ta l investm ent spread

6 ■
over a number o f years. The fo llo w in g  form ula may be used to  discount the 

cost stream .

4 The question of se lec ting  discount rate w i l l  be discussed in Section 111.

5 The ca lcu la tio n  is conven ien tly  done i f  one fo llow s the conversion Tables
a t various rates o f in terest shown in  many tex t books dea ling  w ith  investm ent 
dec is ions.

6  I f  the cash outlays required  fo r the investment take p lace  o n ly  once in the 
beg in n ing , the  present w orth  o f the to ta l cost w i l l  be equal to tha t sum, 
tha t is I w i l l  be equal to O  (equation 3) and there w il l  be no necessity
o f d isco un tin g ,



S  = n C|........................ .................................................  (3)

j= i (i + i) i

where C is the present w orth  o f the to ta l costs, - 

C is cost incurred a t the end o f the year | and 

2  is the rate o f in te res t.

O nce the va lue  o f C is know n, the second step is to d iscount the re tu rn - 
P

streOTi a t a ra te  w h ich  w i l l  make the present w orth  o f the returns just equal to 

R , the present worth o f the to ta l returns. That is,
P

f  ....................................................«>
j=i (1 + f) i 

where R is the cash f lo w  a t the end o f the year, j ,  

r is the ra te  o f re tu rn .

The above decision form ula may be exp la ined  w ith  the a id  o f a ve ry  sim ple

exerc ise. Let us consider a p ro je c t w ith  costs and returns spread over three years.

Cost -stream : First year Rs. 800

Second year Rs. 200 

Third year Rs. 200.

Expressing the . cos t-s tream  in terms o f equation 3 a t an in terest rate o f 10 per 

cen t, we get

800_____  +  200____ j  +  ^00____ o = Rs. 1 ,043 app rox.
(I + 0 .1 ) (I + 0 .1 )  (I + 0 .1 )

O nce is know n, we need to d iscount the re turn-stream  a t a rate o f re turn , 

2 , w h ich  w i l l  make i t  equal to Rs. 1 ,043. Suppose the returns, spread over three 

years, are as fo llo w s .



First year Rs. 300

Second year Rs, 710

th ir d  year Rs, 400

The stream may be w ritte n  in  the form o f equation 4 ,  as shown below.

Rs. 1,043 = 300 + 710 « + 400 «
(T + 1 )

By process o f t r ia l and error r w i l l  be found approx im a te ly  0 .1 6 , D iscounted 

a t  this ra te , R w il l  be app rox im a te ly  Rs, 1,043 w h ich  is equal to C ^ .

I f  there is no c a p ita !-c o n s tra in t, the best course is to undertake a ll pro jects 

w ith  r ^  i . In the presence o f c a p ita l-c o n s tra in t, i t  w i l l  be necessary to consider 

a number o f a lte rn a tiv e  pro jects and make a ra n k in g - lis t ,  as shown in the fo llo w in g  

T ab le ,

Investment i "  ra te  o f 
Interest

r = ra te  o f 
return

Ranking

A 0 . 1 0 0 .0 8 4

B 0 , 1 0 0 . 2 2 1

C 0 , 1 0 0.16 2

D 0 . 1 0 0 . 1 0 3

G ive n  a ra te  o f in terest 0 .1 0 , iTe correct course is to undertake p ro je c t B 

f ir s t .  I f  funds are g rea te r, undertakings of C and D w il l  fo llo w  in  order o f m e rit.

A t  the present ra te  o f in te res t, p ro jec t A  is not accep tab le  as i t  gives a ra te  o f 

return low er than the in terest ra te .

N e t Present V a lue  (N P V ). The NPV c rite rio n  makes a d ire c t comparison between 

costs and returns by bringing the streams to present w o rth . I t  is no t necessary to



determ ine r ,  the ra te  o f re tu rn . W hat is required is to compute the present values

o f the cash proceeds and cash outlays a t the g iven rate o f in te re s t,2 , and compare

the cash flo w s . Expressed fo rm a lly , the NPV c rite rio n  may be shown as fo llo w s ,

N P V  = R -  C ............... ’...................... (5)
P P

w here , as be fo re , R^ is the present worth o f the to ta l returns and is the 

present worth  o f the to ta l costs.

In order to c a lc u la te  C , the same form ula as shown in  the IRR c r ite rio n  may
P

be used. The ca lc u la tio n  o f R^, how ever, is d iffe re n t in the NPV approach 

since i t  is no longer necessary to f in d  out r ,  the ra te  o f re tu rn . As in the ca lc u la tio n  

o f C ^ , the return stream must be computed by using the ra te  o f in te re s t,2 , as shown 

in equation 6  be low :

R.

(I -h i) *

The notations are the same as in  (4) w ith  the change o f i in  p lace  o f2 » H ere 2  

ind ica tes the  ra te  a t w h ich  the present va lue o f the cash proceeds, R^, is com puted.

The N P V  c rite rio n  may be illu s tra te d  by tak ing  an inves tm en t-p ro jec t w ith  a

cost-stream  as shown dn- page 62 w ith  a present va lue o f costs, = Rs, 1 ,043.

Let us suppose tha t the re turn-stream  is as fo llo w s :

F irst year Rs. 200 

Second year Rs. 800 

Th ird  y  ear Rs, 300

A p p ly in g  equation 6  and assuming i = 0 .10 , we may w rite  the cash proceeds

as

f h , :



O nce  C and R are know n, NPV can be ca lc u la te d .
P P

N P V  = R -  C .................(5)
P P

= Rs. 1 ,068  -R s .  1,043 

= Rs. 2 5 .

Here the p ro je c t shows: a pos itive  N P V  and is a cce p ta b le . In the absence 

o f c a p ita l-c o n s tra in t,  the  co rre c t course would be to undertake a ll pro jects 

w ith  a pos itive  N P V . As in the IRR-approach, in the presence o f c a p ita l-  

constra in t i t  w ou ld  be necessary to determ ine the su itab le  a lte rn a tiv e  through 

p ro je c t- ra n k in g .

Investm ent R = Present worth 
^  o f to ta l returns 

in Rs,

C “  Present w orth  
^ o f to ta l costs 

in  Rs,

NPV 
in 
Rs.

Ranking

A 1 , 0 0 0 1,043 —43 4

B 1 , 1 0 0 1,043 57 1

C 1,068 1,043 25 2

D 1,043 1,043 0 3

I f  there is cap ita  I-c o n s tra in t, p ro je c t B w il l  be undertaken f i r s t .  I f  more 

funds are a v a i la b le ,  p ro je c t C w i l l  be chosen. So fa r  as p ro je c t D is concerned, 

R^ = C and the undertaking o f the p ro je c t is ne ither b e n e fic ia l nor h a rm fu l. 

P ro jec t A  cannot be un dériva ken a t the g iven ra te  o f in te re s t, 0 .1 0 , H ow ever, 

i f  the ra te  o f in terest fa l ls ,  p ro je c t D w i l l  show a pos itive  N PV and p ro je c t A  

may also appear a ccep tab le . The opposite w i l l  occur i f  the ra te  o f in te rest rises.

I t  may be observed tha t both IRR and N PV c rite ria  w i l l  g ive  the same 

resu lt in  normal cases. But i f  the re turn-stream  changes sign fre qu e n tly  from
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n e g a tiv e  to pos itive  and back to  n eg a tive , then more than one in terna l rate o f

7
return w il l  be fo u n d . F u rthe r, as has been observed by Purvey, i f  the IRR- 

method fa ils  to use a "d iscount ra te  representing our re la tiv e  eva lua tion  o f
g

cu rren t and postponed returns and costs ," i t  w i l l  be the wrong c r ite r io n . In 

order to avo id  this confusion , we have assumed tha t in  using both the methods -  

In te rna l Rate o f Return and N e t Present V a lue  -  a d iscount ra te  representing a 

socia l ra te  should be used, and i f  i t  cou ld  be done the  IRR-method m ay, in  most 

cases, g ive  co rrec t s ignals. M o reover, i f  both IRR and NPV are used i t  may be 

a useful comparison to  observe how fa r the p ro je c t-ra n k in g  is ju s t if ie d , v iewed 

from  both decisions fo rm u lae .

In the above discussion i t  was assumed tha t not o n ly  the cash-outlays and 

the cash-proceeds are known b u t also tha t the rate o f in te res t, i ,  is g iv e n .

In re a l i ty ,  how ever, se lection  o f an in terest ra te  is not a sim ple task . O ne often

9
comes across suggestions in the form o f socia l tim e preference ra te  and socia l

7 C f.  Henderson, P .D . ,  "N o tes on P ub lic  Investment C rite ria  in  the U n ited  
K in g d o m ," B u lle tin  o f the O xfo rd  U n ive rs ity  Ins titu te  o f Economics and 
S ta tis tics , V o l .  27 , 1965, p . 61, See also M ishan, E . J . ,  "A Proposed 
N o rm a liza tio n  procedure fo r P ub lic  Investment C r i te r ia , "  Economic Jo u rna l, 
Decem ber, 1967, p .777 .

8  T u rvey , R . , "Present V a lue  versus In te rna l Rate o f Return -  A n  Essay in  the 
Theory o f Third Best, "  Econome J ^ r n a l ,  MarcTTl 963, p . 96 .

9 As has been observed by Feldste in : "For p u b lic  investm ent decisions we 
may wish to re je c t the m arket-determ ined eva lua tion  o f fu tu re  consumption 
in  favou r o f a p o l i t ic a l ly  determ ined so c ia l tIm e p re fe re n ce  fu n c t io n ,"
"The Social Time Preference D iscount Rate in Cost Benefit A n a ly s is ,"
Economi A jo u rn a  un e T 9 ^ 7 ” p ” 8647"



ojDpori'unîly cost ra te  as measures o f the socia l rate o f in te re s t. But the 

in f  orm ation required  fo r estim ating  socia l tim e preference or socia l oppo rtun ity  

cost ra te  re lates to many aspects o f the econom y, most o f w h ich  may not be 

a v a ila b le .

In the underdeveloped countries where the cap ita l m arket is h ig h ly  im p e rfe c t, 

one can observe m arket rates o f in terest ranging from less than 3 per cent to 

more than 50 per c e n t. H e re , the problem o f se lecting  an in terest ra te  fo r 

d iscounting  is ex lre rne ly  d if f ic u l t . .  I t  is true tha t exercises in the form o f 

L inear Programming can help to determ ine the in tr in s ic  va lue o f c a p ita l.  But, 

as w i l l  be shown in  A ppend ix  A ,  i t  has not ye t been possible to app ly  an overa ll 

programming approach in the con text o f econom ic p lann ing in P ak is tan . The 

best tha t cou ld  be done is to se lec t a range o f a lte rn a tive  rates app ly in g  some 

p a rtia l c r ite r ia .

10 Socia l o pp o rtun ity  cost ra te  o f a p ub lic  investment has been defined by 
Henderson "as the  va lue  to  soc ie ty  o f the use of w h ich  the resources employed 
in  the p ro je c t w^uld otherw ise have been put -  in o ther words, the  va lue  to  
so c ie ty  o f w hatever i t  is tha t the p ro jec t p re c lud e s ," C f,  "Notes on P ub lic  
Investm ent C rite ria  in  the  U n ited  K ingdom , "  op . c i t . ,  p . 6 6 .

11 See, fo r exam ple , Prest, A . R . ,  and T urvey, R ,,  C ost-B ene fit A na lys is :
A  S u rve y ," Economic Jo u rn a l, December, 1965, p p . 6?7-9 9  and 729 .
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Chapter 3

GROWTH OF G O VERNM EN T EXPENDITURE 

The main o b je c t o f this C hapter is to g ive  some idea o f the growth o f govern­

ment expend itu re  in  P akistan , In recent years, a number o f coun try  case-studies 

have been made in this f ie ld  J  But no study has ye t been made to analyse the 

grow th o f governm ent expenditure in Pakistan, though several p a rtia l attempts 

to  measure governm ent developm ent expenditu re  are to  be fou n d . In this 

C hapte r, we shall try  to  analyse the  growth o f to ta l governm ent expenditu re  and 

governm ent developm ent expenditure in  Pakistan, A n  a ttem pt w i l l  also be 

made to show the reg iona l grow th o f government developm ent expend itu re .

I t  p robab ly  needs no mention tha t in keeping in  lin e  w ith  our s tudy, the main 

emphasis o f this Chapter w i l l  be on government developm ent expend itu re .

The c h ie f source o f in fo rm ation  is the M in is try  o f F inance o f the G overnm ent 

o f P akistan , w h ich  compiles data o f government expenditu re  by the C entra l and 

P ro v in c ia l Governments o f P ak is tan , The data a va ila b le  have been used to  estimate 

f ir s t ,  to ta l government expenditu re  and second, governm ent developm ent expend-

1 Professor A  .T , Peacock has emerged as a pioneer in  this f ie ld .  A lo ng  w ith
Professor Jack Wisenan he studied the case o f the U .K .  fo r the period  from 
1890 to  1955, C f . P eacock, A  .T , ,  and W iseman, J . ,  The G row th  o f Public  
Expend itu re  in  the U n ited  K ingdom , George A lle n  & Unw in L td . ,
London 196l7 ~ 3 ^ e  other im porion t studies are: A n d ie , S . ,  and V eve rka , J ,  , 
"The G row th  o f G overnm ent Expenditure in Germ any since U n if ic a t io n ,"  

F rn ^n zo rch ive riJa n u a ry  1963/6?, p p . 169-237. G u p ta , S .P . ,  "PuBTTc 
Expenditure and Economic G rov/th -  A  Time Series A n a ly s is ,"  P ub lic  F inance , 
"N o T % n % 7 /p p l 4 2 3 -5 3 . Reddy, K . N . ,  "G row th  o f Governm ent Expenditure  
and N a tio n a l Income in Ind ia : 1872-1966, " Pubric F inanc?7 "l^oF T /f97Q , 
p p . 81“ 95 .
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îtu re  from 1949-50 to 1969-70, A  cautionary w o rd , how ever, is necessary 

concern ing the last two years o f the s tudy. W h ile  i t  was possible to c o lle c t 

data o f ac tua l governm ent expenditu re  up to 1967-68, this was not so fo r 

1968-69 and 1969-70, fo r w h ich  periods we have taken the figures o f the 

Budget estimates a v a ila b le ,

A  note on the p rice  leve l o f the data may also be m entioned. The source 

in fo rm ation  is in  current prices and does not a llo w  us to make an in te r-p e rio d  

comparison o f the absolute fig u res . So, in  order to convert them a t 1959-60 

fa c to r cos t, the N a tio na l Income D e fla to r im p lic it  in  the G N P  estimates o f 

Pakistan (Background Table 9) has been used fo r  com parison.

The Chapter is d iv id ed  in to  three Sections. In Sections I and I I ,  we shall 

measure the growth o f to ta l government expenditure  and governm ent deve lop­

ment expend itu re , re spec tive ly ; the measurement is ca rried  a t aggregative  

le ve l o n ly .  The growth a t per cap ita  leve l is analysed in Section I I I .

I Total Governm ent Expenditure

O ur estimate o f governm ent expenditure in  Pakistan is based on the Budgets

o f the Centi'ol and P ro v in c ia l Governments o f the co un try . Thus, the estimate

o f governm ent expenditu re  w il l  exc lude  expenditure  made by the Local a u th o r-

. 2
i t ie s .  This approach however is s im ila r to tha t adopted in  some other studies.

2 For exam ple , in measuring government expenditure  in  Ind ia  fo r the period
1872-1966, Reddy has adopted the same approach. C f.  Reddy, K . N . ,  " G row th  
o f G overnment Expend itu re  and N a tio na l Income in  Ind ia  : 1872-1966, " 
o p , c i t . ,  p . 84 ,



Before p roceed ing , a note on the P rov inc ia l Govemm enis o f Pakistan is 

necessary. A t  the tim e o f Independence (1947), the whole o f East Pakistan 

comprised one P ro v in c ia l u n it ,  w h ile  in  West Pakistan there were a number o f

3P ro v in c ia l bodies. In 1955, the d iffe re n t P rov inc ia l o rgan iza tions w ith in  West 

Pakistan were merged in to  ‘one u n it ' which created one s ing le  P rov inc ia l G overn­

ment fo r  West Pakistan . The 'one u n it ' system remained in operation fo r f if te e n  

years and since J u ly  1970 West Pakistan has been d iv ided  in to  fou r P rov inces.^

The adm in is tra tive  shuffle  in West Pakistan may tend to  create problems fo r data 

c o lle c t io n . F o rtun a te ly , data are a v a ila b le  on the basis o f the fo llo w in g :

I , The G overnm ent o f Pakistan; 2 .  The Government o f East Pakistan; and 

3 . The Governm ent o f West Pakistan . A c c o rd in g ly , in  our measure o f government 

expend itu re  in  Pakistan the fo llo w in g  procedure has been adopted:

T = G  + G  + G   ................... ( 3.1)
g p e w

where T^ îs to ta l government expenditu re  in  Pakistan ,

G  is expenditu re  by  the G overnm ent o f P akis tan , tha t is by the 
^ C entra l G overnm ent,

G ^  is expenditu re  b y  the G overnm ent o f East Pakistan , and

G ^  is expenditu re  by the G overnm ent o f W est Pakistan.

Background Table 27 shows in  some de ta il both Revenue and C a p ita l expend­

itures by the G overnm ent o f P akistan , the Governm ent o f Eust Pakistan and the 

G overnm ent o f West Pakistan fo r the period 1947-48 to  1969-70. As may be seen

3 A ndrus, J .R , and Mohammed, A , F , , The Economy o f Pakistan, O xfo rd  
U n ive rs ity  Press, 1958, p . 356.

4 The P ro v in c ia l G ove rnm en t are : I ,  Governm ent o f P un jab, 2 ,  G overnm ent 
o f S ind , 3 . G overnm ent o f the N o rth  West F ron tie r P rovince, and 4 .  
G overnm ent o f B a luch istan ,



Table 3 . I

To ta l G overnm ent Expenditure in Pakistan

(Rs, in  Crore)

Current
Prices

(I)

1959-60 
Factor Cost 

(2)

As %  o f 
G NP 

(3)

1949-50 270 332 13.57

1950-51 236 289 11.36

1951-52 297 335 13.18

1952-53 304 364 13.95

1953-54 300 382 13.74

1954-55 260 343 12.28

1955-56 277 340 1 2 . 2 2

1956-57 297 329 11.17

1957-58 376 393 13.23

1958-59 371 399 13.24

1959-60 450 450 14.33

1960-61 466 443 13.39

1961-62 518 498 14.21

1962-63 567 532 14.68

1963-64 746 710 18.07

1964-65 781 704 17.15

1965-66 10,33 893 2 0 .7 8

1966-67 12,26 951 21.07

1967-68 1 2 ,1 0 953 19.64

1968-69* 13,83 10,38 2 0 .2 4

1969-70** 14,48 10,48 19.3!

Sources and N otes:
C o l. (I) -  Background Table 27 .
C o l. (2) “  Computed by d iv id in g  the figures of C o l. (I) w ith  the N a tio n a l 

Income D e fla to r shown in Background Table 9 ,
C o l. (3) -  Computed by using the G N P figures shown in Background Table

Figures have been rounded o f f ,

*  Revised Estim ate,

* * Budget Estim ate.
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from the T ab le  the Central Governm ent gives fin a n c ia l assistance to the P rov inc ia l 

G overnm ents. So, to avo id  double counting the amount g iven as fin a n c ia l assistance 

has been subtracted from  the gross to ta l expenditure  o f the Central G overnm ent. The 

net to ta l expend itu re  o f the G overnm ent o f Pakistan thus found has been added to the 

expenditu re  by the Governments o f East and West Pakistan. This gives the tota l 

government expenditu re  in Pakistan.

As a lready m entioned, the source in form ation  is in  cu rren t prices and a d ire c t 

comparison is no t possible. By using the N a tio na l Income D e fla to r the source figures 

have been converted a t 1959-60 fa c to r cost, as shown in  Table 3 .1 . I t  is found tha t 

a t 1959-60 fa c to r cost, to ta l government expenditure  has increased from Rs. 332 crore 

in  1949-50 to Rs. 10,48 crore in  1969-70. The increase in  G N P  in  the corresponding 

period was from Rs. 2 4 ,4 7  crore to Rs. 5 4 ,28  crore .

Chart 3.1 shows the growth o f to ta l government expenditu re  and G N P . Looking

est the Chart i t  is apparent tha t a lthough to ta l government expend itu re  and G N P

have increased in  absolute terms in  the whole period , the growth o f the former has

been faster than tha t o f the la tte r . One may also mark Iwo Im portant features of

the growth o f to ta l government expend itu re . F irst, I t  is since 1956-57 in  p a rticu la r

tha t the growth of to ta l government expenditure  has almost been continuous. This

5
tim e co incides w ith  the beginn ing o f the First F ive -Y ea r P lan. Second, there 

are three d is tin c t periods -  1956 -  57 to

5 The P lan, o f course, covei's the period from June 1955 to J u ly  I960, but as
has been observed by the Chairman o f the P lanning Commission, "the preparation 
o f the First Plan was not com pleted u n til near the m idd le  o f the f iv e -y e a r period 
w h ich  i t  c o v e re d ." C f. G O P , PC, The Second F ive Year P lan, p . x îü .
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C hart 3.1
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to 1959-60, 1960-61 to  1963-64, and 1964-65 to 1969-70 -  o f s ig n ific a n t

increase o f to ta l governm ent expenditu re  w ith  a gap o f one year between each

o f the three periods. In the tw o gaps, w h ile  there was an increase o f G N P ,

to ta l governm ent expenditu re  d e c lin e d . This may be due to the 'two steps

forw ard  and one step backw ard ' p o lic y  d e lib e ra te ly  fo llo w e d  fo r ra ising to ta l

governm ent e xpend itu re . A lte rn a t iv e ly ,  one may associate the three periods w ith

the special happenings such as the F irs t, Second and Third F ive -Y e a r Plans and the 

6
1965 war w ith  In d ia . H ow ever, considering tha t the w ho le  period  from 1949-50 

to 1969-70 is not ve ry  lo n g , i t  is safe not to iso la te  this or tha t part o f the period 

fo r any p a rtic u la r s tudy. The best tha t can p robab ly  be said is tha t the growth o f 

governm ent developm ent expenditu re  over the period  considered is in  lin e  w ith  the

7hypothesis o f increasing government expend itu re .

Table 3,1 shows also the growth o f  to ta l governm ent expenditure  as a per­

centage o f G N P , I t  is found tha t in 1949-50 to ta l governm ent expenditu re  as a 

percentage o f G N P was 13,57. The figu re  dec lined  to around 12 per cent in the 

m id - f if t ie s .  Some increase is no ticeab le  a fte r 1956-57, I t  is in  the 1960 'show ever, 

tha t a marked and fast growth took p lace : from 13.39 per cent in  1960-61 to 

21,07 per cent in 1966-67, In la te r years, there has been some dec line  from the 

1966-67 f ig u re , but i t  has never gone be low  I9per c e n t. How the growth o f to ta l

6  I t  should be m entioned tha t the firs t two periods do not cover the whole F irst 
and Second Plans, tha t is the firs t period  Is short o f one-year from the beg in ­
n ing  o f the F irst Plan and the second period is short o f one-year a t the end 
o f the Second P lan .

7 The hypothesis is associated w ith  the name of W agner. C f,  W agner, A . ,
"The N a tu re  o f Fiscal P o lic y "  in M usgrave, A ,R . , and A .T ,  Peacock (eds.)
Classics in the Theory o f P ub lic  F inance , M a c m illa n , 1967, p p .1-8.



government expenditu re  as a percentage o f G N P in Pakistan compares w ith  tha t 

in  neighbouring  Ind ia  is shown in  Table 3 .2 .  From the Table i t  fo llow s tha t 

a lthough to ta l government expenditu re  as a percentage o f G N P has increased in  

Pakis tan , the growth rate has not been as fast as in In d ia ,^

Table 3 .2

Governm ent Expenditure as % o f G N P in Pakistan and Ind ia

Pakistan
( i)

Ind ia
(2 )

1949-50 13.57 -

1950-51 11.36 8 .5 9

1952-53 13.95 10.50

1955-56 1 2 . 2 2 12.30

1956-57 11.17 13.38

1959-60 14.33 —

1961-62 14.21 17.60

1964-65 17.15 -

1966-67 21.07 2 3 .92

1968-69 2 0 .2 4 —

Sources: C o l. (I) -  Table 3 ,1 . Col .(2) -  Reddy, K , N , ,  o p . c i t . , p p . 92-93 ,

The faster growth ra te  o f to ta l government expenditu re  in Ind ia  may be p a rtly  
exp la ined  as the  result o f  the so c ia lis tic  pattern  o f developm ent w h ich  demands 
tha t a large portion  o f the G N P should be managed by the S ta te . In order to 
test the  hypothesis i t  w o u ld , o f course, be necessary to see the growth o f 
governm ent developm ent expenditure since a large part o f  the to ta l government 
expenditu re  may be in  the form o f non-developm ent expenditu re  w h ich  may 
im p ly  w astage.



In order to measure the incom e e la s tic ity  o f governm ent expenditu re  in

9
Pakistan the fo llo w in g  form ula may be used.

n  = d G  /  dY 
^  G  Y

where is income e la s tic ity  o f government expend itu re , 

dG  is change in governm ent expend itu re ,

G  is government expenditure in the f irs t yea r, 

dY  is change in G N P , and 

Y  is G N P in the firs t ye a r, 

vyj^as been computed a t tw o  leve ls: f ir s t ly ,  fo r the period  1949-50 to 1969-70; 

second ly , fou r f iv e -y e a r periods were taken . fo r the w ho le  period is 1.7 7 . 

Estimates a t the f iv e -y e a r  levels show some d ive rgence , how ever, as shown below

Period Considered ^  ~ Income E la s tic ity  o f 
Governm ent Expenditure

1950-51 to 1954-55 0 .2 4

1955-56 to 1959-60 2 .4 7

1960-61 to 1964-65 1.84

1965-66 to  1969-70 1.52

Considered in the f iv e -y e a r periods, i t  is found tha t in  the p re -F îrs t Plan 

Period (1950-55) was less than one , w h ile  in  the F irs t, Second and Third Plan 

periods has been more than one . The highest ^ i s  observed in  the First Plan

There is noth ing new in the fo rm u la . The fa m ilia r  e la s tic ity  approach has 
been used to measure''Y • See fo r exam ple, Ryan, W . J . L . ,  P rice  Theory, 
M acm illa n  & C o . , London, F irst Published 1958. Reprinted 1967, p p .34-39,



period  (1955-60). Since then there has been some d e c lin e , but the fig u re  has 

not dec lined  to less than one ,

Ji G overnment Development Expenditure

In Section I ,  an a ttem pt was made to estimate the growth o f to ta l govern­

ment expend itu re  in  P akistan , Such a measurement, a lthough use fu l, is not 

adequate fo r an understanding o f the ro le  o f the governm ent sector in  the economic 

developm ent o f the co u n try . For this we need to measure tha t part o f to ta l 

governm ent expenditu re  w h ich  is channelled as developm ent expend itu re . In other 

words, we im p lic i t ly  consider a c la ss ifica tion  o f to ta l government expend itu re , 

as fo llo w s ;

T = G  , + G  ............................  (3 .2 )
g d n

where G ^  is governm ent developm ent expend itu re , and 

G  is governm ent non-developm ent expend itu re .

W h ile  equation  3.1 (page 71 ) is he lp fu l in showing tha t part o f G NP being 

channe lled  through the government exchequer, equation 3 .2  is useful fo r under­

standing the pa rt being p layed  by the Government w ith  re ference to  economic 

deve lopm ent. In fa c t ,  i t  is government developm ent expenditu re  w h ich  gives rise

V
to w hat was c a lle d  'p u b lic  sector investm ent' in Chapter I .

The above c la ss ifica tion  (3 .2 ) assumes tha t to ta l governm ent expenditu re  

can be c le a r ly  d iffe re n tia te d  in to  developm ent and non-developm ent expend itu re . 

Such a d is t in c tio n ,, how ever, is not eas ily  made in p ra c tic e . For exam ple , i t  is 

d i f f ic u l t  to determ ine how much o f the expenditure on c iv i l  adm in is tra tion  (v/h ich 

also takes part in developm ent a c tiv it ie s ) is G ^  or G ^ .  N o tw iths tand ing  this



-  /V

d if f ic u l ty ,  the above c la ss ifica tion  is useful fo r a n a ly tica l purposes, a t least fo r 

two reasons. F irs tly , fo r a deve lop ing  economy lik e  that o f Pakistan where the 

p u b lic  sector takes an a c tiv e  part in  developm ent p lann ing, a c la ss ifica tion  in  

the form o f equation 3 .2  is more lo g ica l than the conventiona l c la ss ifica tion  o f 

the adm in is tra tive  budgets in to  ca p ita l account and current accoun t.

Secondly, as w il l  be seen in  Chapters 5 and 7 , econom ic p lann ing in vo lv in g  

the w ho le  o f government developm ent expenditu re  is more advantageous as i t  

a llow s the planners to a llo c a te  the to ta l fund in a c cordon ce w ith  the developm ent 

o b je c tive s . U n fo rtuna te ly , the Plans o f Pakistan have not been stra igh tfo rw ard  

in  this regard. Instead o f considering the en tire  government expenditu re  channelled 

fo r deve lopm ent, a portion  has been ke p t outside the Plan. The planners, o f course, 

have trie d  to  keep th e ir position  safe by advancing some a r t i f ic ia l d e fin it io n  o f 

government developm ent expend itu re  in lin e  w ith  the p u b lic  sector investment 

provided in  the Plans. But such a d e fin it io n  leaves an im portant question

10 As has been remarked by W aterston, "because cap ita l expenditures may be 
nondevelopm ental and current expenditures may be deve lopm enta l, i t  is a t least 
as im portant fo r e ffe c tiv e  in teg ra tion  of a p lan and budget tha t developm ent 
transactions, w hether cap ita l or cu rren t, be id e n tif ie d  and separated from non­
developm ent transactions. " C f. W aterston, A . ,  Developm ent P lanning: Lessons 
o f Experience, The Johns Hopkins Press, Baltim ore, 1965, p . 231.

11 The planners o f the Second Plan took a d e fin it io n  of government developm ent 
expenditu re  w h ich  d iffe rs  from the d e fin it io n  adopted in  the First P lan. For the 
d e fin itio n s  o f governm ent developm ent expenditure  in the First and Second Plans 
see G O P , N a tio n a l P lanning Board, The First F ive Year P lan, p . 131 and G O P , 
PC, The Second F ive  Y ear P lan, p . 10 . A ccord ing  to the new d e fin it io n  taken 
fo r the Second P lan, the e n tire  expenditure  fo r the Indus Basin Developm ent 
Works has been kept exc luded . M oreover, as has been remarked by Professor 
Parkinson, "The d e fin it io n  o f developm ent expenditu re  adopted fo r the Second 
Plan was ra ther com plex, p a rtly  because i t  was designed to serve adm in is tra tive  
purposes and by c lass ify ing  some n o n -ca p ita l- fo rm in g  expenditure as developm ent 
expend itu re  to g ive  this greater p r io r ity  than the t i t le  non-developm ent w ou ld  
have ca rrie d . " C f. Parkinson, J .R . ,  " An A lte rn a tiv e  Estimate o f Development 
Expenditure during the Second P la n ,"  (M im eo), K arach i, August 1966, p . 2 .
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unanswered: W hether or no t econom ic p lann ing  o f governm ent expenditu re  

tha t excludes a part o f developm ent expenditure by the governm ent can be 

consistent?

In an a ttem pt to measure the growth o f government developm ent expend itu re ,

the estimates made by the P lann ing Commission were consulted in  the f irs t p la c e .

E ither because o f the problem o f d e fin it io n  a n d /o r the subsequent revis ion  o f

d a ta , d iffe re n t pub lica tions  o f the P lanning Commission show d iffe re n t estimates

o f governm ent deveî opment expenditu re  and a t times the d iffe re n ce  is qu ite  

12
m arked. Further, no estimates o f government developm ent expenditure fo r the 

e a rly  years are a v a ila b le  from the P lanning Commission, So, in order to measure 

the grow th o f governm ent developm ent expenditure from the e a r ly  years, deve lop­

ment expend itu re  data were made use o f ,  as shown in  the expenditu re  accounts o f 

the C entra l and P ro v in c ia l G overnm ents. The estimate is shown in  some de ta il 

in  Background Table 28 . As in the  case o f to ta l government expend itu re , fo r our 

estim ate o f governm ent developm ent expenditure we have taken the Governments 

o f P ak is tan , East Pakistan and West Pakistan , Both C a p ita l and Revenue deve lop­

ment expenditures by  these three Governments have been in c lu d e d . To put i t  in 

a d iffe re n t w a y , in  a p a rtic u la r year government developm ent expenditu re  is 

equal to  the sum o f ( i)  d ire c t ca p ita l o u tla y  by the three G overnm ents, ( i i )  

developm ent loans g iven b y  these Governments to semi -independen t organizations 

and loca l bod ies, and ( iü )  the ir developm ent revenue expend itu re .

12 For exam ple , p u b lic  sector developm ent expenditu re  fo r the year 1965-66
is shown as Rs. 3,113 m illio n  in the M id -p la n  Review  o f the Third  F ive -Y e a r 
Plan (op , c i t . ,  p . 13), w h ile  a figu re  o f Rs. 2 ,9 7 0  iTuTTion iTshown in  the 
P re lim ina ry  Evaluation o f the Third F ive -Y e a r Plan (op . c i t . ,  p . 175).



Estimate ! in Table 3 .3  is taken from the measure o f government deve lop­

ment expend itu re  as shown in Background Table 2 8 . An a lte rn a tiv e  measure taken 

13
from Haq fo r  the period  from 1949-50 to 1959-60 and from the Planning Commis­

sion^^ fo r the period  from 1960-61 to 1969-70 is shown in Estimate 11. I t  seems 

tha t Haq fo llo w e d  a s im ila r procedure to the present one , and both the estimates 

co in c ide  up u n til 1952-53, A fte r  th is some va ria tion  is observed w h ich  is almost 

c e r ta in ly  no t due to a com putation error on our p o rt. The estimates shown fo r the 

pe riod  1960-61 to 1964-65 in  Estimate II are h ighe r than the present estimate 

excep t fo r 1960-61. This may be due to the inc lus ion in  Estimate II o f some 

revenue expenditu re  w hich is not shown as developm ent expenditu re  in  the source 

we have considered. The figures in Estimate II from 1965-66 to 1969-70 are 

low er than our estim ate , p robab ly  due m a in ly  to the exclusion  o f N on -P lan  

deve lopm ent expend itu re  from the fo rm er. H ow ever, instead o f going fu rthe r 

to  deal w ith  the comparison i t  is p robab ly  s u ffic ie n t to mention tha t a lthough 

our estim ate o f governm ent developm ent expenditure is based on the p rim ary 

source, i t  w ou ld  be safe i f  i t  were considered s im ply as an a lte rn a tive  estim ate .

F o llo w in g  the approach taken fo r tota l government expend itu re , the figures 

fo r governm ent developm ent expenditu re  a t current prices have been converted 

a t 1959-60 fa c to r cost by using the N a tio na l Income D e fla to r, Thus com puted, 

we see from Table 3 .3  tha t government development expend itu re  has increased 

from Rs. 35 crore in 1949-50 to  Rs. 457 crore in 1969-70.

13 The S tra tegy o f Economic P lann ing , o p . c i t . ,  p . 225 ,

14 From 1960-61 to 1964-65: F inal Evaluation of the Second F ive  Year P la n , 
o p . c i t . ,  p .  146. From 1965-66 to 1969-70: P re lim inary Evaluation o f the 
Th ird  F ive  Y ear P lan , o p . c i t . ,  p .  175.



Table 3 ,3

G overnm ent Developm ent Expenditure in Pakistan

(Rs, in  Crore)

Current Prices Estimate I Estimate
Estimate I Estimate II in  1959-60 as %  o f

Factor Cost GNP
( 1) (2 ) (3) (4)

1949-50 28 28 35 1.43

1950-5! 26 26 32 1.26

1951-52 48 48 54 2.14

1952-53 65 65 78 2 .9 7

1953-54 64 6 8 81 2 .9 2

1954-55 63 74 83 2 .9 9

1955-56 73 80 90 3.21

1956-57 89 82 99 3 .3 3

1957-58 131 140 137 4.61

1958-59 137 135 147 4 .9 0  ■

1959-60 164 180 164 5 .2 3

1960-61 183 183 174 5 .2 6

1961-62 221 237 21 2 6 .0 7

1962-63 231 272 217 5 .9 7

1963-64 318 330 303 7.71

1964-65 356 371 321 7 .8 2
(360) (325) (7.91)

1965-66 320 297 277 6 ,44-

1966-67 548 370 425 9.41
(461) (357) (7 .92 )

1967-68 501 452 395 8.14

1968-69 593 499 445 8 .6 7

1969-70 631 525 457 8 .42
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The growth o f government developm ent expenditure as a percentage o f GNP 

IS shown In C o !. (4 ) . I t  Is found tha t the figu re  was o n ly  1,43 per cent In 1949-50, 

I t  Increased to about 3 per cent In 1954-55, and fu rthe r to 5 .2 3  per cent In 1959™ 

6 0 , The corresponding fig u re  In 1964-65 was 7 ,8 2  per ce n t. There was a sharp 

de c lin e  to 6 ,4 4  per cent In 1965-66, due m a in ly  to the Indo-Paklstan war In 

September 1965, Thereafter the fig u re  Increased and remained above 8  per cent 

In the la te  19 60 's.

Since the 1950's and 1960's p rovide  examples o f two d is tin c tiv e  decades

w ith  d iffe re n t econom ic perform ances. I t  may be o f In terest to  analyse the

grow th  o f governm ent developm ent expenditu re  In these two periods. The growth

o f governm ent developm ent expenditu re  In absolute and re la tiv e  terms Is shown In

C hart 3 ,2 ,  tak ing  the I950's and I960's separa te ly . The equations o f the trend

lin e a r regressions and the co rre la tion  coe ffic ien ts  (R) observed In each case are

2
shown b e lo w . (Figures In parenthesis show the va lue  o f R )

A bso lu te  A m ount: Rs. In Crore

N = G overnm ent Developm ent 
Expenditure In year t

R

1950's 10 23,3335 + I3 .3 0 3 0 t 0 .9 6 97
(0 .9403)

I960 's 10 142 .9337+  32 .6666 t 0.9541
(0.9103)

As Percentage of GNP

N Y^ = G overnm ent Developm ent 
Expenditure In year t

R

I950's 10 ■ "171994 4̂  0 .39211 0 .9575
(0.9168)

I960's 10 5.3510 + 0 .3 7 0 9 t
"  ■ , ................... , _

0.8213
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From the trend observed, i t  is apparent tha t m the Î960's governm ent deve lop­

m ent expend itu re  has not o n ly  been h igher in  both absolute and re la tiv e  terms, but 

also the absolute ra te  o f growth is much faster than th a t in  the I950 's . How the 

grow th o f governm ent developm ent expenditure  in the 1950 's and 1960 's has a ffec ted  

the inveshnent s itua tion  in  the respective decades does o f course, pose an im portant 

question in  the  con tex t o f the econom ic developm ent o f P ak is tan , H ow ever, we 

p re fe r to  take up th is  p o in t in  the next Chapter when we analyse the growth o f 

p riva te  investm ent as a fu n c tio n  o f government expend itu re .

The form ula  a pp lie d  in  estim ating  income e la s tic ity  o f to ta l government 

expend itu re  may also be app lied  in  governm ent developm ent expe n d itu re . Taking 

the  w ho le  period  from 1949-50 to 1969-70, income e la s tic ity  o f government develop-

ment expend itu re  is found to be 9 .9 0 . The values o f a t f iv e  year leve ls

are shown be low ;

Period Considered = Income e la s tic ity  o f 
governm ent developm ent 
expend itu re

1950-51 to 1954-55 9 .7 6

1955-56 to 1959-60 7 .7 2

1960-61 to 1964-65 3.13

1965-66 to 1969-70 1.32

I t  there fo re  fo llow s tha t the income e la s tic ity  o f governm ent developm ent 

expend itu re  has been g rea ie r than one . The growth ra te , how ever, was much faster 

in  the e a r ly  years when the leve l o f government developm ent expenditu re  was very 

lo w . O ve r the years, the le ve l has grown and the grow th o f governm ent developm ent 

expend itu re  in  re la tio n  to  tha t o f G NP has been d e c lin in g . But s t i l l  the growth



ra te  o f governm ent developm ent expenditu re  Is much faster than tha t o f G N P .

Regional Estimate o f G overnm ent Development Expenditure. The measurement 

o f governm ent developm ent expenditu re  as shown In Table 3 .3  has been made a t 

na tio n a l le v e l. In keep ing W ith the reg ional approach o f the present w o rk , 

an a ttem pt may be made to see the growth o f governm ent developm ent expenditu re  

In East Pakistan and West P akis tan . A t  the outse t. I t  should be m entioned tha t In 

order to  make an e xac t measurement o f government developm ent expenditu re  a t a 

reg iona l le ve l one must have a re lia b le  estimate o f the d is trib u tio n  o f Central 

G overnm ent expend itu re  between East Pakistan and West P akistan , I t  Is here 

th a t one o ften  faces d if f ic u lt ie s ,  and one probab ly cannot avo id  having to  make 

some assumptions. As a re su lt, there may be some discrepancy between a lte rn a tiv e  

estim ates. For exam ple , Haq and Rahman have made estimates o f p u b lic  

developm ent expend itu re . Data fo r  the period  1955-56 to  1959-60 are common 

to  both estim ates. A  com parison, how ever, shows tha t not o n ly  do they d if fe r  

In absolute am ount, bu t also the percentage of reg ional d is tr ib u tio n  Is not the same. 

Haq's estim ate shows a share o f 30 per cent fo r East P akis tan , w h ile  I t  Is o n ly  21 

per cent In Rahman's estim a te . From 1960-61 to 1969-70 estimates a t Pne reg ional 

le ve l are a v a ila b le  from the P lanning Commission. B ut, as m entioned e a r lie r ,

17
there are d if f ic u lt ie s  In accep ting  P lanning Commission's estim a te .

15 H aq , M . ,  The S trategy o f Economic P lann ing, o p . c i t . ,  p . 254 .

16 Rahman, M . A . ,  "The Role o f the P ub lic  Sector In the Economic Developm ent 
o f P ak is tan , o p . c i t . ,  p . 7 0 .

17 A t  reg iona l le v e l,  there  Is the  fu rthe r problem In vo lv in g  the non-P lan deve lop ­
m ent e xp e n d llu re . As m entioned e a r lie r , accord ing  to the d e fin it io n  o f govern­
ment developm ent expenditu re  adopted fo r the Second Plan the Indus BasI n 
Developm ent Programme In West Pakistan has been kept excluded from Plan 
e xpe n d itu re . A n  estim ate by  the P lanning Commission showing the reg iona l 
d is tr ib u tio n  o f governm ent developm ent ex|DendIture on the basis o f the Plan 
expend itu re  w i l l ,  the re fo re , g ive  a wrong Idea .



Regional d is trib u tio n  o f government expenditure  may be measured In e ithe r 

o f two ways;

1. By adding the C entra l Governm ent expenditure fo r  East Pakistan 

and W est Pakistan to the respective expenditures b y  the Governments 

o f East and West P ak is tan .

2 . By d iv id in g  the to ta l governm ent expend itu re , as found fo r the 

C entra l and P ro v in c ia l Governments toge the r, on the basis o f the 

percen tage o f the known to ta l .

Both these methods w i l l  g ive  equal figures I f  adequate In form ation  Is 

a v a ila b le . Lack o f such In fo n na tlo n , how ever, creates problem s. Considering 

the d i f f ic u l ty  In v o lv e d , we preferred to  make our reg ional estim ate on the basis 

o f the percentage d is tr ib u t io n . That Is, the second method w i l l  be fo llo w e d . 

Estimates o f governm ent developm ent expend itu re , shown a t na tiona l leve l In 

Table  3 .3 ,  w i l l  be taken as the to ta l fo r the w ho le  co un try . Data thus found w i l l  

be d iv id e d  between East Pakistan and West Pakistan . I t  need ha rd ly  be m entioned 

tha t a lthough I t  w i l l  he lp  us to see the trend o f growth o f governm ent developm ent 

expend itu re  a t the reg ional le v e l,  the estimates cannot be considered e x a c t. The 

main argum ent In favou r o f our measurement Is th a t, g iven the basis o f the estim ate , 

the data are representative enough to provide  an Idea a t the reg iona l le v e l.

Table 3 ,4  shows the reg iona l d is tribu tion  o f governm ent developm ent expend­

itu re .  Four f iv e -y e a r  periods have been covered In the Table to co inc ide  w ith  the 

p re -p la n  period  (1950-51 to  1954-55) and the subsequent periods o f the three P lans. 

Thus conce ived , the reg iona l d is tribu tion  as found o ve rlea f has been used to show 

governm ent developm ent expenditu re  In East Pakistan and West P akistan , tak ing  

Estimate 1 o f Table 3 .3  as the to ta l known fo r the whole co u n try .



Rs. In C rore; Current Prices

E. P ak . W .P a k . 
( 1) ( 2)

%  D is tribu tion

East
(3)

W est
(4)

P re-P lan period  (1950-51 to  1954-55) 94 205 31 69

F irs t P lan period  (1955-56 to  1959-60) 197 463 30 70

Second Plan period  (1960-61 to 1964-65) 670 1080 38 62

T h ird  Plan period  (1965-66 to  1969-70) 1130 1370 45 55

Sources; A bso lu te  figures fo r the f irs t  two periods from H aq, M ,  The S ho teg y  

o f Economic P lann ing , p . 254 and fo r the last two periods from G O P , P C .

The Fourth F ive Y ear P la n , p . 2 6 . Rest: Com puted,

I t  should be e v id e n t tha t the estimates o f government developm ent expenditu re  

as shown In Table 3 .4  neg le c t the l ik e ly  annual flu c tu a tio n  in  the con tex t o f the 

f iv e -y e a r  periods considered. A no th e r Im portant p o in t Is the use o f the N o tio n a l 

Incom e D e fla to r . As ma y be seen from Background Table 10, changes In the p rice  

le ve l are no t the same fo r East Pakistan and West P akistan , Use o f the same 

N a tio n a l Income D e fla to r forth© two regions Is therefore sub ject to c r it ic is m . How­

ever In Estimate 11 we measure the growth o f government developm ent expend itu re  

based on the w holesale p rice  Index o f East Paklsian and W est P akistan , as shown In 

Background Table 10. A  comparison between the two estimates w i l l  show tha t 

excep t In the last fe w  years the amount o f d e v ia tio n . I f  a n y . Is a lm ost n e g lig ib le .

Gross Regional Products (GRP) found fo r East Paklsian and West Pakistan 

(Background Table II) have been used to measure the re la tiv e  growth o f governm ent 

deve lopm ent expenditu re  a t reg iona l le v e l.  In East Pakistan, as percentage o f GRP, 

governm ent developm ent expenditu re  has grown from less than one per cent In 1950- 

51 to  10 per cent In 1968-69; In absolute figures the growth as measured a t 1959-60 

prices Is from Rs.10 crore to Rs. 200 crore In the corresponding p e r io d . In  W est



Table 3 .4

Regional Estimates o f Governm ent Developm ent Expenditure

(Rs, in C rore : 1959-60 Prices)
fetim ate 1 

E, P ak. W . P ak.
Estimate 11 

E . P ak . W , P ak.
Est. 1 as 
Ë, P ak,

%  of' G W ”

1950-51 10 2 2 - - 0 . 8 1 . 8

1951-52 17 37 - — 1.3 3 .0

1952-53 24 54 - - 1 . 8 4 .4

1953-54 25 56 - “ 1 . 8 4.1

1954-55 26 57 — - 1.9 4 .0

1955-56 27 63 - — 2 , 0 4 .3

1956-57 30 69 27 69 2 . 1 4 . 6

1957-58 41 96 41 96 2 .9 6 . 2

1958-59 44 103 43 103 3 .2 6 .3

1959-60 49 115 49 115 3 .3 7 .0

1960-61 6 6 108 6 8 108 4 .2 6 .3

1961-62 81 131 79 131 4 .8 7 .3

1962-63 82 135 83 139 4 .9 7.1

1963-64 115 188 118 185 6 . 2 9 .4

1964-65 122 199 121 195 6 .5 8 .9
(124) (2 0 2 ) (123) (196) (6 . 6 ) (9.1)

1965-66 125 152 117 157 6 .4 6 .5

1966-67 191 234 174 242 9 .4 9 .4
(161) (196) (146) (204) (7 .8 ) (7 .%

1967-68 178 217 173 219 8 . 1 8 . 2

1968-69 2 0 0 245 189 252 1 0 . 0 8 .7

1969-70 206 251 194 262



P akls ian , as a percenfage o f GRP, government developm ent expend itu re  has grown 

from 1. 8  per cen t In 1950-5! to 8 ,7  per cen t In 1968-69; In terms o f absolute figures 

I t  Is from Rs, 22 crore to Rs, 251 crore In the same p e riod .

Regional grow th o f governm ent developm ent expenditure Is drawn In C hart 3 .3 .

As In C hart 3 .2 ,  the 1950's and 1960's have been shown se pa ra te ly . C hart 3 .3 /\

shows the growth o f governm ent developm ent expenditure In East P ak is tan . The

grow th o f governm ent developm ent expenditure In West Pakistan Is shown In C hart

3 .3 B . The grow th In both re la tiv e  and absolute terms have been shown. Thus, v/e

have e ig h t trend lines a ltog e th e r -  fou r fo r East Pakistan and fo u r fo r West P akistan .

A l l  the trend  lin e a r regressions have R^ ^  0 .8 0  e xcep tthe  one showing the growth

o f governm ent developm ent expend itu re  as a percentage o f GRP during the 1960's

2
In W est P ak is tan , w h ich  has R ' = 0 2 8 ,  as may be seen from b e lo w .

East Pakistan

N
Y t = G overnm ent Develop 

ment Exj^endlture In 
year t

r 2

As %  o f GRP

(a) I950's 10 0 .7 0 03  + 0 .2563t 0 .9268

(b) 1960’s 9 3.1972 + 0 .7 0 50 t 0 ,8870

Rs. In Crore

(a) 1950's 10 7 .9 3 36  + 3 . 8848t 0 .9 3 74

(b) 1960-s 10 4 3 ,1 3 3 5 +  16.9939t 0 .9 3 86



W est Pakistan

As % o f GRP

(a) 1950's 10 1.8805 + 0 .4 8 9 0 t 0 .8832

(b) 1960’s 9 6 .8 1 12 + 0 .2 3 3 2 t 0 .2792

Rs. in Crore

(a) 1950's 10 15 .4004+  9.418! t  0.9411

(b) 1960's 10 99.8001 + 15.6727t 0 .8440

Looking  a t  the  trend lines observed i t  may be seen tha t in both East Pakistan

and West P ak is tan , the ra te  o f growth of government developm ent expenditu re  in

absolute terms has been faste r in  the 1960's than in  the 1950's. As a percentage o f

GRP such a g e n e ra liza tion  is not possib le . In  East Pakistan the ra te  o f growth o f

governm ent developm ent expenditure as a percentage o f GRP has been faster in

the 1960's than in  the 1950's. So fa r West Pakistan is concerned the trend observed

shows tha t the  ra te  o f growth o f government developm ent expend itu re  as a percentage

2
o f GRP has been slower in the 1960's. But since the va lue  o f R is very low  no 

firm  conclusion can be d raw n, as a lready m entioned,

A  com parative  study o f the growth o f government developm ent expenditure

a t the reg iona l leve l shows tha t during the 1950's the ra te  o f g row th in both absolute

and re la tiv e  terms was faster In West Pakistan than In East P akis tan . The p ic tu re ,

how ever, is not the same in the 1960's, when the rate o f growth o f government

developm ent expend itu re  In absolute terms Is almost s im ila r In both reg ions. So

fa r  as the ra te  o f g row th  o f governm ent developm ent expend itu re  as a percentage

o f GRP in  the 1960's Is concerned, a comparison Is not safe because w h ile  the

2
trend lin e  fo r East Pakistan Is a good f i t  (R = 0 ,89 ), I t  Is n o t so fo r  West Pakistan 

(R^ = 0 .2 8 .)
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I l l  Per C a p llti Measure o f G overnment' Expenditure

From the preceding two Sections we ge t aggregate measures o f to t'a I govern­

ment expend itu re  and governm ent developm ent expenditu re  fo r Pakistan and govern­

m ent developm ent expend itu re  fo r the two regions* The data thus found can be 

shown in  per cap ita  terms by using the popu la tion  estim ates o f Background Table I .

Table  3 ,5  shows the per cap ita  growth o f to ta l governm ent expenditure and 

governm ent deve lopm ent expenditu re  in Pakistan from 1949-50 to 1969-70. I t  is 

found th a t a t 1959-60 fa c to r cost/ per capita  to ta l governm ent expenditu re  has 

increased from Rs. 43 in  1949-50 to Rs. 82 in 1969-70, w h ile  per cap ita  government 

developm ent expend itu re  has increased from Rs. 5 to Rs. 36 in the same p e rio d .

In o the r words, w h ile  per cap ita  to ia l government expenditu re  has less than doubled,
# ■ mi .V iriip iiiif *

per cap iio  governm ent developm ent expenditu re  has increased by a fa c to r o f more 

than seven. This shows the eagerness o f the G overnm ent in  the developm ent o f the 

econom y. A lte rn a t iv e ly ,  one may also argue tha t Pakistan has been successful in 

keep ing the growth o f non-developm ent expenditure  in  ch e ck . In  fa c t ,  income 

e la s tic ! iy  o f non-deve lopm ent expend itu re  over the period  1949-50 to 1969-70 

is o n ly  0 .8 1 , as against the income e la s tic ity  o f governm ent developm ent expend i­

tu re , w h ich  has been found to  be 9 ,9 0

Table 3 ,6  shows the per capÎ la growth o f government developm ent expenditure 

a t the reg iona l le ve l from 1950-51 to 1969-70. A  comparison beiween East Pakistan

18 Considered a t f iv e -y e a r  period  le v e l,  the income e la s tic ity  o f government 
developm ent expenditu re  has, how ever, been found as much low er in the 
la te r  years; in  the Th ird  Plan period  (1965-70) i t  is 1,3 2 ,



Table 3 .5
Per C apita  Governm ent Expenditure in Pakistan

(In Rs. A t  1959-60 Factor Cost)

Per Capita G ove rn - Per C apita Total
ment Developm ent G overnm ent
Expenditure ____  Expenditure

1949-50 5 43

1950-51 4 36

1951-52 7 41

1952-53 9 44

1953-54 9 45

1954-55 9 39

1955-56 10 38

1956-57 II 36

1957-58 15 42

1958-59 15 41

1959-60 17 46

1960-61 17 44

1961-62 2 0 48

1962-63 2 0 50

1963-64 28 65

1964-65 29 63

1965-66 24 77

1966-67 36 80

1967-68 32 78

1968-69 36 83

1969-70 36 82



Table 3 ,6

Per C ap ita  Governm ent Development Expenditure 
in  East Pakistan and W esFPa!<1 s to lT ^

(In Rs. A t  1959-60 Factor Cost)

East
Pakistan

West
Pakistan

1950-51 2 6

1951-52 4 10

1952-53 5 14

1953-54 5 14

1954-55 5 14

1955-56 6 15

1956-57 6 16

1957-58 8 2 2

1958-59 8 23

1959-60 9 26

1960-61 12 23

1961-62 14 28

1962-63 14 28

1963-64 19 38

1964-65 2 0 39

1965-66 2 0 29

1966-67 30 43

1967-68 27 39

1968-69 29 43

1969-70 29 43
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and W est Pakistan shows th a t per cap ita  government developm ent expenditu re  has 

always been low er in  the fo rm er. The d iffe rence  is p a r tic u la r ly  s trik in g  in  the 

I950's when the figures fo r  East Pakistan are about o n e -th ird  o f those fo r West 

P ak is tan ,

In  order to make a com parative study beiween the grow th o f per cap ita
tTM.rmm«frnjii« tm i irriLin

governm ent developm ent expenditu re  as a func tion  o f G NP in  Pakistan and the 

growth o f per cap ita  governm ent developm ent expenditure as a fun c tio n  o f GRP 

in East Pakisian and West Pakistan , regression analyses have been tr ie d . The

, 1 9s ta tis tica l technique used is

log G  = log a + b log Y

where G  is per cap ita  governm ent developm ent expenditu re  a t 

n a tiona l o r reg iona l le v e l;  and

Y  is G N P  or GRP.

The fo llo w in g  lin e a r re la tionsh ips have been fo u n d .

N ________________________ Log G____________ i r ^

Pakistan 20 -24.0351 + 2 .3965  Log Y  0 .8683
.(1950-5! to  1969-70)

East P ak . 19 -3 8 .9 6 9 9  + 3.9167 Log Y  0 .8855
(1950-51 to 1968-69)

W est P ak . 19 -17.6319 + 1.8525 Log Y  0 .8055
(1950-51 to  1968-69)

The trend lines are p lo tte d  in  C hart 3 .4 .  From the C hart i t  is apparent 

th a t a t both na tiona l and reg ional le v e l,  G  is an increasing fun c tio n  o f Y ,  In 

Section I I ,  we found tha t governm ent developm ent expenditu re  as a percentage

19 S im ila r technique was used by G upta to f in d  out the e ffects o f socia l
upheaval on the leve l a n d /o r ra te  o f growth o f governm ent expenditu re  w ith  

re la tio n  to  econom ic g row th ; the counlries studied are U K , USA, G erm any, 
Canada and Sweden, C f.  G up ta , S P ,, "P ub lic  Expenditure and Economic 
G ro w th ; A  tim e Series A na lys is , " o p . c i t . ,  p p .4 3 0 -4 3 . See also W illia m so n , 
“j TCj , 7~Pi'Jib 1 ic  Expenditu re and Revenue; A n  In te rna tiona l Comparison,
Man c h e s te F ^ h o o T / 'f^ l  ,pp  .48-517...
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o f G N P  or GRl̂  has increased. In ihe  present Section the hypothesis is also found 

to ho ld  when tested w ith  the per cap ita  measure o f government developm ent expendi- 

tu re . In o the r words, the s ta tis tica l analysis based on a per cap ita  measure fu rthe r 

esiablishes the hypothesis o f increasing government developm ent expenditu re  as a 

fu n c tio n a l re la tionsh ip  between G  and Y .  I t  Is true tha t the to ta l period  covered 

in  our study is not ve ry  lo n g . But g iven the data o f the last two decades, i t  is 

found tha t the em p irica l study presen is the case o f on underdeveloped econom y, 

the G overnm ent o f w h ich  has taken an a c tiv e  pa rt in e fforts made to develop the 

co un try .

A t  the reg iona l le v e l,  the im p lica tio n  o f G  as a fu n c tio n  o f Y  is p a r tic u la r ly  

im portan t fo r Pakistan, considering the reg ional growth o b je c tive  as has been 

adopted by  the economy (C hapter I ) .  I t  is true th a t per cap ita  governm ent deve lop­

ment expend itu re  has been low er In East Pakistan than in West P ak is tan , bu t ds may 

be seen from the trend lines observed, the growth rate is faster in East P akistan .

I t  there fo re  fo llow s tha t g iven this trend i t  w il l,  n o t be long before per cap ita  

governm ent developm ent expenditu re  in  East Pakistan w i l l  not o n ly  e q u a l, bu t 

w i l l  even surpass tha t o f W est Pakistan * Such a irend seems to  be on essential 

requirem ent on the basis o f the reg iona l growth o b je c tive  o f the econom y.



Chapter 4

EFFECTIVENESS OF G O VERNM EN T EXPENDITURE

The measurement o f government expend itu re , as shown in Chapter 3 , 

ind icates the a c tive  ro le  p layed  by the G overnm ent in the developm ent process 

o f P akis tan . The rap id  grow th o f government developm ent expenditu re  has been 

an im portan t fa c to r in fin a n c in g  developm ent. The G overnm ent, o f course, also 

exercised other po lic ie s  such as ta x a tio n , adm in is trâ t!ve con tro ls , e tc . W hich  

o f these po lic ie s  exerted in fluence  (and to w hat exten t) needs to be assessed i f  

the e ffectiveness o f governm ent expenditure p o lic y  is to  be judged .

A t  the outset i t  should be mentioned tha t controls and p o lic ie s  come to 

in te rfe re  w ith  the free p la y  o f m arket forces. Their opera tion  is ju s tifie d  in  so 

fa r as they help to  enforce any resource a llo ca tio n  tha t the soc ie ty  aims a t .

The argument is tha t free market forces fa i l to g ive  co rrec t signals or are not 

f u l ly  adequate to a llo c a te  resources fo r ach iev ing  the socia l goals.^

In order to  keep the discussion b r ie f ,  a se lec tive  approach has been pre­

fe rre d . I t  is true tha t a w ide  and extensive coverage w ould  have been h ig h ly  

in fo rm a tiv e . O ur b r ie f approach, how ever, is considered useful since i t  includes

The p o in t was raised e a r lie r in  Chapter 2 ,  The hard core o f the argum ent 
is tha t fre e -p r ic e  mechanism is not always s u ff ic ie n t to gu ide  resource- 
a llo c a tio n  to ach ieve  the social ob jec tive s . F a c to r-p r lce  d iffe re n tia l 
w i l l  lead to  in e ff ic ie n t use o f fa c to r p roportions. Return o f investment 
may be low  due to lack  o f complem entary Investm ent. Improved prices 
or d ire c t a llo c a tio n  a re , the re fo re , thought as be tte r mechanism for 
resource a llo c a tio n  (For a short but good discussion on the defects o f 
free  p rice  mechanism in the context o f deve lop ing  countries see C henery, 
H .B . ,  "D evelopm ent P o lic ies and Programmes," Economic B u lle tin  fo r 
La tin  A m e rica , 1958, pp .52 -53 ]^



the most Im portant p o lic ie s  and is found in d ica tive  o f the hypothesis tha t 

governm ent expenditu re  p o lic y  has a very im portant ro le  to p la y  in  P akistan ,

Section I deals w ith  d ire c t contro l and its e ffectiveness in the con text 

o f the econom ic developm ent o f Pakistan . Section II and III deal w ith  taxa tion  

p o l ic y  and government expenditure  p o lic y  as fisca l measures used to in fluence  

the a llo c a tio n  o f resources. In these Sections, an a ttem pt Is made to f in d  out 

the in d iv id u a l e ffectiveness o f the p o lic ie s . The re la t iv e  effectiveness of 

d iffe re n t p o lic ie s  is analysed in  Section IV ; i t  is found tha t a t the in it ia l stage 

o f deve lopm ent, government developm ent expenditure has an e ffe c tiv e  ro le  to 

p la y .

I D irec t Controls

The !950's saw the opera tion  of a vast number o f d ire c t,  adm in is tra tive

2
contro ls  over p riva te  decisions in  Pakistan . Some o f the con tro ls , lik e  p rice  

f ix a tio n  were in h e rite d  from the w a r-tim e  period tha t preceded Independence. 

Msasures such as controls over im ports, investment decis ions, e tc ,  were new ly  

imposed. The outcome was tha t the p riva te  enterprise had l i t t le  scope fo r free  

p la y  in investm ent decis ions. Prices and p ro fits  o f a number o f commodities 

such as food g ra ins, c lo th  and sugar were fix e d  by the G overnm ent. The items

A  recen t survey by the U .N .  has e labo ra te ly  discussed the o rig in  and 
w ork ing  o f d ire c t controls in Pakistan. C f. "C on tro l and L ib e ra liza tio n  
in  Pakistan, " Chapter i l l  in U .N ,  Economic Survey o f Asia  and the Far 
EostTT^SsT"pp.94-106. See also H aq, M , The S trategy of  Economic 
P la n n in g , p p . 4 9 -55  and Paponek, G . ,  PalZistan's Developm ent: Social 
"Goals and P riva te  Enterprise, pp . 111-27.



th a t should be im ported , and who could  im port them were determ ined by the 

adm in is tra to rs . Investment decisions were also subject to s tr ic t  adm in is tra tive  

c o n tro l. In order to establish a p lan t i t  was necessary to  obta in  permission from 

d iffe re n t government agencies. K e y  inputs such as cem ent, iron and steel were 

a llo c a te d  by the G overnm ent. Permission had to be obta ined  for g e ttin g  power 

or te lephone connections. In the case o f ju te , the G overnm ent even w ent 

fu rth e r b y  f ix in g  the area o f c u lt iv a t io n . In fa c t ,  adm in is tra tive  controls were 

so vast tha t the G overnm ent could  take , i f  i t  w an ted , any decision even though 

i t  was outside the ju risd ic tio n  o f d ire c t c o n tro l.

The mushroom grow th o f  adm in is tra tive  contro ls in Pakistan is due p a rtly

to  an in s titu tio n a l bias and p a r tly  to some misunderstanding concerning the ro le

o f p rice  mechanism in economic p la n n in g . There existed the fe e lin g  tha t the

/ m arket mechanism was in e ff ic ie n t and tha t the G overnm ent, through its c iv i l

s e rv ic e , was com petent to  make bette r decisions than p riva te  en te rp rise . I t

was not apprec ia ted  tha t resource a llo ca tio n  can be im plem ented through In d ire c t

contro ls  w ith o u t d ire c t in te rv e n tio n . On the other hand, i t  was taken fo r granted

th a t the G overnm ent had the power and a b i l i t y  to enforce any economic decision

i t  found s u ita b le . Thus, i t  was too re a d ily  assumed by the planners o f the F irst

P lan tha t d ire c t physical contro ls can help to remove the hardship tha t was being

faced  due to the sca rc ity  o f goods. So they recommended tha t "p rice  controls

and ra tio n in g  may become necessary when essential supplies are short and the

o rd ina ry  p rice  mechanism threatens to cause serious hardships to the more

3
vu lne rab le  elements o f the com m u n ity ."

3 G O P , N a tio na l P lanning Board, The First F ive  Year P lan , p .88.



There are two main arguments in  support o f the v ie w  tha t the market 

mechanism cannot be re lie d  upon fo r economic deve lopm ent. F irs tly , i t  is 

argued th a t in  the underdeveloped countries the subsistence sector Is tra d it io n -

. . .  4bound and does not respond to econom ic ince n tive s . In such a s itu a tio n , the 

p rice  mechanism cannot be expected to  p la y  an e ffe c tiv e  ro le  in  economic 

deve lopm en t. S econd ly , i t  is argued tha t in an underdeveloped economy 

substantia l s tructura l changes are necessary fo r econom ic development to take 

p la c e . The p rice  mechanism, by  its very natu re , is slow in  a ch iev ing  the 

re su lt. I t  is be lieved  the re fo re , tha t bette r results w i l l  be obta ined through 

d ire c t con iro ls  than through the price  mechanism.

W hether the above arguments can be accepted is a m atter o f o p in io n .

The so c io log ica l in te rp re ta tion  regarding the behaviour o f the p riva te  sector 

has been cha llenged by Professor M y in t  on the grounds tha t the d iffe re n t 

behaviour o f the subsistence sector and the modern sector should be in terpre ted

5
in terms o f the fa c to r-p r ic e  d iffe re n tia ls  faced by these fa c to rs . The sectors 

do not f in d  equal fa c to r-p rice s  and consequently they use d iffe re n t fa c to r-

4  The argum ent has been expressed in "s o c io lo g ic a l"  in te rp re ta tion  o f 
dua lism . C f. Boeke, J . H . ,  Economics and Economic P o lic y  o f Dual 
S ocities as E xem plified  by Indonesia . Q uoted in M y in t ,  H . ,  o p . c i t . ,
p . ”*"* ————

5 M y in t ,  H . ,  " Dualism and the in te rn a l In teg ra tion  o f the Underdeveloped 
Econom ies." Paper presented fo r the Conference on Dual Economy held 
a t the U n ive rs ity  o f G lasgow , September 1969.



6
proportions . The to p ic  w i l l  be taken up fo r fu rther exam ination  in  Chapter 7 

when we exp la in  the ro le  o f d ire c t government assistance w ith  reference to 

labour and ca p ita l prices in  Pakistan.

As to  the second argument against p rice  mechanism, i t  may be mentioned

tha t the resu ltan t s truc tu ra l change ach ieved  through d ire c t controls may not

be on the lin e  o f the developm ent po ten tia l o f the economy and may u lt im a te ly

prove in e f f ic ie n t .  I f  d ire c t controls run contrary to  the socia l p rice  o f d iffe re n t

7
fa c to rs , fac to r-use  w i l l  be d iffe re n t than fa c to r -a v o ila b il i ty .  Further, i t  

m a yb e  argued tha t the p rice  mechanism need not be considered inadequate and 

s lo w . P rice  inducements may be made large enough to bring  rap id  structura l 

ch a n g e ,^

In the con tex t o f Pakistan i t  has been found tha t the system of d ire c t

9
contro ls  was very co s tly  to ope ra te . The costs appear p a r tic u la r ly  high when 

in te rp re ted  in  terms of the o pp o rtun ity  cost o f scarce adm inistrators whose services

Fu rthe r, i t  is wrong to th ink  tha t the dual econom ic charac te ris tic  is a bad 
case and need necessarily in vo lve  d ire c t in te rv e n tio n . O n the co n tra ry , 
the fea tu re  may be made a source o f developm ent through the e ff ic ie n t use 
o f fisca l p o l ic y .  Japan is a ty p ic a l example in the contem porary w o r ld .
But how e ff ic ie n t ly  the growth is channelled in  a dual economy is a p o in t 
o f  cons ide ra tion . The a ttitu d e  of the leading sector towards reinvestm ent 
is ve ry  im po rtan t. It is through the a c tiv e  ro le  o f the leading sector tha t 
the re la tiv e  size o f the backward sector w il l  have to  be g ra du a lly  reduced 
as is th e o re tic a lly  shown by Professor Lewis in  his 1954 a r t ic le ,  " Economic 
Developm ent w ith  U n lim ited  Supplies o f L a b o u r," o p . c i t .

A lte rn a t iv e ly ,  i t  may be argued tha t d ire c t controls can help in econom ic 
developm ent by supplem enting in d ire c t po lic ie s  to  m ain ta in  a fa c to r-p r ic e  
ra tio  representing fa c to r -a v a ila b il i ty .

Th is, how ever, does not deny the argument tha t i t  is l îk lîe r  tha t instantaneous 
real loca tion  o f investm ent can be brought through State than through; p r ic e - 
m echanism .
For a fu rthe r discussion o f the costs o f d ire c t contro l in  Pakistan see H aq', M .  
The S trategy o f Economic P lann ing , pp . 50 -55 ; and Papanek, G . ,  Pakistan's 
PeveTopment, pp . H7-27T~ "



are requ ired  fo r the adm in istra tion  o f the expanding p u b lic  sec to r. The heavy 

costs w h ich  the economy had to bear due to widespread d ire c t controls were 

^ re a liz e d  by the planners o f the Second P la n . They proposed "a dec is ive  move 

towards a more lib e ra l econom y, and a bo ld  sw itch -ove r from d ire c t controls to 

a p o lic y  o f regu la tion  o f the economy through su itab le  fisca l ancRjnonetary 

c o n tro ls ."  A c c o rd in g ly , steps were taken fo r a gradual w ithd raw a l o f d ire c t 

con tro ls . Since 1959, p rice  incentives as a^mechanism o f resource a llo c a tio n  

has been tr ie d  in  many f ie ld s . Price contro ls have been w ith d raw n . As a 

measure to compensate fo r the overva lua tion  o f rupee and encourage exports, 

the Export Bonus Scheme has been in troduced . Imports have been lib e ra liz e d . 

Imports fa l l in g  under 'Free L is t ' and 'Bonus Im port L is t' can be im ported w ith ­

ou t re q u ir in g  a governm ent license.^^ Investment controls have also been 

re la x e d . In I960 the G overnm ent started publish ing the Industria l Investment 

Schedule w h ich  shows in advance the d iffe re n t fie lds o f p riva te  investm ent.

I f  the fo re ign  exchange component o f the investment can be found by the 

fin a n c in g  o rgan iza tions , such as the Industria l Development Bank o f Pakistan 

or the Pakistan Industria l C red it and Investment C orpora tion , and the investm ent 

proposed is w ith in  the lis t o f investm ent Schedule, p rio r approval o f G overnm ent 

is no t necessary, S im il a r ly ,  i f  the en tire  fo re ign  exchange requirem ent o f the 

investm ent proposal fa l l in g  w ith in  the Investment Schedule has come from the

10 G O P , PC , The Second F ive Year P lan, op. c i t . ,  p . 77.

11 O pen G eneral L icensing and the o rig in a l free lis t were w ithdraw n In 
1967. C f.  Economic Survey o f Asia and the Far East 1968, p . 99



12
u t i l iz a t io n  of Bonus Vouchers, p rio r approval is not re q u ire d .

The move towards lib e ra liz a tio n  o f d ire c t contro ls is now considered to  

be in  the  r ig h t d ire c tio n  by the  planners o f P ak is tan , The acce le ra tio n  o f 

p riva te  investm ent in the I960's is thought to be in tim a te ly  lin ke d  w ith  the 

adoption  o f lib e ra l econom ic po lic ies  recommended by the Second Plan and a 

gradual re la xa tio n  and w ithd raw a l o f adm in is tra tive  contro ls on im ports,

13d is tr ib u tio n , prices and investm ent decis ions. H ow ever, the move towards 

lib e ra liz a t io n  should not im p ly  tha t contro ls are always bad . As has been 

remarked by Professor W ilson : "W h ile  the disadvantages o f controls are la rge , 

i t  must not be im p lied  tha t indus tria lis ts , fo r the ir p a rt, w i l l  always exercise
14

in fa l l ib le  judgem ent in  th e ir decisions about locations i f  they are free  to choose ."

For exam ple , considering the d is tin c tiv e  reg ional grow th o b je c tiv e  o f Pakistan

i t  may be necessary to in troduce  contro ls i f  o ther p o lic ie s  or measures fa i l to

15
ach ieve  the goal or are found to be com parative ly  in e f f ic ie n t .

12 G O P , PC , The Th ird  F ive Year P lan, p .4 5 2 .

13 Ib id ,  p . 7 4 . A cco rd ing  to  the Evalua tion  o f the Second Five Year Plan
(o p . c i t . ,  p . 3); " I t  is c lea r that an im portant fa c to r in increasing a g r i­
cu ltu ra l production  was the abundonment o f foodgra in  ra tio n in g , establish­
ment o f support prices fo r w hea t, 50 per cent subsidy on fe r t i l iz e r  and a 
more lib e ra l im port o f tubewells in  the p riva te  s e c to r ."

14 W ils o n , T . ,  P o lic ies fo r Regional D evelopm ent, o p . c i t . ,  p .2 9 ,

15 S im ila r op in ion  has been expressed in the U N  Survey on d ire c t controls 
in  P akistan, o p , c i t . ,  accord ing to w h ich , "The problem o f income 
d isparities  between and w ith in  regions has from a ll accounts assumed 
greater im portance . I t  is an open question w hether p rice  re lia n t means w il l  
prove e ffe c tiv e  in  lessening these d ispa rities . I t  seems as l ik e ly  tha t 
d ire c t controls and a greater in te rven tion  o f p u b lic  investm ent w il l  be 
necessary." C f. Economic Survey o f Asia and the Far East 1968, p . 106,



I l T axa tion P o lic y

Taxation  p o lic y  is used in  many countries as an in d ire c t means o f 

in flu e n c in g  resource a llo c a t io n . The main o b je c t is to d ire c t investm ent to 

the reg ions, sectors and industries o f na tiona l p r io r ity  by p rov id ing  incentives 

or d is in cen tive s .

Tax incentives or d is incentives may take d iffe re n t forms, fo r exam ple , 

ta x  h o lid a y , acce le ra ted  deprec ia tion  a llo w a n ce , loss o ffset provis ions, im port 

and export du ties , sales and excise taxes, e tc . In this S ec tio n , we shall deal 

w ith  (a) tax  h o lid a y , (b) acce le ra ted  deprec ia tion  a llo w a n c e , and (c) im port 

duties w h ich  seem im portant tax  instruments in P akistan .

(a) Tax H o lid a y . The 1948-49 Budget o f the G overnm ent o f Pakistan 

announced some form o f p a rtia l ta x  h o l i d a y T h i s  concession was converted 

in to  a fu l l ta x  h o lida y  measure w ith  the G overnm ent announcem ent tha t i f  an 

indus tria l undertaking  was set up on or a fte r the 1st A p r i l ,  1959, il-s incom e, 

p ro fits  and gains would be exempt from a ll taxes fo r a period  o f two years beg in ­

n ing w ith  the month in  w h ich  commercial p roduction is commenced. In 1961 

^ th e  measure was made d iscrim ina to ry  w ith  e ig h t, s ix or fou r years o f tax h o lid a y

depending on the degree o f developm ent in a p a rtic u la r re g io n , less developed

17
areas being favoured over the developed ones. In order to keep the incentives

16 A ndrus, J .R . ,  and Mohammed, A , F . , The Economy o f Pakistan , O xfo rd  
U n ive rs ity  Press. 1958, p . 321.

17 For in form ation  about tax h o liday  provisions see Tax in  Pakistan:
A  B rie f O u tlin e  (Revised E d itio n ), December 1965, p p . 10 .-12 . I t  may 
LeYnentjoned tirâ t the provisions o f tax h o lid a y  have been subsequently 
changea; The Governm ent announcement o f the 9th J u ly  1970 makes 
provis ion o f th ree , fou r and six years tax h o lid a y , depending on the 
areas. C f.  State Bank o f Pakistan B u lle tin , August 1970 p . x x ix .



under the ta x  h o lid a y  i t  was also declared tha t the industria l undertak ing , on 

the e x p iry  o f the tax h o lid a y , would be e n tit le d  to fu l l  deprec ia tion  a llowances 

on the fu l l  costs o f the ca p ita l assets (except the special in it ia l deprec ia tion  

a llo w a n c e ).

The changes in troduced in 1961 were s ig n ific a n t compared w ith  the 

previous tax  h o lid a y  measures. In lin e  w ith  the p lann ing  o b je c tive  o f ra ising 

the ra te  o f developm ent in the less developed areas, e spe c ia lly  in  East Pakistan, 

the tax  h o lid a y  provis ion d iffe re n tia te d  between developed and underdeveloped
\/

reg ions. But i t  fa ile d  to d istinguish between undertakings w ith  d iffe re n t degrees 

o f risks and p ro fits . N o r was i t  apprecia ted tha t com plete tax  freedom is 

unnecessary fo r industries w ith  a h igher expecta tion  o f p ro fits  in  the ea rly  years 

o f l i f e .  Further, the d iscrim ina tion  was not abso lu te . An undertaking in h ig h ly  

developed areas, lik e  K a ra c h i, was a llow ed  a tax  h o lid a y  fo r four years. The same 

establishm ent was a llow ed  an extra two or four years i f  I t  moved to o ther areas 

depending on th e ir degree o f deve lopm ent. There is reason to th ink  tha t the

^e n te rp rise  would pre fer an establishment in  the h ig h ly  developed areas and w ould 

be happy w ith  the fou r years' tax h o lid a y , i f  i t  is found tha t the present va lue 

o f returns is h igher w ith  fou r years' tax ho liday  in  the developed areas than w ith  

s ix  or e ig h t years' tax  h o lida y  in the less developed areas.

How fa r has the tax h o lid a y , as in troduced, been e ffe c tiv e ?  Inform ­

a tion  a v a ila b le  shows tha t a t 1959-60 fac to r cost, p riva te  investm ent has 

increased from Rs. 114 crore in  1 959 -60  to Rs. 309 crore in  1964-65, and fu rthe r 

to Rs, 370 crore in  1967-68 (Background Table 20 ). But the growth o f to ta l 

p riva te  investm ent does not ensure the success o f the ta x  h o lida y  p ro v is io n .



Because i t  is possible tha t the increase in  investment m ight not take p lace in  the 

industries or regions where p r io r ity  was a ttached . U n fo rtu n a te ly , data regarding 

those companies tha t en joy  the tax h o liday  are not com piled  and published by 

the C entra l Board o f R e v e n u e . N o r  does the P lanning Commission provide 

c lass ified  secto r-w ise  and reg ion -w ise  data which could  a llo w  one to reach any 

firm  conc lus ion . O n ly  re c e n tly , the CSC has published a study showing the 

growth o f p riva te  investm ent in East Pakistan and West Pakistan fo r the period 

1963-64 to 1967-68, as shown in  Table 4.1 b e low . O f the to ta l p riva te  

investm ent, the share o f East Pakistan in  the period was o n ly  22 per cent as

Table 4.1

P riva te  Investment in  East Pakistan and W est Pakistan

Rs. in  M il l io n :  
C urrent Prices 

E. Pak. W . Pak. 

(1) (2 )

Percentage 
D is tribu tion  

E. P ak. W .P a k .
(3) (4)

1963-64 548 2,091 21 79

1964-65 817 2,614 24 76

1965-66 681 2 ,3 9 7 2 2 78

1966-67 819 2,918 2 2 78

1967-68 1,038 3 ,6 4 7 2 2 78

Total 3 ,903 13,667 2 2 78

Source; G O P , PC , The M id -P la n  Review o f the Third F ive  Year P lan , p . 39, 
Table V I I , as quoted from the C SO -study

18 N ayim udd in^ M . , "A Study o f Fiscal P o lic y  in Pakistan 1950-51 to 1963-64" 
Unpublished P h .D . "TFTesis, U n ive rs ity  o f /vGnchesteF1966, pJ29FI
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against 78 per cent in West Pakistan. This is p a r tic u la r ly  d isappo in ting  from

the p o in t o f v ie w  o f the Third P lan's o b je c tive  o f a f i f t y - f i f t y  d is trib u tio n  o f

20
p riva te  investm ent between East Pakistan and West P ak is tan ,

I t  is o f in te rest to  see the reasons fo r such a d isproportionate  d is tribu tion  of 

p riva te  investm ent between the two reg ions. The studies undertaken so fa r in d ica te

9|
tha t the grow th po ten tia l o f East Pakistan is " no less than tha t o f West Pakistan , 

Necessary factors fo r developm ent -  ca p ita l (both domestic savings and fo re ign  

exchange e a rn ing ), surplus labou r, s izeable  m arket, fe r t i le  land , e tc . ,  -  are 

present in  East P ak is tan . The reason fo r the slow growth o f p riva te  investm ent 

should therefore l ie  somewhere e lse . F irs tly , as we shall see, there exists a w ide 

d isp a rity  in  in frastructu ra l developm ent between the tw o reg ions. The re la tiv e  

absence o f in fras truc tu ra l fa c il it ie s  in  East Pakistan and th e ir presence in West 

Pakistan may have d ire c t ly  in fluenced  the p riva te  investors against investm ent

19 O ne may wonder whether there has been some underestim ate o f p riva te  
investm ent as shown fo r East Pakistan In the C S O -s tudy . The Fourth F ive 
Year Plan (o p , c i t .  p , 8 l) also shows p riva te  investm ent In Boist Pakistan 
'and West P ak is tan . A  comparison between the two estimates re ve a k th a t 
a lthough  the Fourth Plan estimates g ive  an upward rev is ion  o f data fo r
both the reg ions. East Pakistan's share is s t i l l  around 25 per cent o f the to ta l .

20 Rs. 11,000 m il lio n  o f p riva te  investment in each w ing  fo r the Third Plan 
period  (1965-66 to 1969-70).

21 G O P , PC, M id -P la n  Review o f the Third Five Y ear Plan (op . c i t . ,  p . 43) 
w h ich  goes to add tha t "East Pakistan possesses more fe r t i le  soil than West 
Pakistan and , w ith  the in troduc tion  of new a g ricu ltu ra l techniques, a g r i­
cu ltu ra l p ro d u c tiv ity  in East Pakistan can be raised several times w ith  
s ig n if ic a n tly  less improvement than would  be required  in  West Pakistan. 
Larger a v a i la b il i ty  o f labour may be arother fa c to r favou ring  & st Pakistan's 
industria l developm ent because West Pakistan may run in to  the problem of 
shortage o f s k ille d  labour sooner than East P a k is ta n ." The same v iew  o f a 
be tte r growth p o ten tia l in East Pakistan has been held  by  A rthu r D , L it t le  
on the basis o f an extensive survey on East Pakistan's economy and M .  Haq^ 
The Strategy o f Economic P lann ing, p p .114-15.



lo ca tion  in East Pakistan . Secondly, mere sanction ing  o f a tax h o lid a y  w i l l  not

work i f  econom ic po lic ie s  such as investm ent sanctions, fo re ign  exchange a llo c a tio n

and c re d it supp ly do not work as com plem entary factors . Info rm ation  a va ila b le

shows th a t,  i f  an )4h ing , these la tte r factors co n flic te d  w ith  the  tax  ho lida y

22
provis ion favou ring  investm ent in  East Pakistan.

(b) A cce le ra te d  D eprecia tion  A llow ance. Provisions fo r acce lera ted  

d ep rec ia tion  a llow ance  (AD A) have existed in Pakistan since Independence in 

the form o f a d e c lin in g  balance m ethod, w h ich  was in troduced in the Indian 

Income Tax A c t in 1939. The 1948-49 Budget announced a number o f concessions 

in c lu d in g  an in it ia l special dep rec ia tion  a llow ance  a t the rate o f 2 0  per cent 

on new m ach inery  and p la n t and a t the rate o f 15 per cent on new bu ild ings fo r

23
indus tria l purposes. '  F o llow ing  the recommendation o f the Investment Inq u iry  

Com m ittee (1959) the in it ia l deprec ia tion  a llow ance  on m achinery was raised 

to  25 per c e n t. Provisions were also made fo r an a dd itio n a l deprec ia tion  a llo w ­

ance a t the rate o f 10 per cent and an e x tra -s h ift a llow ance  a t the rate o f 50 per 

cent o f the normal dep rec ia tion  a llo w a nce . A  commercial undertaking In Pakistan 

could  then en joy  in i t ia l , no rm a l, add itiona l and extra dep rec ia tion  a llow ances.

22 For exam ple , ac tua l sanctions in the Comprehensive Indus lria l Investment 
Schedule fo r the period  from 1965-66 to 1967-68 was o n ly  Rs, 1,113 m illio n  
fo r East Pakistan, as against Rs, 3,118 m illio n  fo r West P ak is tan . C f.  
Investm ent Promotion Bureau, Comprehensive Industria l Investment Schedule, 
as quoted in the Budget in  BrieF%FinaIJ 1969-70%"o p . c i t . ,  p .4 9 . I t  m ay”" 
be m entioned thaTdue to the p r iv ile g e  a p riva te  enterprise can en joy  from 
the sanction ing  o f fo re ign  exchange, investm ent demand is reasonably h igh 
in  both reg ions .

23 A ndrus, J . R ,  and Mohammed, A . F , ,  The Economy of P akistan , op . c i t . ,  
p .  321, "



The main aim o f the acce le ra ted  deprec ia tion  a llow ance  in Pakistan seems

to be to encourage p riva te  invesim ent through a llo w in g  the enterprise to recoup

24
the bu lk  o f the o rig in a l cost o f tlie business asset in  the f irs t few  years « The 

provisions do not how ever, d iscrim ina te  investm ent between less and more deve l­

oped reg ions, or beiween less p ro fita b le  but essential and more p ro fita b le  but 

non-essentia l industries, or between new -com ing and o ld  investors. Thus, one 

^ may argue tha t in Pakistan A D A  provis ions, in th e ir present fo rm , cannot be 

expected to  ach ieve  such socia l goals as the developm ent o f less developed areas, 

or to p rov ide  incen tives  to the small new -com ing entrepreneurs.

As m entioned e a r lie r , the rap id  industria l developm ent in Pakistan has

g iven rise to a grow ing concentra tion  o f incom e and w ea lth  in the hands o f

a few  fa m ilie s . In Chapter 7 , the problem w il l  be discussed from the p o in t o f

■J ,
v iew  o f d ire c t governm ent assistance to p riva te  ente rp rise . I t  is p robab ly s u ff ic ie n t 

to  m ention here tha t i t  has not been possible to a ttack the  problem through tax ­

a tion  p o lic y  w h ich  has been d irec ted  to  provide investm ent incentives in  the 

forms o f A D A  and other measures lik e  tax h o lid a y ,

(c) P ro tec tive  T a r if f . In order to in fluence  re so u rce -a llo ca tio n , im port

25
duties have been imposed in Pakistan on a number o f goods. A n  analysis o f 

the im port duties reveals tha t the ta r i f f  p o lic y  in  Pakistan has been in fluenced

24 F u rthe r, i t  may be noted tha t in a cap ita l scarce and labour-surplus 
econom y, the provis ion o f e x tra -de p re c ia tio n  a llow ance  carries m erit in 
so fa r as i t  encourages the in tensive  use o f m achinery by em ploying more 
labour through double and tr ip le -s h if t  w o rk in g .

25 The rates o f im port duties are shown in the Report on Currency and Finance 
published ann u a lly  by  the State Bank of Pakistan. See also Lew is, S . R . ,  
Pakistan: In d u s tr ia liza tio n  and Trade P o lic ie s , O x fo rd  U n ive rs ity  Press, 
T970, ^ ^ 7 6 7 -6 8 :  "



by two main o b jec tives : F irs tly , the rates o f duties are determ ined on the basis 

o f the nature o f the goods and from the p o in t o f socia l and econom ic s ig n ific a n c e . 

For exam ple , goods considered os necessities such as drugs and m edic ines, are 

taxed a t a low  ra te . S im ila r ly , goods considered as luxu rie s , fo r exam ple , b ig  

cars, s ilk  fa b ric s , e t c . ,  are taxed h e a v ily . S econdly, s ince 1961-62 a p re fe r- 

^ e n tia l ta r if f  p o lic y  has been in operation fo r the im port o f m achinery to East 

P ak is tan . Under this p ro v is io n , im port du ty  on a ll kinds o f heavy m achinery 

im ported in to  East Pakistan w il l  be 5 per cent less than those im ported in to  West 

P akis tan , The o b je c tive  is to  encourage p riva te  investm ent in East P akistan.

How fa r p ro tec tion  as an instrum ent o f taxa tion  p o lic y  has been successful 

is b r ie f ly  exam ined be low  from two main angles;

( i)  As an instrum ent to encourage domestic p roduc tion ; and 

\ / ( i i )  As an instrum ent to d ire c t investm ent to East P ak is tan .

A  study by  Lewis and Soiigo shows the growth o f industria l ou tput in 

re la tio n  to domestic demand under three categories: 1 Consumption goods,

11 In te rm ed ia te  goods, and III Investment and Related goods. I t  is found tha t 

the  ou tpu t o f consumption goods has increased w ith  the rise in domestic demand.

O n the o the r hand, the growth o f output o f investm ent and re la ted  goods has fa ile d  

to keep pace w ith  the growth o f demand, and as a result imports in  this category 

o f goods have increased from Rs. 571 m illio n  In 1954-55 to  Rs. 3 ,003  m illio n  in 

1963-64. This is in  contrast to the rise in  imporis o f consumption goods from 

Rs. 428 m illio n  to Rs.615 m illio n  and o f in term edia te  goods from Rs. 344 m illio n

26 Lew is, S .R . and S o iigo , R ., "G row th  and S tructu ra l Change i n Poki stan's
M anu fac tu ring  In d u s try ,"  Pakistan" Development R eview , Spring 1965 pp. 

 -



27
to Rs. 948 m illio n  fo r the same period .

Two main factors may be responsible for the la ck  o f growth o f ca p ita l 

goods industries in accordance w ith  the growth o f demand i f  compared w ith  the 

consumption goods industries. F irs t, i t  may be argued tha t more investm ent fund 

was d irec ted  towards consumption goods industries than towards ca p ita l goods 

industries because the developm ent p o ten tia l o f the form er was h igher than tha t 

o f the la t te r .  Second, i t  may be argued tha t the presence o f a h igher ta r if f  

ra te  a ttrac te d  more investm ent in  consumption goods industries v/h ich were bette r 

p laced  to earn more p ro fits .

The argum ent fo r a h igher developm ent p o ten tia l in consumer goods

industries is , how ever, d i f f ic u l t  to a ccep t, since the developm ent stra tegy o f

the econom y, as seen in  Chapter 1, demands a rap id  developm ent o f cap ita l 

28
goods industries . There is also the im p lic it  idea o f ob ta in in g  a h igher marginal

27 S ince the figures are in  current prices the comparison o f im port figures 
need to be taken w ith  ca u tio n . By d e fla tin g  them a t 1959-60 fa c to r cost 
the figures w ould read as fo llo w s : Imports o f investm ent and re la ted  goods 
increased from Rs. 754 m illio n  in  1954-55 to R s,2 ,858  m illio n  in  1963-64. 
The corresponding figures fo r  consumption goods are from Rs. 565 m illio n  
to  Rs, 585 m illio n  and fo r interm ediate goods from Rs. 454 m illio n  to
Rs. 902 m il l io n .

28 For a fu rthe r discussion on this top ic  see Chapter 5 where the growth o f 
ca p ita l goods industries is view ed in  the context o f d ire c t government under­
ta k in g , See also the Third Fi ve Year P lan (op , c i t . ,  p p .447-48) v/h ich 
m aintains tha t th e " f i r s t  im porian t e lem ent in  the s tra tegy o f in d u s tr ia liza tio n  
fo r the Third Plan is a sh ift in  emphasis from consumer goods to cap ita l goods 
industry to  m a in ta in  the co n tribu tio n  o f the industria l sector to the savings 
e ffo rt and to extend the im port substitu tion  programme over a much w ider 
f ro n t .  The dom estic demand fo r many cap ita l goods is now large enough to 
perm it domestic p roduction  on an econom ical scale and the country 's long 
term o b je c tiv e  o f e lim in a tin g  dependence on exte rna l assistance cannot be 
ach ieved  unless more and more o f the ca p ita l goods required fo r developm ent 
are produced w ith in  the c o u n try ."
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propensity to save by  lay in g  more emphasis on heavy industries. ” H ow ever, 

as fo llow s from the Lew is-S o ligo  s tudy, the rate o f growth o f  ou tput in investm ent 

and re la ted  goods is q u ite  com parable w ith  tha t o f consumer and in term edia te  

goods. W h ile  the growth ra te  in  the  firs t two groups was 59 per cent and 137 

per cent each from 1954-55 to 1959-60, fo r investm ent and re la ted  goods i t  was 

131 per ce n t. From 1959-60 to 1963-64 the corresponding figures are 53 per ce n t, 

72 per cen t and 121 per cent re sp e c tive ly . For a develop ing economy lik e  Pakistan 

w h ich  p ra c tic a lly  speaking in it ia te d  industria l developm ent in 1947, the growth 

o f ca p ita l goods does not seem unsa tis fac to ry .

A n  im portant hypothesis regarding in te r- in d u s tr ia l grow th in  Pakistan is the

existence o f a h igher ta r i f f  p ro tec tion  fo r consumer goods industries. By using ihe

c r ite r ia  o f 'n o m in a l' and 'e f fe c t iv e ' p ro te c tio n , Lewis has found tha t investm ent

and re la ted  goods industries in  Pakistan have been d iscrim inated  aga ins t, the

ex ten t o f d iscrim ina tion  being higher in  the recent period than in the e a r lie r 

30
p e r io d . I f  tha t is the case, i t  would  perhaps not be wrong to  argue tha t the 

ta r i f f  p o lic y  in  Pakistan has encouraged investm ent a llo c a tio n  in favour o f

29 As has been observed by an experienced planner o f  Pakistan: "Past 
experience  shows tha t i t  is a fa ir ly  d i f f ic u l t  proposition to obta in  a high 
ra te  o f saving by concentra ting  on the consumer goods industries and by 
hoping to trade the products o f these industries against ca p ita l goods 
im ports. The lim ita t io n  is Imposed not so much by an uncerta in  in te r­
n a tio n a l demand fo r Pakistan i manufacturers as by domestic pressures fo r 
h igher consumption levels w h ich  resu lt in  low  exportab le  surp luses."
C f.  Haq, M . ,  "P rob lems o f Form ulating a D evelopment Strategy in Pakistan, 
in  O E C D , Developm ent Plans and Programmes, Studies in Developm ent 
N o ,  1, p . 117.

30 Lew is, S .R ,, Economic P o lic y  and Industria l G row th  in  Pakistan, George 
A lle n  and Unwin L td . ,  1969, p p .71-75. "N om ina l p ro te c tio n " Is due to 
nom inal ta r i f f  e xc lud ing  sales taxes on imported goods. "E ffe c tive  or 
im p lic it  p ro te c tio n " is ihe  p ro tection  to the value added in the industry 
w h ich  takes in to  accoun t ta riffs  on both inputs and the goods I ts e lf .
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consumer goods îndusirîes.

Le t us now take up the second p o in t, tha t is ta r if f  p o lic y  as an instrument

fo r d ire c tin g  investm ent in to  East Pakistan „ As found e a r lie r ,  a v a ila b le  data show

tha t less than one -quarte r o f the to ta l p riva te  investm ent o f the co un tiy  has taken

p lace  in  East Pakistan , Thus the p re fe ren tia l ta r if f  p o lic y  (or tax ho liday) so fa r

app lie d  to d ire c t the f lo w  o f p riva te  investm ent to East Pakistan has not achieved

its o b je c t iv e . As we shall see sh o rtly , p u b lic  expenditu re  p o lic y  has a b ig  ro le  to

p la y  in  th is respect. There is , how ever, an im portant suggestion regarding taxa tion

p o lic y  w h ich  is worth m en tion in g . In order to encourage p riva te  investm ent in

East Pakistan, Papanek has argued tha t a regional ta r if f  p o lic y  may be fo llo w ed

fo r East Pakistan as d istinguished from West Pakistan; as the two regions are

p h y s ic a lly  separated, imports in to  East Pakistan , w ith o u t much d if f ic u ! ty ,  can be

32
s p e c ia lly  taxed w hether they come from West Pakistan or from another coun try . 

D isc rim ina tion  can also be extended to sales and other ta x  p o lic ie s . (A lte rn a t iv e ly ,  

one may also argue a case fo r d iscrim ina to ry  government expenditu re  p o lic y  or fo r 

tha t m atter any other p o l ic y ) . The basic p o in t is tha t fo r the developm ent o f any 

p a r tic u la r in d us try , sector or re g io n , the ra te  o f return fo r  p riva te  invesim ent w il l  

have to be raised in  comparison to o ther industries, sectors or reg ions.

31 Here a q u a lif ic a t io n  is necessary. In  P akistan , the ro le  o f im port licens ing
system in  determ in ing  the structure  o f imports is o f tremendous im portance .
I t  seems th a t licens ing  system m ight have p layed a m ajor ro le  In d ire c tin g  
resources in  P ak is tan , C f.  Lew is, S .R ,, ib id ,  pp . 7 5 -8 7 .

32 Papanek, G . F . ,  Pakistan's D evelopm ent, o p .c i t . ,  p . 259 .



II! G overnm ent Expenditure P o licy

In Chapter 3 , governm ent expenditu re  fo r econom ic developm ent was

conce ived  in  terms o f a narrow coverage . I t  refers to tha t portion  o f to ta l

governm ent expenditu re  (T^) w h ich  is d irected  towards developm ent purposes.

Thus re w ritin g  equation 3 .2  we o b ta in :

G . - T  -  G  ............................ (4.1)
d g n

G ^  (governm ent developm ent expenditu re) forms the basis o f governm ent expend­

itu re  p o lic y  in  the developm ent’ process. This does not mean tha t G  (govern­

ment non-developm ent expenditu re ) has no s ign ificance  a t a l l .  On the co n tra ry , 

as m entioned e a r lie r ,  one may argue fo r an a llo c a tio n  tak ing  the w ho le  o f T ^ . 

O ur approach to governm ent expenditure p o lic y  on the basis o f G ^ ,  how ever, 

fo llow s from the conventiona l c la ss ifica tion  o f income in to  consumption and 

investm en t. That is , once we s tart discussing p u b lic  sector expenditu re  in 

econom ic developm ent we im p lic i t ly  assume a narrow coverage o f T in  terms

o f G  . 
d

I t  should be m entioned tha t the fo rm u la tion  o f governm ent expenditu re

p o lic y  is no t something w h ich  is required by Pakistan a lo n e . Rather, such a

p o lic y  is essential fo r a ll deve lop ing  countries where G ^  is a^<ed to p la y  a

s ig n if ic a n t ro le . Developm ent p lann ing  in vo lv in g  a large share by G ^ has been

almost the accepted approach in  many deve lop ing countries. For exam ple , o f

the to ta l o u tla y  o f Rs. 24 ,882  crore in the Fourth Five Y ear Plan o f Ind ia  (1969-

74 ), the p u b lic  sector share is as high as Rs. 15,902 crore as against the p riva te

33
sector share o f o n ly  Rs. 8 ,9 8 0  c ro re . The Fourth Plan o f Pakistan (1970-75)

33 Governm ent o f In d ia , PC , The Fourth F ive  Y ear PIan 1969-74, D e lh i 
(U ndated, seems 1969), p .5 1 .
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has a llo c a te d  Rs. 4 9 ,0 0  crore in  the p ub lic  sector against Rs. 2 6 ,00  crore 

in  the p riva te  s e c to r . ^  As a percentage o f the to ta l,  the p u b lic  sector w il l  

ho ld  a share o f 64 per cent in  Ind ia  and 65 per cent in Pakistan in  the above 

P lans.

I t  should be noted tha t m ere ly increasing does not guarantee a h igher 

ra te  o f g ro w th . I t  is true tha t i t  may be o f assistance to raise the investm ent 

ra t io .  But i f  the increase in  investm ent ra tio  is fo llo w ed  b y  a corresponding 

increase in .c a p ita l-o u tp u t ra t io ,  the country may face a reduction  in the leve l 

o f consum ption. So, in  order to  ach ieve  rap id  economic developm ent the 

increase in G ^  should be accom panied by an improved a llo c a tio n  o f the inves t- 

m e n t-fu n d . In o ther words, the a llo c a tio n  o f government developm ent expend­

itu re  should be in  terms o f a w e ll- fo rm u la te d  government expenditu re  p o l ic y .

The q u a n tita tive  measurement o f government expenditu re  in Pakistan 

(Chapter 3) has shown th a t in  the period  from 1949-50 to  1969-70, the income 

e la s tic ity  o f government developm ent expenditure is 9 .9 0 ,  Since G y is so 

im portant in the developm ent process o f the coun try an im portant question is:

Has a w e ll- fo rm u la te d  government expenditure p o lic y  been fo llo w e d  in Pakistan?

From June 1955 to  J u ly  1970, there were three fiv e -y e a r Plans in operation 

in  P akis tan . The Plans exp la in  in some d e ta il the a llo ca tio n  o f government 

e xpe n d itu re . A  care fu l study o f the Plans shows, how ever, tha t the government

34 G O P , PC , The Fourth F ive  Y ear Plan 1970-75, p . 2 4 .



35
expend itu re  p o lic y  is fa r from being w hat may be ca lle d  a w e ll- fo rm u la te d  one .

I t  does not mean tha t the planners would  not lik e  to th in k  In terms o f a consis­

ten t p o lic y  a p p r o a c h . W h a t  has hindered the developm ent o f a w e ll co­

-o rd in a te d  governm ent expenditu re  p o lic y  is probably the dom inant adm in is tra tive

37
in flu en ce  in te rfe rin g  w ith  the p lann ing  m ach ine ry . H ow ever, in  the sectoral 

a llo ca tio n s  found in  the Plans im p lic it ly  lies the form at o f the governm ent expend­

itu re  p o l ic y .  The planners have a llo ca te d  resources (a) fo r in frastructu ra l deve lop­

m ent, (b) fo r d ire c t governm ent unde rtak ing , and (c) fo r d ire c t government 

assistance. I t  is obvious tha t (a ), (b) and (c) comprise the to ta l government 

developm ent expend itu re  and form  three fun c tio na l aspects o f governm ent expend­

itu re ,  In o ther words, a c la ss ifica tion  a long these lines provides a fun c tiona l 

approach to a study o f government expenditu re  p o lic y .  The m ethodology o f 

ana lys ing  G y on the  basis o f a th re e -fo ld  c la ss ifica tion  (4 .2 ) m ay, the re fo re , 

be a pp lie d  to  a study a t the a llo c a tiv e  le v e l.

35 The c r it ic is m , how ever, is not confined to economic p lann ing  in Pakistan 
o n ly .  I t  appears tha t econom ic p lanning in Pakistan has fo llo w e d  the 
conven tiona l approach o f p lann ing now being fo llo w e d  in many coun tries,

36 For exam ple , in  the A nnua l Plan 1968-69, the planners have emphasised 
the necessity o f designing a balanced and co -o rd ina ted  set o f p o lic y  
instrum ents. H ow ever, the  approach cannot be ca lle d  as one o f deve lop ing  
a pure government expenditu re  p o lic y . C f.  G O P , PC , A nnua l Plan 1968-69 
June 1968, p p .3 0 -34 .

37 The p o w e r-c o n flic t between the P lanning Commission on the one hand, and 
the  m a jo rity  o f government bureaucracy on the other seems to have remained 
a serious problem in  P ak is tan . C f. Lew is, S . R, ,  Pakistan: Jndus tr io  I iza tio n  
and Trade P o lic ie s , p p . 3 5 -3 7 .



G  = IN F A  + DGU + D G A .......................  (4 .2 )

where IN F A  îs governm ent investm ent in in frastructu ra l fa c i l i t ie s ,

DG U  is investm ent in d ire c t government undertaking in  p roductive  

a c t iv it ie s ,  and

D G A is investm ent in the form o f d ire c t governm ent assistance to 

p riv a te  en te rp rise .

Each o f the components o f equation 4 .2  w il l  be discussed in  turn in

Chapters 5 , 6  and 7 , where we shall analyse the need fo r ,  and the ra tio n a le

o f ,  the  a llo c a tio n  o f each o f these in the con tex t o f the econom ic developm ent

o f P ak is tan . Data fo r the  F irs t, Second and Third F ive  Y ear Plans w i l l  be used

38
to exam ine the opera tion  o f each o f the func tiona l groups. I t  is true tha t a t 

the present stage o f econom ic p la n n in g , an analysis on the basis o f our m ethodology 

o f a th re e -fo ld  c la ss ifica tion  presents many d if f ic u lt ie s .  But, from an o b je c tiv e  

p o in t o f v ie w , such a c la ss ifica tion  seems to be the lo g ica l approach in deve lop­

ing  a system atic governm ent expenditure p o lic y  in  the co n te x t o f a deve lop ing  

economy lik e  P ak is tan . I t  is he lp fu l in  two main ways: F irs tly , i t  a llow s one 

to  see the re la tiv e  im portance o f each component in  the process o f economic 

deve lopm ent. S econd ly, i t  helps us to see the ra tio na le  o f a llo c a tio n  in  each 

ca te g o ry .

I t  is obvious tha t the  effectiveness o f government expend itu re  p o lic y  should 

be v iew ed in  accordance w ith  the developm ent stra tegy o f the econom y. As seen

38 O u r dependence on the F ive Y ear Plans are p a rtly  due to our in ten tio n  to 
see the ra tio n a le  o f p u b lic  sector a llo c a tio n  as has been conce ived by the 
planners and p a r t ly  due to n o n -a v a ila b ility  o f d isaggregated data from 
o the r sources.



seen in Chapter I , Pakistan has la id  emphasis on the growth o f p riva te  enterprise; 

the  grow th o f p u b lic  investm ent is considered as com plem entary to p riva te  invest­

m ent, F o llow ing  the c la ss ifica tion  o f equation 4 .2 ,  IN F A  and DG A components 

o f G y  su it the com plem entary hypothesis w e ll;  the form er w i l l  p rov ide  assistance 

to  p riva te  enterprise by c rea ting  externa l economies, w h ile  the la tte r w il l  p rov ide 

d ire c t assistance in the form o f subsidies. The DGU component o f G y  is , how ever, 

m a in ly  supplem entary but i t  is not designed to compete w ith  the p riva te  secto r, 

ra the r i t  is meant to  p rov ide  incentives by undertaking pro jects where p riva te  

enterprise was re lu c ta n t. O ne may thus consider tha t D G U  is also com plem entary 

to  p riva te  enterprise to  some degree.

I t  there fore  fo llow s tha t the effectiveness o f government expenditu re  p o lic y  

in  Pakistan may be exam ined by testing the government expenditu re  com plem entary 

hypothesis accord ing  to w h ich  the growth o f p riva te  investm ent in  the desired 

industries , sectors or regions is d ire c t ly  re la ted  to the grow th o f government 

developm ent expenditu re  in the respective industries, sectors or reg ions. U n fo rt­

u n a te ly , adequate data are not a va ila b le  w h ich  perm it one to carry ou t a rigorous 

test o f the grow th o f p riva te  investm ent as a function  o f governm ent developm ent 

e xp e n d itu re . I t  is o n ly  a t the  aggregative  leve l tha t in fo rm ation  covering  the 

1950's and 1960's about the annual growth o f G y and p riva te  investm ent are 

found (Table 3 .4  and Background Tables 20 and 2 2 ). Assuming tha t p riva te  

investm ent is d ire c t ly  re la ted  to government developm ent expenditu re  a t aggre­

g a tive  le v e l,  attempts may be made to  determ ine whether or not there exists 

some broad re la tions h ip .



J Thus conce ived , regression functions have been tried  fo r Pakistan, East Pakistan

and West Pakistan. S ta tis tica l tests have been carried ou t f ir s t ly ,  w ith o u t considering

any tim e lag and second ly, tak ing  a one-year time lag . The regression o f p riva te

investm ent on government developm ent expenditure fo r the period  from 1950-51 to

1969-70 show tha t the la tte r accounted fo r more than. 80 per cent o f the va ria tio n  in

the form er, the re la tionsh ip  being p a r tic u la r ly  strong in  the case o f East Pakistan, as

may be seen from be low .

Regression o f Private Investment (Y ) on G overnm ent 
Developm ent Expenditure (X ); 1950-51 to 1969-70

Y  = a +  b;X

(a) W ith o u t Time Lag
1, Pakistan 43 .3850  +  0 .6 9 5 IX  

(0 .0599)
0.8819 0 .8754

2 . East Pakistan 18.8024 +  0 .3 3 27 X  
(0 .0235)

0.9174 0.9128

3. West Pakistan 15.4027 +  1.0063X 
(0.1052)

0.8357 0 .8266

(b) W ith  Time Lag
1. Pakistan 4 9 .7 3 3 4 +  0 .7393X  

(0.0613)
0 .8899 0 .8838

2 . East Pakistan 19.8014+  0 .3639X  
(0 .0205)

0.9461 0 .943 !

3. West Pakistan 21.1397+  1.0547X 
(0.1055)

0 .8473 0 .8388

Since th^P a k is ta n  o f the 1960's is so ve ry d iffe ren t from  tha t o f the 1950's^one may 

o b je c t to such an analysis as the above, where both decades have been taken together. 

I t  was found e a r lie r  (C hapter 3) tha t not o n ly  was the leve l o f government developm ent 

expenditu re  as a percentage o f G N P  h igher in  the 1960's but also the growth ra te  o f 

government developm ent expenditu re  in absolute terms was faster than tha t in  the I950's 

The h igher leve l o f G y con tribu ted  towards ach iev ing  a h igher growth ra te  o f G N P  

in  the 1960's. In an a ttem pt to  determ ine the effectiveness o f government expenditu re  

p o lic y  in  Pakistan, we must exam ine the con tribu tion  o f G y  in  ra is ing  p riva te



investm ent. A  regression analysis in w h ich  the I950 ‘s and the I960's are taken 

separa te ly  may be o f assistance in  this respect.

As may be seen from be low , regression functions tr ie d  separa te ly fo r the I950's do

not show a s ig n if ic a n t re la tionsh ip  excep t in the case o f East Pakistan. On the basis

o f this resu lt, the case fo r a ro le  o f government developm ent expend itu re  in Pakistan

and West Pakistan does not appear strong, espec ia lly  i f  considered w ith o u t a tim e -la g

But i t  should be re a lize d  tha t the 1950's was a period marked by the large number o f

d ire c t contro ls over p riva te  investm ent decisions. A lte rn a t iv e ly ,  one may also argue

tha t fo r governm ent expenditu re  p o lic y  to be e ffe c tive  a m inimum leve l o f G  should
• d

be reached. From the investm ent ra tio  found fo r G y in  the I950's (Tables 3 .3  and

3 .4 ) ,  i t  seems tha t the co nd ition  was probably not fu l f i l le d .

Regression o f Private. Investment (Y ) on Governm ent 
Developm ent Expenditure (X ) in  the 1950's

Y  = a +  bX r 2 R ^

(a) W ith o u t Time Lag
1. Pakistan 73 .4655  +  0 .2 2 52 X  

(0 .0853)
0 .4 6 5 6 0.3988

2 . East Pakistan I5 .7 9 6 4  +  0 .3790X  
(0 .0765)

0 .7 5 42 0 .7235

3. West Pakistan 57 .4676  +  0 .I6 I2 X  
(0.0916)

0 .2 7 90 0.1889

(b) W ith  Time Lag
1. Pakistan 7 2 .0 9 8 3 +  0 .2763X  

(0.0813)
0 .5 9 0 8 0 .5397

2 . East Pakistan 16.2821 + 0 .4 I9 7 X  
(0 .0 6 7 !)

0 .8302 0 .8090

3 . West Pakistan 55.9392  +  0 .2 I2 0 X  
(0 .0924)

0.3971 0.3217



In  the  1960's things were d if fe re n t. Since 1959, a move towards lib e ra l­

iz a tio n  o f d ire c t contro ls has been undertaken (Section 1 ) .  G y  was also opera ting  

a t a h igher le v e l. These factors may have been responsible fo r  the re la tiv e  

e ffectiveness o f governm ent developm ent expenditure in  the 1960's, as may be 

seen from b e lo w .

Regression o f P riva te  Investment (Y ) on G overnm ent 
Developm ent Expenditure (X) in the 1960's

Y  = a +  bX R^ f  .

(a) W ith o u t Time Lag
1. Pakistan 149 .4504+  0.4137X 

(0.0961)
0 .6 9 86 0.6610

2 ,  East Pakistan 30.3157 + 0 .2605X  
(0 .0538)

0 .7453 0.7135

3 , West Pakistan 114.7482 + 0.5514X 
(0.1612)

0 .5939 0.5431

(b) W ith  Time Lag
1. Pakistan 152.9397 + 0.4431X 

(0.0810)
0 .7892 0 .7628

2 .  East Pakistan 31.6704+  0.2831X 
(0.0345)

0 .8940 0 .8 8 07

3 . West Pakistan 117.7020 + 0 .5777X  
(0.1586)

0 .6240 0 .5769

A  com parative  study o f the  regression functions tr ie d  w ith o u t lag  and w ith

one -yea r lag fo r the 1950's and the I960 's separately as w e ll as together shows 

2
th a t the  va lue  o f R improves when considered w ith  a lag than w ith o u t. The 

s ig n ific a n c e  o f such an im proved re la tionsh ip  w ith  a lag in  a ll cases is th a t i t  

provides a basis o f the government expenditure com plem entary hypothesis by showing 

tha t p riva te  investm ent in  the present year is more in flu en ce d  by government
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expend itu re  in  the previous ye a r.

The fo rego ing  find ings should be taken w ith  rese rva tion . F irs tly , as 

m entioned e a r lie r ,  the s ta tis tica l tests were carried  o u t a t an aggregative  

leve l o n ly .  Such a study a t an aggregative  leve l gives no in form ation  about 

the fun c tio n a l re la tionsh ip  o f p riva te  investm ent and governm ent developm ent 

expend itu re  a t sectora l le v e l. S econd ly , the re g r^s io n  functions as shown 

are based on a tim e -se ries . In such a tim e-series study, in  order to  ga in  any firm  

conclusions one should ta c k le  the  a u to -co rre la tio n  problem w hich  is l ik e ly  to 

em erge. T h ird ly , the tim e -p e rio d  considered is probably not long enough to 

a llo w  any firm  conclusions to  be drawn even a t an aggregative le v e l, I t  the re ­

fore  fo llow s tha t g iven  the data and the s ta tis tica l results the best than can be 

said is tha t the governm ent expend itu re  p o lic y  has probably been an im portan t 

fa c to r in  ra is ing p riva te  investm en t. Further tests w ill be necessary however to 

p rov ide  a firm  basis fo r these conclus ions.

A n  area where an observation is com parative ly safe is the co n tribu tio n  

o f governm ent expend itu re  p o lic y  in  ra ising the to ta l investm ent. The ro le  o f 

governm ent expenditu re  p o lic y  in  this respect may be exp la ined  in  terms o f the 

gap app roach .

In  recent econom ic lite ra tu re , the gap approach has been analysed from 

two main angles: (a) Savings-Investm ent Gap and (b) Foreign Exchange &  rn ing 

and Expenditure G a p . G ive n  the absorptive ca p a c ity , the fu lf i lm e n t o f the 

ta rge t ra te  o f grow th may be constrained due to the presence o f (a) and /o r

(b ) . Ex ante investm ent aim ed a t ach iev ing  the target ra te  o f growth may be 

h igher than ex ante savings w h ich  the econom ic system w il l  generate w ith o u t an 

a c tiv e  p a rtic ip a tio n  by the governm ent secto r. S im ila r ly , ex ante fo re ign  exchange
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expend itu re  requ ired  fo r a ch iev ing  the ta rge t rate o f grow th may exceed ex ante 

fo re ign  exchange w h ich  w il l  be earned in  the normal process w ith o u t p a rtic ip a tio n  

by the G overnm ent. In the f irs t case, we have 'Investm ent L im ited  G ro w th ' and

39
in the  second case, 'Trade L im ited  G ro w th . '

Governm ent p a rtic ip a tio n  in  economic a c tiv it ie s  g re a tly  helped to  narrow 

down both S av ing -In  vestment G ap and Foreign Exchange Earning and Expenditure 

G ap in  P akis tan . In te rn a lly ,  as may be seen from Table 4 .2 A ,  government 

f in a n c in g  consisted o f fou r sources; surplus on revenue a c c o u n t , n e t  ca p ita l 

re ce ip ts , a d d itio n a l taxa tion  and d e f ic it  f in a n c in g . In the e a rly  years, the 

co n tribu tio n  o f domestic resources was n e g lig ib le . In fa c t ,  the f irs t fo u r-ye a r 

to ta l as found fo r  the  F irst P lan period shows a negative  c o n tr ib u tio n . This was 

m a in ly  because surplus on revenue account was negative  and no serious a ttem pt 

was made to  raise revenue through a dd itiona l ta x a tio n . The s itua tion  began 

to  im prove w ith  the Second P la n . E x te rn a lly , the G overnm ent has been try ing

39 C henery, H .B . and S trou t, A  . M , , "Foreign Assistance and Economic Develop- 
m ent, " A m erican  Economic Review,~Septem berT966, pp.685L91.

40 I t  needs to be mentioned tha t fo llo w in g  equation 3 .2  w h ich  d iv ides to ta l 
governm ent expend itu re  in to  developm ent and non-deve lopm ent expend itu re , 
the term 'surplus on revenue accoun t' as used here may be m is lead ing .

41 The perform ance o f the Third P la n , how ever, has not been up to e x p e c t­
a t io n , The estimated ac tua l shows a s ig n if ic a n t shortfa ll in  revenue surplus. 
This is m a in ly  due to the unan tic ipa ted  increase In defence expenditure 
fo llo w in g  the 1965 war w ith  In d ia , The Fourth F ive  Y ear Plan o f Pakistan 
(o p . c i t . ,  p . 46) estimates tha t against the p ro jec ted  defence expenditu re  
o f  Rs. 6 ,8 9 0  m il l io n ,  Rs. 12,384 m illio n  was spent by the end o f the Third 
P la n .



Table 4 .2  

F inancing o f the P ub lic  Sector

Table 4 .2 A ; F inancing Through Domestic  Resources (F irs t, Second 
and~Third P Ians)

( Rs. in Crore)

F irst Plan
(I)

Second Plan 
(2 )

Third Plan 
(3)

Surplus on Revenue 
A cco u n t

-4 3 0 219 105

N e t C ap ita l Receipts 150 2 0 0 123

A d d it io n a l Taxation - 180 652

D e f ic it  F inancing 104 114 264

Total -176 713 1,144

Sources: C o l.  (I) -  G O P , F irst F ive Year P lan: P re lim inary  Evaluation Report, 
K arach i 1960, p . 7 (The data show actua l financ ing  in the f irs t four years o f 
the P la n ). C o ls, (2) and (3) -  G O P , The Fourth Five Y ear P lan , p .45 
(Second Plan figures are actua ls and those o f the Third Plan estim ated).

Table 4 .2 B ; F inancing Through Foreign Loans (As on December 31, 1969)

M il l io n  US $ %  D is tribu tion

P ub lic
Sector

( 1)

P riva te
Sector

(2 )

P ub lic
Sector

(3)

P riva te
Sector

(4)

P ro jec t Loans 2,148 1,171 65 35

N o n -P ro je c t
Loans

1,398 - 100 -

Total 3 ,546 1,171 75 25

Sources: C o ls . (1) and (2) -  G O P , Pakistan Economic Survey 1969-70, 
S ta tis tica l Section) p . 117. C o ls . (3) and (4) -  Computed.



to ob ta in  as much fo re ign  assistance as possib le , In this respect, Pakistan is 

regarded as one o f the success stories in  a id  d ip lom acy. M ost o f the fo re ign  

loans are not o n ly  channe lled  through the Government Budget, but also a m ajor 

share goes towards fin a n c in g  the p u b lic  secto r, as may be seen from Table 4 .2 B ,

IV  R e la tive  Effectiveness o f D iffe ren t Polic ies

In the preceding Sections, we have tr ie d  to exp la in  d ire c t con tro ls , taxa tion  

p o lic y  and governm ent expenditu re  p o lic y  as instruments used in a ch iev ing  the deve lop- 

ment ob jec tive s  o f P akis tan . We found tha t since 1959, the G overnm ent p o lic y  has 

been towards lib e ra liz a t io n  o f d ire c t con tro ls . Taxation p o lic y  provides an im portant 

instrum ent o f fisca l measure. The effectiveness o f taxation  p o lic y  in in flu e n c in g  

resource a llo c a tio n  has, how ever, been lim ite d  in Pakistan fo r a number o f reasons.

O ne must apprec ia te  tha t incentives provided through tax  measures are ra ther a 

d e lic a te  instrum ent o f econom ic p o l ic y .  Their successful w ork ing  demands tha t the 

general econom ic c lim a te  towards p riva te  investment is favou rab le  and other govern­

ment p o lic ie s  e ith e r support the taxa tion  p o lic y  or remain n e u tra l. U n fo rtu n a te ly , 

in  Pakistan most o ther p o lic ies  d id  not remain neutra l and a t times some other 

po lic ie s  a c tu a lly  clashed d ire c t ly  w ith

42 The main idea was to m a in ta in  a h igher rate o f investm ent by p u tting  as less 
hardship as possible on the peop le . Such a strategy is ju s tifie d  on the ground 
tha t the standard o f l iv in g  o f the people was very low  and once the income 
increases through ea rly  e fforts o f h igher investm ent, the hardship on the people 
w i l l  no t be much even i f  they  are asked to sacrifice  a h igher percentage from 
th e ir incom e.

43 W h ite , J . ,  Pledged to D evelopm ent, Overseas Developm ent Ins titu te  L td . ,  
London 1967 / Chop ter 3 /  eispe c i a II y" p p , 5 8 -6 3 .



ta xa tion  p o l ic y .  For exam ple , a longer tax h o liday  fo r East Pakistan fa ile d  to 

w ork as an adequate investm ent in ce n tive  probably because investm ent in  in fra ­

s tructura l fa c i l i t ie s  was not adequate nor was the im portance o f d ire c t government 

assistance in  encouraging p riva te  investm ent in East Pakistan fu l ly  re a liz e d . I t  may 

be seen from Table 4 .3  tha t in  the F irst and Second Plans, the a llo c a tio n  o f p ub lic  

investm ent was low er in  East Pakistan than in West Pakistan. I t  is o n ly  in the Third 

P lan tha t East Pakistan has been a llo ca te d  a higher s h a r e B u t  so fa r as the 

ac tua l o u tla y  is concerned. East Pakistan has always rece ived  a lower share fo r the 

w ho le  period  from 1950-51 to 1969-70, the share being p a r tic u la r ly  lower in the 

1950's.

Table 4 .3

Regional D is tribu tion  of P ub lic  Sector Investment

(In Percentage)

Plan A llo c a tio n A c tu a l O u tla y
East
Pakistan

(I)

West
Pakistan

(2)

East
Pakistan

(3)

West
Pakistan

(4)

Pre F irst Plan (1950-55) - — 31 69

First Plan (1955-60) 46 54 30 70

Second Plan (1960-65) 45 55 38 62

Third  Plan (1965-70) 54 46 45 55

Plan (op . c i t . , p .19 ), (E) Second Plan data are computed from H igh ligh ts  o f Pakistan's 
Second F ive Y ear Plan (op . c i t . , p .21 ; the C e n tra l-a llo c a tio n  has been d is tribu ted  
between East Pakistan and West Pakistan on a f i f t y - f i f t y  basis), (c) Third Plan data are 
computed from Revised Phasing . . .  o f the Third F ive Year Plan (o p , c i t . ,  pp . 15 and32) 
A c tu a l O u tla y  -  Chapter 3 , p . 8 8 (N o te : A c tu a l o u tla y  shown for the Second and Third 
Plans includes governm ent investm ent fo r Indus Basin Developm ent in West P ak is ta n .)

44 The a llo c a tio n  fa ils  to g ive  an exact idea since the large Indus Basin Development 
in  West Pakistan has not been in c lu d e d . A n  estimate made by G r if f in  and Glossburner 
shows tha t the Third Plan provides o n ly  Rs, 2 ,0 0 0  m illio n  more in East Pakistan than in 
W est P akis tan , b u t the Indus Basin Works in West Pakistan kept outside the Plan w il l  
cost $900 m il l io n ,  tha t is Rs. 4 ,2 8 4  m illio n  a t the o ff ic ia l ra te  o f about Rs. 4 ,7 6  per 
d o l la r .  C f .  "A n  Evaluation o f Pakistan's Third F ive Year P la n ," Journal o f D eve lop­
ment S tudies, J u ly  1966, p .438 ,



i t  îs expected tha t government expenditure p o lic y  can be e ffe c t iv e ly  used 

as on instrum ent fo r resource a llo c a tio n : IN FA  can cause exte rna l economies and 

thereby encourage p riva te  investm ent; DGU can come to  supplement p riva te  invest­

ment w h ich  is considered d e fic ie n t in any industry, sector or regions; and DGA can 

be m an ipu la ted  to encourage p riva te  investm ent in  the fie ld s  and ways desired . In 

a m ixed economy lik e  Pakistan where the p ub lic  sector occupies a large share in  the 

to ta l investm ent o f the co u n try , effectiveness of government expenditu re  p o lic y  should 

be v iew ed in  the con tex t o f the com plem entarity , as m entioned e a r lie r ,  between 

p u b lic  and p riva te  investm ents. Such a re la tionsh ip  has been s trong ly  emphasised by  the 

P lann ing Commission accord ing  to w h ich ; "P ub lic  investm ent is a p re -requ is ite  to 

p riva te  investm ent, a t least in  the e a rly  phase o f deve lopm ent. U n til enough has 

been done to tra in  the rivers and to regu la te  and d is tribu te  w ater fo r ir r ig a t io n , the 

p riva te  farmers are severe ly ham pered. The subsidy on fe r t i l iz e r  is a necessary a id  

to  the farm er to  make investm ent. Investment in  land are u rgen tly  necessary in 

order to p rov ide  the basis on w h ich  to b u ild  industria l centres and to create housing 

fa c i l i t ie s  fo r the w o rke rs . Construction and improvement o f roads, ra ilw a ys , w a te r­

ways, ports, e t c . ,  are indispensable fo r p riva te  enterprise to transport and m arket th e ir

o u tp u t. P ub lic  investments on education  and health  are requ ired  fo r im proving the

4 5
q u a lity  and q u a n tity  o f manpower needed in  the p riva te  sec to r.

The process o f economic developm ent in  Pakistan provides evidence fo r such 

a d is tin c tiv e  ro le  o f governm ent expenditu re  p o lic y .  A t  a tim e when p riva te  in vest-

45 G C ^ ,  PC , The Third  F ive Y ea r P lan , p .  102,



ment was n e g lig ib le  and the econom ic prospect was b le ak . I t  was government 

developm ent expenditu re  w h ich  helped to raise the ra tio  o f investm ent to G N P .

I t  was the larger a llo c a tio n  o f government developm ent expenditu re  in  West Pakistan 

w h ich  has u lt im a te ly  brought a dynam ic change in  the economy o f the Province 

Such an emphasis on government expenditu re  p o lic y  does n o t, how ever, mean tha t 

o the r po lic ie s  are o f no v a lu e . On the con tra ry , we be lieve  th a t i f  p rope rly  form ­

u la ted  and im p lem ented, other p o lic y  measures have also a considerable ro le  to 

p la y .  The main o b je c tive  is th a t, in  order to  ach ieve the o b je c tiv e  functions o f 

the econom y, the d iffe re n t p o lic y  measures must w ork to complem ent one another 

I t  m igh t also be m entioned tha t in  p u ttin g  a case fo r government expenditure p o lic y  

we do not mean tha t its ro le  has been e ff ic ie n t ly  performed in  P akistan. Indeed, 

as w i l l  be seen la te r o n , there were many im perfections in governm ent expenditu re  

p o lic y  and there is much room fo r im provem ent.

In conclusion i t  may be said tha t government expenditure p o lic y  in Pakistan is 

the resu lt o f the economy's having taken a pragm atic approach in  ra ising the aggregate 

investm ent. As found e a r lie r ,  Pakistan is fundam enta lly  a p r iva te  enterprise econom y. 

The ro le  o f government expenditu re  p o lic y ,  in  the context o f the developm ent model 

o f Pakistan, is f ir s t ly ,  to  raise the to ta l investm ent ra tio , and second ly , g iven the 

investm ent fu n d , to aim towards a be tte r a llo c a tio n  so that the ra te  o f growth can be 

m ax im ized . In equation 4 .2 ,  we have tr ie d  to locate  three aspects o f government 

expend itu re  p o lic y , tha t Is IN F A , DGU and D G A . The ro le  o f these three aspects

in  Pakistan w il l  be the subject o f discussion in the succeeding three Chapters.

” 46 I t  may be re ca lle d  tha t such a change has taken” place in sp ite o f  the fa c t tha t "
during  the 1950's savings ra tio  was lower in  West Pakistan than In East P ak is tan .

47 As has been observed by the P lanning Commission: "Tax and expenditu re  p o lic y
combine to form fisca l p o lic y ; each is im portant separa te ly , but perhaps o f greater 
im portance fo r ove ra ll economic conditions is the combined e ffe c t o f the two on the
econom y," C f,  G O P , PC , The Annual P lan , 1968-69, p . 31.
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chapter 5 

INFRASTRUCTURAL DEVELOPMENT

The main o b je c tiv e  o f this Chapter is to analyse tha t part o f government 

developm ent expenditu re  w h ich  is d irec ted  towards the developm ent o f in frastructu ra l 

fa c i l i t ie s .  In terms o f our equation 4 .2  i t  comes to mean the f irs t  component o f the 

r ig h t-h a n d  s id e , tha t is , investm ent in in frastructu ra l fa c i l it ie s  ( IN F A ). A t  the outset 

tw o m ajor lim ita tio n s  o f the Chapter should be m entioned. F irs tly , in  order to re s tr ic t 

the discussion to  the basis o f equation 4 ,2 ,  i t  is essential th a t the analysis o f the 

Chapter should comprise s tr ic t ly  w hat is IN F A . I t  must be adm itted  tha t such a s tr ic t 

coverage w i l l  not be possible. This is p a rtly  the result o f d if f ic u lt ie s  concern ing the 

proper d e fin it io n  o f IN F A , and p a r tly  the resu lt o f having to depend m a in ly  on the 

data from the Pakistan P lanning Commission. How ever, this w i l l  no t seriously a ffe c t 

the ana lys is , Secondl,y, in  order to keep the discussion b r ie f ,  a se lec tive  approach 

has been p re fe rred .

The Chapter is d iv ided  in to  fou r Sections. A  short in tro du c tio n  is g iven in 

Section r .  In Section 11, c r ite r ia  o f a llo c a tin g  investm ent between socia l overhead 

ca p ita l (SOC) and d ire c t ly  p roductive  a c tiv it ie s  (DPA) are discussed. Sections III 

and IV  re sp ec tive ly  dealvvith sectoral and reg ional a lloca tions  o f investm ent fo r 

in fras truc tu ra l fa c i l i t ie s .

1 In troduction

The Th ird  F ive Year Plan has d iv ided  in frastructure  in to  two broad groups; 

Physical In frastructure  and Social In fras lruc tu re . Physical In fras truc tu re , as conta ined 

in the P la n , comprises the fo llo w in g ; W ater and Power, Transport and Com m unications, 

and Physical P lann ing and Housing. Social Infrastructure comprises Education and



T ra in in g , H ea lth  and F am ily  P lann ing , Manpower Tra in ing  and Labour, and Social 

W e lfa re  J  I t  cannot be cla im ed tha t the above is the on ly  s c ie n tif ic  approach. As 

shall be seen la te r ,  there is some doubt whether a ll o f these can be ca lle d  in fra s truc tu re  

o r w hether the lis t is fu l ly  exhaustive o f a ll IN F A . I t  should be mentioned tha t in fra ­

s tructure  is a 'set o f p roperties ' not a 'set o f th ings' and i t  is n o t easy to f in d  a proper

2
d e fin it io n  o f the te rm .

The basic p r in c ip le  inheren t in  government investm ent in  in fras truc tu ra l fa c il it ie s  

is tha t p riva te  enterprise is not g en e ra lly  encouraged in these f ie ld s , p a r tly  because 

the amount o f investm ent required  is very high and p a rtly  because the prospect o f 

p riva te  return is lo w . The second p o in t leads d ire c tly  to  the question o f the d ivergence 

between socia l and p riva te  p ro f i ta b i l i ty .  In some cases lik e  pow er, transport, e tc . 

the p riva te  investor can charge fo r the service and may f in d  i t  p ro fita b le  to supply 

the se rv ice . But in  o ther cases, fo r exam ple , educa tion , roads, e tc . ,  i t  may not be

3
easy to  charge fu l l  p rices or the cost o f c o lle c tio n  may be too h ig h , Hers'we fin d  

a case fo r governm ent investm ent, p a r tic u la r ly  i f  i t  is found th a t m arginal socia l 

bene fits  are much h igher than m arginal socia l costs.

In Pakistan, as in  many other coun tries, the G overnm ent has taken the respons­

ib i l i t y  o f supp ly ing  in fras truc tu ra l fa c i l i t ie s .  Three main reasons may be advanced fo r

1 G O P , PC , The Third F ive  Y ear P la n , p p .185-387.

2 For a discussion o f the d if f ic u lt ie s  o f d e fin ing  in frastructu re  see Youngson, A . J . ,  
O verhead C a p ita l: A  Study in Development Economics, Edinburgh U n ive rs ity  
Press 1967, p p .34-72"

3 M usgrave, R .A . ,  The Theory o f P ub lic  F inance; A Study in  P ub lic  Economy, 
M c G ra w -H ill Book C o . ,  1959, p p .61-89, see also SamueIson, P ,A . / "The Pure 
Theory o f P ub lic  Expen d itu re , " Review o f Economlcsand S ta tis tics , November 
1954, p p .3 87 -8 9 , The Musgave-Sam uelson approach how ever, is m a in ly  
concerned w ith  the d if f ic u l ty  o f app ly ing  the 'exclusion p r in c ip le . '
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governm ent p a rtic ip a tio n  in  these a c t iv it ie s .  F irs tly , p riva te  sector investm ent in 

in fras truc tu re  is not o n ly  confined to a few  a c tiv it ie s , bu t also the amount o f p riva te  

investm ent is considered to be h ig h ly  inadequate. Secondly, the provision o f minimum 

in fras truc tu ra l fa c i l it ie s  is considered a prerequis ite  fo r in it ia t in g  a se lf-susta in ing  

g ro w th . In the next S ection , we shall have more to say on this p o in t.  T h ird ly , as 

m entioned e a r lie r ,  through investm ent in  in frastructu ra l fa c i l i t ie s ,  government expendi­

tu re  p o lic y  may be e ffe c t iv e ly  used fo r a llo c a tin g  resources (Chapter 4 ) ,  For exam ple , 

a re la t iv e ly  h igher investm ent fo r IN F A  in a region can raise the m arginal p ro d u c tiv ity  

o f investm ent and a ttra c t the f lo w  o f investm ent in to  tha t re g io n .

II Investment A llo c a tio n  between SOC and DPA

As m entioned in Chapter 2 , an investm ent programme can be b road ly  d iv ided  in to  

soc ia l overhead ca p ita l (SOC) and d ire c t ly  p roductive  a c tiv it ie s  (D P A ), In order to 

m axim ize the rate o f growth, i t  is not enough fo r the ra tio  o f savings-investm ent to 

G N P to be a t a maximum. I t  is also essential tha t SOC-DPA a llo c a tio n  becomes 

op tim um . U n fo rtuna te ly  how ever, there is no general c r ite r io n  w h ich  can show an 

underdeveloped country the amount o f SOC i t  needs to in it ia te  se lf-susta in ing  g row th . 

G ive n  the amount o f resources, the problem îs to q ua n tify  the discounted marginal 

b e n e fit from investm ent in SOC and DPA and thereby a llo c a te  resources In such a 

w ay tha t to ta l benefits are m axim ized . As was seen e a rlie r (Chapter 2 ), i t  is not a 

sim ple task to app ly  the p r in c ip le  in  p ra c tic e .

I t  is o ften  argued tha t In underdeveloped countries investm ent is not a ttrac ted  due 

to  the absence o f proper amount o f S O C . The argument fu rthe r suggests tha t SOC 'must 

precede the more q u ic k ly  y ie ld in g , d ire c tly  p roductive



investm ents. ' ^  This is what is known as the 'b u ild in g  ahead o f demand' argument

o f S O C . A v a ila b le  evidence from underdeveloped countries shows tha t a major portion

o f investm ent is d irec ted  fo r S O C . For exam ple, India 's Second F ive  Year Plan (1956-

61) a llo ca te d  61 per cent o f to ta l investm ent fo r the developm ent o f in frastructu ra l

fa c i l i t ie s ;  in  the Th ird  F ive Year P lan (1961-66), the corresponding fig u re  was 57 per 

5c e n t. In Pakistan , about 60 per cent o f the to ta l investm ent has been a llo ca te d  fo r 

SOC in  the Second and Third F ive Year Plans (Table 5 .2 ) .

How fa r the 'b u ild in g  ahead o f demand' argument is v a lid  needs to be exam ined. 

The argum ent contains tru th  in  so fa r as i t  refers to the cho ice  o f lo ca tion  by the entre ­

preneurs who "are not l ik e ly  to choose sites w here, by reputa tion  o r established p o lic y , 

there is a ch ron ic  shortage o f basic fa c i l i t ie s . The case o f East Pakistan and West 

Pakistan may be c ite d  as an exam ple . East Pakistan has a repu ta tion  fo r ch ron ic  short­

age o f basic fa c i l i t ie s .  O ther things rem ain ing neu tra l, entrepreneurs would have a

7
tendency to concentrate  in West Pakistan. Thus, viewed from  this co n te x t, b u ild in g  

ahead o f demand may be essential fo r in it ia t in g  growth in East P ak is tan .

4 Rosenstein-Rodan, P . N . , " Notes on the Theory o f the 'B ig Push'" , in  E llis ,
M .S . (e d .) Economic Developm ent for Latin  A m e rica , S t. M a rtin 's  Press, N ew  
Y o rk , 1961, p p ,60 -61 .

5 G overnm ent o f In d ia , P .C . The Third F ive Year P lan , 1961, p . 59 , Table 3 .
(For ca lc u la tin g  S O C , investm ent fo r ag ricu ltu re  and industries has been sub­
trac ted  from the to ta l investm en t).

6  Lew is, W .A . ,  Development P lann ing, op . c i t . ,  p . 98 ,

7 The hypothesis may be checked in  terms o f our analysis in Chapter 4 where i t
was found tha t p riva te  investm ent in East Pakistan is o n ly  about a quarter in 
comparison to three-quarters in  West Pakistan.



But the argument must not be in terpre ted  as meaning tha t a ll tha t matters is
g

S O C . W h ile  adequate SOC is essentia l, surplus SOC has l i t t le  a ttra c tiv e  pow er.

Here one faces a cho ice  o f econom izing in  SOC to provide funds fo r DPA-investm ent

in  so fa r as the la tte r has a lesser gestation period and can produce higher m arginal

b e n e fits . This is n a tu ra lly  the case because underdeveloped countries have a higher

9
soc ia l tim e preference ra te , and when discounted a t a h igher ra te  the fu tu re  b e n e fit-  

stream o f a q u ick -re tu rn  p ro je c t is l ik e ly  to show a higher NPV than th a t o f a s low - 

re turn  p r o je c t . T h u s ,  i t  is essential tha t scarce resources should not be com m itted to 

b u ild in g  SOC beyond a foreseeable d e m a n d .H o w  im portant the a llo c a tio n  between 

SOC and DPA is may be v iew ed from the Second Plan experience o f P akistan , The 

o r ig in a l Second F ive  Year Plan a llo ca te d  6 6  per cent to SOC and 34 per cent to D P A .

Table 5.1

Estimates o f C a p ita l-O u tp u t Ratio in the O r ig in a l 
and Revised Second Plan

(Rs. in  M il l io n )

O r ig in a l Plan Revised Plan
G NP Total 1 n vest­ G N P  Total in v e s t/

Investment m e n t/ A G N P Investment z g n p

( 1) (2 ) (3) (4) (5) (6 )

I960 2 5 ,4 3 0 30 ,000
19,000 3 .6 9 23 ,000 3.16

1965 3 0 ,5 8 0 37 ,270

and (5) -  G O P , The Second F ive Year Plan (Revised Estimates), p . 30 . Rest -  Computed.
A bso lu te  figures in  O rig in a l Plan are based on 1959 p rices, w h ile  those o f Revised Plan
are based on 1960-61 p rices .

8  Lew is , W .A . ,  Developm ent P lann ing , p . 98

9 As has been observed by Ursula H icks: "when supplies o f a ll sorts o f equipm ent are
meagre and the expecta tion  ^ ^ ^ w o u l d  be natu ra l to suppose that
a h igher tim e preference ra t^ w o u l^ ^ e  app ro p ria te . "  C f.  Developm ent Finance; 
P lann ing and C o n tro l, C larendon Press, O xfo rd  1965, p .3 4  .

10 F o llow ing  the exercise shown in  the A ppend ix  to Chapter 2 , i t  may be easily  estimated
tha t the present worth o f a s low -re tu rn  p ro jec t is much low er i f  discounted a t a h igher
ra te  than a t a lower ra te .

11 Lew is, W .A  . ,  ib id ,  p . 9 8 . See also Y o u n ^ o n , A . J .  O verhead C a p ita l, op . c i t .  pp69- 
70 . I t  is true tha t sometimes the nature o f the p ro jec t fo r exam ple , ports, may necess­
ita te  b u ild in g  w ith  excess c a p a c ity , but as fa r as p ra c tica b le  these should be planned 
to  expand g radu a lly  as the demand increases.



when the Plan was rev ised, ihe SOC a llocaH on  was reduced fo 60 per cent

12
and the a llo c a tio n  fo r DPA was raised to 40 per ce n t. The h igher a llo c a tio n  fo r DPA 

in  the revised Plan brought a reduction  in the ca p ita l-o u tp u t ra tio  (Table 5 .1 ). This 

was one of the main factors tha t helped to raise the target ra te  o f growth o f G N P from

13
20  per cent in the o r ig in a l Plan to 24 per cent in the Revised P lan.

I t  fo llow s tha t SOC-DPA a llo c a tio n  is o f v ita l im portance . In a llo c a tin g  

resources between SOC and DPA i t  is necessary to see tha t there is ne ither a 'shortage' 

o f SOC w h ich  w i l l  discourage investm ent nor a 'surplus' w h ich  w il l  not encourage 

investm ent. Id e a lly ,  the problem is to m aintain  a proper balance between demand fo r 

and supply o f SO C . In o ther words, "as in  other sectors, demand and supply should 

keep in s te p ."  In order to m ain ta in  such a ba lance , investm ent a llo c a tio n  in  terms 

o f a w e ll-p re p a re d  in p u t-o u tp u t tab le  is necessary. From the Plan documents o f 

Pakistan i t  does not seem tha t I t  has been possible to prepare an in p u t-o u tp u t tab le  

and to a llo c a te  resources a c c o rd in g ly . On the co n tra ry , there are remarks w h ich  show 

tha t inadequacy o f data s t i l l  poses a serious problem and tha t the resources provided

. 1 5fo r most sectors in  the Plan are not s u ff ic ie n t to cover the increasing demands in  f u l l .

12 H aq, M . ,  The S trategy o f Economic P lann ing , p . 38,

13 The increase in  investm ent in the revised Second Plan over the o rig in a l Plan was
m a in ly  due to a rise in  p r ic e - le v e l w hich was observed as ea rly  as In i960 . In
terms o f real increase , the investm ent growth was on ly  6 . 2  per cent w h ile  the
corresponding increase in  ou tput was 21 per ce n t. C f. C how dhury, M . K . ,  "The 
Approach to P lanning in  Pakistan" Unpublished P h.D .Thesis , U n iv . o f Manchester 
1967, p .64.

14 Lew is, W . A . ,  Developm ent P lann ing , p .98.

15 For exam ple , the Third Plan remarks ih a t "n o  re lia b le  in form ation  is a va ila b le
about the a c tiv it ie s  o f road transport (p riva te  sector) and the large non-m echanized 
in la nd  transport f le e t .  In the absence o f such s ta tis tics , a c le a r p ic tu re  o f the 
inadequacy or otherw ise o f the transport system cannot be obta in  i ■ 0 0 ? , PC,
The Third  F ive Year P lan, p . 314^ I n ^ i s  connection (transport system)tHe Second
Plan remarked; " I t  has not been/possiole to p rov ide .in  the Plan the investm ent
required  to cover the increasing demands in  f u l l . ' '  C f. G O P , PC, The Second
F ive Year P lan , p p .2 7 8 -9 .



Thus, fo r various reasons, much remains to be done fo r proper a llo c a tio n  o f investment 

in  Pakistan

So fa r the discussion has dea lt w ith  investment a llo c a tio n  in  terms o f the whole  . 

economy (com pris ing  p u b lic  and p riva te  sectors). For present purposes, we are however 

in terested m a in ly  in the government developm ent expenditure  in  the SOC programme. 

Table 5 ,2  shows the re la tiv e  a llo c a tio n  o f p ub lic  investment and to ta l developm ent 

expend itu re  among d iffe re n t sectors. From the Table i t  w ou ld  appear tha t some 60 per 

cen t o f to ta l developm ent expend itu re  is d irected  towards the developm ent o f in fra ­

structura l fa c i l i t ie s  such as w ater and pow er, transport and com m unications, housing, 

e duca tion , hea lth  and socia l w e lfa re , w h ile  the corresponding fig u re  o f p u b lic  invest­

ment is 75 per cen t or m ore. This means tha t a larger part o f p u b lic  investm ent is 

a llo ca te d  fo r S O C . The larger a llo c a tio n  of/public investm ent fo r the developm ent o f 

in fras truc tu ra l fa c il it ie s  fo llow s from the growth strategy o f Pakistan (Chapter 1), I t  

has been a del cared o b je c tiv e  o f the economy, th a t, unless i t  is abso lu te ly  essentia l, 

the G overnm ent w il l  not p a rtic ip a te  in d ire c t ly  p roductive  a c t iv it ie s .  Consequently, 

the in te n tio n  o f governm ent expenditu re  p o lic y , as found e a r lie r ,  is to provide  incentives 

to the p riva te  sector by c rea ting  in fras truc tu ra l fa c ilit ie s  and by p rov id ing  d ire c t 

governm ent assistance in  the form o f subsidies  ̂ loans, e tc .  I t  is true tha t the

16 The approach by the planners o f the F irs t, Second and Third  Plans towards 
estim ating accoun ting  prices is discussed in A ppend ix  A  . I t  appears tha t a lthough 
a s ta rt was made by the planners o f the First P lan , those o f the Second and the 
Th ird  Plan d id  not try  to make any estimate o f accounting  p rices .

17 We shall deal w ith  the second p o in t concerning w ith  d ire c t government assistance 
in  Chapter 7 .



Table 5 .2

Sectoral A llo c a tio n  o f Investm ent-fund

(In Percentage)

First
P ub lic
Invest­
ment
(ac tua l)

( 0

Plan
Total
D ev.
Exp.
(ac tua l)

(2 )

■ Second Plan 
P ub lic  Total 
Invest- D ev . 
ment Exp. 
(actua l) (actua l)

(3) (4)

Third Plan 
P ub lic  Total 
Invest- D ev. 
ment Exp. 
(est. (Plan 
a c tu a l) a l io . )
(5) (6 )

A g r ic u ltu re 1 1 .6 7 1 0 .6 13 1 1 .2 15.4

M anu fac tu ring  
and M in in g

17.2 31 9 .3 28 11.3 2 5 .9

W ater and Power 30 .5 17 41.4 19 3 9 .7 15.1

Transport and 
Communications

2 3 .0 17 17.6 17 17.1 18.2

Physical P lanning 
and Housing

1 0 .0 2 0 9 .5 15 6 .5 12.7

Education and 
Tra in ing

5 .5 6 5 .2 4 5 .4 5.1

H ea lth  and M e d i­
ca l Services

2 .1 2 2 .3 I 3 .9 2 .3

Socia l W e lfa re , 
M anpower and 
Employment

0 .1 N e g . 0 .4 N e g . 0 .4 0 .5

Works Programme - - 3 .7 3 4 .5 4 .8

Total 1 0 0 .0 100 1 0 0 .0 100 1 0 0 .0 1 0 0 .0

Sources: Figures o f P ub lic  investm ent are from G O P , The Fourth F ive Year P lan , p . 2 8 , 
and those o f Total Development Expenditure from G O P , The Third  F ive  Year P lan , p p . 6  

and 41.

G overnm ent has also d ire c t ly  p a rtic ipa te d  in p roductive  f ie ld s , fo r exam ple industries, 

bu t the ro le  o f the G overnm ent in  this connection should be understood as supplem entary 

ra ther than c o m p e tit ive . This aspect o f government developm ent expenditu re  w il l  be 

taken up in  the next C hapte r.



In the f ie ld  o f p u b lic  investm ent, an im portant question is whether a d iffe re n t 

SOC"DPA a llo c a tio n  w ou ld  have been e ff ic ie n t fo r ach iev ing  a h igher ra te  o f g row th . 

Here the  main consideration is tha t p riva te  sector investm ent in  DPA is inadequate and 

Governm ent p a rtic ip a tio n  is necessary. But this becomes d if f ic u l t  when a large portion  

o f p u b lic  investm ent is t ie d  up fo r S O C , leav ing  very l i t t le  fo r D PA, The problem may 

be considered from iv/o main v ie w -p o in ts ;

1. Less p u b lic  investm ent fo r lo w -p r io r ity  in fras truc tu re , and

2 . M ore  p riva te  investm ent fo r in fra s truc tu re .

The f irs t p o in t is eas ily  determ ined i f  a llo ca tio n  o f p u b lic  investm ent is made 

on the basis o f the m arginal b en e fit c r ite r io n  as exp la ined  in Chapter 2 . For exam ple , 

i f  the m arginal b en e fit o f b u ild in g  a federa l cap ita l a t Islamabad appears very low  

compared w ith  tha t in  educa tion , i t  w ou ld  be necessary to reduce investm ent in  the 

fo rm e r. I t  is true tha t the estim ate o f m arginal b en e fit is not ve ry  easy, but this does 

not im p ly  tha t attempts should not be made to improve the basis o f a llo c a t io n . As 

m entioned e a r lie r ,  the a llo c a tiv e  aspect o f investment is the main basis w h ich  determines 

how high the growth ra te  w i l l  b e . M aximum growth w i l l  be ach ieved o n ly  when invest­

ment takes p lace  in  such a way tha t m arginal b en e fit is equal in  a ll sectors (C hapter 2 ) .  

A t the present stage o f econom ic p lann ing in  Pakistan serious attempts do not seem to 

have been made to improve the a llo c a tio n  o f investm ent. This is p robab ly the main 

weakness o f p u b lic  sector p lann ing  in  P ak is tan , There is no doubt tha t even some crude 

estimates o f m arginal b e n e fit may subs tan tia lly  improve the basis o f a llo c a tio n  and 

thereby a vo id  the m isa lloca tion  o f p u b lic  resources d irec ted  towards lo w -p r io r ity  

a reas.



So fa r as ihe  second p o in t is concerned, i t  is no t essential tha t a ll sorts o f SOC

must be provided by the G overnm ent. In the USA, for example e le c tr ic ity  is supplied

through the p r iv a te  sec to r. A i r  transport was developed in Colom bia almost e n tire ly

18
through p riva te  c a p ita l.  Even in  Pakistan, p riva te  enterprise has strongholds in

19
many m un ic ipa l bus systems w h ich  are p u b lic ly  owned in most coun tries , in  recen t 

years in  West Pakistan, there has been a tremendous increase in p riva te  irr ig a tio n  by 

means o f tubew e lls  w h ich  are estimated to be opera ting  a t the ra te  o f 6 ,500  w e lls  per

2 Ô
y e a r. In the socia l services sector such as housing, educa tion , hea lth  and socia l

w e lfa re , p r iva te  p a rtic ip a tio n  may be encouraged. In the Second Plan o f In d ia , out

o f a to ta l a llo c a tio n  o f Rs, 12,900 m illio n  fo r the soc ia l services, o n ly  Rs. 3 ,400  m illio n

was kep t in  the p u b lic  sector and the rem ainder, Rs, 9 ,500  m illio n  was a llo ca te d  to 

2 !
p riva te  se c to r. I t  is there fore  p ra c tica b le  th a t, g iven  proper in ce n tive s , the p riva te  

sector can be encouraged to p la y  a constructive  ro le  in  the c rea tion  o f in frastructu ra l 

fa c i l i t ie s .  W hat appears to  be o f the utmost im portance in the con tex t o f the deve lop­

ment stra tegy adopted fo r Pakistan (C hapter 1) is that p u b lic  investm ent should be 

d ire c ted  o n ly  towards those SOC where p riva te  investm ent is not fo rthcom ing  and due 

to  the absence o f w h ich  investm ent in  p roductive  fie lds  is not encouraged, Such an 

investm ent s tra tegy is p a r tic u la r ly  essential considering the lim ite d  amount o f p u b lic  

investm ent funds w h ich  need to be a llo ca te d  for both SOC and DPA.

18 Youngson, A . J . ,  O verhead C a p ita l,  p p ,80  and 78.

19 Papanek, G . F . ,  Pakistan's Developm ent, p .2 4 .

20 G O P , PC , The Third F ive Year P lan , p . 294 , In 1967-68"the figu re  was 8 ,0 0 0 ,
C f,  K han , A . M . ,  "A g r ic u ltu ra l Revolution and Role o f M anufactu ring  In d u s tr ie s ," 
Forw ard, February 1970, p . 30,

21 Governm ent o f In d ia , PC , The Third  F ive Year P lan , p ,5 9 .



O nce the a llo c a tio n  of SOC is determ ined, the main task is to d is tribu te  the 

investm en t-fund  among d iffe re n t sectors so as to m axim ize b e n e fits . A nd  the job needs 

p a rtic u la r a tte n tio n  when the a llo ca te d  investment is not adequate to fu l f i l  the demand 

fo r d iffe re n t a c t iv it ie s .  Here the problem is not sim ply one o f d is tr ib u tin g  the lim ite d  

SOC to the d iffe re n t sectors in  an e ff ic ie n t  w a y , bu t is also a m atter o f ach iev ing  

e ff ic ie n t  in tra -se c to ra l a llo ca tio n s  in each sec to r. These points w i l l  be fu rthe r discussed 

in  the nex t S ec tion ,

111 Sectoral A llo c a tio n  o f IN F A

This Section w il l  deal with p u b lic  investment a llo ca tio n  among d iffe re n t in fra ­

s tructu ra l fa c i l i t ie s  ( IN F A ), F o llow ing  the c lass ifica tion  shown in Table 5 ,2  there 

are s ix  broad sectors:

1. W ater and Power,

2 .  Transport and Com m unications,

3 . Physical P lann ing and Housing,

4 .  Education and T ra in in g ,

5 .  H ea lth  and M e d ic a l Services, and

6 . Social W e lfa re , M anpower and Employment,

As m entioned p re v iou s ly , accord ing to the planners the f irs t three sectors 
o f

belong to the category/Physica l In frastructure  and the last three to  Social In frastructure  

S ince our analysis w il l  be based m a in ly  on the in form ation  supp lied  by the P lanning 

Commission, a note o f caution  is necessary. F irs tly , the Plans do not m ain ta in  a s tr ic t 

d iv is ion  among the sectors and sometimes a sector includes some investm ent w h ich  

te c h n ic a lly  speaking belongs to some other secto r. For exam ple , the housing sector



inc ludes investm ent in  'educa tion  fo r a rch itec tu re  and town p la nn in g ' w h ich  should

belong to the education  secto r. S econdly, from Table 5 .2  i t  w i l l  be found tha t there

is a sector c a lle d  Works Programme. A cco rd ing  to the p lanners, "the  Works Programme

w il l  form a separate sector in the Plan m a in ly  concerned w ith  the growth and developm ent

22
o f the rura l econom y." Such an argum ent, how ever, is confusing fo r a sectoral

breakdown where a know ledge o f the nature o f the service to be provided is necessary.

So fa r as the works programme is concerned, i t  w i l l  m a in ly  p rov ide  rura l in frastructu re

in  the form  o f roads, ir r ig a t io n , e tc .  Thus one may argue tha t the works programme

should be in c lu de d  in  in fra s iru c tu re , O n  the con tra ry , the planners have preferred

to  consider i t  as be long ing  to P roduction Programme, T h ird ly , in  so fa r as w ater is

p rov ided  as an ag ricu ! tu ra l in p u t, one may question the ju s tif ic a tio n  fo r in c lu d ing

23
w a te r under in fra s truc tu re . For exam ple , in  the First F ive  Year Development Plan

o f Turkey ir r ig a tio n  was inc luded  in a g r ic u ltu re .^ ^

Table 5 .3  shows in te r-se c to ra l a llo c a tio n  o f p ub lic  investm ent in  in frastructu ra l

fa c i l i t ie s .  W hether the sectoral a llo c a tio n  o f IN F A  as shown in the Table was based

on some cost b e n e fit analysis is not know n. As mentioned e a r lie r ,  fo r an ideal a llo c a tio n

one needs in fo rm a tion  about m arginal p ro d u c tiv ity  and cost in  d iffe re n t sectors,

25
U n fo rtu n a te ly , data in  this regard are lack ing  in Pakistan, I t  seems tha t personal

22 G O P , PC , The Third  F ive Y ear P lan , p . 515

23 The question has a lready been raised by H a q , M . ,  The S trategy o f Economic 
P la nn in g , p . 34 ,

24 G overnm ent o f Turkey, State P lanning O rg a n iza tio n , The F irst F ive Year 
Developm ent Plan (1963-67), A n k a ra , 1963, pp . 145-47,

25 I t  w ou ld  however be un fa ir to say tha t the P lanning Commission is not aware o f 
the p rob lem . I t  seems tha t some in it ia t iv e  has a lready been made to ob ta in  
in fo rm ation  about u n it cost. For exam ple, the f in d in g  o f a study published in  the 
Fourth P lan gives an idea o f the u n it cost fo r m edical education  a t d iffe re n t 
le v e ls . C f , G O P , PC, The Fourth F ive Y ear P lan , p . 218,



Table 5 .3

P ub lic  Sector A llo c a t io n  fo r In frastructure  in the F irs t, 

Second and Third  P Ians

(Rs. in  M il l io n )

First Plan 
A bso lu te  

( 1)
%
(2 )

Second Plan 
A bso lu te  %

(3) (4)

Third Plan 
Absolu te

(5)
%
(6 )

W ater and Power 2 ,6 9 7 43 4,140 41 8 ,047 38

Transport and 
Communications

1 ,6 6 6 27 2 ,725 27 6,711 32

Physical P lanning 
and Housing

861 14 1,885 18 2 ,477 12

Education and 
Tra in ing

580 9 955 9 2 ,3 7 4 11

Health  and M e d i­
cal Services

288 5 370 4 1,175 6

Social W e lfa re , 
M anpower and 
Employment

133 2 120 I 176 1

Total 6 ,225 100 10,195 100 20,960 100

Evaluation o f Second F ive Y ear P lan, p . 15, C o l. (5) -  G O P , Revised Phasing  ..........
o f the Third F ive Year P lan , p . 16. Rest -  Com puted. First Plan a lloca tions  show gross 
to ta l in c lu d in g  l ik e ly  s h o r tfa ll, Due to  d iffe rence  in prices d ire c t in te r-p e rio d  
comparison o f investm ent figures is not possible. Figures have been rounded o f f .

judgement o f the planners has been the gu id ing  c r ite r io n  for sectoral a llo c a tio n . The 

a p p lic a tio n  o f such a c r ite r io n  sometimes creates d if f ic u lt ie s .  During p lann ing and a t the 

tim e o f e xe cu tio n , barga in ing  strength and adm in is tra tive  ca pa c ity  o f the d iffe re n t 

sectors may la rg e ly  in fluence  the sectora l a llo ca tio n  o f investm en t-fund . That this



fa c to r has la rg e ly  In fluenced  investm ent a llo ca tio n  in  Pakistan seems obvious. This 

may be one im portant fa c to r w hy the a llo c a tio n  o f p ub lic  investm ent fo r in frastructu re  

does not g en e ra lly  appear e ff ic ie n t ,  as we shall see from an exam ination  o f the ra tiona le  

o f a llo c a t io n .

C onsidering the investm ent a lloca tions  as shown in Table 5 .3  i t  appears tha t the 

so ca lle d  'phys ica l in fra s tru c tu re ', consisting o f water and pow er, transport and communi­

ca tions , and physical p lann ing and housing, have occupied the largest share . O f the 

to ta l p u b lic  sector a llo c a tio n  fo r IN F A  in the First P lan, the share o f physical in fra ­

structure  was 84 per cen t, as against 16 per cent fo r socia l in fra s truc tu re . The respective 

shares in  the Second Plan were 8 6  per cent and 14 per ce n t, and in  the Third P lan ,

82 per cent and 18 per ce n t. I t  fo llow s tha t in  the a llo ca tio n  o f p ub lic  investm ent 

top p r io r ity  has been g iven to physical in fras truc tu re , the expansion o f w h ich  is 

considered essential fo r the growth o f DPA, w h ile  low  p r io r ity  has been a ttached to 

soc ia l in fras truc tu ra l fa c il it ie s  w h ich  are considered to have com para tive ly  l i t t le  

g row th e ffe c t .  Such an aggregated analysis conceals some tru th . In order to see the 

ra tio n a le  o f the hypothesis, i t  is necessary to analyse the a llo c a tio n  tak ing  the in d i­

v idua l sectors. In the sub-sections tha t fo l lo w , the three in d iv id u a l sectors fa l l in g  

w ith in  the ca tegory o f physical in frastructure  and the education and tra in in g  sector 

from the ca tegory o f socia l in frastructu re  w il l  be dea lt w ith ,  in  order to keep the 

analysis b r ie f ,  the a llo ca tio n s  o f w ater and pow er, and transport and communications

26 As has been observed by H a q : "the  a llo ca tions  in the Governm ent sector were 
determ ined by the demonstrated adm in is tra tive  capac ity  o f various organizations 
in  the past and by the in e v ita b le  departmental pressures." C f.  The Strategy 
o f Economic P lann ing , p . 183.



w il l  be discussed a t a broad le v e l. In analysing the a llo c a tio n  fo r physical p lann ing 

and housing, and education and tra in ing  an a ttem pt w il l  be made to extend the discussion 

a t in tra -se c to ra l le v e l.

(a) W ater and Power. Sometimes w ater and power are jo in t ly  supplied through 

m ultipurpose p ro jec ts . H ow ever, this is not always essentia l. Further, when w ater 

and power are supplied jo in t ly ,  a separate va lue may be im puted fo r each type o f 

b e n e fits . This is p a r tic u la r ly  essential a t the tim e o f making the fe a s ib il i ty  study o f

a p ro je c t. For the present purpose, w ater and power w il l  be treated as separate

. 27sectors.

Table  5 .4  shows p u b lic  sector a llo c a tio n  fo r water and power in  the F irs t, Second 

and Th ird  F ive  Year P lans. I t  is found tha t o f the a llo c a tio n  fo r w ater and power 

sector in  the F irst P lan , the share o f w ater was 6 8  per cent as against 21 per cent fo r 

pow er; 11 per cen t is shown as m iscellaneous . In the Second and Third P lans, the 

share o f w ater was 62 per cent and 49 per cent respec tive ly ; the corresponding figures 

o f power were 35 per cent and 48 per ce n t. I t  fo llow s tha t w ater was a llo ca te d  the 

m ajor share in  the F irs t, Second and Third Plans. I t  is true tha t the share fo r w ater 

has g ra d u a lly  d e c lin e d , bu t the re la tiv e  position in the last two periods needs to be 

token w ith  ca u tio n , since an extensive water programme in the form o f the Indus 

Basi n Developm ent was kep t outside the Second and Third P lans. In fa c t ,  in c lu d ing  

the Indus Basin Developm ent the ac tua l p ub lic  expenditure fo r the developm ent o f

27 I t  appears tha t the advantage o f conce iv ing  a llo ca tio n  separa te ly for w ater and 
power developm ent has been re a lize d  by the planners o f the Fourth P lan . U n like  
the previous Plans, separate a lloca tions  fo r water and power are shown in the 
Fourth P lan .



Table 5 .4

Plan A llo ca tio n s  fo r W ater and Power in P ub lic  Sector

(Rs. in M il l io n )

First P Ian 
A bso lu te  %

(I) (2)

Second Plan 
Abso lu te  %

(3) (4)

Third PI 
A bsolu te

(5)

an
%
(6 )

W ater 1,826* 6 8 2 ,5 7 9 .7 62 3 ,9 3 4* 49

Power 571 21 1,440 .5 35 3 ,848 48

M isce llaneous 300** 11 119.8*** 3 265 3

Total 2 ,6 9 7 100 4 ,1 4 0 .0 100 8 ,0 4 7 100

G O P , Evaluation  o f the Second F ive  Year P lan , p . 225 . C o l. (5) -  G O P , Revised 
Phasing . . . . .  o f the Third F ive Year P lan , p . 19. Rest -  Com puted. * ln c ludes  
Rs. 733 m illio n  a llo ca te d  fo r m ultipurpose developm ent in the F irst Plan and 
Rs, 854 fo r the same in the Third P lan . * *  Shows reserve. * * *  Shows Central 
G overnm ent programme in w ater and pow er. O ther notes -  same as in  Table 5 .3

w ater in  the Second Plan was Rs. 5 ,4 7 6  m illio n  as against Rs. 1,775 m illio n  fo r the

developm ent o f pow er. The respective figures fo r the Third Plan are Rs. 6 ,458

28
m illio n  and Rs. 3 ,507  m il l io n .  In other words, as percentage o f the to ta l, the 

share o f w a ter was 76 per cent in the Second Plan and 65 per cent in the Third P la n .

C onsideration o f p r io r ity  se lec tion  in the water and power sectors may be analysed 

from two main points o f v iew :

a) W hat is the nature and use o f the inpu t?

b) Can the in p u t be supplied through the p riva te  sector?

28 G O P , PC , The Fourth F ive Year P lan , p . 37. A ppend ix  B. (The Plan figures 
show estimated actua l)



So fa r as w ater is concerned, i t  was m entioned earlie r tha t this may be considered 

as an agrucu ltu ra l in p u t. I f  this is tru e , the economic ra tio na le  o f the a llo c a tio n  fo r 

w a te r should be considered together w ith  the a llo ca tio n  fo r o the r a g r ic u ltu ra l inputs , 

such as seeds, fe r t i l iz e rs ,  e tc . Such an argument assumes tha t the d iffe re n t a g r i­

cu ltu ra l inpu ts , in c lu d in g  w a te r, are substitu tab le . In re a lity  this may not always 

be the case. But this probab ly does not n u l l i f y  our hypothesis tha t in  so fa r as w ater 

is an a g r ic u ltu ra l in p u t its econom ic ju s tif ic a tio n  lies in its ca p a c ity  to con tribu te  to 

increasing a g r ic u ltu ra l p ro d u c tio n .

The a llo c a tio n  for w ater in  the con tex t o f ag ricu ltu ra l developm ent in the F irs t,

Second and Third  F ive Year Plans w il l  be discussed in  Chapter 7 . As shall be seen,

more su itab le  a lte rn a tiv e  opportun ities than major irr ig a tio n  works are a v a ila b le .

In fa c t ,  the recent rem arkable growth o f a g ricu ltu ra l production in West Pakistan

has been due m a in ly  to h igher y ie ld in g  seed va rie tie s , increased use o f fe r t iliz e rs  and

29
the developm ent o f irr ig a tio n  by means of tubew e lls . But this growth has not been

30
re fle c te d  in  the investm ent a llo c a tio n  o f P akis tan . For exam ple , the planners o f 

the F irst Plan a llo ca te d  Rs. 1,826 m illio n  fo r the development o f m ajor w ater schemes, 

as against Rs, 1,503 m illio n  fo r a ll o ther inputs -  in c lud ing  Rs. 286 m illio n  fo r fe r t i ­

lizers and seeds. The Second Plan a llo ca te d  Rs. 2 ,580  m illio n  fo r w ater developm ent 

compared w ith  o n ly  Rs. 582 m illio n  fo r fe r t iliz e rs  and seeds. In the Third P lan ,

29 Bose, S .R . and C lark 11, E H ., " Some Basic Considerations on A g ric u ltu ra l 
M echan iza tion  in West P ak is ta n ," Pakistan Development R eview , Autumn 1969

30 Haq has a ttacked  the h igher a llo c a tio n  fo r m ajor irr ig a tio n  works through the 
c a p ita l- in te n s ity  c r ite r io n . A cco rd ing  to h im , the c a p ita l-o u tp u t ra tio  im p lic it  
fo r major irr ig a tio n  works in the First Plan was as high as 3 .5  compared to on ly  
0 . 8  fo r in tensive  c u lt iv a tio n  through better fe r t il iz e rs , seeds and farm ing tech ­
n iques. C f .  The S trategy o f Economic P lann ing , p p .3 4 -3 5 .



the p u b lic  sector a llo c a tio n  fo r w ater is Rs. 3 ,934  m illio n  against an a llo c a tio n  of 

o n ly  Rs. 884 m illio n  fo r manures and fe r t iliz e rs  (Tables 5 .4  and 7 .3 ) .  Further, in the 

revised Th ird  P la n , w h ile  the a llo c a tio n  fo r manures and fe r t il iz e rs  has been reduced 

from Rs. 1,167.2 m illio n  in  the o rig in a l Plan to Rs. 884 .5 m il l io n ,  fo r p la n t p ro tec tion  

from  Rs, 6 5 5 .9  m illio n  to  Rs. 585 m illio n  and fo r a g ricu ltu ra l extension from Rs.169 

m illio n  to  Rs. 8 8  m il l io n ,  the a llo c a tio n  fo r irr ig a tio n  has been increased from Rs. 785 

m illio n  to  Rs. 788 m il l io n .

In order to judge the ra tio na le  o f the a llo ca tio n  for w a te r, the p o ss ib ility  o f

supp ly ing  the inpu t through the p riva te  sector must also be considered. This fo llow s

p a rtly  from the developm ent stra tegy w h ich  aims a t b ringing p u b lic  sector investm ent

o n ly  to those areas where p riva te  investm ent is not fo rthcom ing , and p a rtly  because

o f the greater demand fo r p u b lic  investm ent in  o ther fie ld s . I t  is d if f ic u l t  to say w ith

c e rta in ty  how fa r p riva te  investm ent w il l  be an adequate substitu te fo r the to ta l p u b lic

Investment programme in  irr ig a tio n  o f West Pakistan -  w hich has been ca rried  out on

a vast sca le . Depsite th is , the recent experience o f the rap id  expansion o f tubew ell

ir r ig a tio n  in the p riva te  sector enables us to question the ra tio n a le  o f the a llo ca tio n

o f such a large p u b lic  sector programme fo r major irr ig a tio n  works in  West Pakistan.

I t  seems th a t, g iven  proper in cen tives , the a g ricu ltu ra l re vo lu tio n  so fa r as ir r ig a tio n

by means o f tubew ells  is concerned cou ld  have taken p lace much e a r lie r .  Thus, i t  is

essential to consider whether or not a large investm ent programme fo r w ater is necessary

32
in  the p u b lic  sec to r.

31 G O P , P C , Revised Phasing . . .  o f the Third F ive Year P la n , p p . 17 and 19.

32 A cco rd ing  to Bose and C la rk , "N ow here  else in the w o rld  are such lo w -va lue 
crops as w heat and maize grown on irr ig a te d  la n d . Exports fo r such products may 
turn ou t to  be s o c ia lly  costly  fo r P ak is ta n ." C f . "Some Basic Considerations on 
A g r ic u ltu ra l M echan iza tion  in West P ak is ta n ." op .c i t . ,  p .^ 9 7 l



In contrast to the position  o f w a te r, power has a special im portance in the lis t

o f IN F A , A cco rd ing  to H irschm an, "the  hard core o f the concept (o f SOC) can

33
p robab ly  be res tric ted  to  transportation and p o w e r,"  The most im portant characte r­

is t ic  o f e le c tr i c i ty  is tha t i t  fa c ilita te s  the carry ing  on o f a g rea t v a rie ty  o f econom ic 

a c t iv it ie s ,  i t  is be lieve d  tha t "en larged a v a ila b il it ie s  o f e le c tr ic  power and o f

transporta tion  fa c il it ie s  are essential preconditions fo r econom ic developm ent p ra c tic a lly

, „ 34
e ve ryw he re .

In P akistan, there has been an enormous increase in power gene ra tion . For

exam ple , in s ta lle d  genera ting  ca pa c ity  increased from 882 M W  in 1960 to  1435 M W

35
in 1965, and i t  is expected tha t i t  w i l l  increase to 2888 M W  in  1970. These figures

should n o t, how ever, be in te rp re ted  as meaning that no fu rthe r emphasis on power is

necessary. O n the other hand, as shall be seen la te r , e le c tr ic ity  w i l l  have to  p la y  a

substantia l ro le  in  the process o f economic developm ent, p a r tic u la r ly  in  East P akistan .

F urthe r, i t  has a lready  been fe l t  tha t the demand fo r power has been increasing a t a 

36
very fast ra te . Thus, considering the im portance o f power as an in p u t, i t  w i l l  be 

necessary to see tha t the inadequacy o f power does not prevent the growth of invest­

m en t. Such an emphasis:, should not be meant to say tha t mere increase o f in s ta lled  

genera ting  ca p a c ity  w ith o u t provis ion o f supply through the transmission lines w il l  be

33 H irschm an, A . O . ,  The S trategy o f Economic D evelopm ent, p . 8 3 . A  q u a lif ic a t io n , 
o f  course, is necessary since Hirschman's observation" is based on general and not 
on p a rtic u la r a p p lic a t io n ,

34 Ib id ,  p . 84 .

35 G O P , PC , The Th ird  F ive  Year P lan , p . 310.

36 Ib id ,  p . 304 (Paragraph 62) .



good p lann ing  or tha t power should necessarily be supplied by  the p u b lic  sec to r.

F irs tly ,  the tendency to b u ild  large and impressive pro jects in  the form o f hydro-

37
le c tr ic  dams or m ud  ear generators has l i t t le  econom ic ra tio n a le . W hat is required 

is the supply o f power a t a minimum possible cost w h ich  can be determ ined by 

estim ating  N PV o f the a lte rn a tiv e  power supplies. Secondly, the case fo r the p riva te  

sector supp ly ing  e le c tr ic ity  may also be considered. Before any move is taken in  

this d ire c tio n  fu rthe r studies however w i l l  be necessary.

(b) Transport and Com m unications. As shown e a r lie r ,  transport and communications 

rece ived  the second h ighest share in  the p u b lic  sector a llo c a tio n  o f IN F A  (Table 5 .3 ) .  

This sector was a llo ca te d  a re la tiv e  share o f 27 per cent in  both the F irst and Second 

Plans; the fig u re  was raised to  32 per cent in the Third P la n . An analysis o f the 

a llo c a tio n  as found fo r transport and communications may be made by v iew ing  f ir s t ly ,  

the nature o f demand fo r this sector in  economic developm ent and second ly , the 

re la t iv e  im portance o f transport and com m unications secto r.

The existence o f a transport b o ttleneck  is an established fa c t in  P akistan . 

A cco rd in g  to the Th ird  P la n , "inadequacy o f transport is b e lie ve d  to be seriously

33
ham pering the  p ro d u c tiv ity  and growth o f the national econom y," The Second 

Plan also re ite ra te d  the v ie w : "In  the a g ricu ltu ra l sector, e . g . ,  p ro d u c tiv ity  remains 

low  due in te r -a lia  to rura l iso la tion ; fe r t i l iz e rs ,  improved seeds and extension services 

do no t reach many areas in  tim e . D if f ic u lt ie s  o f transporting a g r ic u ltu ra l produce to 

m arket a c t as a d is in cen tive  to the grower; re lia b le  figures from spoilage or wastage

37 For exam ple , in  the case o f Turkey i t  has been found tha t the Governm ent selected 
the Keban Hydro-dam  instead o f the a lte rn a tive  thermal power s ta tio n , a lthough 
based on a d iscount ra te  h igher than 8  per cent the form er shows negative  N P V , 
C f,  Karatas, C . ,  "A  Study o f Turkish P lanning w ith  p a rtic u la r reference to  p ro jec t 
e va lua tion  tech n iq ue , "  Unpublished P h .D . thesis. U n ive rs ity  o f G lasgow 970, 
pp.3 38 -3 9 .

38 G O P , PC , The Third F ive  Year P lan , p . 313.



resu lting  from poor transport are not a v a ila b le , but they are undoubted ly la rg e .

M anu fac tu ring  indus try ,too , suffers delays in ge tting  d e live ry  o f raw m ateria ls or spare

parts and ou tpu t taken to m arke t. Sugar m ills  in  East Pakistan, fo r instance,are w ork ing

be low  ca p a c ity  because adequate sugar cane cannot be transported to them . V a lua b le

m inera l resources in  C h itra l,  W aziris tan  and former Baluchistan areas are not being
and

e xp lo ite d  fo r  w ant o f access;/coal mines near Q ue tta  have to  be shut down when bad

39
w eather in terrupts tra n sp o rt,"

The above paragraph helps to show how im portant transport is in  the econom ic 

developm ent o f the co u n try . The im portance o f transport may also be viewed from the 

n o n -sp e c ific  character o f the se rv ice . In fa c t ,  as has been observed by Professor 

Youngson, "The more c lose ly  one examines the im pact o f transport im provem ent, the 

more c le a r ly  one rea lizes how pervasive this im pact is , in w hat a m u ltitude  o f ways 

the transport system helps to determ ine the scope and d irec tion  o f econom ic deve lop­

m ent, and how im portan t are transport im provem ent in the c rea tion  o f new econom ic

40
opportun ities  and new in c e n tiv e s ."  Past experience o f the increase in  demand

fo r transport shows tha t the rate o f growth is faster than that o f G N P . For exam ple , 

in  Ind ia  the ra te  o f growth o f the amount o f t ra f f ic  ca rried  by ra il and road between 

the e a r ly  1950's and the ea rly  I960's was about 2 ,7 5  times tha t o f the na tiona l incom e. 

In P akistan , the annual ra te  o f grow th o f tra ff ic  in  the 1950's was as h igh as 5 .9  per 

cen t as against 2 ,6  per cent fo r na tiona l i n c o m e T h u s  p a rtly  because o f the 

con tin u in g  transport b o ttleneck  in  Pakistan and p a rtly  because o f the nature and

39 G O P , PC , The Second F ive  Year P la n , p .278 .

40 Youngson, A . J . ,  O verhead C a p ita l, p . 75 .

41 Ib id ,  p p . 107-8,



im portance o f the serv ice  in  the growth process, there is a strong argum ent in  favour 

o f an increased a llo c a tio n  fo r the developm ent o f transport.

Table 5 .5  has been prepared in an attem pt to assess the re la tiv e  im portance o f 

(a) transport, and (b) com m unications as emerges from Plan a llo ca tio n s  in IN F A .

From the T a b le , i t  is found tha t the re la tiv e  share o f communications has increased 

from  19 per cent in  the F irst Plan to 23 per cent in  the Second P la n , and was fu rthe r 

increased to 26 per cent in  the Th ird  P la n . This means tha t the re la tiv e  share o f 

transport has a cco rd in g ly  d e c lin e d . In order to ju s tify  the re la t iv e  increase o f p u b lic  

sector a llo c a tio n  fo r com m unications compared to transport, i t  must be shown (fo llo w ­

ing  our analysis in  C hapter 2) tha t the m arginal b en e fit per rupee is h igher in  communi­

cations than in  transport. As po in ted  ou t e a r lie r , the P lanning Commission has not 

ye t been ab le  to  make sectora l a llo c a tio n  on some s c ie n tif ic  basis. A ny  argum ent, 

the re fo re , in  support o f a h igher a llo c a tio n  fo r communications cannot but be q u a lita tiv e , 

The planners w ou ld  p robab ly  lik e  to argue tha t both transport and communications 

a t times com plem ent each o th e r, w h ich  suggests tha t mere developm ent o f transport 

w i l l  not be enough unless com m unication fa c il it ie s  are also deve loped . I t  should be 

m entioned tha t in  such an argument i t  is im p lied  tha t transport fa c i l it ie s  are not absent. 

Looking a t Pakistan w ha t we fin d  is th a t i t  has not ye t been possible to p rov ide  the 

basic transport needs in  most parts o f the coun try and: many ru ra l areas su ffe r from 

econom ic is o la tio n . The s itu a tio n  demands a tten tion  p a r t ic u la r ly  since 90 per cent 

o f the people  l iv e  in  rural areas. How q u ic k ly  the basic transport ne-eds can be met 

is therefore o f utmost im portance .

42 G O P , PC , The Th ird  F ive Y ear P lan , p . 314.



Table 5 .5

P ub lic  Sector A llocaH ons fo r Transport and Communi­

cations in the F irs t, Second and Third Plans

(Rs. in M il l io n )

F irst Plan Second Pi an Third  Plan
Abso lu te % Absolute % Absolute %

(1) (2 ) (3) (4) (5) (6 )

Transport 1,344 81 2 ,0 9 4 .5 77 4 ,9 3 7 74

Communications 322 19 630 .5 23 1,774 26

Total 1 ,6 6 6 100 2 ,7 2 5 .0 100 6,711 100

Sources and N otes: C o l.  (1) -  G O P , The F irst F ive Year P lan , p .4 8 , C o l, (3) -  G O P , 
E valuation  o f the Second F ive  Year P lan , p p .231-32 . C o l. (5) -  G O P , Revised
P h a s in g  o f the Third F ive  Y ear P lan , p . 22 . Rest-Computed, The c la ss ifica tion
o f transport and com m unications as shown in the Evaluation o f the Second Plan has 
been fo llo w e d  in  fin d in g  sectora l d is tribu tion  in the First and Third P lans. O the r 
notes -  Same as in  Table 5 ,3 ,

V ie w in g  the re la tiv e  d is trib u tio n  o f investm ent fund w ith in  the transport and 

com m unications sector i t  does not appear tha t the a llo ca tions  have been d irec ted  

towards h igher p r io r ity  areas, "In la nd  w ater n a v ig a tio n ,"  accord ing  to the planners 

o f the Second P lan , "is the backbone o f the transport system o f East Pakistan, a fa c t 

d ic ta te d  by the geography o f the P rov ince , I t  is also the most econom ic method o f 

transport o f  goods, p a r tic u la r ly  bu lk  cargo, i f  su itab le  fa c i l it ie s  are a va ila b le  a t 

in la n d  p o rts ."  The Plan a llo c a tio n  fo r in land  w ater transport does not show tha t its 

im portance has been re a lize d  in  a c tua l p ra c tic e . Even the a llo c a tio n  fo r c iv i l  

a v ia tio n  -  w h ich  is considered as "much less econom ical than other a lte rna tives in  the 

transport sector " ^  -  has been h igher than the in land  w ater transport. In the revised

43 G O P , P C , The Second F ive  Year P lan , p .298 .

44 H aq, M . , The S trategy o f Economic P lann ing , p . 212.



Third  P la n , w h ile  the a llo c a tio n  fo r in land  w ater transport has been reduced from Rs.

310 m illio n  to  Rs. 274 m il l io n ,  the share o f c iv i l  a v ia tion  has been increased from

45
Rs. 380 m illio n  to Rs. 440 m il l io n .

O ne also fa ils  to understand the ra tio n a le  o f a llo c a tio n  fo r the developm ent o f 

te lev is ion  as a com m unication m edium . I t  is true tha t one can pu t forw ard  a number o f 

arguments in  support o f the necessity o f te lev is ion  and its educa tiona l v a lu e . But i t  

must be remembered th a t fo r a soc ie ty  w h ich  has not y e t been ab le  to p rov ide  com pul­

sory p rim ary educa tion  the a lte rn a tiv e  use o f the fund spent fo r te lev is ion  is p robab ly 

much h ig h e r. Fu rthe r, i t  may be m entioned tha t the process o f econom ic developm ent 

demands some res tra in t on consumption as w e ll as a check on fu rthe r in e q u a lity  in  

consum ption. By in troduc ing  te lev is ion  both these c r ite r ia  have been v io la te d . The 

fa c t is tha t fo r a poor soc ie ty  w ith  a per cap ita  incom e less than h a lf the p rice  o f a 

te le v is io n  set i t  is unwise to add a new item  to its consumption-demand l is t .

(c) Physical P lann ing and Housing. In Table 5 .3  i t  was found tha t o f the to ta l 

p u b lic  investm ent fo r in fras truc tu ra l developm ent the a llo c a tio n  fo r physical p lann ing 

and housing was 14 per cent in the Firet P lan , 18 per cent in  the Second Plan and 12 

per cent in  the Th ird  P lan . The a llo c a tio n  w ou ld  appear ve ry  meagre i f  one considers 

th a t there is an acute  shortage o f housing and a severe sanita tion  problem in the country, 

For exam ple , on the eve o f the Third Plan ibere was a shortage o f one m illio n  d w e llin g  

u n its . There is also the acute san ita tion  p r o b le m U n f o r t u n a t e ly ,  a llo c a tio n  on a

45 G O P , PC , Revised Fbasing . . .  o f the Third F ive Year P lan , p . 2 2 .

46 As has been observed in  the Th ird  P lan: "In  rura l areas, there are problems o f 
fundam ental needs lik e  pure w ater supp ly , drainage and san ita tion  as w e ll as 
com m unity services and roads. V e ry  few  v illages  have good w ater supply systems, 
surface dra inage and /san ita tion  fa c i l i t ie s . "  C f. G O P , The Third F ive Year P lan , 
p. 365.  — --------—



requ irem ent p r in c ip le  cannot be considered as an e ff ic ie n t c r ite r io n . In o ther words, 

one needs to  face  the case fo r an a llo c a tio n  in physica l p lann ing  and housing in real 

pe rspec tive , in  Pakistan, the roo t o f a l l housing and san ita tion  problems is mass 

pove rty  w h ich  does not a llo w  the peop le  "to  own or rent minimum essential she lte r 

o r a ffo rd  minimum a m e n it ie s ."  Here lies the crux o f the prob lem . W ith  the g iven 

resources, there is no sh o rt-cu t to  an im m ediate so lu tion .

I t  fo llow s tha t a cho ice  o f low er a llo c a tio n  fo r physical p lann ing  and housing 

cannot p robab ly  be a vo ide d . The process, how ever, should be understood as a step 

towards the long-te rm  so lu tion  o f the housing problem a t minimum to ta l sa c rifice s .

In an economy w ith  h igher tim e preference ra te  i t  w ould be necessary to encourage 

investm ent in  q u ick -re tu rn  pro jects or sectors. I t  is gene ra lly  be lieved  tha t most 

investments in  the housing sector do not belong to the qu ick  y ie ld in g  ca tego ry .

The argum ent fo r a lower a llo c a tio n  o f p u b lic  investment in physical p lann ing  

and housing should not im p ly  tha t no th ing  can be done a t present in  this f ie ld .  On 

the co n tra ry , there are tw o im portan t areas where government expenditu re  p o lic y  may 

be d ire c te d . F irs tly , d ire c t governm ent assistance (Chapter 7) may p la y  an a c tiv e  

ro le  in  encouraging people to b u ild  th e ir  own houses. For exam ple , incentives may be 

p rov ided  in  the form o f p rocuring  la n d , buying b u ild in g  m ateria ls and so o n . This 

p o in t has la ready been raised by the planners o f P a k i s t a n , I n  execu ting  the p o lic y  

there shou ld , how ever, be constant reviews in  order tha t the growth o f p riva te  invest­

m ent in  housing does not seriously a ffe c t o ther p roductive  areas. S econdly, g iven the

47  Ib id ,  p ,3 6 5 ,

48 G O P , P C , The Third F ive  Y ear P lan , pp . 3 85 -8 7 .



lim ite d  governm ent fund a llo ca te d  fo r  physical planning and housing, attempts should 

be made to  m axim ize b e n e fits . This w il l  necessitate an im provem ent in a llo c a tio n  

among d iffe re n t sub-sectors w ith in  the secto r.

Table 5 .6  shows the re la tiv e  a llo c a tio n  o f p u b lic  sector investm ent among d iffe re n t 

sub-sectors w ith in  the  physical p lann ing  and housing sector. I t  should be po in ted  out 

th a t the in tra -se c to ra l c la ss ifica tion  in the Table is not ve ry  d is t in c t.  As a re su lt, 

i t  is not possible to  make a very good ana lys is . However, some genera liza tions can 

be m ade. F irs tly , p u b lic  sector a llo c a tio n  fo r physical p lann ing  and housing has been 

la rg e ly  d ire c ted  towards urban deve lopm ent. Urban-bosed sectors lik e  the urban 

program m e, p u b lic  housing, government o ffices  and b u ild ing s , adm in is tra tive  contres, 

e t c . ,  have rece ived  a d isp ropo rtiona te ly  large share in a ll three P lans. S econd ly, 

in  the a llo c a tio n  as found fo r the Second and Third Plans, a large share has been 

d ire c ted  to w hat may be ca lle d  personal uses o f the G overnm ent. In the First P lan , 

the combined share fo r governm ent o ffices  and bu ild ings and a dm in is tra tive  centres

49was o n ly  7 per ce n t. But in  the Second Plan the figu re  was raised to 17 per c e n t, 

toge ther w ith  p u b lic  servants housing i t  amounis to  24 per c e n t. In the Third  P la n , a 

share o f 31 per cent was a llo ca te d  fo r  government offices and b u ild in g s , and adm in i­

s tra tive  centres; toge ther w ith  p u b lic  servants housing the figures to ta l 39 per c e n t.

49 F u rthe r, ac tua l im plem enta tion  o f the Second Plan programme fo r government 
o ffice s  and bu ild ings and adm in is tra tive  centres was much h igher than the Plan 
a llo c a t io n . As against the a llo c a tio n  of Rs. 96 m illio n  fo r government o ffices 
and b u ild in g s , Rs. 182 m illio n  was invested, tha t is Plan im plem entation o f 191 
per c e n t. For federa l cap ita ls  a t Islamabad and Dacca Rs. 379 m illio n  was 
invested against the Plan a llo c a tio n  o f Rs. 220 m il l io n ,  tha t is Plan im p lem entation 
was 172 per c e n t. C f.  G O P , P C , F inal Evaluation o f the Second F ive Year P lan ,
p .  2 1 1 .



Table 5.6

P ub lic  Sector A llo ca tio n s  fo r Physical P lanning and Housing in 

the F irs t, Second and Third Plans

(Rs. in  M il l io n )

F irst Plan 
A bso lu te  % 

( 1) (2 )

Second Plan. 
Absolu te  %

(3) (4)

Third PI 
Abso lu te

(5)

an

(6 )

Basic Developm ent 2 2 3 42 2 69 3

Rural Programme 72 8 ‘ 8 6 3

Urban Programme 346 40 5 2 5 .7 ^ 28 9 7 0 *** 39

P ub lic  Housing and 
R e h ab ilita tio n

362 42 675 36 - -

G overnm ent O ffices  
and Build ings

50 6 9 5 .6 5 234 9

A d m in is tra tive  Centres 10 1 2 2 0 * * , 12 540** 2 2

P ub lic  Servants 
Housing

- — 133.7 7 2 0 5 * * * * 8

A id  to Local Bodies - - 165 9 336 14

M isce llaneous - — 28 1 37 2

Total 862 100 1,885 100 2 ,4 7 7 100

Sources and N o tes: C o l. (1) - G O P , The F irst F ive Y ear Plan , p .538 . C o l. (3) - G O P ,
E valua tion  o f the Second F ive  Year P lan , p .237 . C o l. (5) -  G O P , Revised Phasing . . .  
o f the Th ird  F ive  Y ea r P la n , p . 2 3 . Rest -  Computed. *Represents rura l and urban 
w a te r supply and sewerage. * *F o r federa l capita ls a t Islamabad and D acca . * * *  Includes 
slum im provem ent, urban w a te r supply and f ire  serv ices. * * * *  Includes loans to  
G overnm ent servants fo r house b u ild in g . O the r notes -  same as in Table 5 .3 .

I t  fo llo w s  th a t the a llo c a tio n  o f p u b lic  sector investm ent fo r physical p lann ing  

and housing has been done a t the expense of the rura l areas where about 90 per cent 

o f the to ta l popu la tion  lives and where the problem is so severe tha t in  many areas 

even pure d rin k in g  w ater is no t a v a ila b le . O ne also fa ils  to understand the jus ti­

f ic a t io n  fo r a large a llo c a tio n  fo r Governm ent personal uses. The planners were aware



lù b  -

th a t 'O stenta tious and expensive bu ild ings w il l  be discouraged in  favour o f sim ple and 

50
austere des igns." They also advocated th a f 'O n iy  the most essential government 

o ffices  and bu ild ings w il l  be constructed during the (Third) Plan period  and some o f

. 5 1the o ffices  w i l l  continue  to u t i l iz e  rented accom m odation ," How fa r the c r ite r ia

have been a c tu a lly  fo llo w e d  is d o u b tfu l. I t  is p robab ly worth repeating tha t in  the

in i t ia l  process o f developm ent w hat is o f highest importance is restra in t in 'consum ption'

52
in  a ll f ie ld s , w hether i t  is b u ild in g  a new cap ita l or p rov id ing  a te lev is ion  se rv ice . 

C on tra ry  to this hypothesis, Pakistan's B rasilia  in Islamabad is emerging as an exam ple 

o f luxurious construction  w here , accord ing  to  the Third  P lan , "A num ber o f leading 

in te rn a tio n a l as w e ll as Pakistani a rch itec ts  have p a rtic ipa te d  in  p lann ing and designing 

various complexes and bu ild ings . . .  (and where) even the Class IV  employees v iz . ,  

peons and messengers have been provided  w ith  tw o liv in g  rooms apart from bathroom , 

k itc h e n , verandah, e tc . The houses are equipped w ith  proper s a n ita tio n , w a ter supply 

and gas burners. "

W hat c r ite r io n  has been fo llo w e d  by the planners in  a llo c a tin g  h igher p u b lic  invest­

ment e spe c ia lly  in  the Second and Third Plans fo r b u ild in g  na tiona l cap ita ls  a t Islamabad 

and Dacca is not know n. I f  the m arginal p ro d u c tiv ity  c r ite rio n  was fo llo w e d  as the 

a llo c a tio n  c r ite r io n  i t  is doubtfu l whether capita I-b u ild in g  w ou ld  have rece ived  such

50 G O P , PC , The Th ird  F ive Year P lan , p . 383.

51 Ib id ,  p . 383.

52 The term 'consum ption ‘'as used here should be understood in  a broad sense,

53 G O P , PC , The Th ird  F ive  Year P lan , p . 373.



a large share p a r tic u la r ly  w hen, even w ith in  the physical p lann ing  and housing secto r, 

there are areas such as research fo r cheap housing, rura l w a te r supp ly , e tc . ,  w h ich  

seem to have a h igher m arginal b e n e fit.  Considering the h igher a llo c a tio n  and im p le ­

m enta tion  fo r  Islamabad i t  seems almost ce rta in  that non-econom ic fa c to r has p layed 

an im portan t ro le .  As shown e a r lie r ,  the Second Plan im plem enta tion  fo r federa l 

cap ita ls  was 172 per cent o f the Plan a llo c a t io n . In the M id -P la n  rev iew  o f the Third 

Plan i t  has been found tha t w h ile  the im plem entation o f P lan a llo c a tio n  in  almost a ll 

o ther areas faces fa ilu re  "the  progress o f construction o f w ork on both the C ap ita ls  is 

ex trem e ly  sa tis fac to ry  and i t  is expected tha t the programme envisaged in the Third

54Plan fo r these tw o C ap ita ls  would  be fu l ly  a ccom p lishe d ." The news is c e rta in ly  

no t ve ry  com forting  considering the low  p r io r ity  tha t the construction  o f the na tiona l 

C ap ita ls  is l ik e ly  to rece ive  in  an economy lik e  Pakistan.

(d) Education and T ra in in g , M arshall was one o f the e a rly  economists to recognise 

the  va lue  o f e du ca tion . He observed tha t "the  economic va lue  o f one great industria l 

genius is s u ff ic ie n t to  cover the  expenses o f education o f a w ho le  tow n; fo r one new 

idea.such as Bessemer's ch ie f in v e n tio n , adds as much to England's p roductive  power

55
as the la b ou r o f a hundred thousand m en." In recent tim es. Professor Schu ltz 's

a r t ic le ,  " Investm ent in  Human C a p ita l, "  shows how productive  investm ent in  education

can b e . A cco rd ing  to Professor Youngson, "O f  the fa c t tha t such an investm ent 
usua lly

w ou ld  pay there i s / i t t le  doubt; the rate o f return on e lem entary schoo ling  is particu™

54 G O P , PC , M id  P lan Review o f the Third Five Year P la n , p.118.

55 M a rs h a ll, A . ,  P rinc ip les  o f Economics, (quoted in Youngson, A . J . ,  op , c i t . , 
p .7 l . )  —

56 S chu ltz , T c W ., "Investm ent in Hurra n C a p ita l, "  A m erican  Economic R eview , 
1961, pp.1 -17 .



u la r ly  h ig h , possibly exceeding 100 per cent per annum a t some times in new ly

57
deve lop ing  co u n tr ie s ."  H istory provides many examples from w h ich  one can apprecia te

the va lue  o f e d u ca tio n , Scotland had a h igher lite ra c y  rate from a long tim e and i t

is be lieve d  tha t when econom ic progress a cce le ra te d , say a fte r 1760, as h igh as 90 to

95 per cen t o f the people  cou ld  read and w r ite .  Due to extensive  federa l a id  to

educa tion  and arrangements lik e  compulsory educa tion , the USA appeals to have

en joyed  an advantage over England in education in the e a rly  19th c m tu ry .^ ^  Prim ary

educa tion  was made compulsory in  Japan  before the turn o f the present cen tu ry  w h ich

59
seems to have con tribu ted  g re a tly  towards the present developm ent o f the co un try .

T h e o re tic a lly , the im portance o f education is w e ll-recogn ised  in  Pakistan. The 

report o f the Commission on N a tio n a l E ducation, as accepted by the G overnm ent, has 

po in ted  ou t tha t education  should be view ed as a productive  a c t iv i ty  and on investm ent 

in  human r e s o u r c e s . A n  im portant o b je c tiv e  o f the Perspective Plan o f Pakistan is 

to  ach ieve  universal lite ra c y  by  1985

57 Youngson, A . J .  O verhead C a p ita l, p . 8 8 . (For observation on the ra te  o f return 
on education  see also S chu ltz , T T W ., " C ap ita l Formation by E ducation , "
Journal o f P o lit ic a l Economy, 1960, pp*57N 837  in w h ich  he observes tha t the 
rates o f return on the resources a llo ca ted  to education were la rger than the rate 
o f re turn to  investm ent in  physical c a p ita l) .

58 Youngson, A  . J . ,  ib id ,  p . 8 5 .

59 U N , Economic Commission fo r Asia  and the Far East, "The Increasing Role o f the
P ub lic  S ecto r, "  Economic Survey o f Asia and the Far East I960 , p . 53 .

60 G O P , PC , The Second F ive Y ear P la n , p . 339.

61 See Chapter 2 on Long Term Perspective Plan in G O P , PC , The Third F ive  Y ear 
P la n , e spe c ia lly  p . 27. I t  may be m entioned tha t the Perspective Plan o b je c tive  
has been revised from the o rig in a l education target o f the N a tio na l Education 
Commission to ach ieve  univereal prim ary education b y  1970 and e ig h t years o f 
e lem entary education  fo r a ll by 1975.



I f  îs doub tfu l w hether or not the im portance o f education as th e o re tic a lly

accepted in  P akistan , has been a c tu a lly  im plem ented, "Education in P a k is ta n ," observe

G r if f in  and G lassburner, "is  in a ve ry bad s ta te , by everyone's adm ission, both q u a n ti-

62
ta t iv e ly  and (perhaps more seriously) q u a li ta t iv e ly , "  I t  does not seem tha t fo r the 

deve lopm ent o f educa tion  much can be expected from the p riva te  sec to r. The planners 

o f the Th ird  Plan estimated tha t o f the to ta l a llo c a tio n  o f R s,3 ,030 m illio n  fo r education 

and tra in in g , the p riva te  sector share is o n ly  Rs. 300 m il l io n ,  tha t is less than 10 per 

cen t o f the to ta l . The ro le  o f the p u b lic  sector in  the developm ent o f education  in 

Pakistan cannot there fore  be over-em phasised. But look ing  a t the re la tiv e  share 

a llo c a te d  to  educa tion  and tra in ing  (Table 5 ,3 ) i t  does not seem tha t the po in t has been 

re a liz e d . F u rthe r, one also observes tha t in  im plem enting the Plan a llo c a tio n , the 

educa tion  and tra in in g  sector has a lways been marked by shortcom ings, the fa ilu re  

being q u ite  substantia l a t  t i m e s . A g a i n s t  the FirstPlan a llo c a tio n  o f Rs, 580 m il l io n ,  

o n ly  Rs, 380 m illio n  was a c tu a lly  i n v e s t e d , A c t u a l  investm ent in the Second Plan 

was Rs, 913 m il l io n ,  w h ile  the Plan a llo c a tio n  was Rs. 955 m i l l i o n , T h e  estimated

62 G r i f f in ,  K . B . ,  and G lassburner, B , , "A n Evaluation o f Pakistan's Th ird  F ive 
Y ear P Ian , " Journal o f Developm ent Studies, J u ly ,  1966, p .457.

63 G O P , PC , The Th ird  F ive Y ea r P Ian , p ,214,

64 The fin d in g  fu rthe r strengthens the argum ent advanced e a r lie r tha t the barga in ing
ca p a c ity  and adm in is tra tive  in fluence  o f d iffe re n t sectors la rg e ly  determ ine the 
d is tr ib u tio n  o f p u b lic  investm ent in  Pakistan , The low er a llo c a tio n  and im p le ­
m entation o f investm ent fund fo r the education sector may be due to  its lower 
barga in ing  s treng th .

65 G O P , PC , The Third  F ive Y ear P la n , p .215. In terms o f the concept o f the
Second and th ird  P lans, the ac tua l expenditu re  in the F irst Plan is estimated
a t Rs, 230 m il l io n ,

6 6  G O P , P C , F inal Evaluation o f the Second F ive Y ear P Ian , p . 219,
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Table 5 .7

G overnm ent Expenditure fo r Education in Selected 

Countries (In descending order o f per cap ita  income)

C ountry
P ub lic  Expend­
itu re  as %  o f 
GDP

Country
P ub lic  Expend­
itu re  as % of 
GDP

USA 4 .8 5 Kenya 4 .3 7

Sweden 5 .6 3 India 2 .5 5

UK 4,91 Pakistan 1 .6 8

Israel 7 .0 9 Sudan 4 .6 0

Japan 5 .7 9 Cambodia 3 .7 3

UAR 5 .6 8

Expenditure in  Develop ing Areas: Some S ta tis tica l A sp e c ts ," in  O EC D , 
F inancing  o f Education fo r Economic G ro w th , 1966, p p .8 2 -8 3 ,

expenditu re  o f p u b lic  sector investm ent fo r education and tra in in g  in the Th ird  Plan

67
is Rs. 1,328 m illio n  against the PIan a llo c a tio n  o f Rs. 2 ,375  m il l io n . I t  may be 

m entioned tha t the Th ird  Plan a llo c a tio n  o f Rs. 2 ,3 7 5  m illio n  in  the revised Plan was 

reduced from Rs. 2 ,7 3 0  m illio n  a llo ca te d  fo r education and tra in in g  in  the o rig in a l 

P la n /®

How the p u b lic  expend itu re  fo r education in Pakistan compares w ith  some 

other countries may be seen from Table 5 .7 .  As a percentage o f gross domestic product 

(G D P ), in  1961 government expenditu re  fo r education  was o n ly  1. 6 8  per cent in Pakistan

67 G O P , P C , P re lim ina ry  Evaluation o f the Th ird  F ive Year P lan , p p .2 3 4 -5 ,

6 8  G O P , PC , Revised Phasing . . .  o f the Th ird  F ive Y ear P lan , p . 15.



This fig u re  is no t o n ly  ve ry  low  compared to tha t fo r the countries such as Israe l,

Japan, UAR, Sweden, UK or USA, but also compared to India w h ich  is a t a com parable 

stage o f developm ent and w h ich  has a higher lite ra c y  rate than P a k i s t a n . E v e n  

countries lik e  the Sudan and Cambodia -  w h ich  were estimated to  have low er per 

cap ita  income than Pakistan in  1961 -  spent a much h igher governm ent expenditu re  

fo r educa tion  as percentage o f gross domestic p roduc t.

The approach o f in tra -se c to ra l analysis may be app lied  to see the a llo c a tio n  

among the d iffe re n t sub-sectors w ith in  the education and tra in ing  secto r. Table 5 .8  

has been prepared fo r this purpose. From the Table one can see tha t in the F irst P la n , 

the  re la tiv e  share o f p rim ary education  was o n ly  18.6 per cen t as against 2 6 .7  per cent 

fo r secondary education  and 30.1 per cent fo r h igher educa tion . The respective 

figures in  the Second Plan are 15.0 per ce n t, 17,3 per cen t and 24.1 per cent and in 

the Third Plan 13,4 per cent, 2 3 .4  per cent and 16.6 per c e n t. In o ther words, the 

re la t iv e  share o f p rim ary education  is much lower when compared w ith  the share o f 

secondary and h igher education toge the r. Such an a llo c a tio n  does not appear e ff ic ie n t 

considering tha t in  a deve lop ing  country lik e  Pakistan the ra te  o f return from prim ary 

education  is very h ig h . A cco rd in g  to the planners o f the Fourth P lan , "The p roduct­

iv i t y  benefits are l ik e ly  to be highest from improvements in  p rim ary education  and i t

70
is the cheapest form o f e d u c a tio n ."  It w ou ld  therefore appear tha t by neg lec ting

69 A cco rd ing  to the 1961 census o f P akistan, o n ly  15.9 per cen t o f the popu la tion  
were ab le  to  read and w r ite .  C f. Census Commissioner, Population Census of 
Pakistan 1961, L ite ra cy  and Education, Census B u lle tin  N o . 4,p,Yij ,S ta te-
ment I .  (As percentage of population of five years and over, the 
literacy rate is 19*2 per cent.)

70 G O P , P C , The Fourth F ive  Y ear P lan , p . 139.



Table 5 .8

P ub lic  Sector A llo c a tio n  fo r Education and T ra in ing  in  the

F irst, Second and Third Plans

(Rs. in M il l io n )
First PI an Seconc Plan Third PI an

Absolute % Absolute Yo Absolute %
(I) (2 ) (3) (4) (5) (6 )

Prim ary Education 108 18.6 143 15.0 319 13.4

Secondary Education 155 26 .7 165 17.3 557 2 3 .4

Teacher Education 35 6 . 0 47 4 .9 81 3 .4

Technica l Education 52 9 .0 156 16.3 616 2 6 .0

H igher Education 175* 30.1 230** 24.1 395 16.6
(C o lleges and U n ivers ities)

Scholarships — - 80 8 .4 168 7.1

M isce llaneous 56 9 .6 134 14.0 240 10.1

Total 581 1 0 0 .0 955 1 0 0 .0 2 ,3 7 6 * * * 1 0 0 .0

Sources and Notes; C o l. (I) -  G O P , The First Five Year P lan, p . 53. C o l. (3) -  G O P , 
E valuation  o f the Second F ive Year P lan, p .245. C o l. (5) -  G O P , Revised Phasing . . .  
o f the Third F ive Year P lan, pp. 2 4 -2 5 . Rest -  Computed. ^Includes ta le n t scheme 
and overseas scholarsh ip . * *  Includes fore ign tra in in g . * * *  S lig h t d iffe rence  w ith  
Table 5 .3  due to rounding o ff .  O the r notes -  Same as in  Table 5 .3

prim ary education  and p u ttin g  im portance on secondary and h igher educa tion , an

a ttem pt has been made to b u ild  an 'in ve rte d  pyram id ' in the education  system o f

Pakistan. The fa c t was re a lized  by Haq who strong ly emphasised the necessity o f

co rrec ting  the s itua tion  by reducing the a llo ca tio n  fo r secondary and h igher education

71
to 24 per cent w h ile  ra ising the a llo c a tio n  fo r prim ary education to 25 per cent.

The suggestion is, o f course, based on his personal va lue judgem ent and remain subject

71 Haq, M . , The S tra tegy o f Economic P lanning, p .213. The suggested a llo ca tio n  
is shown in  the form o f a p roposeda lloca tion  for the Third P lan.



to c r it ic is m . I t  however points to an area requ iring  drastic a c tio n .

A n  estim ate by the Planning Commission shows that in  1967-68, the enrolm ent

72
rate o f ch ild ren  o f school age in  East Pakistan w il l  rise to o n ly  47 per cent. Compared

w ith  the fig u re  o f 4 2 .3  per cent quoted fo r I960 in  the Second Plan, this im plies tha t

the Third Plan would  p robab ly  have to struggle to ach ieve  even the Second Plan ta rge t

73
o f ra ising the enrolm ent ra te  to 60 per cen t. A  n a tio n -w id e  ca lcu la tio n  on the

basis o f the enrolm ent in  prim ary schools shows that the increase in  enrolm ent over 

the previous years was 5 .8 3  per cent, 7 .3 6  per cent and 3 .6 3  per cent in  1961-62, 

1962-63 and 1965-66, respec tive ly , These figures, how ever, need to be treated 

w ith  caution  as the d ro p -ou t ra te  is ve ry  h igh , p a rtic u la r ly  in  East Pakistan, I t  has

75been estimated tha t less than 20 per cent o f the appropria te  age group Is In Class V . 

Assuming tha t the popu la tion  growth ra te  o f the prim ary age-group is much h igher than 

the o v e r-a ll growth ra te , i t  fo llow s tha t prim ary enrolm ent w i l l  have to be substan tia lly  

increased and the d ro p -ou t rate checked in  order to ach ieve the Perspective Plan 

o b je c tiv e  o f ach iev ing  universal l i te ra c y  by 1985.

As in  most underdeveloped countries, the shortage o f s k ille d  manpower has been 

a persistent problem  in Pakistan. A ccord ing  to Professor Huda, "a ll our Plans have been

72 G O P , PC, The M id -P la n  Review o f the Third F ive -Y e a r P lan, p . 54.

73 G O P , PC, The Second Five Year P lan, p . 341.

74 G O P , CSO, Pakistan S ta tis tica l Yearbook 1967, p .429. The absolute figures
shown in the source have been computed to fin d  out the percentage increase.

75 G O P , PC, The Third Five Year P lan, p . 189. Class V  is the f in a l year o f
prim ary sch oo l.



weak In manpower p ro jec tio n  and budgeting , w ith  the resu lt th a t s k ill has proved to  be
a sophisticated

a persistent bo ttle ne ck  in  making a sw itchover to /industria l and tech n o log ica l base ,"

As may be seen from Table 5 .8 ,  the re la tiv e  share o f techn ica l education was o n ly  

9 per cent in  the F irst P la n . Things, how ever, have improved in  the Second and Third  

Plans w h ich  a llo ca te d  a h igher fig u re  o f 16,3 per cent and 2 6 .0  per c e n t, re sp e c tive ly .

A  start has also been made in manpower p la n n in g . Based on the a v a ila b le  in form ation  

in  Pakistan and on the m ateria l o f some other countries a t the com parable stages o f 

deve lopm ent, some estimates o f requiremenis and output have been made in the Third  

P la n , as may be seen from  Table 5 ,9 .

I t  should be m entioned tha t Table 5 .9  shows on ly  a d d itio n a l requirements and 

does not take  in to  consideration the d e f ic it  w h ich  was a lready there before the Third  

P la n . Assuming tha t a lready  there was a serious bo ttleneck o f techn ica l hands a t 

the end o f the Second P la n , the amount o f d e f ic it  would  be much h igher than shown 

in  the T a b le . M o re o ve r, a t the lower leve l (not shown in the T a b le ), d e fic its  w ou ld  

be ve ry  h ig h . For exam ple , a fte r considering requirements and ou tpu t fo r eng ineering  

a lone during  the T h ird  P la n , the amount o f d e f ic it  w i l l  be 10,600 a t dip lom a leve l

77 .and 205 ,000  a t c e r t if ic a te  and b e lo w -c e r tlf lc a te  le v e l. I t  is therefore essential 

tha t to raise p ro d u c tiv ity  the a llo c a tio n  fo r techn ica l education w i l l  have to be increased. 

Such a suggestion, how ever, does not l im it  us to  the given a llo c a tio n  fo r the education 

sec to r. O n the contrary, a case is pu t forw ard  fo r ra ising the a llo c a tio n  fo r education 

and tra in in g .

76 H uda, M . N . ,  "P lanning Experience in  P ak is ta n ," Pakistan Developm ent R eview , 
Autum n 1968, p . 3431

77 G O P , P C , The Th ird  F ive Year P lan , p . 221. Computed from the source data 
on the availaFnTt)7and requirements o f the tra ined  personnel fo r eng ineering .
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Table 5 .9

Estimated A d d it io n a l Requirements and O u tp u t o f Degree 

Holders during  the Th ird  Plan

A d d it io n a l
Requirements

Estimated
O u tp u t

D e fic it  
( -  )

Engineers 13,100 6 , 0 0 0 -7 ,100

M athem atic ians and 
Physical Scientists

4 ,0 0 0* 9 .5 5 0 N . A .

A ccou n tan ts , Commerce 
Degree H o lders, e tc .

N . A . 16,500 N . A .

A g r ic u ltu ra l Degree Holders 5 ,3 0 0 4 ,7 0 0 -600

Physicians and Surgeons 4 ,2 0 0 ** 4 ,2 0 0 -

Teachers

.—... .s....j

2 0 , 0 0 0 N . A .

_ OOI __

N . A .

* *  Covers a ll add itiona /?ëqu& enm êfts% d  a small increase in  the p riva te  secto r.

U n lik e  tech n ica l e du ca tion , qu ite  a d iffe re n t p ic tu re  is obta ined in  the f ie ld  

o f genera l e d u ca tio n . A lre a d y  a serious problem has emerged in the form o f educated 

unem ployed . O ne  source estimates tha t there are over tw o hundred thousand educated 

youths who are unemployed in P a k i s t a n . T h i s  problem was recognised by the planners 

who remarked th a t "the  country- can i l l  a ffo rd  to  see secondary school leavers pursuing 

subjects o f study fo r w h ich  there is no econom ic demand, and thus c rea ting  a class

79 .of educated unem p loyed ." I t  is therefore necessary tha t a thorough revis ion  in 

the secondary school course be undertaken in order to  make the educa tiona l system 

fu n c tio n a l so tha t i t  is la rg e ly  geared to  the needs o f indus try , a g r ic u ltu re , commerce 

and governm ent.

78 G overnor N u r Khan's Speech, The Sangbad, 4th J u ly  1969,

79 G O P , P C , The Th ird  F ive  Year P lan , p . 191.



IV  Regional A llo c a tio n  o f IN F A

In the analysis o f the reg iona l a llo c a tio n  o f investm ent fo r in fras truc tu ra l 

fa c i l it ie s  ( IN F A ), the e a rlie r approach o f tak ing  East Pakistan as one region and 

West Pakistan as another region w i l l  be fo llo w e d . An im portant hypothesis is tha t 

the re la t iv e ly  h igher in frastructu ra l developm ent in West Pakistan has been an im port­

an t fa c to r fo r d isp ropo rtiona te ly  h igher investm ent in tha t re g io n . A cco rd ing  to  the 

P lanning Commission, "w h ile  econom ic and socia l in frastructu re  has been g re a tly  

strengthened in  most parts o f West P ak is tan , i t  continues to be disorganised and weak 

in  East P a k i s t a n . A  proper analysis o f in te r-re g io n a l p r io r it ie s  o f in frastructu ra l 

fa c i l it ie s  in  Pakistan needs to be view ed in  the above co n te x t, considering the fa c t 

tha t the reg iona l growth stra tegy (Chapter I) adopted by the coun try  demands a faster 

ra te  o f growth in East Pakistan than in  West P akistan . In the discussion tha t fo llow s 

we have , the re fo re , preferred to concentrate  m a in ly  on East Pakistan w h ich  remains 

the e con o m ica lly  backward re g ion , and has about 55 per cen t o f the to ta l popu la tion  

o f the co un try .

Table 5.10 shows p u b lic  sector a llo c a tio n  fo r IN F A  a t reg iona l le v e l.  As may 

be seen from the T ab le , East Pakistan has always been a llo ca te d  a lower share than 

West P akistan , the d iffe rence  being higher in the First Iw o P lans. I t  should, how ever, 

be m entioned tha t the improvement in reg iona l a llo ca tio n  in  favour o f East Pakistan 

in  the Second and Third Plans over the F irst Plan is m isleading because a large invest­

ment programme fo r the Indus Basin Developm ent was kept outside the Second and Third

80 G O P , PC , Evaluation o f the Second F ive Year P lan , p . 5 .  See also Bose, S . R . ,  
"Pakistan's D eve I pmenF -  The Role o f C ^o^m m enTand P riva te  E n te rp rise ," 
Palastan DeveIopment Review 1968, p .275 , fo r the argum ent tha t d ire c t ly  
p roduc tive  sectors have faced a serious constra in t in  E js t Pakistan due to h ig h ly  
inadequate in fras truc tu re .
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Plans, as m entioned e a r lie r .  Inc lud ing  Indus Basin Development p u b lic  investm ent

81.
fo r  w a ter and power during the Second Plan period  was Rs, 7,251 m il l io n .  '  Since

82 .
the estim ated expenditu re  fo r this sector is shown as Rs. 4,341 m illio n  i t  means 

tha t Rs. 2,910 m illio n  was invested fo r Indus Basin Development In West Pakistan 

during the Second P la n . The corresponding figu re  fo r Indus Basin Developm ent
go

during the Th ird  Plan is Rs. 3 ,620  m il l io n . I t  fo llow s tha t West Pakistan's share

o f p u b lic  investm ent fo r IN FA  during the Second and Third Plans w i l l  appear much

h igher than tha t shown in  Table  5 .1 0 . In fa c t ,  in c lu d ing  Indus Basin D eve lopm ent,

during  the Second Plan period  ac tua l p u b lic  investm ent in West Pakistan is Rs. 9 ,002

84
m illio n  as against Rs, 4 ,3 7 5  m illio n  in East P ak is tan . The corresponding figures 

during the T h ird  Plan period  are Rs. 11,173 m illio n  in West Pakistan as against Rs. 7 ,082  

m illio n  in East Pakistan

The reg iona l a llo c a tio n  as shown in Table 5.10 may be used to  make an in te r­

p re ta tion  in  per cap ita  t e r m s . I t  is found tha t In the F irs tP la n , the per cap ita  

a llo c a tio n  fo r IN F A  in East Pakistan was Rs. 38 as against Rs. 6 8  in West P akistan .

The respective  figures fo r the Second P lan are Rs. 75 and Rs. 120; and fo r the Third 

P lan Rs. 156 in  East Pakistan and Rs. 192 in  West Pakistan. I t  goes w ith o u t saying th a t, 

in c l uding the investm ent fo r Indus Basin Developm ent, West Pakistan's share in per 

cap ita  terms w ou ld  appear much h igher than tha t fo r East Pakistan during the Second

81 G O P , PC , The Fourth F ive  Y ear P lan , p . 37.

82 G O P , PC , Final Evaluation o f the Second F ive Year P lan , p .1 99.

83 Rs. 3 ,6 2 0  m illio n  = Rs. 9 ,965  m illio n  -  Rs. 6 ,3 4 5  m il l io n . C f.  G O P , PC,
The Fourth F ive Y ear P lan , p . 37 and G O P , P C , P re lim ina ry  Evaluation o f the 
Third  Fjve  Year Plan,  p . 2 6 9 -7 0 .

84 G O P , PC , F inal E va lua tion o f the Second F ive Year P la n , p p , 201-2 , 2 0 8 -9 ,
213-4,221 - 2 , 2 2 A ^ 231 -2Tand 237-W; and C a lcu la tion  as shown in  the thesis.
(West Pakistan 6 ,0 9 2  + 2,910 = 9 ,0 0 2 ).

85 G O P , PC, P re lim ina ry  Evaluation o f the Third  F ive Year P la n ,p p . 17?-80, 
and C a lcu la tio n  as shown in the thesis. (West Pakistan 7 ,5 5 3  + 3 ,620  = 11,173)

8 6  For the purpose o f ca lcu la tion  o f per capita  measurement, m id -yea r popu la tion  
in  the respective Plan periods w ilT lbe  useH.



and Th ird  P lans.

F o llow ing  the p lanners ' c la ss ifica tion  o f IN FA  in to  so c a lle d  physical and socia l 

in fras truc tu res, a disaggregated analysis may be shown. I t  is found tha t in a l l  three 

P lans, p u b lic  sector a llo c a tio n  fo r  physical infrastructures is h ig îi^ *  in East Pakistan 

than in  West P ak is tan , As percentage o f the to ta l,  in the F irst P lan p u b lic  investm ent 

a llo c a tio n  fo r physica l in frastructures was 38 per cent in East Pakistan compared w ith  

62 per cent in West P a k is ta n . The corresponding figures in  the Second Plan were 

42 per cent in  East Pakistan and 58 p e rce n t in  West Pakistan; and fo r the Third P lan , 

48 per cen t and 52 per cent re sp e c tive ly . The improvement in  P lan a llo c a tio n  fo r 

physical in frastructures in  East Pakistan in the Second and Th ird  P lans, how ever, is 

decep tive  s ince , as m entioned e a r lie r ,  the vast Indus Basin Developm ent in  West 

Pakistan has been kept exc luded .

In per cap ita  terms, p u b lic  sector a llo c a tio n  fo r physical in frastructures in 

East Pakistan was Rs. 3 0 .2  in the F irst P la n , w h ile  fo r West Pakistan i t  was Rs. 5 8 .3 .  

The respective  figures in  the Second Plan are Rs. 6 2 ,9  and Rs. 104.7; and in the Third 

P la n , Rs. 125.6 and Rs, 161.1.

So fa r as soc ia l in frastructures are concerned, the pos ition  o f East Pakistan has 

not been as bad as i t  is in  the case o f physical in frastructures. O f  the to la l p u b lic  

sector a llo c a tio n  fo r socia l infrastructures in  the F irst P lan , East Pakistan had 49 

per cen t as against 51 per cent fo r West Pakistan. The corresponding shares in  the 

Second P lan are 47 per cent fo r East Pakistan and 53 per cent fo r West P akis tan . In 

the Th ird  Plan a llo c a t io n . East Pakistan's share was raised to  55 per cent and tha t o f 

W est Pakistan reduced to  45 per c e n t. Measured on a per cap ita  basis. East Pakistan 

was a llo ca te d  Rs. 7 .4  as against Rs. 9 .3  fo r West Pakistan in  the F irst P la n . The 

respective  figures in the Second Plan are Rs. 11.8 fo r East Pakistan and Rs. 15,6 fo r



West Pakistan and in  the Third  P lan , R s.30.8  and Rs. 3 0 ,4 ,  Thus i t  appears tha t the 

Th ird  Plan a llo ca te d  a h igher per cap ita  government investm ent of Rs. 0 .4  in East 

Pakistan and , i f  re a liz e d , i t  w i l l  remain as a lone exam ple in  the e n tire  h is tory o f 

p u b lic  investm ent fo r IN F A  in Pakistan up to 1970.

The fo llo w in g  sub-sections w i l l  consider (a) W ater and Power and (b) Transport 

sectors and discuss these, as m entioned e a r lie r , m a in ly w ith  re ference to East P akis tan .

(a) W ater and Pow er. In te r-reg îona i a llo ca tio n  o f p u b lic  investm ent fo r the

developm ent o f w a te r and power has been h ig h ly  in favour o f West P akistan . Data

a v a ila b le  from 1947 to  1955 show tha t o n ly  9 per cent o f the to ta l p u b lic  investm ent

fo r w ater and power was made in East P akistan , w h ile  the rem ain ing 91 per cent was

87
invested in  West P akis tan . The F irst Plan (1955-60) a llo c a te d  38 per cent to East

P akis tan , but the ac tua l im p lem enta tion  figures show tha t o n ly  20  per cent was

88
invested in  East Pakistan as against 80 per cent in West P ak is tan . The respective

shares o f East and West Pakistan were 44 per cent and 56 per cent in the Second Plan and

45 per cent and 55 per cent in the Th ird  Plan a llo ca tio n  fo r w a ter and power in the

p u b lic  se c to r. The im proved a llo c a tio n  in  favour o f East Pakistan in the Second and

Third Plans needs to  be view ed w ih  caution  because, as a lready  m entioned, a large

investm ent in  the form o f Indus Basin Developm ent has been kep t outside the Plan.

In fa c t ,  in c lu d in g  Indus Basin Developm ent the actua l investm ent fo r w a ter and power

developm ent during  the Second Plan is found to be Rs. 7,193 m illio n  in  West Pakistan

. 8 9
compared w ith  Rs. 1,489 m illio n  in  East Pakistan . The corresponding figures fo r the

87 Computed from investm ent figures shown in the F irst F ive  Year P la n , o p . c i t . , 
p p .348 ,363  and 378. (Rs. 8 5 .2  m illio n  in East Pakistan and Rs. 905 .2  m illio n  
in  West P ak is tan ).

8 8  Computed from figures shown in the Second Five Y ear P lan , o p . c i t . , p .  199. 
(Rs. 350 m illio n  in  East Pakistan and"W7T^42ÜTnTÎ1îon in West P ak is tan .)

89 G O P , PC , F ina l Evaluation o f the Second F ive Y ear P la n , p p .201-2; and 
c a lc u la tio n  shown in this tIT is isTTW est Pal<istcrn = 2^’B 52 '+^4 ,341).



90
Th ird  Plan are Rs. 6 ,8 8 5  m illio n  in  West Pakistan and Rs.3,080 m illio n  in  East Pakistan.

As a percentage o f the to ta l East Pakistan's share appears to  be 17 per cent in  the

: Second Plan and 31 per cent in the Th ird  Plan,  i t  is obvious therefore tha t there has

been w id e  d isp a rity  in  p u b lic  sector investm ent fo r w ater and power between the two

reg ions. Considering the fa c t tha t w a te r occupied the major share o f the sector

(Section 111) and tha t i t  was d irec ted  fo r u ti l iz a t io n  as an a g r ic u ltu ra l in p u t, the

e ffe c t on West Pakistan's a g ricu ltu re  was su bs tan tia l. The Th ird  P lan lends support

to  this v ie w  when i t  is remarked tha t " in  West Pakistan the substantia l progress

in  w ater developm ent during  the Second Plan period has been a major fac to r in the

91
g re a tly  im proved  a g r icu ltu ra l pe rfo rm ance ."

As to the fu tu re  ro le  o f w ater developm ent in West Pakistan, i t  was found e a r lie r 

tha t the emphasis on the p u b lic  sector may be reduced i f  the expansion o f tubew e ll 

irr ig a tio n  in  the p riva te  sector is found to be adequate. But in  East Pakistan the 

dimension o f the problem is d if fe re n t. N o t o n ly  is flo od ing  the main scourage o f the

92
Province but also the programme in vo lved  is too b ig to  encourage p riva te  investm ent. 

A cco rd ing  to  the p lanners, "There is a large untapped a g ricu ltu ra l p o te n tia l in East 

P ak is tan . Present cropping in tens ities on some 20 m illio n  c u ltiv a te d  acres are sub­

s ta n t ia lly  be low  those w h ich  c lim a te  and w ater po te n tia l w ou ld  p e rm it, and yie lds

90 G O P , PC , P re lim ina ry  Evaluation o f the Third F ive Year P lan , p p . 2 74 -7 ; 
and c a lc u la tio n  sho'wn in this thesis . (West Pakistan = 3,265” + 3 ,6 2 0 ).

91 G O P , P C , The Third  F ive Year P lan , p . 290.

92 Here we fin d  a good example o f in frastructure  presenting symptoms lik e  low  
prospect o f p riva te  re tu rn , w ide  d ivergence between soc ia l and p riva te  
p ro f i ta b i l i t y ,  and the amount o f investment required be ing  beyond the 
ca p a c ity  o f p riva te  investors. I t  may be mentioned tha t the problem faced 
here p rovided an im portant argument fo r the necessity o f government investm ent 
considered from the o re tica l p o in t o f v iew  in  Chapter 2 .



are o n ly  o ne -fo u rth  o f those found in many other countries. C a p ita liz in g  on this

p o te n tia l,  how ever, necessitates the so lu tion  of some o f the most d i f f ic u l t  h yd ro log ica l

93
and eng ineering  problems o f the w o r ld ."  Thus i t  seems tha t re a liz in g  the huge 

a g r icu ltu ra l p o te n tia l in  East Pakistan w i l l  require  large p u b lic  investm ent.

By p u ttin g  a case fo r p ub lic  investm ent fo r w ater devdopm ent in  East P akistan ,

we do no t suggest tha t i t  should be based on a mere requirem ent p r in c ip le  devo id  o f

any co s t-b e n e fit ana lys is . O n the con tra ry , we would s trong ly  argue fo r a s)^tem atic

study o f the co n tribu tio n  from w ater as w e ll as from other a lte rna tives  in c lu d in g

fe r t i l iz e rs ,  im proved seeds and so fo r th .  Secondly, the case fo r p u b lic  investm ent in

w ater should no t be in te rp re ted  to mean rep lac ing  p riva te  investm ent. Indeed , p riva te

investm ent in  w ater e spe c ia lly  fo r tubew ells should be encouraged. A cco rd ing  to the

Third P la n , "Experience in  East Pakistan demonstrates tha t d is trib u tio n  o f power, together

w ith  small v illa g e  roads, is the main instrum ent fo r rura l deve lopm ent. In some areas

where e le c tr ic  power was re c e n tly  In iroduced , this resulted in  a s ig n ific a n t change In

the structure  and the leve l o f a c t iv ity  o f small industries. A lso  a d d itio n a l tubew ells

94c a ll fo r rap id  extension o f d is trib u tio n  lines to  areas underla in  b y  sweet w a te r ."

The hypothesis im p lic it  in  the above quotation  puls a case no t o n ly  fo r the 

developm ent o f power but also fo r a developm ent w h ich  may be ca lle d  ru ra l-based .

This stra tegy is a bo ld  one . U n til now industria l development in  Pakistan has been assoc­

ia ted  m a in ly  w ith  the developm ent o f la rge-sca le  m anufacturing in  w h ich  each e n te r-

93 G O P , P C , The Th ird  F ive  Y ear P la n , p . 296 , The very fa c t tha t the World Bank esti­
mates to ccntro! f]ood  in  ÉasFPail^'an a t a cost o f o n ly  £500 (The Economist, 
N ovem ber 21, 1970, p . I I )  im plies tha t the problem is not something e x tra ­
o rd in a r ily  d i f f ic u l t  nor is the cost in vo lved  e xce p tio n a lly  h igh i f  compared w ith
the Indus Basin D evelopm ent.

94 G O P , P C , The Third  F ive  Y ear P la n , p . 308.



prise employs hundreds and thousands o f labourers. In the context o f East Pakistan,

95
this may not be the o n ly  course o f developm ent. G reece and Colom bia may be c ited  

gs examples where small -sca le  m anufacturing p layed a s ig n if ic a n t ro le  in  the industria l 

deve lopm ent. Professor Youngson found tha t in  G reece the ty p ic a l industria l establish­

ment has rem ained sm a ll. O f 109,500 m anufacturing establishments lis ted  in  1958

census, 5 ,800  em ployed more than ten workers each and o n ly  829 employed more than 

96 . .
f i f t y  workers each . S im ila r ly , in  Colombia the average number o f persons per

97
enterprise was o n ly  6 . A no ther good example is Japan where small m anufacturing 

has con tribu ted  and is s t i l l  co n tribu tin g  a great deal in the econom ic developm ent o f

the coun try . As many as 90 per cent o f entrepreneurs in Japan start th e ir business w ith

98
few er than 2 0  w orke rs .

There are arguments (a lthough these are not substantiated by de ta ile d  exam ination) 

against labou r-in te ns ive  small enterprises. F irs tly , i t  îs argued tha t the developm ent 

o f small enterprises w i l l  g ive  rise to in e ff ic ie n t u ti l iz a t io n  o f scarce c a p ita l. But the 

argument ignores tha t (a) the 'in e ff ic ie n c y  in  overhead ca p ita l embodied in transport 

and com m unications equipm ent' and other market im perfections raise the cost o f production 

and do not 'p e rm it e ith e r sp e c ia liza tio n  or expansion b y firm s '*  and (b) the a v a ila b il i ty  

o f surplus labour the em ploym ent o f w h ich  would in vo lve  zero or n e g lig ib le  socia l cost.The

95 For a case o f small scale enterprise in the context o f underdeveloped countries
see Bauer, P . T . ,  and Yam ey, B . S . ,  The Economics o f Underdeveloped Countries, 
James N isbe t & C o ., L t d . ,  and Cambridge U n ive rs ity  Press, London, 1957,
pp. 2 52 -5 4 ,

96 Youngson, A . J . ,  O verhead C a p ita l, p . 151.

97 Ib id , p . 151.

98 W atanabe, S ., " Entrepreneurs and Small Enterprises in  Japanese M a nu fac tu ring ,"
In te rna tiona l Labour Review, December 1970, pp. 533 -36 .

* Quotes are from Youngson, A . J . ,  ib id , p . 153.



s itua tion  there fore  demands tha t one should ca lcu la te  the m arginal cost o f in e ff ic ie n c y  

o f ca p ita l due to its  u n d e r-u t iliz a t io n  and the m arginal value added due to the em ploy­

ment o f  the surplus la b ou r. A cco rd ing  to  Professor Lew is, " th e  best w ay o f using

ca p ita l in  these circumstances is to choose labour-in tens ive  ra the r than c a p ita l- in te n s iv e  

99 .te ch n iq u e s ." I t  is true tha t an increase in  p ro d u c tiv ity  per labourer w ou ld  not be as 

high as i t  w ou ld  have been through la rge -sca le  p roduction , but the increase in  to ta l 

income w ou ld  be h igher as re la t iv e ly  much h igher number o f peop le  would be e m p loye d .

S econd ly , i t  has been argued tha t labou r-in tens ive  small enterprises would  g ive  

rise to a sm aller sa v in g s -ra tio . Galenson and Leibenstein have p u t a strong the o re tica l 

case in  favou r o f i t . ^ ^ ^  How fa r the argum ent can stand on em p irica l observation is 

h ig h ly  d o u b tfu l. In his em p irica l study based on a survey o f industries in  K a ra ch i,

Ranis has found tha t the G alenson-Le ibenste in  hypothesis in so fa r as i t  advocates a 

c a p ita l- in te n s iv e  technique does not ho ld  good.^^^ Further, i f  one considers tha t 

saving is a p lann ing  dev ice  and does not depend upon the wishes o f the savers, the 

G alenson-Le ibenste in  argum ent no longer ho lds. As has been observed by an expert 

p lanne r: "Saving is norm a lly  a p lann ing  d e v ic e . O nce a ce rta in  ra te  o f saving has been 

decided upon (fo r instance , a 25 per cent m arginal ra te  cf saving in  Pakistan's revised 

Second P la n ), the task before the planners is to suggest concrete steps to capture these 

savings, both through the c a p ita lis t sector and the fisca l m achinery o f the Governm eri9?"

99 Lew is, W . A o ,  Developm ent P lann in g , p . 224.

100 G alenson, W . ,  and Le ibenste in , H . ,  " Investment C r ite r ia , P ro d u c tiv ity  and 
Economic D e ve lopm en t," o p . c i t . , p p .^ 3 - 7 0 .

101 Ranis, G . ,  "Investm ent C r ite r ia ,  P ro d u c tiv ity  and Economic Developm ent: 
A n  Empirical'~Coniment, " Q uarteT lyToU rna l c ^ T c o n o im c s l962 , p p .298 -3 0 .

102 H a q ,  M . ,  The S trategy o f Economic P lann ing , p .4 9 .



(b) Transport. F o llo w in g  the hypothesis th a t top p r io r ity  should be g iven to the

developm ent o f transport fa c i l i t ie s ,  we shall deal here w ith  tbe transport sector w ith

reference to East P ak is tan . In te r-re g io n a l a llo c a tio n  o f pub lic  investm ent in  transport

has always been in  favour o f West P ak is tan . O f the to ta l p u b lic  invesim ent fo r transport

during the Second P lan,  East Pakistan had a share o f o n ly  40 per cent as against 60 per

103
cent fo r W est P ak is tan . I t  is feared  tha t In previous periods the share o f East Pakistan

was even sm a lle r,T h e  s itua tion  occurred in  sp ite  o f the remark o f ibe F irst Plan tha t

’Transport is a m ajor problem in East Pakistan and its inadequacy leads to lo ca l shortages

and holds up d eve lo p m en t." U n fo rtu n a te ly , even a t the end o f the Second P lan ,

the s itu a tio n  d id  no t im prove , as revea led  by the P lann ing Commission's observation

th a t "Transport continues to be a b o tt le n e c k , p a r tic u la r ly  in  East Pakistan^where i t  is

105
one o f the m ajor factors in h ib it in g  balanced econom ic deve lopm en t." I t  there fore  

appears th a t the developm ent o f transport, together w ith  water and pow er, w il l  have 

to  p la y  a v ita l ro le  in  the developm ent o f East P akistan ,

I t  need h a rd ly  be m entioned tha t any developm ent of transport in  East Pakistan

must be based on the geographica l features o f the re g io n . The overw helm ing im port­

ance o f in la n d  waterways in  the transport system o f East Pakistan was m entioned e a r lie r .  

I t  forms the backbone o f the transport system and handles about three-quarte rs o f the 

to ta l in te rna l tra f f ic  o f the P r o v i n c e . A c c o r d i n g  to the Th ird  P la n , "g iven  su îlab le

nav iga tiona l and term ina l fa c il it ie s  and organised, on sound, progressive lines , in land  

w a ter transport can become the most econom ical and e ffe c tive  mode of

103 G O P , P C , F inal E valuation  o f the Second F ive  Year P la n , p p .2 0 8 -9 . Percentage 
shown here l ia  ve been com^^ Trom the f  fg uires ̂  ven fo r investm ent in transport 
in  East Pakistan and West P akis tan .

104 G O P , N a tio n a l P lanning Board, The First F ive  Year P la n , p . 4 8 .

105 G O P , P C , Evaluation o f the Second F ive  Y ear P lan, p . 5 .

106 G O P , PC , The Second F ive  Year P la n , p . 277 .



-  178

transport în the P ro v in ce , w h ich  abounds in natura l waterways Thus i t  may

reasonably be thought tha t a co s t-be n e fit study determ ining In tra -sec to ra l a llo c a tio n  

fo r transport in  East Pakistan w il l  substantiate the case fo r ach iev in g  a breakthrough 

in  in land  w ater transport system. But i t  was found e a rlie r a t the a ll-P a k is ta n  leve l 

th a t p u b lic  sector a llo c a tio n  fo r in la nd  w ater transport has been ve ry  small (Section 111).

Table 5.11 gives an idea o f the p u b lic  sector investm ent among d iffe re n t sub- 

sectors w ith in  the transport sector in  East P akistan. Data o f ac tua l investm ent as 

a v a ila b le  fo r  the Second and Third Plans have been used to prepare the T a b le . Looking 

a t the re la t iv e  shares o f d iffe re n t sub-sectors i t  fo llow s tha t in la n d  w ater transport -  

w h ich  has been termed 'th e  backbone o f the transport system' in  East Pakistan, the 'most 

econom ical and e ffe c tiv e  mode o f transport o f the P rov ince ' -  has not ye t rece ived  

proper a llo c a t io n .

O ne im portan t geograph ica l fea tu re  o f East Pakistan is tha t the P rovince is d iv id ed  

in to  two m ajor parts -  eastern and western -  by the rivers Brahmaputra and Jam una,

There is no d ire c t road o r ra il lin k  between the iwo parts . Table 5.11 shows th a t in the 

Second P la n , ra ilw ays and roads together comprised a share as high as 84 per cent o f 

the to ta l p u b lic  investm ent fo r transport in  East Pakistan. The corresponding fig u re  

during  the Th ird  P lan is 81 per ce n t. O ne may thus reasonably expect tha t i f  roads and 

ra ilw ays were g iven such a b ig share, a bridge or an a lte rn a tiv e  fe r ry  service connecting  

the iw o parts ought to have been considered. From the Plan documents i t  is no t known 

w hether the planners considered the p r o j e c t . O n  the co n tra ry , in  order to ach ieve

107 G O P , P C , The Third F ive Year P lan,  p . 332.

108 A  s lig h t h in t how ever, is found in the Third Plan w h ich  proposes to undertake
fe a s ib il i ty  study o f b ridg ing  the major rive rs . C f. The Th ird  F ive Year P lan ,
o p . c i t .  p . 328.
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Table 5.11

P ub lic  Investment fo r Transport in East Pakistan in  the 

Second and Th ird  Plans

(Rs. in  M il l io n )

Second P Ian Third  PI an

A bso lu te % A bso lu te %
(1) (2 ) (3) (4)

Railways 43 8 .8 0 45 5 28 .00 42

Roads* 377 .50 39 4 8 7 .0 0 ** 39

In lan d  W a ter­ 132.00 14 142.00 11

ways * * *

Ports and S h ip p in g **** 16.50 2 9 2 .6 9 7

Tourism 4.16 N e g . 9 .9 5 1

Transport Survey - — 2 .5 0 N e g .

Total 968 .96 100 1,262.14 100

p . 2 08 . C o l . (3) -  G O P , P re lim ina ry  Evaluation o f the Third F ive Y ear P la n , p . 287 . 
*  Includes road transport. * *  Includes investm ent fo r K am afu li B ridge . * * *  Includes 
East Pakistan Shipping C o iporation  . * * * *  Includes expenditu re  fo r  M e rca n tile  M arine  
A cadem y.

speedy transport the y  recommended connecting  the two parts by a ir  transport. But i t

was m entioned e a r lie r  tha t c iv i l  a v ia tio n  is much less econom ical than o ther a lte rn a tive s .

I f  may be po in ted  ou t tha t the h e lico p te r services in troduced in  1964 were abandoned 

109
two years la te r .  P robab ly the scheme proved to be a ve ry  loss-m aking concern .

F u rthe r, considering the enormous benefits w h ich  w i l l  arise due to the lin k in g  o f the

two m ajor parts o f the P ro v in ce , i t  is expected tha t even i f  d iscounted a t a h igher ra te ,

the N P V  o f the p ro je c t w i l l  be p o s itiv e . This how ever, warrants a carefu l s tudy.

109 The F in a nc ia l Tim es, London 23rd September, 1970.

110 The Chinese experts are known to have made a fe a s ib il i ty  study o f a Bridge over
the Brahomaputra r iv e r .  C f.  The Times, London, 16th Novem ber 1970,



Chapter 6

DIRECT G O VER N M EN T U N D ER TAKIN G  

The part o f governm ent developm ent expenditure (G d) d irected  towards 

in fras truc tu ra l developm ent was discussed in the last C hap te r. Considered In 

terms o f our c la ss ifica tio n  o f G d in to  SOC and DPA, we are now le ft  w ith  the 

second term o f the r ig h t hand side o f the equa tion . It was found e a r lie r tha t 

in Pakistan th re e -fifth s  o f to ta l developm ent expenditure and about th ree - 

quarters or more o f p u b lic  sector investm ent are d irected  towards the deve lop­

ment o f in fras truc tu ra l fa c i l it ie s  (Table 5 , 2 ) .  This means tha t app rox im a te ly  

one-quarte r o f p u b lic  sector investm ent is le f t  fo r d ire c t ly  p roductive  

a c tiv it ie s  such as a g r ic u ltu re , m anufacturing and m in in g . Period-w ise  

d is tr ib u tio n  o f p u b lic  investm ent fo r d ire c t ly  productive  a c tiv it ie s  was found 

as fo llo w s : 2 8 . 8  per cent in  the F irst P lan , 19.9 per cent in  the Second Plan 

and 2 2 .5  per cent in the Th ird  Plan.^

It should be m entioned tha t the entire  p ub lic  sector a llo c a tio n  fo r

d ire c t ly  p roductive  a c tiv it ie s  is not fo r what m a y b e  c a lle d  p u b lic  e n te r-

2
prises in v o lv in g  d ire c t governm ent undertaking (D G U ),

The Second and Third Plan respective figures o f 19.9 and 2 2 ,5  per cent 
exc lude  3 percent and 4 .5  per cent a llo ca te d  fo r Works Programme w h ic h , 
as m entioned e a r lie r , w i l l  m a in ly  p rovide  in frastructu ra l fa c il it ie s  such 
as transport, ir r ig a t io n , e t c .

The term DG U  m ay, how ever, be extended to inc lu de  the purchase o f 
shares by the government in the p ub lic  companies pu re ly  sponsored by 
p r iva te  enterprises. In the con text o f Pakistan, i t  appears tha t the 
governm ent Corporations have taken the in it ia t iv e  to form p u b lic  companies 
and in v ite  p riva te  c a p ita l.  There a re , o f course, excep tions, e . g .
Pakistan O i l  Fields L t d . ,  Pakistan Petroleum L t d . ,  Esso Standard Eastern 
Inc .  e t c . w h ich  are in p r iva te  sector bu t the G overnm ent also holds some 
shares in  them .



A lm ost the e n tire  a llo c a tio n  fo r a g ricu ltu re  and a p o r it io n  o f the a llo c a tio n  

fo r m anufacturing  and m in ing  is spent in the form w h ich  we have ca lle d  d ire c t 

governm ent assistance (D G A ). From the F ive -Y e a r Plans o f Pakistan, i t  is 

found tha t the p u b lic  sector a llo ca tions  fo r d ire c t ly  p roduc tive  a c tiv it ie s  

are b road ly  grouped under a g r ic u ltu re , m anufacturing and m in in g . Some idea 

o f the d is trib u tio n  o f a llo c a tio n  o f government developm ent expenditu re  in  the 

F irs t, Second and Third  F ive-Y ear Plans fo r  d ire c t governm ent undertaking 

and d ire c t governm ent assistance may be g iven in Table 6 .1 , In preparing the 

Table i t  has been assumed th a t (a) the en tire  p ub lic  sector a llo c a tio n  fo r (i) 

large and small sca le  m anufac tu ring , exc lud ing  industria l estates, p ro d u c tiv ity  

schemes, s c ie n tif ic  and industria l research, e t c . ,  and ( i i )  m in in g , exc lud ing  

geograph ica l su rvey, is in  the form o f d ire c t government undertak ing ; and (b) 

the e n tire  p u b lic  sector a llo c a tio n  fo r a g r ic u ltu re , e xc lud ing  fo res try , is in  

the form o f d ire c t government assistance.

Table 6.1

P ub lic  Sector A llo c a tio n  fo r DGU and DG A

Rs.
DG U
(I)

in  M il l io n  
DGA 
(2 )

Total
(3)

%  D is tribu tion  
DGU DGA 
(4) (5)

F irst P Ian 1622 1485 3107 52 48

Second P Ian 1939 2486 4425 44 56

Third  PIan 3759 4461 8220 46 54

Sources and N otes; Com puted from figures shown in (a) G O P , The First F iv e - 
Y ea r Plan (pp . 280 , 394, 435 and 479): (b) G O P , Evaluation  o f the Second
F ive -Y e a r Plan (p p . 211-12, 218 and 222); and (c) G O P , Revised Phasing . . . . ,  
o f the Th ird  F ive -Y e a r Plan (p p . 17-18, and 20-21). Figures have been rounded 
o f f .  In te r-p e rio d  comparison o f investm ent figures is no t possible due to 
d iffe rences in p rices .



The present Chapter w i l l  enlarge on the discussion o f d ire c t government

undertaking  (D G U ), A t  the outset i t  should be m entioned tha t in our

discussion we shall concentrate  m a in ly  on government investm ent in la rge -

scale m anufacturing and fo r tha t matter on the ro le  o f the PI DC (Pakistan

Industria l Developm ent C o rpora tion ), This is p a r tly  because government

investm ent m o th e r fie lds  in the w ay we have understood d ire c t government

undertaking was much low e r, and p a rtly  because the PI DC was the main organ

of d ire c t government undertaking in Pakistan. But our concentra tion  on

la rge -sca le  m anufacturing and the PI DC should not be in te rp re ted  as neg lec t

o f o ther fie ld s  and bod ies. O n the con tra ry , there is a case fo r an increasing

3
emphasis on investm ent a llo c a tio n  fo r d ire c t undertaking  in  m in in g , the 

im portance o f w h ich  as a supp lie r o f raw m ateria ls is bound to  increase as 

developm ent p roceeds.^ Indeed, being aware o f its im portance , the 

G overnm ent has a lready  entrusted the PIDC w ith  the resp on s ib ility  to 

deve lop m in in g . S econdly, there is reason to  b e lie ve  th a t, w ith  the expansion 

o f a c t iv it ie s ,  d iv is ion  o f work through the specia lised bodies may prove 

h e lp fu l.  A lre a d y , separate bodies, such as the Forest Industries Developm ent 

Corporation  and the Pakistan Steel M il ls  C orporation have been established 

by the G overnm ent.

3 W e assume tha t adequate p riva te  investm ent is not forthcom ing fo r the 
developm ent of m in in g .

4 Foreign exchange constra in t is the main cons ide ra tion . M in in g  may
■ also prove an im portant source o f fore ign  exchange e a rn in g . For exam ple , 

i t  is estim ated tha t the exp lo ra tion  o f the h igh q u a lity  coal deposit 
w h ich  has been discovered in Rajshahi-Bogra, East Pakistan, can not 
o n ly  meet the en tire  domestic demand but also be a fo re ign  exchange 
e a rne r.
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The Chapter is arranged in  the fo llo w in g  manner. Section 1 provides 

a p re lim in a ry  survey o f how investm ent fo r d ire c t governm ent undertaking 

takes p la c e . B rie f m ention w i l l  be made o f the bodies responsible fo r d ire c t 

governm ent u nde rtak ing , procedure and fie ld s  o f investm ent. In Sections II 

and 111, the need fo r and the a llo c a tio n  o f d ire c t government undertaking 

re sp e c tive ly  w i l l  be analysed; in  both these Sections, discussion w i l l  be 

m a in ly  from sectora l and reg iona l v ie w p o in t . The question o f p u b lic  sector 

e ff ic ie n c y  in the con tex t o f d ire c t government undertaking in Pakistan w i l l  

be discussed in Section IV .

I In troduction

G overnm ent investm ent in  Pakistan is not a single agency fu n c t io n . 

D iffe re n t special agencies and government m inistries take part in the 

im p lem enta tion  o f the programme. S ince independence in 1947, a number 

o f specia l Corporations have been established to carry  out investm ent fo r 

d ire c t governm ent u nde rtak ing . The ea rlies t and most im portant o f these has

5
been the PIDC,  I t  was established in A p r il 1950 w ith  an authorised ca p ita l 

o f Rs, 10 m il l io n .  I t  acqu ired  operationa l status in January 1952. The main 

purpose of the C orporation  is to  set up industria l ventures ^ w h ich  p riva te  

industria lis ts  are e ith e r unable or u n w illin g  to  undertake .

5 In J u ly ,  1962, the Corporation was b ifu rca ted  in to  East Pakistan Industria l 
D evelopm ent Corporation (EPIDC) and West Pakistan Industria l D evelop­
ment C orporation  (W PID C ). Unless otherw ise m entioned the name PIDC 
w i l l  be used to  in c lude  both EPIDC and W PIDC.

6  S ince the e a r ly  !960's the PIDC has also been entrusted w ith  the 
re sp o n s ib ility  o f m in ing  deve lopm ent.



Ifs main o b je c tiv e  is to supplem ent, rather than supp lan t, p riva te  ente rp rise .

Besides PIDC,  some other Corporations lik e  the East Pakistan Forest Industries

7
Developm ent Corporation (1959), West Pakistan Small Industria l Corporation 

(I9 6 0 ), East Pakistan Small Industries Corporation (1957) and the Pakistan 

Steel M il ls  C orporation (1968) and G overnm ent departments such os fisheries 

and fo res try , have also p layed  a part in  State p a rtic ip a tio n  in  d ire c t ly  

p roduc tive  a c t iv i t ie s . It should be mentioned tha t the ro le  o f d ire c t govern­

ment undertaking p layed by  these bodies is very small when compared to tha t 

o f P I D C W i t h  the excep tion  o f the Pakistan Steel M il ls  C orporation and 

the East Pakistan Forest Industries Developm ent C o rpora tion , the ro le  o f these 

bodies is m a in ly  to  concentra te  on p rov id ing  d ire c t assistance to  the p riva te  

sector -  o to p ic  w h ich  w i l l  be the sub ject of discussion in the next C hapter.

The Corporations hold  semi-autonomous status and do not work in the 

w a te rtig h t compartments in the g e n e ra lly  understood sense of governmental 

o rgan isa tions. They have freedom o f ac tion  in  matters o f adm in is tra tion  and 

execu tion  o f schemes. They are perm itted  to associate themselves w ith  the 

p riva te  sector in the  fin a n c in g  and management o f p ro jec ts .

7  For the dates o f establishment and other in form ation  about Corporations 
see B ra ib a n ti, R ., Research on the Bureaucracy o f Pakista n , Duke 
U n ive rs ity  Press, Durham, N  . C .1 9 6 6 7 TÔÏÏ]e 4 ,  fac incT pp .2 3 6 -3 7 .

8  The Pakistan Steel M il ls  Corporation L t d . ,  how ever, is expected to  
perform a ve ry  b ig  r o l e . It w i l l  co -o rd ina te  a ll a c t iv i ty  connected w ith  
the m anufacture o f iron and steel in Pakistan as w e ll as im plem ent Steel 
M i l l  p ro jects a t K arach i and Kalabagh w hich have an annual ca p a c ity  o f 
about 2 m illio n  tons o f steel and are estimated to  cost Rs. 2767 m illio n  
in c lu d in g  fo re ign  exchange expenditu re  o f Rs. 1650 m il l io n .



They are authorised to sponsor pub lic  companies w ith  the developm ent o f w h ich  

they ore entrusted, and in  those companies p riva te  cap ita l is always in v ite d . 

They may underw rite  the whole  or any portion  o f the share ca p ita l o f those 

companies or subscribe, on b eh a lf o f the governm ent, any  portion  of the issue 

ca p ita l w h ich  is not subscribed by the p ub lic  ,

Investment funds o f the Corporations are derived  from fou r main sources: 

(I) the government fu n d in  the form of annual budget grants; (2) the amount 

o f p riva te  ca p ita l tha t they can in v ite ; (3) se lf-gene ra tion  o f funds and fo re ign  

loans; and (4) funds invested from the ir own resources

D ire c t government undertakings in Pakistan comprise a w ide f ie ld .  For 

exam ple , the WPIDC pro jects produce a large number o f goods such as cem ent, 

fe r t i l iz e rs ,  chem ica ls , pharm aceutica l products, dyes, m inera ls, te x t ile s .

9 Data a v a ila b le  fo r the fixe d  ca p ita l expenditu re  a t cost in  WPIDC pro jects 
and managed companies may g ive  an idea of the sources o f f in a n c e , as 
shown b e low .

(O n 30th June, 1969: Rs. in M il l io n )

A bso lu te

(I)

%
(2 )

To ta l governm ent funds (P rov inc ia l 
and C entra l)

869 47

Tota l p riva te  investm ent 233 12

Funds invested from own sources II 1

S e lf-genera tion  o f funds and 
fo re ign  exchange loans

756 40

Total 1,869 100

Forw ard , September 1970, p . 10. CoTT%2) C om puted.



products o f sh ip bu ild in g  and heavy eng ineering , natural gas, sugar, e t c J ^

So fa r as the production  o f steel and iron in West Pakistan is concerned, the 

re sp o n s ib ility  lies w ith  the Pakistan Steel M il ls  Corporation L td .  EPIDC 

pro jects cover the fo llo w in g  major f ie ld s : ju te , sugar, paper and new sprin t, 

sh ip -ya rd  and d rydock , pharm aceutica l goods, chem ica ls , fe r t i l iz e rs ,  p o ly ­

thene bag m anufac tu ring , iron and s tee l, cem ent, hardboard, groundnut o i l ,

12
o il re f in in g , e t c .  The establishments of the East Pakistan Forest Industries

Developm ent Corporation (EPFIDC) comprise wood seasoning, wood trea ting

13
and cab ine t m anufactu ring , tann ing e x tra c tio n , e tc . A lthough  there is no

counterpart o f EPFIDC in West Pakistan, i t  seems that the w ork is done by

WPIDC and the Forest Departm ent of the Government o f West Pakistan,

Some sm a ll-sca le  industria l pro jects have been estab lished by the Small

Industries C o rpora tion . For exam ple , the East Pakistan Small Industries

Corporation has set up p ilo t  pro jects on co ir and copra, a g ricu ltu ra l implements

and g lazed p o tte ry , and metal production  units on cheese and b u tte r, and 

15
cigars and c h e rro t.

10 W PIDC: An In troduc tion  (P ub lica tion  date not m entioned. Probably 1969)

11 P roduction o f iron and steel in East Pakistan is s t i l l  in the hands o f EPIDC.

12 EPIDC Progress Report 1967-68, p . 10

13 G O P , PC , Evaluation of ihe  Second F ive-Year Plan,  p . 83

14 For exam ple , a p ro je c t fo r the establishment o f forest industries com plex
in  D ir  S ta te , in vo lv in g  an expenditu re  o f Rs, 26 m il l io n ,  was sanctioned  
by the Governm ent and steps were being taken to im plem ent i t  as e a r ly  as 
possib le . C f.  G O P , Economic A dv ise r, Pakistan Economic Survey 1968-69 
p .  33

15 Pakistan Economic Survey 1968-69, p . 54



An o ff ic ia l procedure o f government investm ent in Pakistan is the approval 

o f the N a tio n a l Economic C ouncil (N E C ), the supreme body. The NEC has as 

Chairman the President o f the country and consists o f the Governors o f the 

Provinces,F inance M in is te r, the Deputy Chairman o f the Planning Commission, 

the C hairm en o f EPIDC, W PIDC, the East Pakistan Water and Power Developm ent 

A u th o r ity  and the West Pakistan W ater and Power Developm ent A u th o r ity . A ll 

p u b lic  pro jects need to be subm itted to the NEC fo r a p p ro va l. The Executive

Committee o f the NEC  sits re g u la rly , reviews pro 'jecis and may approve or

. , 16 
re je c t any p ro je c t,

II Need fo r DG U

Fo llow ing  the stra tegy o f developm ent as adopted by Pakistan (C hapter 1), 

the card ina l p r in c ip le  is to p rovide  incentives to the p riva te  secto r. I t  was 

m a in ly  in  this con tex t tha t the ro le  o f government developm ent expenditure fo r 

in fras truc tu ra l developm ent was v iew ed in the preceding C hapter. The ro le  o f 

government developm ent expend itu re  in  the form o f d ire c t assistance by p rov id ing  

incentives to the p riva te  sector w i l l  be the concern o f the nex t Chapter. In 

the present Chapter we are m a in ly  interested in exam ining the ro le

16 Seth, K . L . , The Pattern o f Economic Developm ent in  Pakistan, S terling  
Publishers (P riva te ) L t d . , D e lh i, 1967, pp. 4 9 -50 . See also the 1962 
C onstitu tion  o f Pakistan, op. c i t . ,  Karachi 1964, p . 81.
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o f d ire c t government undertaking  (D G U ) in  order to ach ieve  the developm ent 

ob jec tives  o f the econom y. I t  should be mentioned tha t the developm ent Plans 

o f Pakistan do not argue fo r such a re la t iv e ly  large share o f DGU as one finds 

in  the p lann ing  documents o f Ind ia . Thus there is a c le a r-c u t d iffe rence  between 

the p lann ing  ob jec tives o f Pakistan and Ind ia , the la tte r being based on the 

p rin c ip le  o f developm ent a long s o c ia lis tic  lin e  through gradual increase in  

p u b lic  sector share. Table 6 .2  gives a comparison o f the shares o f p u b lic  and 

p riva te  sectors in  industries in  these two countries.

The Table shows that in  Ind ia  the re la tiv e  share o f p u b lic  investm ent in  

industries has g ra d u a lly  increased, in the First Plan, the shares o f p u b lic  and 

p riva te  sectors were 19 per cent and 81 per cent, re sp e c tive ly .

Table 6 .2

P ub lic  and Private Investment in  Industries in  Ind ia
and Pakistan

(In  Percentages)

1st Plan 
1951-56 

( 1)

Ind ia

2nd Plan 
1956-61 

(2 )

3rd Plan 
1961-66 

(3)

1st PI 
1955: 

(4)

Pakistan

an 2nd Plan 
■60 1960-65 

(5)

3rd Plan 
1965-70 

(6 )

P ub lic  Sector 19 52 59 54 29 35

Private  Sector 81 48 41 46 71 65

Total 100 100 100 100 100 100

Sources and Notes; Computed from data shown in (a) G overnm ent o f Ind ia ,
Fourth F ive -Y e a r Plan: D ra ft O u tlin e : Programmes and Targets. D e lh i, September 
1966, p . 36: (b) G O P , The First F ive -Y e a r P lan, p p .429-34 ; (c) G O P , The 
Second F ive -Y e a r P lan, p . 12. The Third Plan figures fo r Pakistan are g iven fo r
o rig in a l Plan in  G O P , Revised P h a s in g ................ o f the Third F ive -Y e a r P lan, p . 10,
Indian figures fo r the First and Second Plans seem fo r actua l investm ent, w h ile  the 
Third Plan figures re fe r to a n tic ipa ted  investm ent. Pakistani figures re fe r to 
o rig in a l Plan a llo ca tio n s .



In the Second P lan , the share o f the p u b lic  sector increased to 52 per cent 

w h ile  th a t o f p riva te  sector decreased to 48 per c e n t. In the Third P lan , 

p u b lic  and p riva te  sectors were a llo ca te d  59 per cent and 41 per ce n t, 

re sp e c tive ly . Thus, there has been a steady increase of pub lic -secto r share 

from I9per cent in the F irst Plan to  59 per cent in the Th ird  P lan, w h ile  there has 

been a corresponding decrease o f p riva te -sec to r share from 81 per cent in  the 

F irst Plan to 41 per cent in  the Th ird  Plan o f In d ia .

N o  such trend , how ever, appears from the data shown fo r Pakistan, In

the F irst P lan o f P ak is tan , the share fo r the p u b lic  sector was 54 per cent as

against 46 per cen t fo r the p riva te  secto r. In the Second P la n , the shares o f

p u b lic  and p riva te  sectors were 29 per cent and 71 per ce n t, re sp ec tive ly . In

17
the Third P la n , the corresponding figures are 35 per cent and 65 per ce n t.

Thus, w ith  no d o c tr in a ire  assumption lik e  In d ia 's , the figures fo r Pakistan

may be in te rp re ted  as meaning tha t the ro le  o f d ire c t government undertaking

in  Pakistan is based m a in ly  on the re la tiv e  con tribu ting  ca p a c ity  o f the p ub lic
18

and p riva te  sectors in the to ta l investm ent. W h ile  e ffo rts  are made to  encourage

17 In the revised Th ird  F ive -Y e a r P lan , the o rig in a l p u b lic  sector a llo c a tio n  
o f Rs. 4 ,4 7 0  m illio n  has been reduced by  19.5 per cent to Rs. 3,513 
m illio n  w h ile  the a llo c a tio n  o f the p riva te  sector has been increased thus 
causing a sh ift o f the o rig in a l p u b lic : p riva te  a llo c a tio n  o f 35: 65 in 
favou r o f the la t te r .  C f. G O P , PC, Revised Phasing . . .  o f the Third 
F ive -Y e a r Plain, p p . 10 and 20

18 "N o  d o c tr in a ire  assumptions underlie  the P lan,and ne ither an e xc lu s ive ly  
c a p ita lis t nor an e xc lu s ive ly  soc ia lis t economy is postu la ted . The approach 
throughout is p ragm atic . The fundam ental problem is now , under severe ly 
lim it in g  cond itions , to f in d  some w ay towards the lib e ra tio n  o f the people 
from the crushing burden o f p o v e rty ."  Preface by G . Ahm ed, C hairm an, 
P la nn in g  Commission, in Second F ive -Y e a r P lan , o p . c i t . , p .  x i i i .
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p riva te  investm ent, governm ent undertaking is not uncommon. The main

in ten tio n  o f the p u b lic  sec to r, how ever, is to  undertake industria l investm ent

"o n ly  in  those cases where p riva te  cap ita l is not fo rthcom ing , where a jo in t

venture cannot be organised or where considerations o f na tiona l in terest

19
d ic ta te  p u b lic  in ve s tm en t."

Absence o f exac t data fo r p r iva te  investm ent in  industries in  the e a rly

years o f developm ent makes any proper analysis o f the ro le  o f DGU in  Pakistan

d i f f ic u l t .  H ow ever, a good approxim ation  may be got from an estimate given

in  one source w h ich  shows tha t in 1949-50 to ta l p riva te  investm ent was

20
Rs. 515 m il l io n ,  the share in  m anufacturing being Rs. 202 m il l io n .  As a 

percentage o f G N P , the figures appear as 2 ,5 8  per cent and 1.01 per c e n t , 

re sp e c tive ly . Assuming a conventiona l cap ita  I-o u tp u t ra tio  o f 3:1 and a 

popu la tion  grow th ra te  o f 2 .5  per c e n t, the p riva te  investm ent figures in d ica te  

a negative  growth in  per cap ita  incom e. M any factors were responsible 

fo r the low  ra te  o f p riva te  investm ent. F irs tly , the industria l base of the 

economy was ex trem ely  lo w . In 1949-50, a g ricu ltu re  con tribu ted  60 per cent 

o f G N P , w h ile  the share of m anufacturing was 6  per cent in  w h ich  la rge-sca le  

m anufacturing con tribu ted  o n ly  1,4 per cent (Background Table 5 ). Since 

a g r icu ltu re  was run m a in ly  on a subsistence basis its co n tribu tio n  towards 

savings was n e g lig ib le .  S econdly, in  the absence of adequate in frastructu ra l

19 G O P , PC , The Th ird  F ive -Y e a r P lan , p . 450

20 Papanek, G . F . ,  Pakistan's Developm ent: Social Goals and P riva te  
Incen tives , p . 296 . The to ta l p riva te  investment fig u re  may be compared 
w ith  the  f ig u re  of Rs. 520 m illio n  shown in  Background Table 2 0 .
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fa c î lî lîe s  the cost o f production  was p robab ly too high to  a ttra c t p riva te  

investm ent. T h ird ly , the coun try  d id  not have the c a p ita lis t class w h ich  in 

terms o f organ isa tion  and finance  was ab le  to undertake la rge -sca le  industria l 

p ro jec ts . F o u rth ly , as m entioned e a r lie r , d ire c t controls also worked as a 

de te rren t towards the growth of p riva te  investm ent. F in a lly ,  the real tim e - 

discount w ith  w h ich  Pakistani investors were operating was probab ly too high

and unless the ra te  of return was h igher than th is , they were n a tu ra lly  u n w illin g

, , . 21
to  undertake investm ent.

The PI DC was esiablished in 1950 w ith  the main o b je c tiv e  o f he lp ing  

industria l developm ent and ra is ing  the investm ent ra tio  by  supplem enting 

p riva te  investm ent. The C orporation had some d e fin ite  advantages in 

In it ia t in g  investm ent. F irs tly , as i t  rece ived  funds from annual budgetary 

grani-s, the C orporation  d id  not need to  w orry  much about m aking p ro fits  and 

cou ld  operate a t a much lower tim e-d iscount than in the case o f p riva te  

en te rp rise . S econd ly, i t  d id  not have an o b lig a tio n  o f p ro v id ing  jobs to fa m ily  

members, nor had i t  any d if f ic u l ty  in h iring  a com plete management s ta ff from 

abroad fo r some o f its p ro jec ts , an idea w h ich  'seemed strange and dangerous' 

to  p r iva te  ente rp rise . *  T h ird ly , a t a tim e when bureaucra tic  contro ls worked 

as a de te rren t towards the grow th o f p riva te  investm ent, the C orporation had 

some advantage s in ce , as a pow erfu l government o rgan isa tion , i t  could  approach 

other government bodies 'as an equa l,ra ther than as a supp lican t. ' *

21 A cco rd ing  to  Papanek, the real tim e discount w ith  w h ich  Pakistani
investors were opera ting  m ight be 50 per cent per ye a r, ib id . ,  p . 93

* Quotes are from Papanek, G . F . ,  ib id . ,  p p .92 and 94 .



F o u rth ly , due to  Its f in a n c ia l and org insational su pe rio rity  the C orporation was

in  a much be tte r position  to in it ia te  a number of investments in  order to

in te rn a liz e  the e x te rn a litie s  and thereby reduce costs through cross- 

22
su bs id iza tio n .

The superior position  o f the PI DC over p riva te  enterprise put i t  a t an

advantage to  p la y  a s ig n ific a n t ro le  in undertaking investm ent, a ro le  w h ich  It

d id  in  fa c t p la y . As one expert on the Pakistan economy remarked: " in  the

I950's the PI DC fu l f i l le d  an ex trem ely  useful func tion  in  supplementing

p riva te  en te rp rise . The PI DC gave to  one, able entrepreneur command over

the resources required fo r investments in vo lv in g  too much c a p ita l,  or too

23
com plex a tech n o log y , or too much r is k , fo r p riva te  inves to rs ." W ith in  

three years o f its o pe ra tion , PIDC enterprises covered ju te  te x t ile s , heavy 

e ng inee ring , s h ip b u ild in g , fe r t i l iz e rs ,  cem ent, paper, sugar, cotton te x t ile s , 

natura l gas, chem ica ls , pharm aceutica ls, e tc . By 1959 -  tha t is a t the end 

o f seven years o f its operation -  PIDC investment comprised about one-s ix th  

o f the to ta l industria l assets o f Pakistan.

The s ig n ific a n t ro le  p layed  by  the PIDC probab ly encouraged the 

establishm ent o f the other Corporations mentioned in  Section 1. A lthough  i t  

is d i f f ic u l t  to  q u a n tify  the exac t con tribu tion  o f d ire c t government undertaking 

in  encouraging the growth o f p riva te  enterprise In P ak is tan , one can probab ly

22 For a good discussion o f In te rn a liza tio n  o f e x te rn a litie s  aris ing from 
in s titu tio n a l circum stances, see N o v e , A . ,  " In te rna l Economies, "  
Economic Jo u rn a l, December 1969, p p . 8 4 7 -6 0 ,

23 Papanek, G . F , ,  ib id . ,  p . 104

24 Ib id . ,  p . 96 ,



sa fe ly  argue tha t i t  had a s ig n if ic a n t im pac t. Table 6 ,3  helps to g ive  us an 

idea o f the growth o f p r iva te  investm ent as a percentage o f G N P . I t  is 

found tha t there has been a steady growth of

Table 6 .3

G row th  o f P riva te  Investm ent;As % o f GNP

1949-50 2.6

1951-52 3.1

1954-55 3.5

1959-60 3.6

1963-64 6.4

1966-67 6.4

1967-68 7.6

Source: Background Table 21.
o f

p riva te  investm ent. As a pe rcen tage /G N P , p riva te  investm ent increased

from 2 ,6  per cent in  1949-50 to 7 ,6  per cent in  1967-68, The fo llo w in g

may be advanced as co n tribu tin g  factors towards the grow th  of p riva te  invest- 

25
m ent. F o llo w in g  the D G U -leadersh ip  p riva te  investment was forthcom ing  

in  many industries in w h ich  p rev ious ly  there was marked re luctance  in the 

p riva te  sec to r. S econd ly, DG U helped in increasing techn ica l and o rgan iz ­

a tion a l know ledge . This should be considered a great bene fit fo r a coun try

25 I t  should be m entioned tha t the Table shows the growth o f p riva te  invest­
ment as a whole and not tha t part w h ich  has gone fo r m anufacturing o n ly . 
Hov/ever, considering the s tructura l change (Background Table 5 ), one 
may reasonably argue th a t the growth o f p riva te  investm ent in Pakistan 
is m a in ly  due to  the growth in  m anufacturing .



short o f tra ined  personnel. T h ird ly , fo llo w in g  its C ha rte r, the PIDC in v ite d

c a p ita l from p riva te  en te rp rise . For exam ple, in East Pakistan the shares o f

a ju te  m ill were sold to 80 ,240  p rim ary school teachers and o f a sugar m ill to

growers of sugar cane . F in a lly ,  the disinvestment p o lic y  also contribu ted

27 .
towards the growth o f p riva te  investm ent. The b ig  K a rna fu li paper m ill

28
was sold to p riva te  enterprise (to Messrs, Dawood) in  1958, As la te  as

1967-68, the EPIDC disinvested two m ills , namely M uslin  Cotton M il ls  L td . ,

29
K a lig a n j and Rajshahi Sugar M il ls ,  M arian .

Thus i t  seems tha t the c o n tr ib u tio n  of d ire c t governm ent undertaking 

should have been substantia l in  the economic developm ent o f P akistan . I t  is 

in  this co n te x t tha t we w ou ld  lik e  to lis t  two major areas where d ire c t govern­

ment undertaking  as an instrum ent o f government expenditu re  p o lic y  may p la y  

a m ajor ro le ;

(a) To he lp  in  m a in ta in ing  a balance in in te r- in d u s tr ia l g row th; and

(b) To help in a ch iev ing  the regional growth o b je c tiv e .

Both these aspects w i l l  be taken up fo r fu rthe r discussion in  the next S ection , 

where they w i l l  be discussed from the p o in t o f v iew  o f a llo c a t io n . I t  is true

26 EPIDC Progress Report 1967-68, p .20

27 Here we assume tha t increase in p riva te  investment took p lace w ith o u t any 
corresponding decrease elsewhere. V iew ed from Pakistan's experience the 
assumption does not seem absurd,

28 H irschm an, A . O . ,  Developm ent Projects O bserved, The Brookings In s titu te , 
W ashington, 1967, p . 52

29 EPIDC Progress Report 1967-68, p . 21. R ecently , th e ^ a s t Pakistan G overn­
ment has set up a four-m em ber P ro v in c ia l Board ro carry  out a comprehensive 
exam ination  o f com m ercial projects in  the p u b lic  sector fo r d isinvestm ent. 
C f.  State Bank of Pakistan B u lle tin , November 1969, p . x x v .



tha t sometimes I t  is d i f f ic u l t  to  see them qu ite  separa te ly in  two Sections.

So, in  order to avo id  unnecessary re p e tit io n , the discussion w i l l  be kept b r ie f .

(a) Balance o f In te r- in d u s tr ia l g row th . A n  im portant o b je c tive  of economic

p lann ing  in  Pakistan is to ach ieve  a balanced growth in a ll  f ie ld s . So fa r as the

in tra -m a nu fa c tu ring  side is concerned, such a balance has not been m aintained

(Chapter 4 ) .  The domestic p roduction  o f investm ent and re la ted  goods has fa ile d

to keep pace w ith  the increase in  domestic demand. The gap in  the production

o f and demand fo r these goods has increased from Rs, 747 m illio n  in 1954-55 to

30 . .
Rs, 2808 m illio n  in  1963-64, This is p robab ly the main reason w hy the planners 

have emphasised the necessity " to  develop basic industries fo r the manufacture 

o f producer goods so tha t the requirements of fu rthe r in d u s tr ia liza tio n  can be

31
met m a in ly  from the country 's  own c a p a c ity ."  Considered from a theo re tica l 

p o in t o f v ie w , this gap may not be a problem , provided tha t there is a correspond­

ing increase in  exports or a corresponding decrease in  imports o f other goods, 

keeping pace w ith  the export performance of the econom y. I t  is therefore 

necessary to  exam ine the question o f industria l balance from  two main points: 

f ir s t ly ,  to ta l imports and exports o f the country; and second ly , imports on the 

basis o f com m odity groupings.

Table 6 .4  shows to ta l exports and im ports. From the Table i t  is found tha t 

since 1956-57 imports have remained h igher than exports,the amount o f d e f ic i t

30 The o rig in a l figures o f Rs,566 m illio n  in 1954-55 and Rs.2,951 m illio n  
in  1963-64 as ca lcu la te d  from the Lewis and Soligo s tudy, op . c i t . ,  
122-27, have been converted to  1959-60 fac to r cost by using the N ationa 
Income D e fla to r.

31 G O P , PC, The Third F ive -Y e a r P lan , p . 39
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Table 6 ,4  

Imports and Exports o f Pakistan

(Rs. in  Crore)

1 mports 
( 1)

Exports
(2 )

Balance
(3)

1949-50 129 120 -9

1952-53 139 151 -1-12

1955-56 132 178 +46

1956-57 233 161 -72

1960-61 318 180 -138

1964-65 537 241 -296

1968-69 487 330 -157

Source: Background Table 13,

being a t times almost equal to  or h igher than the amount o f exports. A

shortage o f fo re ign  exchange has thus remained a characte ris tic  fea ture  o f

the econom y. Foreign assistance has helped to  solve the problem in the

short te rm . But w ith  the sudden drop in the prospective a v a i la b il i ty  o f

fo re ign  a id  and the o b je c tive  o f the economy to e lim ina te  dependence on

fo re ign  a id  by 1985, i t  has become necessary to look fo r a balance in  fo re ign

exchange earning and expend itu re . Shortage of fore ign  exchange has a lready

32
caused a serious constra in t in  developm ent efforts of the econom y, Il should 

be m entioned tha t this has happened a t a tim e when the export perform ance of 

the economy has been on the w ho le  sa tis fac to ry . During the Second Plan (I960- 

6 5 ), export earnings increased a t the ra te  o f 7 per cent per annum as against

33
3 per cent forecast in  the P lan . In the f irs t two years o f the Third Plan

32 G O P , PC , The Fourth F ive -Y e a r P lan , p p . 8 -9

33 G O P , PC, Evaluation  o f the Second F ive -Y ea r P Ian , See Forward



(1965-67), the Increase has been a t a ra te  o f 9 per cent per a n n u m , I t

fo llo w s  tha t unless fo re ign  exchange earnings can be s u ff ic ie n tly  increased to

meet the b i l l  fo r requ ired im ports, the a lte rn a tive  course le f t  is to meet the

demand through domestic production  i f  the rate of growth is to be m a in ta ined .

As has been observed by Professor Bhagwati in  the con tex t o f under-developed

countries; " I t  w ou ld  undoubted ly be an expensive method o f g row th . The

co un try  may not possess adequate raw m ateria ls . The necessary sk ills  may not
m erely

be re a d ily  a v a ila b le . But this/fneans tha t an increased ra te  o f investment and

grow th in  this coun try  is correspond ing ly more d if f ic u l t  and e xa c tin g . I t  does

not mean th a t an easier so lu tion  is a va ila b le  -  fo r i t  is n o t, g iven the fo re ign

35
exchange b o tt le n e c k ."

Table 6 .5  shows absolute and re la tiv e  figures fo r the im port of cap ita l

Table  6 .5

Im port o f C a p ita l Goods, Industria l Raw M a te ria ls  
and Consumer Goods

(Rs, in M il l io n :  C urrent Prices)

C ap ita l Goods

Abso lu te
(I)

%
(2)

Industria l Raw 
M ateria ls

bs“̂ ïïïïT ”  %  
(3) (4)

Consumer Goods

Absolu te
(5)

%
(6)

1960-61 1214 38 f043 33 931 29

1961-62 1467 47 954 31 6 8 8 2 2

1962-63 1920 51 1133 29 766 2 0

1963-64 2084 47 1390 31 956 2 2

1964-65 2689 50 1497 28 1188 2 2

1965-66 2235 53 1225 29 748 18

1966-67 2346 45 1661 32 1185 23

1967 - 6 8 2213 48 1502 32 940 2 0

Source: Pakistan Economic S u r v e y S e c t i o n ) "

34 G O P , PC, The M id -P la n  Review o f the Third Five Y ear P lan, p .25.

35 Bhagwati, J . , The Economics o f Underdeveloped Countries, p. 168.
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goods, industria l raw m ateria ls and consumer goods from 1960-61 to 1967-68,

From the Table i t  appears tha t w h ile  the share o f consumer goods is around 

o n e - f if th  and tha t o f industria l raw -m ate ria ls  o n e -th ird , the im port o f ca p ita l 

goods a lone  occupies a share o f about o n e -h a lf .  The absolute figures in  the 

Table are in  curren t prices and a d ire c t comparison is not possible. How ever, 

using the N a tio n a l Income D e fla to r i t  is found tha t the im port o f ca p ita l 

goods has increased from Rs, 1,155 m illio n  in 1960-61 to  Rs, 1,743 m illio n  in 

1967-68, w h ile  tha t o f consumer goods has dec lined  from Rs. 885 m illio n  to 

Rs, 741 m illio n  in the corresponding p e riod . I t  thus seems tha t the p o ss ib ility  

o f a fu rthe r im port substitu tion  may not be ve ry  b rig h t in  the consumer goods 

sector and , considering the re la t iv e ly  small vo lum e, a fu rthe r cu t in this 

ca tegory  w i l l  not make a s ig n if ic a n t co n tr ib u tio n . C onsequently, the choice  

o f im port substitu tion  fa lls  m a in ly  on the ca p ita l goods industry , p a r tly  because 

i t  a lone  occupies almost 50 per cent of the to ta l im port b i l l ,  and p a r tly  because 

w ith  fu rthe r econom ic developm ent the demand fo r ca p ita l goods w i l l  increase 

g re a t ly .  It  is , the re fo re , easy to  understand w hy the planners have put emphasis 

on the growth o f ca p ita l goods industries in P akistan , This emphasis on cap ita l 

goods industries should not be in terpre ted  as im p ly ing  a neg lec t of the c o n tr i­

bu tion  o f exports. A n  increasing ro le  o f fo re ign  exchange earning through exports 

w i l l  be necessary in any case i f  the ra te  o f investm ent is to  be ra ised . Emphasis 

on the developm ent o f ca p ita l goods industries is an a ttem pt to  m a in ta in  a 

balance in  the in te r- in d u s tr ia l sector as w e ll as in the fo re ign  exchange part of 

the growth m o d e l. I t  need ha rd ly  be mentioned tha t in  order to have a v ia b le  

c a p ita l goods sector many factors such as the size o f m arke t, leve l o f techn ica l



deve lopm ent, and:so fo rth  w il l  need serious cons ide ra tion .

I t  was shown e a r lie r tha t the ta r if f  p o lic y  in  Pakistan provided 

incentives fo r the domestic production  o f consumer goods w h ile  cap ita l goods 

industries were re la t iv e ly  d iscrim inated against (Chapter 4 ) ,  I t  thus fo llow s 

tha t in  order to  encourage p riva te  investment in the ca p ita l goods industry 

an im portant a lte rn a tiv e  is to bring  the prices of the im ported investm ent goods 

more in  lin e  w ith  the prices o f other goods. For th is , substantia l changes in 

the taxa tion  p o lic y  w i l l  be necessary since the p riva te  ra te  o f return from ca p ita l 

goods industries w i l l  have to  be brought to a leve l com parable w ith  the ra te  of 

re turn  from other industries, i f  investm ent in  the former is to  be encouraged. 

Pending such a measure, a re la t iv e ly  b igger ro le  o f d ire c t government under­

tak ing  w i l l  be necessary fo r the growth of cap ita l goods industries as required 

F u rthe r, governm ent undertaking may also be necessary even i f  taxa tion  p o lic y  

is ra t io n a liz e d . Such a necessity arises from three considerations. F irs t, the 

to ta l amount o f investm ent and the o rgan iza tiona l and techno log ica l requirem ent 

fo r ca p ita l goods industries are re la t iv e ly  h igher and may be w e ll beyond the 

c a p a c ity  o f the p riva te  sec to r. Second, d ivergence between socia l and p riva te  

p ro f i ta b i l i ty  may be so much as not to  encourage p riva te  investm ent bu t may w e ll 

ju s tify  governm ent investm ent. T h ird , In some industries, one u n it fo r the w ho le

36 The assumption here is tha t the social rate o f re turn from cap ita l goods 
industries is fa vo u ra b le .
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coun try  or one u n it in  each region may be adequate to meet the whole demand 

and as such m onopoly considerations may necessitate d ire c t government under­

ta k in g . I t  w ou ld  seem tha t m a in ly  from these considerations the planners have 

emphasised the need fo r a re la t iv e ly  b igger ro le  of d ire c t government under­

ta k in g  in deve lop ing  heavy industries, no tab ly  the m anufacture of basic metals

37
and the production  o f m achinery and fe r t i l iz e rs ,

(b) Balance o f Regional G ro w th . Balance in  reg ional g row th , p a rtic u la r ly

between East and West Pakistan, is now a very im portant p lann ing  o b je c tive

of the econom y. As m entioned e a r lie r , the Perspective Plan has pu t a ta rge t

on a ch iev in g  e q u a lity  in  per cap ita  income between the two regions by 1985,

tha t is by the end of the S ixth  F ive -Y e a r Plan (1980-85), It  was the o b je c tive

o f the Th ird  Plan tha t during  the f iv e -y e a r period from 1965-66 to  169-70 the

Gross Regional Product (GRP) of East Pakistan would increase by 40 per cent

38
and th a t o f West Pakistan by  35 per ce n t. W hat exact ra te  o f investment 

(consisting o f both p u b lic  and p riva te  sectors) w i l l  be necessary to  ach ieve  the 

reg iona l growth o b je c tiv e  w i l l  depend on the reg iona l cap ita ! ou tpu t ra t io ,  

as discussed in  Chapter I .

So fa r as the d is tr ib u tio n  o f p riva te  investm ent betv/een East and West 

Pakistan is concerned, i t  was found tha t East Pakistan's share is much lower than 

th a t o f West Pakistan (C hapter 4 ) ,  In order to  be m eaningful I t  is necessary

37 G O P , PC , The Third F ive -Y e a r P lan , p ,4 5 0 .

38 G O P , PC , The Third  F ive -Y e a r P lan , p . 39. The Fourth F ive -Y ea r 
Plan (1970 -75 )^ylTicFTwo^ J u ly  1970 has pu t a ta rge t o f an 
annual growth ra te  o f 7 .5  per cent in East Pakistan as against 5 ,5  per cent 
in  West Pakistan , C f.  G O P , PC, The Fourth F ive -Y e a r P lan , p .2 2 .



Table 6 .6

Private  Investment as Percentage o f GRP in  East and 
W est Pakistan

East Pakistan 
( 1)

West Pakistan 
(2 )

1949-50 1.4 3 .9

1954-55 1.9 5 .2

1960-61 2 . 8  (2 . 8 ) 9 .1 (9 .2 )

1966-67 3 .2  (2 .9 ) 9.1 (9 .4 )

1968-69 4 .0  (3 .8 ) 9.1 (9 .3 )

Source: Background Tables 23 and 24.

tha t figures o f p riva te  investm ent in  East and West Pakistan are expressed as percentages

o f GRP. Such an estim ate is shown in Table 6 . 6 . From the Table i t  w ou ld  seem tha t the

ra tio  o f p riva te  investm ent to GRP is much less adequate in  East Pakistan fo r ach iev ing

the reg iona l growth o b je c tiv e  o f the economy. In East Pakistan, p riva te  investm ent

has increased from 1.4  per cent in  1949-50 to 4 .0  per cent in  1968-69, w h ile  the

increase in  West Pakistan is from 3 .9  per cent to 9 . 1 per cent in  the corresponding

period . The p riva te  investm ent ra tio  has thus remained ve ry  low  in  East Pakistan.

This is p robab ly the main reason w hy the planners have envisaged a qu ite  d iffe re n t

ro le  fo r the p riva te  sector in  the two regions. As has been observed in  the Third Plan:

"The p u b lic  sector w i l l  p la y  a much la rger ro le  in  East Pakistan where substantial

in fra -s tru c tu re  has ye t to be b u ilt  and the p riva te  sector is s t i l l  ra ther shy. This is

p a r tic u la r ly  ev id en t in  the f ie ld  o f industry where about h a lf  o f the investm ent is to

be managed by the East Pakistan Industria l Development O arporation as against just

39
over o n e - f if th  by its West Pakistani co u n te rp a rt."  H ow ever, the lo g ic  o f a 

re la t iv e ly  la rger investm ent

39 G O P , PC, The Third Five Year P lan, pp. 3 2 -33 .
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(through d ire c t  governm ent undertaking) in  East Pakistan than in  West Pakistan 

fo llo w s  m a in ly  from the ro le  p layed  by d ire c t government undertaking in  the 

e a r ly  years of developm ent when the ra tio  of p riva te  investm ent to GNP was 

very lo w .

The case fo r a re la t iv e ly  b igger ro le  o f d ire c t government undertaking in 

East Pakistan also fo llo w s  from our analysis o f Chapter 4 where i t  was found 

tha t the longer tax  h o lid a y  and p re fe ren tia l ta r if f  granted to East Pakistan have 

not succeeded in a ttra c tin g  p riva te  investm ent, i t  is expected th a t, o ther 

things rem ain ing  a t least n e u tra l, a p o lic y  based on in fras truc tu ra l developm ent 

fo r East Pakistan (Chapter 5) w i l l  g re a tly  assist the w ork ing  of taxa tion  p o lic y  

in  favour o f tha t re g io n . But noth ing  surprising can be expected to happen 

im m e d ia te ly , p a r tic u la r ly  i f ,  as we shall see in  Section 111, some other fa c to r, 

in the form of Bengalee na tiona lism , is present in East P akistan . Thus i t  seems 

th a t a b igger ro le  o f d ire c t government undertaking In East Pakistan may be 

necessary to  increase the ra te  of investm ent.

Before conclud ing  this Section two points need m en tion ing . F irs tly , the 

above discussion considering the need fo r a re la t iv e ly  h igher d ire c t government 

undertaking  In cap ita l goods industries/in  East Pakistan should not be in terpre ted  

as meaning tha t we neg lec t the ro le of p riva te  investm ent. On the con tra ry , 

in  keeping w ith  the developm ent stra tegy o f the econom y, measures should be 

taken to  raise the p riva te  investm ent ra tio  so tha t g row th  can be se lf-su s ta in in g . 

The other two tools -  in fras truc tu ra l development and d ire c t government assistance 

o f government expenditu re  p o lic y  have a great ro le  to  p la y  in this regard. 

S econd ly , in  the discussion o f the need fo r d ire c t governm ent undertaking



m axîm îzafîon o f to ta l investm ent has been considered, bearing in mind the 

approach o f the planners w h ich  seeks to p rovide  a supplementary ro le  to D G U . 

The p rin c ip a l aim  is to  ensure tha t the to ta l investment is adequate to ach ieve 

the developm ent ob jec tives  o f the econom y. Considered in  these terms the 

necessity fo r d ire c t governm ent undertaking arises m a in ly  through d e fic ie n cy  

o f p r iva te  investm ent and the ro le  o f d ire c t government undertaking is not to 

d iscourage p riva te  investm ent bu t to encourage i t .

I l l  A llo c a t io n  o f DGU

The preceding Section analysed the necessity o f d ire c t government under­

tak ing  (D G U ) in  the con tex t o f the developm ent strategy adopted fo r the 

econom y. Based on past perform ance, i t  was observed tha t DGU may be he lp fu l 

in  ra is ing  the ra te  o f investm ent in  East Pakistan and in  deve lop ing  cap ita l 

goods industries in  the co u n try . In the present Section we shall take up the 

a llo c a tio n  aspect o f D G U , again from sectoral and reg iona l v iew po in ts .

H ere , as shall be seen,the main consideration is to analyse the a llo c a tio n  of 

D G U , g iven the investm ent fund fo r i t .  In other words, we assume tha t the 

to ta l investm ent fund fo r DGU is known and our main o b je c tive  is to consider 

an e ff ic ie n t  a llo c a tio n  o f the to ta l fu n d .

C rite ria  fo r a llo c a tin g  investment from a m a in ly  the o re tica l p o in t o f v iew  

were discussed in Chapter 2 .  It was found tha t for an ideal a llo c a tio n  p u b lic  

investm ent decisions should be based on socia l p rices. This is necessary because 

o f the d ivergence between socia l and market p rices. For exam ple , considering
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the acute unernpl oyment problem p re va ilin g  in Pakistan, the market wage ra te  

does not re f le c t the socia l p rice  o f labour w hich w il l  be low er than the market 

wage ra te . S im ila r ly , the o ff ic ia l exchange ra te  and the discount ra te  o f 

Pakistan do not represent the fo re ign  exchange and ca p ita l sca rc ity  p re va ilin g  

in  the econom y, and the socia l prices of fo re ign  exchange and cap ita l w il l  

be h igher than the o ff ic ia l m arket ra te  (Appendix A ) ,  A  p riva te  entrepreneur, 

who is interested in  m arket p ro f i ta b il i ty ,  w i l l  not take account o f these 

d istortions in  considering his investm ent decisions. But socia l p ro f i ta b il i ty  

(and not market p ro f i ta b il ity )  is the main basis o f D G U , Hence fo r an ideal 

a llo c a tio n  o f D G U , the ca lcu la tio n  of costs and returns should be on social 

or 'a cco un tin g ' prices o f the inpuls and outputs, and to  f in d  out the N e t 

Present V a lue  (N PV) i t  w i l l  be necessary to discount the ca lcu la ted  cash flows 

a t a socia l tim e preference ra te . G iven  the DGU fu n d , the problem is to  se lect 

p ro jects w ith  a h igher N P V . W ith  no cap ita l constra in t, a ll pro jects w ith  

h igher NPV should be undertaken.

I t  is not known how fa r investm ent a llo ca tio n  fo r d ire c t government

undertaking in Pakistan has been based on some r ig id  q u a n tita tive  analysis

40
using a c rite rio n  o f socia l p ro f i ta b i l i ty .  As shall be seen b e low , the ra tio na le  

o f the a llo c a tio n  o f DG U is sub ject to  c r it ic is m . I t  may be p a r tly  due to

40 On author's request EPlDC and WPIDC k in d ly  supplied some m a teria ls , 
o p . c i t . ,  w h ich  do not in d ica te  anyth ing  in  this regard. So EPIDC and 
WPIDC were again approached to  supply in form ation on some pro jects 
undertaken by them . U n fo rtu n a te ly , no re p ly  has ye t been re ce ived .
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41
investm ent a llo c a tio n  in the absence of an in p u t-o u tp u t tab le  and p a rtly  

due to  investm ent decisions not based on ‘accounting  p r ic e s . ‘

Sectoral A llo c a t io n .  P ub lic  sector a llo c a tio n  figures shown fo r la rg e - 

scale m anufacturing  in  the F irs t, Second and Third F ive -Y e a r Plans w i l l  be 

used for the present discussion from a sectoral p o in t of v ie w , and fo r the 

subsequent discussion from  a reg iona l po in t o f v ie w .

T a b le 6 . 7 shows the p u b lic  sector a llo ca tio n  in  three groups of industries

A .  Industries p rim a rly  producing consumer goods;

B . Industries p r im a rily  producing Interm ediate  goods; and

C . Industries p rim a rily  producing investment and re la ted  goods.

A ltho u gh  the above c la ss ifica tion  is not un ique , i t  has the advantage of 

enab ling  one to see an aggregated a llo c a tio n  p ic tu re  from a sectoral p o in t o f 

v ie w . (D isaggregated a llo c a tio n  w ith in  each group is shown in Table 6 . 8 ) .

From tab le  6 .7  i t  is seen tha t in  the First Plan 16 per cent was a llo ca te d  

fo r consumer goods industries, 60 per cent fo r in te rm ed ia te  goods and 24 per 

cent fo r investm ent and re la ted  goods. In the Second P lan , the a llo c a tio n

41 The Third Plan mentions tha t "A n In p u t-o u tp u t tab le  fo r industries is , 
how ever, under preparation to serve as a guide In the im plem enta tion  o f 
a balanced P la n , fo r ensuring tha t the im port b i l l  fo r industria l raw 
m ateria ls does not ou ts trip  the fo re ign  exchange savings derived  through 
rep lacem ent o f im p o rts ." C f.  G O P , PC, The T h ird  F ive-Year P la n , p .488

42 As po in ted  out in foo tno te  of Table 6 . 8 , the c la ss ifica tio n  fo llow s from 
tha t m ain ta ined by Lew is, S .R . , o p . c i t .  Due to n o n -a v a ila b il ity  o f 
data in  the revised Second and Third Plans, investm ent figures shown in 
the o rig in a l Second and Third  Plans have been used.
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Table 6 .7

A ggregated  A i lo ca tion  fo r DGU In Consumer, In te rm ed ia le  

and Investment and Related Goods Industries

(M il l io n  Rs.)

F irst Plan 
A bso lu te  % 

(!) (2 )

Second Plan Th ird  Plan 
Absolute % A bso lu te  % 

(3) (4) (5) (6 )

A , Consumer 
Goods

193 16 76 9 251 7

B, In te rm ed ia te  
Goods

719 60 524 62 1889 52

C . Invest, and 
R e l. Goods

295 24 245 29 1512 41

Tota l 1207 100 845 100 3652 100

Source; C o ls, (1), (3) and (5) - Table 6 . 8 . Rest -  Com puted. Figures have
been rounded o f f .  In te r-p e rio d  comparison o f investment figures is not 
possible due to d ifferences in p rices .

fo r consumer goods was 9 per c e n t, fo r interm ediate goods 62 per cent and 

fo r investm ent and re la ted  goods 29 per ce n t. The corresponding figures in 

the T h ird  Plan are 7 per ce n t, 52 per cent and 41 per cen t re sp e c tive ly . A  

rem arkable trend w h ich  appears from the Table is in the a llo c a tio n  fo r consumer 

goods and investm ent and re la ted  goods. W h ile  the a llo c a tio n  fo r consumer 

goods has dec lined  from 16 per cen t in the F irs t Plan to 7 per cen t in the Th ird  

P la n , the a llo c a tio n  fo r investm ent and re la ted  goods has increased from 24 

per cent to 41 per cent in  the same p e rio d . The aggregated a llo c a tio n  thus 

seems to  be in  con fo rm ity  w ith  our analysis o f Section I I ,

Some d iscrepancy, how ever, becomes apparent when view ed from the 

a llo c a tio n  fo r in d iv id u a l industries, as shown in Table 6 . 8 , In this Tab le , 

the re la tiv e  share of each industry w ith in  a group has been shown separa te ly . 

This enables one to  see w h ich  type o f industry has been g iven  p r io r ity  In each



Table 6 . 8

A llo c a tio n  fo r DGU in  Large Scale M anufacturing  in  the F irs t, 
Second and Third Plans

(Rs. in  M il l io n )
First Plan Second Plan

Absolu te
(I)

%
(2)

Absolute
(3)

°/o
(4)

Third Plan

Absolute %  
(5) (6 )

À  Consumer Goods
1. Sugar M anuf. 182.4
2 . C otton &  Text. 2 .3
3 . P rin ting  & Pub. 1 .1
4 . M isc . M anuf. 7

94
1

1

4

60

5
II

79

7
14

196

13
42

78

5
17

Sub Total fo r A  192.8 100 76 10 0 251 100

B In term edia te  Goods 
1. Ju te  Textiles 150 21 100 19 ,77 4
2 . Paper &  Paper 184 26 41 8 484 26

products 
3 . F e r t il iz e r  332 46 330 63 1 0 2 2 54
4 . Chem icals &  5 2 .9 7 38 7

pharm aceutica ls 
5 . Petro-Chems. 15 3 185 10

6 . W ood &  Cork - - - 121 6

Sub Total fo r B 718.9 100 524 100 1889 100

C Investment &
Related Goods 
I .  N on -m e ta l ic  55 19 36 15 321 21

minerals 
2 . Basic metals 130 44 183 75 434 29
3 . M e ta l products - - 5 2 11 1

( e x c l. m ach in­
ery)

4 . M ach ine ry  (e x c l. - 6 2 397 26
e le c tr i ca l)

5 . E le c t. M chn ry . 168 11

& equipm nt.
6 . Transport e q u ip - 109.5 37 15 6 18! 12

ment

Sub Total fo r C 2 9 4 .5 100 245 10 0 1512 100

Total fo r A ,  B, 
and C 1206.2 845 3652

Sources and Notes: Col .( I)  G O P -  First F ive Year Plan, p p .4 3 0 -3 4 . C o l. (3) -  G O P , 
The Second F ive  Y ear PI an, pp. 2 31 ,26 0 -4 .'C o l. (5) -  G O P , The Third Five Year Plan, 
p .458 . Rest -  Computed. The c la ss ifica tion  in to  A , B and C fo llow s the one m ainta ined 
by Lewis, S .R ., Economic P o licy  and industria l G row th in  Pakistan, o p .c i t . .  Chapter 6 . 
The o n ly  a dd ition  is the item  wood and cork inc luded in  group B. In an attem pt to use 
the source-da ta  In our Table a t places aggregation had to be made; this is, however, 

u n lik e ly  to make a s ig n if ic a n t change. Figures have been rounded o f f .  In te r-p e rio d  
comparison o f investm ent figures is not possible due to p rice  d iffe rences.
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aggregrated g roup . I f  is found tha t sugar m anufacturing has rece ived  the 

highest share in the a llo c a tio n  of consumer goods; o f the to ta l a llo c a tio n  

fo r consumer goods its share was 94 per ce n t, 79 per cent and 78 per cent 

in  the F irs t, Second and Third F ive -Y e a r Plans re sp e c tive ly . O f  the to ta l 

a llo c a tio n  fo r in te rm edia te  goods, fe r t i l iz e r  rece ived  the highest share, 

fo llo w e d  by paper and paper products in the First and Th ird  Plans and jute 

te x tile s  in  the F irst and Second P lans, In category C (Investment and 

re la ted  goods), the F irst P lan a llo ca tio n  was d is tribu ted  among basic m etals, 

transport equipm ent and cement in  order o f p r io r ity .  In the Second P lan,

75 per cent was a llo ca te d  fo r basic m etals, 15 per cent fo r cement and 6  

per cent fo r transport equipm ent; metal p ro d u c t and m ach inery were a llo ca te d  

2 per cent each . In the Th ird  Plan , o f the to ta l a llo c a tio n  fo r investm ent 

and re la ted  goods, 29 per cent has been a llo ca te d  fo r basic m etals, 26 per 

cent fo r m ach inery (exc lud ing  e le c tr ic a l) ,  21 per cen t fo r cem ent, 12 per cent 

fo r transport equ ipm ent, II per cent for e le c tr ic a l m achinery and 1 per cent 

fo r m etal products.

FolloV/ing our e a r lie r discussion, i t  is essential to  ensure tha t the a llo c a tio n  

fo r d ire c t governm ent undertak ing  is made f irs t ly  to those industries w h ich  are 

essential bu t cannot a ttra c t p riva te  investm ent and, second ly, g iven  the lim ite d  

D G U -fu n d , to  the industries w ith  higher N P V . From the a llo c a tio n  figures 

shown in Table 6 . 8 , i t  is doubtfu l whether a great deal o f care was taken to 

observe the c r ite r ia .

in  Pakistan the G overnm ent is com m itted to a p o lic y  o f rap id  in d u s tr ia li­

sation as w e ll as balanced grow th o f the secto r. A v a ila b le  data in d ica te  ,



how ever, tha t w h ile  the growth of consumer goods and in term edia te  goods 

industries has proceeded accord ing  to demand, this has not happened in  the 

case of ca p ita l goods industries (Chapter 4 ) . I t  was found e a rlie r tha t the 

ta r i f f  p o lic y  o f Pakistan has been an im portant fa c to r in  the tagged growth 

o f ca p ita l goods i n d u s t r i e s . T h i s  leads d ire c t ly  to a consideration o f 

d ire c t government und e rtak ing . In fa c t ,  since the G overnm ent has undertaken 

a p o lic y  o f rap i< |îndustrîa lîsa tion , DGU in cap ita l goods industries could  

have g re a tly  re lie ve d  the present serious cons tra in t. The a llo c a tio n  o f DGU 

fo r large scale m anufactu ring , p a r tic u la r ly  in the F irst and Second Plans, 

does not in d ica te  tha t this constra in t was id e n t if ie d .

Even considered from the po in t o f v iew  o f ca p ita l cons tra in t, i t  w ou ld  

seem tha t the a llo c a tio n  o f investm ent fo r d ire c t governm ent undertaking 

neg le c tin g  the growth o f investm ent and re la ted  goods has not been sound.

In the First P lan , ou t o f the to ta l a llo ca tio n  of Rs. 1,2 0 6 ,2  m il l io n ,

Rs. 182.4 m illio n  was a llo ca te d  fo r sugar m anufacturing w h ile  no provision 

was made fo r m a c h in ^ y .  The Second Plan a llo ca te d  Rs. 60 m illio n  fo r sugar 

m anufacturing w h ile  o n ly  Rs. 6  m illio n  was a llo ca te d  fo r m ach ine ry . I t  is 

o n ly  in  the Third  P lan tha t the a llo c a tio n  fo r investm ent and re la ted  goods

43 The lagged grow th p o in t does no!)how ever, im p ly  tha t the industry has
remained stagnant. O n the con tra ry , as po in ted out e a r lie r , from 1959-60 
to  1963-64 the output o f investm ent and re la ted  goods measured in  money 
terms increased by 131 per ce n t. As has been observed by N ay im udd in :
"This re flects  on the one hand, the developm ent p o te n tia l o f these industries 
and on the o th e r, the im p lic it  subsidy (though lim ite d ) g iven to  them by 
d ire c t contro ls ra ther than by ta r if f  p ro te c tio n ."  C f. A  Study o f Fiscal 
P o lic y  in P akistan, o p . c i t . ,  p p . 320-21.



has been s ig n if ic a n t ly  ra ised, but even ye t sugar m anufacturing has rece ived

a considerable  a llo c a t io n . Sugar m anufacturing is c ite d  here because i t

44
provides a su itab le  exam ple o f a lin e  o f production being d u p lica te d .

'N a t iv e  sugar' as a substitute fo r sugar Is favourable  exam ple o f substitute 

wants often c ite d  in the economics textbooks of Ind ia  and P akistan . Indeed, 

from consideration o f both food va lue and p ric e , 'n a tive  sugar' is a strong 

com petito r o f sugar. Just how strong this com petition  is may be gauged from 

the a lle g a tio n  tha t some o f the sugar-m iII au thorities  have gone to the ex ten t 

o f fo rc ib ly  tak ing  away the cane-crushers o f the cu ltiva to rs  in  order to stop 

them producing 'n a tive  su g a r,' The defects o f such d ire c t controls were 

discussed in  Chapter 4 , W hat we fin d  here through the DG U a llo c a tio n  fo r 

sugar m anufacturing is an exam ple o f underestim ation o f the effectiveness 

o f p r ic e -p o l ic y  in  m arket mechanism. Further, considering the employment 

and fo re ign  exchange effects o f 'n a tive  sugar' production  and the seasonal 

nature o f sugar m anufacturing one fa ils  to understand the ra tio na le  of DGU 

a llo c a tio n  fo r sugar m anufacturing . A  proper ca lc u la tio n  o f costs and returns

44 'B id is ' (n a tive  c igarettes) and cigarettes provide another good exam ple. 
Here also the large benefits out of continued production  of bîdîs 
were ignored and production  of cigarettes was encouraged. I t  is true 
tha t DGU a llo c a tio n  was not necessary, but s ince investm ent in 
c ig a re tte  m anufacturing meant less investment in some other a lte rn a tive  
lin e  o f p roduc tion , one may c r it ic iz e  the lo g ic  of investm ent 
a l lo c a t io n .



in  a l t e r n a t i v e  l in e s  o f  p r o d u c t i o n  m a y  n o t  o n l y  d is p r o v e  t h e  s o - c a l l e d

'w isdom ' o f DGU a llo c a tio n  fo r sugar m anufacturing but also reveal the

45
amount o f wastage under the circum stances. W hat the  economy needs, 

as has been r ig h t ly  remarked by Hirschman in the con tex t o f underdeveloped 

coun trie s , is not to  invest its "scarce cap ita l resources in  d u p lica tin g  lines 

o f p roduction  tha t are a lready  being carried  on , even though in e f f ic ie n t ly .

A  b e tte r use fo r ca p ita l w ou ld  almost c e rta in ly  be in  the establishment of

46
new^product in d u s tr ie s ."

Regional A llo c a t io n . As in the preceding C hap te r, discussion o f 

reg iona l a llo c a tio n  w i l l  be concentrated m a in ly  on East P ak is tan . In Section II 

o f this C hapte r, the case fo r a re la t iv e ly  b igger ro le  o f d ire c t government 

undertak ing  in  East Pakistan was considered. The argum ent may now be 

d iscussed on the basis o f the a llo ca tio n  as found in  the F irs t, Second and 

Third F ive -Y e a r Plans o f P ak is tan ,

45 A  recen t study by Raqutbuzzaman shows tha t sugar m anufacturing has 
proved to be a very co s tly  venture for Pakistan. He made an estimate 
fo r 1960-66 period and found tha t Pakistan w ou ld  have a nn u a lly  saved 
2 5 .4 66  m illio n  dollars i f  i t  had imported a ll its sugar requirements
from w orld  m arket instead o f producing a large portion  of its requirements 
a t hom e. This is m a in ly  because Pakistan's cost o f production  fo r sugar 
is more than 200 per cent h igher than the w o rld  sugar p r ic e . C f. 
Raquibuzzam an, M . ,  " The Economic Im p lica tions of  a Com plete Free 
Trade and an A lte rn a tiv e  Form o f Free Trade In Sugar through 1980, "  
Pakistan Developm ent R eview , Autum n 1970, p p . 3 52 -53 ,

46 H irschm an, A . O . ,  The S trategy o f Economic D eve lopm ent, o p . c i t . ,  
p . 131.



Table 6 .9  shows p u b lic  sector a llo c a tio n  fo r la rge -sca le  m anufacturing 

in  East and West Pakistan. As may be seen from the Table, East Pakistan's 

share has always been h ighe r than tha t o f West Pakistan. O f the to ta l 

a llo c a tio n , in  the F irst P lan, East Pakistan was a llo ca ted  71 per cent as against 

29 per cen t fo r West Pakistan; the respective figures in  the Second Plan were 

61 per cent and 3? per cent and in  the Third Plan, 71 per cent and 29 per cent. 

The main in te n tio n  o f a llo c a tin g  a h igher share to East Pakistan was to raise 

the p riva te  investm ent ra tio  to GRP by p rov id ing  leadership through d ire c t 

government unde rtak ing . But considering gJLlhe-growth o f p riva te  investm ent 

in  East Pakistan (Table 6 . 6 ) ,  i t  is d i f f ic u l t  to be lieve  tha t much success has 

been ach ieved .

Table 6 .9

P ub lic  Sector A llo c a tio n  fo r Large-Scale M anufacturing  
in  East and West Pakistan

(Rs in  M il lio n )
F irst PI an Second Plan Third Plan

Absolu te
( 1)

%
(2 )

Absolute
(3) (4)

Absolute
(5)

%
(6 )

East Pakistan 8 52 .0 71 514 61 2595 71

West Pakistan 353.1 29 331 39 1057 29

Sources and Notes: C o l. (I) G O P , The First F ive -Y e a r P lan, p . 435, Cols. (3) 
and (5) -  Same as in  Table 6 . 8 . Rest -  Computed. The figures o f C o l. (I) 
have been adjusted on the basis o f figures shown in Table 6 . 8  and West Pakistan's 
figures shown in  the source. First F ive -Y ea r P lan, p .435. The discrepancy o f 
Rs. 1.1 m illio n  in  the to ta l o f C o l. (I) w ith  the figures in  C o l. (I) o f Table 6 . 8  

is due to the fa c t tha t i t  is not shown in  the source c ite d  above. In te r-p e rio d  
comparison o f investm ent figures is not possible due to d ifferences in  prices.



Assuming tha t the ac tua l investm ent fo r d irec t governm ent undertaking 

in East and West Pakistan has been more on less accord ing  to Plan a llo c a tio n s , 

i t  may be argued tha t the main reason fo r a low  stagnant p riva te  sector invest­

ment in East Pakistan may l ie  somewhere e lse . The fa c to r dea ling  w ith  in fra ­

structura l developm ent was discussed in Chapter 5 . I t  was found tha t per 

c a p ita investm ent fo r econom ic in frastructu ra l fa c il it ie s  has been much lower 

in  East Pakistan than in West Pakistan. This may have been a fa c to r in 

de te rring  the growth of p riva te  investm ent in East P ak is tan , The obstac le , 

how ever, was not a serious fa c to r fo r d ire c t government unde rtak ing , because 

a governm ent C orporation lik e  the PI DC was not concerned so much in making 

a p ro f i t ,  or cou ld  a ffo rd  to  undertake an investment expecting  tha t in frastructu ra l 

fa c i l i t ie s  w ou ld  fo l lo w .  The case o f the K a rna fu li paper m ill is a good exam ple . 

I t  was to  be loca ted  in an inaccessib le area o f the C h ittagong H il l Tracts w ith  

no road or e le c tr ic ity  fa c i l i t ie s .  Under such circum stances, no p riva te  investor 

w ou ld  p robab ly  have thought o f undertaking the investm ent. The PI DC could  

and d id .

Besides, in fra s tru c tu ra l developm ent, some other factors lik e  a lower 

a llo c a tio n  o f fund fo r d ire c t government assistance in East Pakistan, d ire c t 

con tro ls , la ck  o f n a tive  enterprise in  East Pakistan, re luc tance  of West 

Pakistani en te rp rise , e t c . ,  are im portant in connection w ith  the lack  o f 

adequate p riva te  enterprise in East Pakistan. The case o f d ire c t controls was 

discussed e a r lie r (Chapter 4 ) ,  w h ile  d ire c t government assistance w i l l  be taken
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up in  the next C hap te r, Here le t us cons ide rthe ro le  o f p riva te  enterprise 

in the con tex t o f the s o c io -p o lit ic a l aspect o f P akistan ,

I t  is a lle ge d  tha t there Is a widespread Bengalee fe e lin g  against West 

P ak is tan is , A cco rd in g  to  Papanek, "W hatever one may th ink  o f the widespread 

Bengali fe e lin g  about outsiders, i t  exists and has to be taken in to  a c c o u n t."

This fe e lin g  was p u b lic ly  expressed on a number o f occasions and has ranged

. . 48
from language to p o lit ic s  and econom ics. As e a r ly  as 1952 students in

East Pakistan came out in  protest against the dec la ra tion  o f Urdu as the na tiona l

language o f P ak is tan . A  number o f students were k i l le d  in p o lic e  f ir in g  and

consequently the s itua tion  worsened to the exten t tha t the adm in istra tion

almost co llapsed . The dec la ra tion  o f Bengali as the na tiona l language p a c ifie d

the Bengalees. In the P ro v in c ia l e lec tion  held in East Pakistan in  1954,

the  w ho le  P rovince unanim ously gave its ve rd ic t against the ru lin g  M uslim

League G overnm ent dom inated by  West Pakistan . In 1955, the  r io t  between

Bengalees and non-Bengalees in the construction phase o f the K a rn a fu li paper

m ill resu lted in the k i l l in g  o f several non-Bengalees in c lu d in g  the general

47  Papanek, G . F . ,  Pakistan's D evelopm ent, o p . c i t . , p . 259 ,

48 The East-West re la tionsh ip  has been viewed m a in ly  from p o lit ic a l aspect 
by  B ra in ba n ti, R . ,  Research on the Bureaucracy o f P akis tan , o p , c i t . , 
p p . 4 4 -5 4 ,
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49
m anager. In the f irs t  na tiona l e le c tion  held in  December 1970, the 

p o lit ic a l pa rty  of Sheikh M u jib u r Rahman supporting o u ir ig h t Bengalee

50
nationalism  won 167 out o f 169 N a tio n a l Assembly seats in  East P ak is tan .

For the purpose o f analysis the above non-econom ic fa c to r needs to be

in te rp re ted  in  econom ic terms. In Pakistan, non-Bengalees form, the larger

51
section  o f the c a p ita lis t class. O ther things rem ain ing same, in  the 

presence of the w idespread fe e lin g  against outsiders in East Pakistan , a 

West Pakistani investor w ou ld  w ant a re la t iv e ly  h igher ra te  of return fo r 

undertaking  an investm ent in  tha t p rovince  as against in  West Pakistan,

In o ther words, he w ou ld  consider an investm ent in East Pakistan worth 

undertak ing  o n ly  i f  the NPV is favourable  a fte r d iscounting a t a rate w h ich  

includes some risk prem ium . Considering tha t no such risk-prem ium  is 

necessary fo r a u n it o f investm ent in  West Pakistan, the ra te  of return in East 

Pakistan w i l l  have to  be re la t iv e ly  h igher in  order to  a ttra c t investm ent. The 

fa c t tha t the share o f p r iva te  investm ent in  East Pakistan is ve ry  small may mean

49 H irschm an, A . O . ,  D eve lopment Projects O bserved, op . c i t . ,  p.  149.

50 Since M arch  1971 the happenings in  East Pakistan have caused la rg e - 
scale massacre.

51 As has been observed by Professor Rahman, none o f the 24 fabu lous 
cap ita lis ts  comes from East P ak is tan . C f. Rahman, M . A . ,  "East Pakistan: 
The Roots o f Estrangem ent," South A sian R eview , A p r i l , 1970,p . 257*



tha t the rîsk-prem îum  considered by a West Pakînstanî investor is h igh and 

the e x is ting  ra te  o f re turn has fa ile d  to a ttra c t p riva te  investm ent.

Thus, i t  appears tha t in order to  a ttra c t p riva te  investm ent fo r ach iev ing  

the  reg iona l grow th  o b je c tive  o f the economy the ra te  o f return in  East Pakistan 

w i l l  have to  be made considerab ly  higher than tha t In West Pakistan. G overn­

ment expenditu re  p o lic y  through in frastructu ra l developm ent and d ire c t 

governm ent assistance may be he lp fu l in  this regard; a d iscrim ina to ry  taxa tion  

p o lic y  as m entioned In Chapter 4  may also p la y  a g reat ro le  in  this respect. 

A lte rn a t iv e ly ,  as a lready  po in ted  o u t, d ire c t government undertaking w i l l  

have to bear the burden i f  the growth o b je c tive  fo r East Pakistan is to be 

a ch ie ve d . Considering the  developm ent stra tegy o f Pakistan , i t  fo llow s tha t 

the p riva te  sector should be provided w ith  every in ce n tive  to  come fo rw a rd .

The ro le  o f D G U , as m entioned e a r lie r ,  needs to  be v iew ed m a in ly  from this 

aspect.

Table 6.10 shows the p u b lic  sector a llo ca tio n  fo r la rge -sca le  m anufacturing 

In East Pakistan in  the F irs t, Second and Third  F iv e -Y e a r P lans. From the Table 

i t  appears tha t the DGU a llo c a tio n  has been d ire c ted  m a in ly  towards the growth 

o f sugar m anufactu ring , ju te  te x t ile s , paper and fe r t i l iz e r ,  w h ile  industries 

such as cem ent, m ach ine ry , metal products e t c . ,  have remained neg lec ted . 

W hether or not the a llo c a tio n  was sound becomes doubtfu l in v iew  o f the 

e a r lie r discussion w ith  respect to a h igher DGU a llo c a tio n  fo r sugar m anufac tu ring .



217

Table 6.10

A llo c a tio n  fo r DG U in Large Scale M anufacturing  

in East Pakistan

(Rs, in  M il l io n )
First Plan Second Plan Third Plan

Absolute
( 1)

%
(2 )

Absolute
(3)

%
(4)

Absolute
(5)

%
( 6 )

I . Sugar manu­
fac tu rin g

176.4 21 60 12 196 7 .5

2 . P rin ting and 
pub lish ing

- «». 2 N e g . - -

3. Ju te  tex tiles 150 18 100 19 77 3

4 . Paper and paper 
products

180.2 21 41 8 484 19

5 . F e rtiliz e r 180 21 180 35 680 26

6 . Chemicals and 
pharm aceuti cals

38 4 23 4 145 6

7 . Wood and cork - - - - 120 5 .5

8 . Cement - - 2 0 4 169 6 .5

9 . Basic metals 100 12 55 11 279 II

1 0 . M eta l products 
(e x c l.  machinery)

- — 3 1 II N eg .

I I . M ach ine ry  (e x c l. 
e le c tr ic a l)

- - 4 1 185 7

1 2 . E le c tr ica l mach­
in e ry  and equipment

- - - - 6 8 2 .5

13. Transport equ ip ­
ment

2 7 .4 3 15 3 156 6

14. M isc . m anufacture - - II 2 25 1

Total 852 .0 100 514 100 2 ,5 9 5 100

Sources: Same as in  Table 6 .9
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In the con tex t o f East P akis tan , the shortage of cement has g e n e ra lly  been a

52
serious constra in t in econom ic deve lopm ent. [n order to  a lle v ia te  the 

s itu a tio n , the Th ird  Plan has a llo ca te d  a large amount fo r the developm ent 

o f cem ent industries through the PI D C , bu t the fa ilu re  o f the First and Second 

Plans to see the problem in perspective was rem arkable .

In conc lud ing  this Section i t  may be observed tha t the reg iona l side 

o f the a llo c a tio n  aspect o f d ire c t government undertaking w i l l  need serious 

cons ide ra tion . D evelopm ent stra tegy o f the economy demands tha t p riva te  

enterprise should take an a c tiv e  part in d ire c t u nde rtak ing . How fa r p riva te  

enterprise w ou ld  co -ope ra te  to  ach ieve  the developm ent o b je c tiv e  o f the 

econom y, w h ich  ca lls  fo r a h igher growth rate in East Pakistan than in  West 

P akis tan , w i l l  la rg e ly  depend on the ro le  o f in fras truc tu ra l deve lopm ent, 

d ire c t governm ent assistance and other p o lic y  measures. In the circum stances, 

how ever, i t  seems th a t fo r some time to  come on increasing p a rtic ip a tio n  of 

d ire c t governm ent undertaking  may be necessary. As a lre ad y  m entioned, such 

an emphasis on DG U should no t be in te rp re ted  as m eaning tha t the ro le  o f the 

p riva te  sector can be n eg le c ted . The task invo lved  is considerable and may be

52 For exam ple , i t  has been observed tha t "the  Second Plan period  has
g en e ra lly  been characterised by shortage of cem ent both in East and West 
P ak is tan , more p a r tic u la r ly  in  East P a k i s t a n C f.  G O P , PC , The Third 
F ive -Y e a r P la n , p . 4 75 .



21V -

w e ll beyond the ca p a c ity  o f D G U , Keeping in l in e  w ith  the developm ent 

stra tegy and the developm ent o b je c tive  of the econom y, p robab ly  the best 

suggestion tha t can be made is f irs t ly  in order to help the grow th o f indigenous

53Bengalee ca p ita lis ts , as observed by one expe rt, the ro le  o f DGU in 

ta k in g  Bengalees as partners and se llin g  enterprises to Bengalees should be 

considered, and second ly , w hatever ro le  d ire c t governm ent undertaking is 

asked to p la y  should be based on an a llo ca tio n  w h ich  takes in to  account the 

ca p ita l constra in t as w e ll as the developm ent po te n tia l o f the P rov ince ,

IV  P ub lic  Sector E ffic ie n cy

In our analysis o f the need fo r d ire c t government undertaking  w ith  

p a rtic u la r re ference to sectora l and reg ional aspects i t  was assumed tha t g iven 

proper a llo c a tio n  of funds, DGU can perform its d u ty  e f f ic ie n t ly .  Such an 

assum ption, how ever, may demand too much from the p u b lic  sector and needs 

to be exam ined. In order to  be e ff ic ie n t  i t  is not enough tha t the investm ent 

fund be a llo c a te d  p rope rly ; i t  is also essential tha t the p u b lic  sector is capable 

o f organising i t .  As Professor Lewis has sa id , i t  is fa lse to  assume tha t w hat

53 Papanek, G .F ,  , Pakistan's D evelopm ent, o p . c i t . ,  p . 260,



p riv a te  enterprise cannot or w i l l  not do the governm ent can and w i l l .

The c lass ica l economists who adhered to la issez-fa ire  d oc trine  were la rg e ly

in flu en ce d  by the fa c t tha t the governm ent o f the ir day was noto rious ly

in e ff ic ie n t  and c o rru p t. I t  was fo r this reason tha t they sought 'to  con fine

the a c tiv it ie s  o f governm ent w ith in  the narrowest p ra c tica b le  lim its , so as

54
to  m in im ize  the damage they m igh t d o . ' Compared to circumstances

p re v a ilin g  during  Smith's t im e , Ind ia  and Pakistan are fo rtuna te  today in

the  sense tha t they have a re la t iv e ly  h igh  standard o f c iv i l  se rv ice , thanks

la rg e ly  to  c e n tu ry -o ld  B ritish  tra d itio n s . In fa c t ,  the h igh standard o f the

c iv i l  se rv ice  m igh t p u t the Governments o f Ind ia  and Pakistan in  a re la t iv e ly

55
be tte r pos ition  than the p riva te  sector in organising large sca le  investm ent.

As has been observed by Professor M ason, " in  considering the re la tiv e  

capac ities  o f p u b lic  and p riv a te  adm in is tra tion  in the tw o coun tries , i t  is ra ther

easy to  understand w hy governm ent has assumed its ro le  in  the in d u s tr ia liza tio n

„ 56 
process.

54 Q uo ted  in Hanson, A . H . ,  P ub lic  Enterprise and Economic D eve lopm ent, 
o p , c i t . ,  p . 2 0 3 . “

55 A no th e r good exam ple is Japan . In the 19th ce n tu ry , the p u b lic  sector
o f Japan a ttra c te d  an exeptiona l ly  large proportion  o f ab le  and en te rp ris ing  
p e o p le . C f.  Bauer, P .T . ,  and Y am ey, B .S ,,  The Economics o f Under­
deve loped C oun tries , p . 161, f . n .

56 M ason, E .S . ,  Economic P lann ing in  Underdeveloped A reas : G overnm ent 
and Business, Ford ham U n ive rs ity  Press 1958, p . 5 7 .



In order to ga in  some sp e c ific  idea i t  is necessary fo r  p u b lic  sector

e ff ic ie n c y  in  re la tio n  to tha t o f the p riva te  sector to be re fle c te d  in the

ra te  o f return from investm en t. U n fo rtu n a te ly , s u ff ic ie n t ev idence is

57
la ck in g  to make such an ana lys is . O n ly  a lim ite d  idea can be provided

from  a study based on a sample survey b y  Papanek. Returns o f PI DC and

p riv a te  firm s in  ju te , cem ent, sugar and cotton te x tile s  have been estim ated,

as shown in  Table 6,11. The Table shows tha t except in  ju te  goods, PI DC

returns were h ighe r than the p riva te  enterprise in co tton  te x t ile s , sugar and

cem ent. C aution  must be exercised in any consideration o f the evidence

because o f the favou rab le  treatm ent g iven io  the PI DC in respect o f im port

licences and fa c i l i t ie s ,  and because o f the tendency o f p riva te  firm s to  report

a low er ra te  o f return than the a c tu a l, Further, the Table is no t exhaustive

enough to p rov ide  strong ev idence  o f the com parative e ffic ie n c ie s  o f p u b lic

and p riva te  en te rp rise . Indeed, as the some source remarks, "PIDC showed

alm ost no re turn on investm ent In ju te , substantial losses in  shipyard iond

58
eng ineering  w orks, and sm aller losses on sugar m il ls . "  A g a in , fu rthe r 

caution  is necessary s ince "PI D C s lo w  returns came in p a rt from industries

57 The journa l o f WPIDC (Forward, J u ly  1970, p . 9) provides some evidence 
o f the o ve ra ll position  o f p ro f i t  and percentage return o f the WPIDC 
during  the seven years from 1962-63 to 1968-69, A cco rd ing  to the source, 
ne t p ro fit  earned as percentage o f investm ent increased from 1.31 in 1962- 
63 to 5 .3 2  in 1964-65, and fu rthe r to 8.21 in 1967-68, There has, how ever, 
been some d e c lin e  in  1968-69 w h ich  shov/s a ra te  o f re turn o f 6.71 per ce n t.

58 Papanek, G . F . , Pakistan's Developm ent, op . c i t . ,  p .  98 .



Table 6.11

Returns o f PI DC and Private Firms, 1958

Industry Location Returns (%  o f Assets) N o . o f Firms
PIDC Private PIDC Private

(1) (2 ) (3) (4) (5) (6 )

Cotton te x tile s East Pak. 18 12 1 42

Sugar East Pak. 2 0 4 1 8

Cement West Pak. 17 15 1 4

Ju te  goods East Pak. 4 6 1 9

Source and Notes: Papanek, G . F . ,  Pakistan's D evelopm ent, o p .c i t . ,  p .99 . 
Table 20. Returns are the sum o f p ro fits , dep re c ia tion , in terest and managing 
agency fees. Figures o f returns are those reported w h ich , espe c ia lly  fo r  the 
p riva te  sector, are undoubted ly undei'stated.

w h ich  the government wanted developed and w hich p riva te  investors were

59
avo id ing  p rec ise ly  because expected returns were lo w . "

The rates o f re tu rn , as shown in  the Table, are those reported . Returns 

o f p riva te  firm s seem to be based on commercial p ro f i ta b il i ty .  S ince the source 

does not comment, i t  is no t known what c rite rio n  was used by PI DC in its 

estim ate o f re tu rn . I f  a socia l p ro f i ta b il ity  c rite rio n  had been used by PIDC 

in  its estimates, a d ire c t comparison w ith  the figures as reported by p riva te  

firms would not be possible. On the o ther hand, i f  p r iva te  p ro fi-

59 Ib id . p .98.
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ta b î l i iy  was the c r ite r io n  o f estimate used by Pi DC the estimates cannot 

be considered as a true in d ic a to r o f p u b lic  sector e ff ic ie n c y .  For we have 

a lready  m entioned tha t p u b lic  investment decisions ought to  be based on social 

p ro f i ta b i l i ty  and no t on p riva te  p ro f i ta b il i ty  c r ite r io n . How m isleading an 

invesim ent decis ion based on a p riva te  p ro f i ta b il i ty  c rite rio n  may be is shown 

by L it t le  and M irrless in  th e ir  case study o f a Rayon P lant fo r P ak is tan ,

Based on m arket prices o f in p u b  and output, the p ro je c t is a p ro fita b le  concern 

A  d iffe re n t p ic tu re  emerges, how ever, when the socia l p ro f i ta b il i ty  c rite rio n  

is a p p lie d . Assuming a d iscount rate o f 10 per cent and considering the p rice  

o f I in ters (the  raw  m a teria l) as/^ 125 per ton , the ca lcu la tions  show tha t the 

soc ia l present va lue  (net) o f the p ro je c t is n eg a tive . The socia l ra te  o f return 

was found to be 5 .4  per cent as against the p riva te  ra te  o f return o f 12.3 per 

c e n t.

This emphasis on socia l p ro f i ta b il i ty  should not be in terpre ted  as meaning 

th a t p u b lic  p ro jects should no t make p ro fits , or tha t the m arket p ro fit  accru ing  

to  a d ire c t governm ent undertaking  has no meaning a t a l l , O n the con tra ry , 

a p ro je c t w ith  the a b i l i t y  to make h igher p ro fits  should deserve p r io r ity  over a 

p ro je c t m aking low er p ro fits  o r in cu rring  losses. The e x a c t p r io r ity  to be

60 L it t le ,  l . M . D ,  and J .A .  M i rr less. Manual o f Industria l P ro jec t Analysis 
in  D eve lop ing Countries ( V o l. 2): Social Cost B ene fit A na lys is , O EC D , 
Paris 1969, p p . 2 2 2 -3 6 . ' '



attached  w il l  depend upon the need fo r savings; îhe greater the need fo r

savings the h igher w i l l  be the p r io r ity  fo r more p ro fita b le  concerns. In an

underdeveloped country  l ik e  Pakistan fa c in g  a b ig  (ex ante) sav ings-invest-

ment gap , pro jects w ith  a ca p a c ity  fo r earning more p ro f ib  w i l l  n a tu ra lly

be p re fe rred . A d le r  has tr ie d  to exp la in  the p o in t w ith  the  help o f the 'maximum'

re ve nu e -fee d -b ack  p r in c ip le ' accord ing to w h ich  p ro je c t B w ith  a low er socia l

y ie ld  may be p re fe rab le  to p ro je c t A  w h ich  has a h igher socia l y ie ld  i f  the

're ve n u e -fe e d -b a c k ' is h igher in p ro je c t B than in  A  . I t  should be m entioned

tha t in  app ly ing  the socia l p ro f i ta b il i ty  c r ite r io n , the 'fe e d -b a ck ' ca p a c ity

o f a p ro je c t can be taken in to  accoun t. W hat one needs is to  g ive  proper

w e ig h t to the re -inves im en t p o te n tia l o r the ‘savings e ffe c t ' o f investm ent. In

62
o ther words, how G alenson-Le ibenste in  w ould argue in  terms o f 'm ax im iz ing

63
re -investm en t q u o tie n t' should be considered.

61 A d le r ,  J .H .  "F isca l P o lic y  in  a D evelop ing C oun try" in  K .  B e rrill (e d .) .  
Economic Developm ent w ith  special re ference to East A s ia , M a cm illan  
and C o . ,  London 1964, p p .306 -07 ,

62 G alenson, W , and H . Le ibenste in , "Investm ent C r ite r ia ,  P ro d u c tiv ity
a nd Economic D eve lopm ent" o p . c i t . ,  For our arguments against G alenson- 
Leibenste in c r ite r io n  see C hapter 5, Section IV .

63 Assuming tha t the o n ly  cost is labou r, w , due to em ploym ent E, the problem 
is to m axim ize  the re -investm en t q u o tie n t, r ,  from the to ta l o rig in a l in ves t- 
m e n ^  I^ g iv in g  rise to o u ip u t, O ,  S ym b o lica lly , if iis  may be w ritte n  as
r = — j  , See Sen, A . K ,  " Some Notes in  the C hoice o f C ap ita l
Investm ent in  Developm ent P la n n in g Q u a rte r ly  Journal o f Economics, 1957, 
p . 564 . T a ira , K . ,  "A  N o teon  the A n a ly t ic a l Properties o f G alenson- 
Leibenstein Investment C r i te r io n , " B u lle tin  o f the O xfo rd  U n ive rs iiy  Ins titu te  
o f Economics and Stalristics 1965, p . 152.



In c îd e n la !ly ,  th e ir assumption that the ca p ita lis t sector w i l l  invest the en tire  

p ro fit  is more a p p lica b le  to  d ire c t government undertaking , fo r , p ra c tic a lly  

speaking, the marginal propensity to save is equal to one in  the p u b lic  secto r, 

w h ile  i t  is less than one in the p riva te  sector. ^  Thus, considered from a 

re -investm en t p o in t, w ith  an equal rate o f p ro fit  in  the same f ie ld ,  a d ire c t 

government undertaking  w il l  appear more e ff ic ie n t than a p riva te  enterprise.

How fa r p u b lic  investm ent decisions in  Pakistan are based on proper 

accoun ting  techniques, as m entioned e a r lie r , is not know n. In order to consider 

investments a t p ro je c t- le v e l,  i t  is necessary to undertake p ro je c t studies.

H ere , i t  is su ffice  to say tha t investm ent fo r d ire c t government undertaking 

should be preceded by a proper cos t-bene fit analysis. It  Is about two decades 

since the G overnm ent has seriously started undertak ing d ire c t investm ent in  

Pakistan. W ith  the passage o f time the volum e o f investm ent fo r DG U is 

expand ing . I t  is , the re fo re , essential tha t serious efforts be made to 

im prove the e ff ic ie n c y  o f d ire c t government undertakings. This w ould necessitate

64 We assume tha t p ro fit  accru ing  to a p u b lic  undertaking  Is e n tire ly  re­
invested. The assumption is not u n rea lis tic  In the con tex t o f the deve lop ing  
countries l ik e  Pakistan.

65 See foo tnote  I in  A ppend ix  to Chapter 2 .

6 6  I f  we take in to  account the investm ent made by Corporations in  a ll fie lds  
i t  is estimated tha t "O v e r o n e -h a lf o f the investm ent a t present is being 
channe lled  through p u b lic  co rpo ra tions ." G O P , PC, Socio-Econom ic 
O b jec tive s  o f the Fourth F ive -Y ea r P lan, Novem ber 1968, p . 21.



im provem ent în the se le c tio n , undertaking and operation o f p ro jec ts . I t

seems to  be p a r t ic u la r ly  a t the  se lection -stage  tha t there exists a serious 
67

d e f ic ie n c y . This may be considered an im portant weakness in  p u b lic  invest­

ment p lann ing  in  P ak is tan . A no the r im portant weakness is tha t the p u b lic  

Corporations are not accountab le  to the  p u b lic  fo r th e ir opera tions. The 

recru itm en t system o f the Corporations w il l  also need to be im proved.

W ha t has been said above should not suggest tha t d ire c t government 

underi-aking has been in e ff ic ie n t  in  P ak is tan . I t  should be remembered tha t 

'p u b lic  sector e ff ic ie n c y ' is a re la tiv e  term and needs to  be assessed in  

re la tio n  to  p r iva te  sector e ff ic ie n c y . DGU seems to be in  a position  to

67 I t  has been remarked by  the Th ird  Plan tha t inadequacy o f fa c il it ie s  fo r 
p repara tion  o f pro jects is a substantial h indrance in  the w ay o f speedy 
and o rd e rly  industria l developm ent in  Pakistan. See The Th ird  F iv e - 
Year P la n , o p , c i t . ,  p .453 . In the Preface to the Second impression 
^MarcFi"i966) o f his book Haq observes tha t there is "s t i l l  a re la tiv e  
disregard o f the proper costing o f pro jects and appropria te  techniques 
fo r th e ir  d e ta iled  a pp ra isa l. "  The Strategy o f Economic P lann ing ,
o p . c i t . ,  p . x i .

6 8  As has been observed b y  the P lanning Commission: " I t  is o f v ita l 
im portance tha t the opera tive  e ff ic ie n c y  o f these Corporations be 
im proved and they be made accountab le  to the p u b lic  fo r th e ir operations. 
A  m anagerial pool should be a va ila b le  to man p u b lic  corporations and 
o the r p u b lic  sector enterprises. This managerial pool should be recru ited  
through open co m p e titio n , l ik e  o ther p u b lic  se rv ices , and can be used to 
s ta ff p u b lic  enterprises a t a ll le v e ls ."  C f. G O P , P C , Socio-Econom ic 
O b je c tive s  o f the Fourth F ive -Y e a r P lan, op . c i t . ,  p . 21.



pass such an e ff ic ie n c y  test in  Pakistan, i t  is true tha t d ire c t governm ent 

undertaking  has not been free  from defect's, and there is much room fo r im prove­

m en t. But this should no t underm ine the e ffe c tiv e  ro le  w h ich  D G U , and fo r 

tha t ma t ie r  P ID C , has p layed  in  the developm ent process o f P akistan. As has 

been remarked b y  Hanson, " O rg an iza tiona l 1 y ,  the C orporation has in  fa c t  been 

one o f the b righ test spots in  an otherw ise ra ther sombre scene. Its supervision 

o f eng ineering  plans and o f p la n t construction has been, on the w h o le , e f f ic ie n t ,

and it  has no t abused the ve ry considerable degree of adm in is tra tive  freedom 

69
i t  has re ce ive d . " H ow ever, the greatest con tribu tion  o f d ire c t governm ent 

undertak ing  in  Pakistan seems to be tha t i t  has helped to  p rov ide  the h ig h ly  

va lued entrepreneure ro le , techno log ica l know ledge and managerial ca pa c ity  

in  an area where and a t a tim e when these were u rgen tly  needed.

69 Hanson, A . H . ,  P ub lic  Enterprise and Economic D evelopm ent, o p . c i t . ,  p . 235.



Chapter 7

DIRECT G O VER N M EN T ASSISTANCE 

In  the p reced ing iw o  Chapters we have discussed governm ent developm ent

expend itu re  as d irec ted  fo r the developm ent o f in fras truc tu ra l fa c i l i t ie s  and d ire c t

governm ent u nde rtak ing . Fo llow ing  our c lass ifica tion  in  equation 4 .2  we are

there fore  le f t  w ith  the last te rm , tha t is , d ire c t government assistance (D G A ) to

p riva te  en te rp rise . L ike  in fras truc tu ra l developm ent, d ire c t governm ent assistance

has the d is tin c tiv e  q u a lity  o f prom oting investm ent by ra is ing  the ra te  o f re tu rn .

But the la tte r  d iffe rs  from the form er in so fa r as the nature o f the assistance is

concerned; w h ile  assistance through in frastructu ra l developm ent is m a in ly  in d ire c t,

assistance through D G A , as the term im p lies , is in  a d ire c t w a y . For exam ple ,

a g r icu ltu re  in  Pakistan is ca rried  out almost e n tire ly  w ith in  the p riva te  sector and

governm ent developm ent expenditu re  fo r a g ricu ltu re  is m a in ly  o f a prom otional

nature designed to meet the cost o f adm in istra tion  o f p u b lic  organ iza tions concerned

w ith  the developm ent o f a g r ic u ltu re , p rov id ing  subsidies on fe r t i l iz e r ,  research

extension e tc .  These are not in fras truc tu ra l fa c i l it ie s  in  the sense we have d ea lt

w ith  in  C hapter 5 ,  N o r do they form a part o f d ire c t governm ent undertaking in

the sense o f p u b lic  enterprises as discussed in  Chapter 6 ,

In  Table 6.1 (page 181 ) an attem pt was made to fin d  o u t the d is trib u tio n  o f 

p u b lic  investm ent between d ire c t government undertaking (D G U ) and d ire c t govern­

ment assistance (D G A ). I t  was found tha t o f the to ta l governm ent investm ent fo r 

p roduc tive  a c tiv it ie s  l ik e  m anufac tu ring , m in ing and a g r ic u ltu re , in  the F irst Plan 

52 per cent was fo r  DG U  and 48 per cent fo r D G A . The respective figures in  the



Second P lan were 44 per cent and 56 per cent; and in the Th ird  P lan 46 per cent and 

54 per c e n t. I t  should be m entioned tha t Table 6.1 w h ile  useful fo r the discussion o f 

d ire c t governm ent unde rtak ing , fa ils  to p rovide  an accurate  idea o f d ire c t govern­

ment assistance. There are three main reasons fo r th is . F irs tly , the expenditu re  

not fo rm ing  a pa rt o f DGU does not necessarily go to p rov ide  d ire c t assistance to 

p riva te  enterprise  o n ly .  For exam ple , government expenditures fo r the p ro d u c tiv ity  

ce n tre , s c ie n tif ic  and industria l research, the geo log ica l su rvey, e tc . ,  b en e fit 

p riva te  as w e ll as p u b lic  en te rp rise . Secondly, d ire c t governm ent assistance may 

go beyond p roduction  a c tiv it ie s  l ik e  a g r ic u ltu re , industry and m in in g . For exam ple , 

d ire c t governm ent assistance may also be provided to encourage p riva te  invesim ent 

in  the in fra s truc tu ra l sectors such as housing, transport, e du ca tion , h e a lth , e tc . 

T h ird ly , governm ent developm ent expend itu re  in  the sense understood by the planners 

in  Pakistan is narrower in  coverage since i t  does not in c lu de  the e n tire  government 

c re d it g iven  to  p r iva te  enterprise,^ As we shall see la te r o n , in  a capi ta I-scarce 

coun try  l ik e  Pakistan , the sanction o f loans undoubted ly provides assistance to 

borrow ers. In  fa c t ,  even In developed countries governm ent loan is an Im portant 

instrum ent o f D G A . Thus, i t  appears tha t so fa r as D G A is concerned the coverage 

o f Table 6.1 needs to be treated w ith  ca u tio n .

I t  seems th a t government c re d it to the industria l sector has been kep t excluded from 
governm ent developm ent expend itu re . So fa r as a g r icu ltu re  Is concerned, the 
pos ition  Is no t ve ry  c le a r. For exam ple, in  the o rig in a l Second F ive -Y e a r P lan , 
(p ,4 0  Table 10), government c re d it fo r  p riva te  sector in  a g ricu ltu re  is shown as 
Rs. 200 m illio n  -  Rs, 100 m illio n  In the form o f 'ta c c a v l' loans and Rs. 100 m illio n  
to  A g r ic u ltu ra l Banks and C orporations. But these loans are no t Inc luded In p u b lic  
sector developm ent expenditure  In a g ricu ltu re  (Second F ive -Y e a r P lan , p . 192 
Table 16) and are shown as ca p ita l l ia b i l i t y  o f governm ent. O n the o the r hand, 
in  theE va lu a tio n  o f the Second F ive -Y e a r Plan (p .213, Table 7 ,3 ) government 
cred its  fo r a g ricu ltu re  have been shown w ith in  p u b lic  sector Investm ent. In the 
Th ird  F iv e -Y e a r P lan (p .4 43 , Table 12) a g r icu ltu ra l c re d it  to be p rovided  by  the 
G overnm ent has again been kep t outside the Plan a llo c a tio n  o f government expend i­
ture and is shown as ca p ita l l ia b i l i t y  on government a cco u n t.



The Chapter is d iv id ed  in to  four S ections. Section 1 provides an in troduc tion  

to governm ent assistance in  Pakistan. In Section I I ,  the need fo r D G A is analysed. 

Section III deals w ith  the ra tio na le  o f DG A a llo c a tio n ; here we m a in ly  concentrate  

on p u b lic  investm ent fo r  a g r icu ltu re  as found in  the F irs t, Second and Third F ive -Y e a r 

P lans. F in a lly  in  Section IV ,  D G A  as a p o lic y  instrument is discussed,

I In troduc tion

I t  fo llow s from our e a r lie r discussion tha t an im portant po rtion  o f governm ent 

developm ent expenditu re  in Pakistan is d irec ted  in  the form th a t we have ca lle d  

D G A (D ire c t governm ent assistance). I t  is p a r tic u la r ly  in  a g ricu ltu re  th a t the a llo c ­

a tion  o f D G A is s ig n if ic a n tly  marked in  the F ive  Y ear Plans o f P ak is tan . As mentioned

e a r lie r  almost the e n tire  p u b lic  sector investm ent programme fo r  a g ricu ltu re  is in  the

. 2
form o f D G A confined m a in ly  to prom oting and assisting p riva te  en te rp rise . For 

exam ple , during  the Second P lan period  there was a subsidy o f over 50 per cent 

fo r fe r t i l iz e rs .  Subsidy has also been provided fo r in troduc ing  and d is trib u tin g  

im proved seeds, fo r in s ta lla tio n  o f open w e lls  and tubew e lls , to  in troduce  m echan i­

z a tio n , e tc .

I t  should how ever, be m entioned tha t the a c tiv it ie s  o f D G A are not as s o lid ly  

organised as in  the case o f in frastructu ra l developm ent and d ire c t governm ent under­

ta k in g . In  the 1950's the ro le  o f D G A was performed by a large number o f gove rn -

2 "O n ly  in  a fev/ instances, such as certa in  aspects o f fo res try , is the G overnm ent 
concerned w ith  the p roduction  o f goods and services in a g r ic u ltu re ,"  C f.
G O P , P C , The Th ird  F ive -Y e a r P la n , p . 108.



ment departments and o rgan iza tions . W ith  the increase in  emphasis on a g ricu ltu re  

in  the 1960‘s some attempts have been made to improve the adm in is tra tion  o f D G A  

in  a g r ic u ltu re , In  O ctobe r 1961, the W est Pakistan A g r ic u ltu ra l Developm ent 

C orporation  (WPADC) was set up . A  s im ila r body has also been established in  East 

P ak is tan . The A g r ic u ltu ra l Developm ent C o ipora tiom  (ADCs) perform a large 

number o f a c tiv it ie s  in  connection  w ith  fe r t i l iz e r  d is tr ib u tio n , m u lt ip lic a tio n  and 

d is trib u tio n  o f seeds^ im plem enting the co lo n iza tio n  programme in  West Pakistan,

3
in troduc ing  m echan iza tion , e tc .  But i t  w ould  be wrong to conce ive  o f the ADCs 

as being l ik e  the P ID C , U n like  in  industries, government departments -  both a t 

Centre and Provinces -  have p layed an a c tiv e  and large d ire c t ro le  in  a g ricu ltu re  .

For exam ple , the Governments o f East and West Pakistan m a in ta in  a large s ta ff 

fo r extension services in  d issem inating know ledge among the farm ers. The G ove rn ­

ment m ainta ins a departm ent fo r C o -ope ra tion  and M a rke tin g , gives loans known 

as ‘ta cca v i ‘ (cash) loans^ d ire c t ly  through the Revenue o r A g r ic u ltu ra l Departments, 

and performs many o the r a c t iv it ie s .

As seen e a r lie r  the ro le  o f D G A is not confined to a g r ic u ltu re . In  fa c t ,  the 

grow th s tra tegy o f Pakistan w h ich  puts emphasis on the developm ent o f p riva te  enterprise 

also im p lies the p a rtic ip a tio n  o f D G A in  o ther a c tiv it ie s  lik e  industries, m in in g , 

transport, housing, e tc . In the industria l secto r, d ire c t governm ent assistance has

The Th ird  F ive -Y e a r P lan (Chapter on A g r ic u ltu re , e spe c ia lly  p p .402-9) 
g ives some idea o f the functions performed by the A g r ic u ltu ra l Developm ent 
C orpora tions.

"The Second Plan recommended tha t Taccavi loans be made on a progressive ly 
d e c lin in g  scale and be rep laced e ven tua lly  by in s titu tio n a l c re d it .  The 
C re d it In q u iry  Commission (1959) also made the same recom m endations, bu t 
the y  remain un im p lem en ted ." C f.  G O P , PC, The Th ird  F ive -Y e a r P la n ,p .423,



5
been p rov ided  m a in ly  in  forms such as the establishment o f industria l estates, 

sanction  o f governm ent loans, techn ica l and commercial assistance, e tc .  For the 

developm ent o f indus tria l estates an amount o f Rs. 75 m illio n  was a llo ca te d  in  the 

Second P lan ^  and Rs, 188.5 m illio n  in  the Third P la n . ^  So fa r  as government 

loans fo r industries are concerned they are provided through the Industria l D eve lop­

ment Bank o f Pakistan (IDBP) and the Pakistan Industria l C re d it and Investment 

C orporation  (P IC IC ). As m entioned e a r lie r  i t  does not seem tha t these are shown 

in  governm ent developm ent expenditu re  as inc luded  in  the F ive -Y e a r P lans, I t  is 

fo r  the developm ent o f small and medium scale industries tha t d ire c t government 

assistance has been in tended to be o f special s ig n if ic a n c e . The Small Industries 

Corporations -  one each in  East and West Pakistan -  are responsible fo r the deve lop­

ment o f small industries in  each re g io n . Their a c tiv it ie s  fa l l in to  two broad ca te ­

gories (a) techn ica l and management services, and (b) com m ercia l services.^ As has 

been observed by  the Second P lan: "The techn ica l and management services and most 

o f the com m ercia l services w i l l  be a va ila b le  to both small and medium scale industries. 

C re d it fa c i l i t ie s ,  how ever. In so fa r as they need to be underw ritten  or provided

d ire c t ly  o r in d ire c t ly  b y  the Corporations, w il l  be extended o n ly  to  the small scale 

9
in d u s tr ie s ,"

5 P rovis ion o f small industria l estates is inc luded  in  the developm ent programme 
o f Small Industries C orporations.

6  G O P , PC , The Second F ive -Y e a r P la n , p . 231.

7 G O P , PC , The Th ird  F iv e -Y ear P la n , p .4 58 , In  the revised Plan the amount
has, howeveF7~Eeen TediJce^^ Rs. 188.50 m illio n  to Rs, 137.50 m il l io n .  
C f .Revised Phasing . . .  o f the Third F ive Year P la n , o p , c î t , ,  p . 2 0 ,

8  The d iffe re n t fa c i l i t ie s  p rovided under the two groups are enumerated in  the
Second F ive -Y e a r P Ian , o p . c i t . ,  p . 257 ,

9 Ib id ,  p,257.
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So fa r as d irect government assistance in ac tiv ities  such as housing, transport, 

education, hea lth , e tc . ,  is concerned the scope may not be as w ide as in the cose 

of agricu lture  and industries. However, in Pakistan no conscious e ffo rt has yet been 

made in these fie lds except probably in housing fo r the development of v/hich the 

House Build ing Finance Corporation (HBFC) was established in 1952. The Corporation 

gives loans to priva te  ind iv iduals and Housing Societies. An ind iv idua l can borrov/ 

a loan o f up to Rs. 4 0 , 0 0 0 The operation o f the HBFC, however, is very lim ited 

and can satisfy on ly  an in s ign ifican t portion of the to ta l demand fo r loans

I t  was pointed out earlie r that government c red it is an important instrument 

o f d irec t government assistance. But, as mentioned, an overall idea o f the cred it 

po licy  as a mechanism of DGA cannot be obtained from the Plan documents of 

Pakistan, The specia lized cred it institutions such as theAD BP, IDBP, PIC IC ,

HBFC, e tc .  have been im portan t veh ic les in  channe lling  governm ent c re d it.  A  

p u b lic a tio n  o f the Central G overnm ent shows n ine such in s titu tio n s , as enumerated 

in  Table 7 .1 ,

From the Table i f  may be seen tha t the G overnm ent not o n ly  sponsored these 

in s titu tions  bu t also took part in  th e ir f in a n c e . I t  there fore  fo llow s tha t in fo rm u la ting  

governm ent expend itu re  p o lic y  in  P akistan , the a llo c a tio n  o f governm ent c re d it 

cannot be ig n o re d . F u rthe r, as shall be seen, the c re d it p o lic y  lik e  o ther D G A 

instruments has an im portant ro le  to p la y  in  ra is ing the investm ent ra tio  and in flu e n c in g  

production  techn iques.

10 HBFC, S ixteenth  A nnual Report Ending June 30 , 1968, p . 14,

11 As has been observed by  the Third P lan ( p .386): "The House B u ild ing  F inance 
C orpora tion  is v ir tu a lly  the o n ly  c re d it in s titu tio n  a t present a c tiv e  in  the f ie ld  
o f housing . Its a c tiv it ie s  are severe ly lim ite d  by inadequacy o f resources a t its 
disposal and lim ite d  number o f branches in  the c o u n try ,"  A t  one tim e the f in a n c ia l 
pos ition  o f the C orporation  became so bad tha t the M anagem ent had to  stop 
re ce iv in g  new a pp lica tions  fo r loans in  West Pakistan fo r the months o f May and 
June 1968, As reason i t  has been stated tha t "the demands were so h igh in  that arec 
tha t a huge a rrea ro fa lready ente rta ined  loan a pp lica tions  were ly in g  ready fo r 
sanction a n d /o r fo r payments a fte r sanction^ C f.  HBFC S ixteenth Annual Rep. p .2 .
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Table 7 .1

G overnm ent ^onsored  F inancia l Institu tions

(Rs. in  M il l io n )

Y ear o f 
Estab,

Paid Up 
C ap ita l

Central G o v t,  Investment 
A c tu a l Payment Total G o v t,  
up to D ec, Loans up to 
31, 1968 D ec, 31, 1968

1. Pakistan Refugees 
R e h a b ilita tio n  Corp

1948 16 2 . 8

2 ,  N a tio n a l Bank 
o f Pakistan

1949 30 7 .5 -

3 . House B ldg . F in . 
C o rpn ,

1952 50 - 30 (M arch 1969)

4 ,  Pakistan Ins. 
C o rpn ,

1953 5 - 8 .3

5 .  Pakistan Indust­
r ia l C re d it & 
Investm ent C orpn.

1957 101 80 (M arch 1969)

6 . A g r ic u ltu ra l 
D ev . Bank o f 
Pakistan

1961 140 130 336.1

7 .  Industria l D ev, 
Bank o f Pakistan

1961 40 - 8 8 .7

8 . N a tio n a l In v e s t.,, 
(U n it) Trust

1962 1 ,2 - 0 .1

9 .  Investm ent C orpn. 
o f Pakistan

1966 50 100

Source: G O P , M in is try  o f F inance , G overnm ent Sponsored Corporations 1968-69, 
pp.2-70, 174-75.

II N eed fo r D ire c t Assistance

In  order to encourage p riva te  enterprise a va rie ty  o f instruments is a v a ila b le  in  

the hands o f the governm ent. The ro le  o f taxa tion  p o lic y  in  the con tex t o f Pakistan 

was discussed in  Chapter 4 .  In the present C hapter, we have taken up the type o f 

inducem ent tha t is p rovided through government expenditu re  p o lic y ,  ca lle d  d ire c t
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assistance. G e n e ra lly  speaking , inducements provided through taxa tion  p o lic y  and 

d ire c t assistance have an im portant s im ila r ity  in  the sense tha t both cost revenue to  

the governm ent. The nature o f the revenue cost is , how ever, d if fe re n t.  In the case 

o f inducem ent through taxa tion  p o l ic y ,  the drainage o f revenue is in  an im p lic it  

w ay since the investors c la im  the fin a n c ia l assistance a t the tim e o f subm itting 

tax  re turns. O n the  o the r hand, the nature o f the dra inage in  the case o f d ire c t 

assistance is open as the governm ent spends d ire c t ly  from the fund  a v a ila b le  fo r 

e xpe n d itu re . The above d is tin c tio n  is ra ther s im p lifie d , b u t there is some advantage 

in  i t  and i t  is useful fo r  our purposes.

The need fo r d ire c t assistance as d istingu ished from ta xa tio n  p o lic y  arises, 

as shall be seen b e low , m a in ly  from the special developm ent ob jec tives  o f the coun try , 

How fa r D G A  as a p o lic y  instrum ent can be used e ffe c t iv e ly  is an im portan t issue 

w h ich  w i l l  be d ea lt w ith  in  Section IV ,  H ere, in  an a ttem pt to see the need fo r 

d ire c t assistance, three im portan t areas where D G A may be o f specia l s ig n ifica n ce  

w il l  be discussed b r ie f ly .

(a) To help  in  ra is ing  in ve s tm en t-ra tio . From the analysis o f Chapter I i t  

fo llow s  tha t in  order to ach ieve  a ta rge t rate o f growth o f say , 7 per ce n t, an 

invesim ent ra tio  o f 0.21 w i l l  be necessary i f  the capi ta I-o u tp u t ra tio  is 3 : 1. How 

the to ta l requ ired  investm ent w i l l  be shared by government and p riva te  sectors is , 

o f course, a m atter o f econom ic ph ilosophy, e ff ic ie n c y  and co nven ience . In 

P akistan, the developm ent s tra tegy has la id  emphasis on the grow th  o f p riva te  en te r­

p rise , I t  is in  this coniext tha t the im p lica tio n  o f d iffe re n t p o lic y  measures need 

to be understood. The o b je c tiv e  o f d ire c t assistance is to  encourage p riv a te  en te r­

prise and to d ire c t i t  a long the desired lin e s . Governm ent in te rfe rence  is not to  

engage its e lf  in  undertaking the u ltim a te  investm ent but ra ther to  encourage the



p riva te  sector to  canTy ou t the task. Here lies an Im portant d iffe rence  between 

d ire c t assistance on the one hand, and d ire c t Investment fo r In fras iruc tu ra l deve lop ­

ment and d ire c t undertaking  on the o th e r.

In  P ak is tan , as a percentage o f G N P , p riva te  Investment has Increased from 

less than 3 per cent In 1950-51 to around 8  per cent In 1967-68 (Background Table 21), 

A  number o f p o lic ie s  Inc l udlng d ire c t government assistance were In o p e ra tio n . In 

the course o f our e a r lie r discussion (Chapter 4 ) , an a ttem pt was made to see the 

effectiveness o f taxa tion  p o lic y  In ach iev ing  the reg ional grow th o b je c tive  and 

I t  was found tha t the ra tio  o f p riva te  Investment to GRP In East Pakistan Is s t i l l  very 

low  a lthough a longer ta x  h o lid a y  has been granted to the region since 1961. On 

the o ther,hand, there Is ev idence  th a t d ire c t government assistance has p layed an 

Im portan t pa rt In ra is ing  p riva te  Investm ent In West P akistan .

Data o f loans g iven  by the  Industria l Development Bank o f Pakistan (IDBP), 

Pakistan indus tria l C re d it and InveslTnent Corporation (P IC IC ), A g r ic u ltu ra l 

D evelopm ent Bank o f Pakistan (ADBP) and House B u ild ing  F inance C orporation 

(HBFC) In East and West Pakistan are shown In Table 7 .2 .  S ince these Institu tions

Table 7 .2

DBP, P IC IC , ADBP and HBFC Loans In East and West Pakistan

(Rs. In M il l io n )
H DB? ■ 

ABsoIüte %
PICIC

Abso lu te %
---------A'DBP"

A bsoTüîë" % ABsôîûîê %
(1) (2) (3) (4) (5) (6) (7) (8 )

Ë . Pak 8'60.0 48 738.4 33 5760.23' 42 3108.19 41
W. Pak 944 .2 52 1474.0 67 5147.12 58 3069.79 59
Total 1804.2 loo 221.2.7 loo 8907.35 loo 5177.98 iÔO

Pakistan Economic Survey 1968-69, p p .76, 82, and 8 6 . Rest -  Com puted. Figures 
fo r the P IC IC  and HBFC are up to M arch 1969, w h ile  figures fo r the IDBP and ADBP 
are up to 1968-69 and 1967-68, re sp e c tive ly . Figures fo r  the ADBP Inc lude  loans 
g iven by the A g r ic u ltu ra l Bank and the A g r ic u ltu ra l Developm ent Finance Corporation, 
the two organ iza tions w h ich  were merged In to  the AD BP.



prov ide  c re d it a t a cheap ra te , d ire c t assistance is g iven to p riva te  ente rp rise .

From the Table i t  is seen tha t West Pakistan has rece ived  a h igher share in  a ll cases. 

O f the to ta l loans g iven  by the IDBP 52 per cent w ent to West Pakistan as against 

48 per cen t to  East P ak is tan , The d is tribu tion  o f the P IC IC  loans has been 67 per 

cent fo r West Pakistan and 33 per cent fo r  East P ak is tan . The d iscrim ina tion  against 

East Pakistan in  the P IC IC  loans deserves p a rtic u la r a tte n tio n  since a large portion  

o f the to ta l loan is in  fo re ign  exchange. O f  the to ta l loans by the ADBP, East 

Pakistan rece ived  42 per cent and West Pakistan 58 per c e n t. The respective figures 

fo r loans g iven  by the HBFC are 41 per cent fo r East Pakistan and 59 per cent fo r 

West P ak is tan .

Based on the reg iona l d is tr ib u tio n  o f loans, as shown in  Table 7 .2 ,  one may 

argue th a t h igher loans g iven  in  West Pakistan by the IDBP, P IC IC , ADBP, and 

HBFC have been an im portan t fa c to r fo r the buoyant p riva te  sector in  this re g io n .

I t  is true th a t i t  would be wrong to consider this as the o n ly  fa c to r w h ich  was 

responsible fo r the growth o f p r iva te  investm ent in  West P ak is tan . But i t  points to  

an area where provis ion o f c re d it (in c lu d in g  the h ig h ly  va luab le  fo re ign  exchange) 

p layed  an im portan t p a rt in  the growth o f the p riva te  secto r.

The D G A -o b je c tiv e  o f ra is ing  the investm ent ra tio  works through the rate o f 

re tu rn , i t  has an im portant resemblance w ith  the o b je c tive  o f fo re ign  a id  w h ich  puts 

emphasis on ra is ing  the ra tio  o f domestic savings. D ire c t governm ent assistance is 

on a id  to the investor and demands tha t x u n it g iven  in  the form  d ire c t assistance

should produce something over and above the amount supp lied . The w ork ing  o f the

12
PIC IC  bears testim ony to this d ire c t io n . I t  has been estimated tha t "one rupee o f

12 I t  should be m entioned tha t the en tire  fund o f the P IC IC  loans is no t from the 
governm ent budgetary grant o n ly ,  since the PICIC also raises fund in  the open 
m arke t. H ow ever, as a government-sponsored c re d it in s titu tio n  the P IC IC  may 
be trea ted  as an im portan t ve h ic le  o f d ire c t government assistance.
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13 .
P IG C àssîsTcànce m obîlîzedR s. 1.17 o f p riva te  fu n d s ." I f  this growth o f p riva te  

investm ent is not due to  a corresponding dissaving elsewhere in  the economy one 

can sa fe ly argue fo r the hypothesis th a t a pos itive  co n ir ib u tio n  o f DG A raises the 

investm ent ra t io .  A v a ila b le  in form ation  from Pakistan w ou ld  appear to corroborate 

the hypothesis.

(b) To help in  im prov ing  fa c to r a llo c a t io n. The ro le  o f d ire c t government 

assistance in  ra is ing the investm ent ra t io ,  as discussed above , is more a m atter o f 

aggrega tive  ana lys is . The case fo r a bette r a llo c a tio n  o f the  g iven  investm ent 

fund is also o f v ita l s ig n ifica n ce  fo r an economy lik e  P akis tan . The structura l 

d isequ ilib rium  ex is ting  in  the economy im plies tha t fac to r-use  is no t in  con fo rm ity  

w ith  fa c to r -a v a i la b i l i iy .  There are ind ica tions tha t fa c to r prices such as wages, 

fo re ign  exchange ra te , in te rest ra te , e tc . ,  do not re f le c t the  supply o f and the 

demand fo r  the respective fa c to rs . The extent o f dev ia tion  in  each case cannot be 

known w ith o u t some s tudy . A n  a tte rp t is made to ge t an idea in  this regard in  

A ppend ix  A .  I t  appears tha t the d ev ia tion  is q u ite  s ig n ific a n t in  most cases.

The e qu ilib r ium  prices o f ca p ita l and fo re ign  exchange turn ou t much h igher than the 

Bank ra te  and the o ff ic ia l fo re ign  exchange ra te , re sp e c tive ly . So fa r as the 

e q u ilib r iu m  p rice  o f labour is concerned i t  seems tha t i t  w ou ld  be low er than the 

m arket wage ra te . Considering East and West Pakistan separate ly i t  is found tha t 

w h ile  ca p ita l and fo re ign  exchange prices are h ig h ly  overvalued in  W est Pakistan 

compared to East P ak is tan , labour p rice  is re la t iv e ly  ove r-va lue d  in  East Pakistan 

than in  West P ak is tan .

In  the face  o f a s tructura l d isequ ilib rium  o f the exten t tha t exists in  Pakistan, 

i t  may be in te res ting  to  see the ro le  o f d ire c t assistance in  in flu e n c in g  production

13 G O P , M F , Pakistan Economic Survey 1968-69, p . 7 7 .



techn iques . In C hapter 4  the In fluence  o f fac to r prices in  a dual economy was 

m en tioned . The hypothesis Is th a t fa c to r-p r ic e  d iffe re n tia ls  In the modern sector and 

the subsistence sector are responsible fo r d iffe re n t uses o f fa c to r  p roportions. Let 

us consider a very s im p lifie d  exam ple w ith  o n ly  one sector and two Inputs, say 

labour and c a p ita l. W e assume tha t w h ile  labou r-p rîce  is ove rva lued , the c a p ita l-  

p rice  is underva lued . The assumption is based on the s itua tion  ex is ting  in  the 

economies lik e  P akis tan . For simp 1 i c i iy  constant p rice -ra tio s  are taken . I t  is 

assumed also tha t fa c to r proportions can be va rie d .

In  fig u re  7.1 be low , labour is represented by the x -a x Is  and cap îla l by the y -  

a x is . The expansion path OA represents production  in  a s itu a tio n  o f s tructura l

y

(—1

Labour
Figure 7.1 : Expansion paths w ith  d iffe re n t fac to r p rice s .

14 Such an assumption o f n o n -r ig id ity  o f fa c to r-p ro p o rtio n  w i l l  not be re a lis t ic  i f
techno log ica l constra in t is serious. As has been shown by Eckaus, techno log ica l 
restra in ts may not a llo w  fo r change in  fa c to r p roportion  and this may be a cause 
o f labour-unem ploym ent-prob lem  in underdeveloped coun tries. C f.  "The Factor^ 
proportions Problem in  Underdeveloped A reas, "A m e rican  Economic Reviev/ 1955. 
ke p rin te d T rT A T l^” "TCgarwafa and (eds.) The Economics o f Under­
deve lopm ent, o p . c i t . , p p .348-78 e x p e c ia lly  3 54 -6 4 . How ever, s tr ic t fa c to r -  
r ig id ity  should be considered a po la r case and one o ften  finds room fo r changing 
fa c to r-p ro p o rtio n s . In  fa c t ,  considering long run investm ent decisions w hat 
fa c to r p roportion  w i l l  be decided by the investor w i l l  m a in ly  depend on fac to r 
p rice s . In  the con tex t o f Pakistan , I t  has been found tha t "the  entrepreneurs 
are not insensitive  to re la tiv e  fa c to r-p r ic e  d iffe re n ces . I f  the re la tiv e  fa c to r 
prices fac ing  them could  be ra tio n a lize d  they m igh t be induced to s h ift to a 
more desirable c a p ita l- la b o u r r a t io , ” C f.  Khan, A .R .  "C a p ita l- !  n tens ity  and 
the E ffic ie n cy  o f Factor Use ."Pakistan Developm ent R eview , Summer I97Ü, p7251



d ïs^equ îlîbnum . Here p roduction  occurs by using more ca p ita l and less la b ou r. This 

is because the p rice  o f cap ita l is re la t iv e ly  low er than the p ric e  o f labou r. The 

s itu a tio n  thus represents a typ ica l economy lik e  Pakistanîfwhere there is a concealed 

subsidy in  the e x is ting  in te res t-ra te  and a concealed tax in  the w a g e -ra te .

L e t us suppose tha t the e qu ilib r ium  expansion path OB w il l  assure fac to r-use  

based on fa c to r -a v a ila b i l i ty .  So OB represents the expansion-path under structura l 

e q u ilib r iu m . In order to ach ieve  a be tte r a llo c a tio n  i t  is there fo re  necessary to 

d isturb the o rig in a l expansion-path O A  in  favour o f O B . S ince we have taken o n ly  

i"Wo inputs -  labour and c a p iio l -  our task here is to see tha t in  his investm ent 

decisions the investo r faces a h ighe r ca p ita l p rice  and low er labour p r ic e .

So fa r as the ca p ita l p rice  is concerned the planners o f Pakistan repeated ly 

suggested ra is ing  the Bank ra te . As e a rly  as in  1960 they observed tha t "There 

exists a good case fo r an upward revis ion  in  in te rest ra tes. P ro d u c tiv ity  o f in ve s t-

I 5ment is h igh ; i t  is , fo r  ins tance , as high as 30 per cen t in  la rge  scale industry .

The in te res t ra te  s tructure  should bear some re la tionsh ip  to p ro f i ta b il i ty  o f investm en t, 

. There w ou ld  be no fe a r tha t h igher in terest rates w il l  resu lt in  some o f the ca p ita l 

funds ly in g  id le ;  the aggregate supply o f cap ita l w i l l  s t i l l  fa l l  short o f aggregate 

requirem ents. In  fa c t ,  h igher in te rest rates should not o n ly  a ttra c t h igher savings 

but also b ring  about s e le c tiv ity  in  in ve s im e n t." But the suggestion o ffe red by 

the plannei's s t i l l  remains to be im plem ented.

15 A cco rd in g  to Rahman, ea rly  entrepreneurs in  West Pakistan enjoyed rates o f 
p ro f it  as h igh as between 100 and 200 per ce n t. C f .  Rohrncm, M . A . ,  The P riva te  
Sector o f East Pakistan: A n  Ana lys is o f Lagged D evelopm ent.Reported in Economic
Jcû jm a lT  Decem beF lW b %TQew~Books â  ̂ IcaIs p 7 Î046 .)

16 G O P , PC , The Second F ive -Y e a r P la n , p . 7 7 , For the subsequent remarks see 
the Th ird  P la n , p .  123 and t l i e ^  nn ua I PI a n 1968-69, p p . 31 and 33 re sp e c tive ly .



So fa r as labour p rice  is concerned i t  is feared tha t any suggestion o f low ering  

the wage ra te  w i l l  no t be welcom ed by the soc ie ty . This means tha t in  order to estab­

lish re la tiv e  prices o f labour and cap ita l in  confo rm ity  w ith  supply, the cap ita l p rice  

w i l l  have to be raised by many hundred per cen t,m a in ta in ing  the labour p rice  a t 

its present le v e l jn  order to  show the re la tiv e  sca rc ity  o f c a p ita l. Another a lte rn a tive  

is to app ly  d iffe re n t p o lic y  measures in a manner such tha t the use o f cap ita l is 

discouraged and the use o f labour is encouraged.

I t  is in  the realm  o f d ire c t assistance tha t the government can o ffe r fin a n c ia l 

grant on a per cap ita  basis o f labour em ployed. For exam ple , in  the U nited Kingdom 

i t  has been a p o lic y  o f the government tha t in o ffe ring  assistance to a firm , the 

prospective increase in  em ploym ent should be considered. It need hard ly  be 

m entioned tha t such a measure is u rgen tly  needed in Pakistan i f  there is no p o ss ib ility  

o f ra ising the ca p ita l p rice  o r reducing the labour p rice  to an ex ten t w h ich  could  

re f le c t the fa c to r a v a i la b il i ty .

(c) To encourage small or new enterprises. In Chapter I we touched upon 

the problem o f the concen tra tion  o f w ea lth  in  a few  hands. A ccord ing  to the Third 

Plan: "The rap id  Industria l developm ent in the last two decades has been accom panied 

. by grow ing concentrations o f income and w ea lth  in  the hands o f a few  fa m ily  groups. 

To some e x te n t, this was in e v ita b le  as the demands fo r cap ita l form ation  necessitated 

generous fisca l concessions fo r re investm ent o f p ro fits  and for the en tire  accum ula tion  

process. A  stage has been reached, how ever, where the grow ing concentrations o f

17 Prest, A .R . ,  " The Role o f Labour Taxes and Subsidies in  Promoting Employment
in  D eve lop ing C oun tries ," In te rna tiona l Labour Review , A p r il 1971, pp. 323- 
24 . See also W ilson , T . ,  Policies for Regional Developm ent, op. c i t . ,  p . 39.



indus tria l w ea lth  are l ik e ly  to raise no t o n ly  problems of socia l jus tice  but also

o f econom ic e ff ic ie n c y .  I f  these concentrations o f w ea lth  resu lt in  m onopo lis tic

p ra c tice s , industria l co llus ions, w eeding out o f newcomei's w ith  fresh ideas and

enterprise and the exc lus ive  dependence of b ig  enterprises on fa m ily  members a lo ne ,

there is a serious risk tha t the dynamism o f the industria l sector may be lost and

the w hole process o f industria l growth tend to decay . Thus, broadening of the

industria l base becomes a necessity to preserve the very characte r o f the industria l 

18
g ro w th . "

A n  im portan t fa c to r o f income red is tribu tion  in  favour o f a p a rtic u la r group

o f people in  Pakistan is the a v a i la b il i ty  o f scarce factoi's a t much low er p rices .

19
Deposit rates and advance rates are ve ry low  in the organised money m arke t.

Consequently, w h ile  depositors face  a negative ra te  o f in te res t, borrowers continue

. 2 0
to en joy  a large b e n e fit.  In o ther wcs'ds, anybody w ith  access to cap ita l a t such 

a low  ra te  finds h im self in  a favoured p o s itio n . The nature o f the favouritism  is

IB G O P , P C , The Th ird  F ive -Y e a r P la n , p . 450 .

19 N om ina l rate o f in terest on deposits has varied  from 1.15 per cent to 2 ,6 6  per
cent in  the period  from 1960-61 to 1967-68. But considering the increase in 
the p rice  leve l i t  appears tha t the real ra te  has been ve ry  lo w  and fo r most
years n e g a tive . C f.  C how dhury, A  ,H ,M ,N  . ,  "Some R eflections on Income
R ed is tribu tive  In te rm ed ia tion  in  Pakistan , " o p , e f t . ,  p . 1051 (FoT*our estim ate o f 
changellT"prTc I e ^ (  fromTiV^^^- 5 1 to~[969-70, seeBockground Table 8) .  The 
o ve ra ll w e igh ted  average rate o f in terest on advances was 7 ,6 9  per cen t in 
June 1969. In June 1968, i t  was 7 ,3 0  per c e n t. C f.  State Bank B u lle tin , 
M arch  1970, p .x ix .

20 The existence o f a very low  ra te  o f in terest in  the presence o f a large demand 
seems to be unacceptable  from theo re tica l cons ide ra tion . I t  is natura l tha t 
g iven  a large demand, an unorganised m arket w i l l  d eve lop . I t  does not seem 
tha t such 0  im rke t has emerged. The M uslim  a ttitu d e  against m oneyiending 
may be p a r tly  responsib le . D ire c t adm in is tra tive  contro ls by the G overnm ent 
may also w ork as a fa c to r .



21
c le a r ly  re fle c te d  în the way bank advances have been concentra ted in  a few  accounts.

The im p lic a tio n  o f a severe concen tra tion  o f bank c re d it is tha t the needs o f

c re d it a t  la rge are d en ied . U n fo rtu n a te ly , the main v ic tim s are the small investors

or newcomers who have less access to bank c re d it.  But these are the people whose

22
case has been recommended by the planners o f Pakistan. " In order to encourage 

p riva te  investm ent in  the lesser developed areas espec ia lly  in  East Pakistan, there 

is also the fu rth e r necessity o f assuring tha t bank advances ore not a llow ed  to concen­

tra te  in  the more developed areas.

I t  appeal's th a t the G overnm ent is aware o f the problem o f ownership o f ihe

fin a n c ia l in s titu tio n s  in  the hands o f the industria lis ts  and I t  has a lready been decided

by the G overnm ent th a t the industria lis ts  should not acqu ire  contro l o f f in a n c ia l

23
in s titu tions  such as banl<s and insurance companies. W h ile  a concentrated e ffo rt 

w i l l  be necessary to m a in ta in  im p a r t ia lity  in  the c re d it m arket espe c ia lly  when the 

ra te  o f in te rest is much low er than the equ ilib rium  ra te , the D G A p o lic y  in  the form 

o f p ro v id ing  c re d it may be d irec ted  towards p rov id ing  incen tives to newcomers and 

investoi"S w ith  l i t t le  c a p i lo l . S pec ia lized  c re d it ins titu tions  lik e  HBFC, P IC IC , and

21 The C re d it In q u iry  Commission found tha t by M arch 1959, about 63 per cent 
o f bank advances were concentrated in  o n ly  222 accounts (ou t o f 40, 317).
C f.  G O P , C re d it Inq u iry  Commission Report 1959, p . 96 as quoted in N a y im u d d in , 
M . , "A  Study o f F iscc^ rkn ^  1 rTPaMstan, " o p .c i t . ,  p . 314. Chowdhury has 
found tha t in  1967 there has been some déconcentra tion  a fte r the percentage 
share o f loans reaches 6 4 , But concentra tion  seems to have Increased before 
th a t.  C f .  C how dhury, A . H . M . N . ,  o p ,c i t . ,  p p .107-8 .

22 As has been observed by the Third P lan: "The in te rna l p ro fils  o f the b ig 
indus tria l fam ilie s  are s izeable  enough to perm ît them to expand th e ir industries 
w ith o u t large and con tinu ing  assistance from the developm ent banks lik e  P IC IC  
and IDBP and a m ajor recourse to c re d it from the com m ercia l banks. The 
present s itua tion  demands tha t c re d it fa c il it ie s  of these ins titu tions  be p laced  
more and more a t the disposal o f the newcomers and the b ig  industria l fam ilie s  
should finance  th e ir  fu tu re  expansion increas ing ly  from th e ir own p ro fits . "  C f.

G O P , P C , The Th ird  F ive -Y e a r P lan, p . 451.

23 G O P , P C , The Th ird  F ive -Y e a r P Ia n , pp .450-51.



IDBP seem to  have this o b je c tiv e  in  m ind . For exam ple, encouraging new e n tre -

preneurs and eslti b lish ing  new industria l units have been im portant ob jec tives  of

the IDBP, During the period  1961-69 about 63 per cent o f the number o f loans and

69 per cent o f the to ta l amount sanctioned by  the Bank were fo r  the se tting  up of 

24
new u n its . The P IC IC  has lowered the minimum lending l im it  from Rs. 15 la k h

to Rs. 10 lakh e qu iva le n t in  fo re ign  exchange fo r a p ro je c t to be established in  East

Pakistan and a s im ila r move is being contem plated fcr the underdeveloped areas o f 

25
W est P ak is tan . This is expected to  encourage p riva te  investm ent in  the less 

developed areas as w e ll as to b e n e fit p rospective newcomers. The HBFC m aintains 

a d isc rim ina to ry  in terest and repaym ent p o lic y  in  favour o f sm aller loans. For 

exam ple , the present ra te  o f in terest is 7 i  per cent on loans up to Rs. 20 ,000  and 

8  per cent on loans above Rs. 2 0 ,0 0 0 , The maximum period  fo r  repaym ent is 12 

years fo r  a loan o f Rs. 20 ,000  and 10 yeai^s fo r a loan o f above Rs, 2 0 ,0 0 0 ,

W hether the p o lic y  as pursued b y  the d iffe re n t c re d it in s titu tions  has been a 

success o r w hether some im provem ent is necessary in  the c re d it p o lic ie s  a re , o f course, 

im portan t issues. But since these w i l l  lake  us fa r a fie ld  we w ou ld  lik e  to leave i t  

here s im p ly  by  m ention ing  tha t once an o b je c tive  such as g iv in g  in ce n tive  to 

small enterprises o r to newcomers has been taken , the p o lic y  o f d ire c t government 

assistance provides an im portant instrument fo r ach iev ing  the o b je c tiv e . This is 

p a r tic u la r ly  so i f  c re d it through p riva te  banks are not found a va ila b le  fo r them .

In conc lud ing  this Section i t  may be mentioned th a t in  the  discussion o f the 

need fo r d ire c t governm ent assistance we have trie d  to lo ca te  some areas keeping in

24 E ight Years o f I DBP. Date o f p u b lica tio n  not m entioned; p robab ly  1969, p . 12.

25 G O P , M F , Pakistan Economic Survey 1968-69, p . 7 5 .

26 Ib id ,  p . 8 5 .



l in e  w îth  the developm ent ob jec tives  o f the econom y, i t  is true tha t our discussion 

is no t w hat may be ca lle d  exhaustive . I t  does show, how ever, th a t d ire c t govern­

ment assisixjnce has an im portant ro le  to  p la y  in  the context o f Pakistan and the 

developm ent model o f the econom y. I f  the country does not care fo r ideo logy and 

I f  p riva te  and p u b lic  sectors are found e q u a lly  e ff ic ie n t ,  the need fo r d ire c t assist­

ance is no t obv ious. But i f  the growth o f p riva te  sector is g iven  importance the 

need fo r  d ire c t governm ent assistance cannot be ignored i f  i t  is found to be an 

im portant mechanism fo r p ro v id ing  in ce n tive  and channe lling  p riva te  consumption 

fund towards investm ent. The ro le  o f DG A may be p a r tic u la r ly  im po rian t where 

p riva te  enterprise is no t very q u ick  to  respond and where d ire c t government invest­

ment fo r  p roduction  is not the u ltim a te  o b je c tiv e . The a g ricu ltu ra l sector in  Pakistan 

provides a good exam ple . In  fa c t ,  as m entioned e a r lie r ,  alm ost the en tire  govern­

ment investm ent in  a g r icu ltu re  is in  the  form o f d ire c t government assistance. 

A c c o rd in g ly , the next Section w i l l  be devoted m a in ly  to an analysis o f the a g r i­

cu ltu ra l sector w ith  re ference to the a llo ca tio n  o f government expenditu re  as 

found in  the F irs t, Second and Th ird  F ive -Y e a r P lans.

I II A llo c a t io n  o f DG A in A g ricu ltu re

A g r ic u ltu re  contributes the  biggest share o f N a tiona l Income in  Pakistan 

(Background Table 5 ) .  In 1969-70, the share has been more than 45 per cent o f 

the to ta l N a tio n a l Incom e. In 1949-50, i t  was as h igh as about 60 per c e n t. I t  

was stagnation in  a g ricu ltu re  tha t was m a in ly  responsible fo r the low  growth rate 

o f G N P in  the 1950's. I t  is again the high rate o f growth in  a g ricu ltu re  w h ich  has 

enabled the economy to m a in ta in  an overa ll fast ra te  o f growth in  the I960 ‘s,

O f the to ta l developm ent expenditure in Pakistan the re la tiv e  share o f a g ricu ltu re  

was 7 per ce n t in  the F irst P lan; the fig u re  was increased to 13 per cent in  the



Second P lan and fu rth e r increased to 15.4 per cent in  the Th ird  P lan (Table 5 .2 ) .

So fa r as p u b lic  sector investm ent is concerned i t  is found tha t the re la tiv e  share 

o f a g r icu ltu re  was II . 6  per cent and 10,6 per cen t in the F irst P lan and Second 

P lan re sp e c tive ly . In the Th ird  P lan the fig u re  is found to  be II .2  per ce n t. I t  

p robab ly  needs no m ention tha t i f  w a ter developm ent were inc luded  the re la tiv e  

share o f governm ent deve lopm ent expenditure fo r ag ricu ltu re  w ould appear much 

h ig h e r.

As a lready  m entioned, in  this Section we shall deal w ith  th a t p a rt o f govern­

ment developm ent expenditu re  w h ich  has been d irected fo r  the developm ent o f 

a g r ic u ltu re  in  the con tex t o f the F irs t, Second and Third F iv e -Y e a r P lans. F o llow ing  

our previous stand we shall assume the p ub lîc -se c to r a llo ca tio n  fo r  a g ricu ltu re  as 

g iven  and our main task is to see the ra tiona le  o f a llo ca tio n  o f the g iven  fund among 

the various sub-sectors w ith in  a g r ic u ltu re .

Table 7 .3  shows p u b lic -se c to r a llo c a tio n  fo r ag ricu ltu re  as found fo r the F irs t, 

Second and Th ird  P lans, The Table needs to be treated w ith  cau tion  fo r three main 

reasons. F irs t, as may be seen, in fo rm ation  provided does not a lways a llo w  us to 

ob ta in  a s p e c ific  idea about the nature o f the service provided by the d iffe re n t sub­

sectors; items such as the A g r ic u ltu ra l Development C orpora tion , Rural D evelopm ent, 

e tc . are m islead ing in  the sense tha t they do not specify the nature o f the in p u t. 

Second, the Table does not inc lude  the e n tire  p u b lic  sector expenditure d irec ted  

towards p ro v id in g  assistance to a g r ic u ltu re . The vast w ater developm ent programme 

p ro v id ing  fa c i l i t ie s  lik e  ir r ig a t io n , f lo o d  c o n tro l, e tc . ,  as discussed in Chapter 5 , 

are no t in c luded  in Table 7 ,3 .  Further, as a lready poin ted o u t, the rural c re d it 

g iven  by the G overnm ent is not inc luded and a large portion  o f governm ent expend i­

ture g iven in  the form o f a g ricu ltu ra l loan is shown oulside the a llo c a tio n  o f the



Table 7 .3

P u b lic  Sector A llo c a tio n  fo r A g r ic u ltu re  m the F irs t, Second, 

and Third  F ive -Y e a r Plans

(Rs. in  M il l io n )

F irst PI 
A bso lu te  

(1)

an
%
(2)

Second 
A  bsoIuTe 

(3)

P Ian
%
(4)

Third  PI 
A bso lu te

(5)

an
%
(6)

1. F e r t i l iz e r 200 13 420 .50 17 884 .48 22

2 . M echan iza tion 1 7 0 .2 4 3 417.08 10

3 . Soil Surveys 318 21 16.30 1 2 4 .6 4 1

4 .  P lan t P rotection J 331.44 13 584 .98 14

5 .  Seed M u lt ip lic a t io n  and 
D is tribu tio n

86 6 161.10 6 .5 9 3 .5 0 2

6 , A g r ic u ltu ra l D eve lop ­
ment C orporation

- " 201.80 8 99 .55 2 .5

7 . A g r ic u ltu ra l M a rk e t­
ing  and Storage

59 4 190.17 7 285 .54 7

8 . Soil Conservation and 
Range M anagem ent

18 1 32.12 1.5 116.42 3

9 .  C o lo n iza tio n 115 8 135.90 5 9 3 .82 2

10. A n im a l Husbandry 114 8 122.68 5 148.10 4

I I . Forestry 90 6 168.42 7 256.71 6

12. Fisheries 35 2 60.10 2 169.94 4

13. A g r ic u ltu ra l Extension 
Research, e tc .

52 3 227 .63 9 305.31 7 .5

14. Land Reforms 12 1 71.80 3 13.50 N e g .

15. Rural C re d it 107 7 (a) (a) 75 .00 2

16. Rural Developm ent 
through Cooperatives 
andB)asic Democracies

297 20 230 .30 9 174.06 4

17. M isce llaneous - - 74 .50 3 372.64 9

Total 1,503 100 2 ,515 .00 100 4,115.27 100

Sources and N otes: C o l,  (1) -  G O P , The Fîi-st F ive-Y ear P lan , p p .36-37  and 30. C o l.  (3) -  
G O P , Evaluation  o f the Second F ive -Y e a r P lan , p p .211-12. C o l. ( ^  -  G O P , Revised 
Phasing . . .  o f the Th ird  F ive -Y e a r P la n , p p .17-18. Rest -  Com puted, (a) Inc luded  in  16.
In  preparing the Table from the source d a ta , a t places some aggregation had to be m ade.

This is , how ever, u n lik e ly  to make a s ig n if ic a n t change o f any p a rtic u la r ite m . Figures have 
been rounded o f f .  In te r-p e rio d  comparison o f investm ent figures is no t possible due to 
d iffe re n ce  in  p rice s .



Second and T h ird  Plans as cap ita l l ia b i l i i y  on government a cco u n t. T h ird , the 

inc lus ion  o f an item  lik e  forestry may create some confusion since i t  invo lves d ire c t 

p roduction  by the G overnm ent and thus im plies d ire c t government undertak ing . 

A v a ila b le  s ta tis tics , how ever, do not perm ît us to compute D G U  and DG A elements 

sepa ra te ly .

I t  fo llo w s  tha t the Table above is no t fu l ly  representative o f the p u b lic  sector 

a llo c a tio n  fo r a g ricu ltu re  in P akis tan . As m entioned p rev ious ly , the Table excludes 

the w a te r developm ent programme w h ich  has been considered by  the planners o f 

Pakistan as a p a rt o f in fras truc tu ra l deve lopm ent. I t  was found th a t in  so fa r as 

the water-program m e provides an a g r ic u ltu ra l in p u t there is an im portant agrum ent 

fo r in c lu d in g  the a llo c a tio n  fo r w ater developm ent w ith in  a g ricu l ture (C hapter 5 ) . 

A n  analysis o f the DG A a llo c a tio n  fo r a g ricu ltu re  w ith o u t considering the a llo c a tio n  

fo r w a te r may in v ite  c r it ic is m , e spe c ia lly  when the a llo c a tio n  fo r w ater developm ent 

has been subs ix in tia lly  la rg e . Table 7 .4  has been prepared in  order to p rov ide  an 

idea o f the a llo c a tio n  fo r w ater in  comparison w ith  the separate a llo c a tio n  shown

Table 7 .4

P u b lic  Section A llo c a t io n  fo r A g r ic u ltu re  and W ate r

(Rs. in  M illio n )

F irs t Pla n Second Plan Third  Plan

A bso lu te % A bso lu te % A bso lu te  %

(1) (2) (3) (4) (5) (6)

1. A g r ic u ltu re  (e x c l­
uding w a te r-d e v e lo p -
ment as inc luded  in 1,503 45 2,515 50 4,115 51
in fras truc tu ra l
deve lopm ent)

2 .  W a te r-d e v e lo p -
ment (as inc luded  in 1,826 55 2 ,5 8 0 50 3 ,934  49
in fras truc tu ra l
developm ent)

from Table 5 .4 .  C o ls. (2) (4) and (6) -  Computed.



fo r  a g r ic u ltu re . The Table shows tha t o f the to ta l a llo c a tio n , w a te r a lone has held 

a 55 per cen t share in the F irst P la n , 50 per cent in  the Second Plan and 49 per cent 

in  the Th ird  P la n . I t  is true tha t the re la tiv e  a llo ca tio n  fo r  w a ter has been reduced in  

the Second and Th ird  P lans. But th is is m isleading since the vast Indus Basin D eve lop­

ment Programme, as m entioned e a r lie r ,  has been kep t ou ls ide  the P lans.

To know  whether such a b ig  a llo c a tio n  fo r w ater developm ent is e conom ica lly

ju s tifie d  o r n o t requires a know ledge o f m arginal p ro d u c tiv ity , say in  irr ig a tio n  in

comparison w ith  th a t from other uses lik e  m echan iza tion , seeds, c re d it ,  e tc .  There

is also the need fo r fu rthe r consideration o f whether or no t the d iffe re n t inputs are

su bs titu tab le . From our discussion in  Chapter 5 i t  fo llow s tha t i f  judged from o n ly

p ro d u c tiv ity  considerations there is reason to question the ra tio n a le  o f such a b ig

a llo c a tio n  o f w ater fo r m a in ly  large irr ig a tio n  p ro jec ts . For there are b e tte r a lte rn a tive

uses in  the form o f a llo c a tio n  fo r fe r t i l iz e r ,  seeds, fann ing techn iques, e tc .  The

prospect o f the developm ent o f p r iva te  irr ig a tio n  through tubew e lI in s ta lla tio n  has

also made room fo r  another a lte rn a tiv e . The p o in t remains how ever, tha t considering

the b ig  s ize  and large amount in vo lve d  in  the p ub lic -sec to r ir r ig a t io n , p a r tic u la r ly

in  West P ak is tan , there exists the  necessity o f ca lcu la tin g  the net socia l b e n e fit

o f ir r ig a tio n  in  re la tion  to o the r uses. From the exercise in  A ppend ix  A ,  i t  appears

th a t the ra te  o f d iscount is much h igher in  West Pakistan and the use o f such a h igher

d iscount ra te  w i l l  subs tan tia lly  reduce the ne t present va lue  o f the irr ig a tio n  pro jects 

27
w ith  longer l i f e .

27 The hypothesis tha t inveslmeni-s in  m ajor irr ig a tio n  p ro jects  represent an in e ff ic ie n t 
a llo c a tio n  o f scarce cap ita l resources has been found v a lid  in  the context o f a 
recen t study based on a g r ic u ltu ra l p roduction in  In d ia . The ra te  o f return o f the 
m ajor r iv e r  pro jects undertaken in  Andhra Prodesh during  the Third Plan o f Ind ia  
is estim ated a t 3 to 4 per cent per annum, tha t is "a small fra c tio n  o f the return 
re a lize d  by large p riva te  industria l companies and w e ll be low  the prim e commer­
c ia l ra te . "  C f . W e llis z ,S . ,  "Resource A llo c a tio n  i n T rad itiona l A g r ic u ltu re ;
A  Study o f Andhra Prodesh, " UournoT^FPollT:ZoTTcono g u s t lW 0 ,

—
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In the  con tex t o f Pakistan's a g ricu ltu re  I t  seems tha t fe r t il iz e rs  and m echanization 

present 1-wo areas w ith  qu ite  d iffe re n t p ro d u c tiv ity  p o te n tia ls . I t  may therefore be 

o f in te res t to  see how  these two sub-sectors appear in  a study o f the ra tiona le  o f 

a llo c a tio n  fo r  d ire c t governm ent assistance.

F e rtiliz e rs . From Table 7 .3  i t  appears tha t o f the to ta l p u b lic  sector a llo ca tio n

fo r a g r icu ltu re  the re la tiv e  share o f fe r t iliz e rs  was 13 per cent in  the F irst P la n .

The share was raised to 17 per cent in the Second Plan and fu rthe r to 22 per cent

in  the Th ird  P la n . The increase in  the re la tiv e  share over these periods im plies an

increase in  re la t iv e  im portance w hich  has been pu t on fe r t i l iz e r  as an in p u t in

ra is ing  a g r ic u ltu ra l p ro d u c t iv ity .  As observed in  the Th ird  P la n , "Experiments so

fa r  conducted on the soils o f both East and West Pakistan have shown tha t the use

o f fe r t il iz e rs  is one o f the qu ickest and perhaps cheapest means fo r increasing a g r l-

28
cul t.ural p ro d u c tio n . "

In  order to ascerta in the p ro d u c tiv ity  o f fe r t i l iz e r  use, a number o f studies

29
have been undertaken . In a recent study Q ura ish i and Khan have attem pted 

to  detemnine the economics o f fe r t i l iz e r  a p p lica tio n  to w heat crops on cu ltiv a to rs ' 

f ie ld s  in the L ya llp u r d is tr ic t o f West Pakistan. 1966-67 was se lected as the period  

o f th e ir s tudy . In  order to check th e ir results, they compared th e ir find ings w ith

28 G O P , P C , The Th ird  F ive -Y e a r P la n , p .403 .

29 Q u ra is h i, B .A . ,  and K han, M . J . ,  " Economics o f F e rt il iz e r  A p p lic a tio n  to 
W heat C ro p : The Resulls o f a Survey in CyaTl^ur DÏs tn t a k i s ta n D e ve I op -
ment R eview , Spring 1970, p p .8 8 -9 9 .
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30
those o f some o the r studies. The Q ura ish i-K han  study shows tha t "the  w e ighted 

average y ie ld  per acre o f fe r t i l iz e r  users and non-users was 17 and 11 mounds, 

re s p e c tiv e ly . The increase in  y ie ld  due to fe r t i l iz e r  was 6 mounds per acre , or 55 

per ce n t. The w e igh ted  average y ie ld  per acre o f fe r t i l iz e r  users was 19, 15 and 

15 mounds and tha t o f non-users 13, 9 and 9 mounds in  the case o f peasant p roprie to rs , 

owner tenants and tenanis, re sp e c tive ly . Thus the average y ie ld  fo r the fe r t i l iz e r  

users fo r  each ca tegory o f farmers is very s ig n if ic a n tly  h igher than fo r the correspond-

31
ing  ca tegory o f fe r t i l iz e r  non-use rs ." They also tried  to determ ine the re la t io n ­

ship between fe r t i l iz e r  dose and y ie ld  per a c re . The corre la tions trie d  fo r  Y (y îe ld  

per acre) on X  ( fe r t i l iz e r  per acre) was found s ig n if ic a n t a t I per ce n t le v e l, 16!

observations fo r  the month o f December gave Y  = 8 .8 6  + 0 .196X , the co rre la tion
(0 .097 )

c o e ff ic ie n t be ing  + 0 .5 2 5 . 100 observations made in December + January gave

Y  = 6.16 + 0.34-3X, the co rre la tion  c o e ff ic ie n t being + 0 .6 0 3 . The regression 
(0.123)

c o e ff ic ie n t represents the corresponding increase in  y ie ld  due to the add itio n  o f one 

pound o f fe r t i l iz e r  dose (nutrients) as being 0.196 and 0 .3 4 3  mounds, or 16 and 28

30 The studies re ferred are: (1) A hm ad, S. and A  .Sodager, F e r t il iz e r  T ria ls  on 
M ex ican  W heat in  W est P ak is tan . M im eographed paper presented a t the 
Regional Conference o f ESSO (Pakistan) F e rt il iz e r  C o . L td . ,  L y a llp u r. (2)
P akis tan , M in is try  o f Food and A g r ic u ltu re , Survey Report on Use o f F e rt il iz e r  
in  P akis tan . (R aw a lp ind i: D irec to r o f A g r ic u ltu ra l Economics and S ta tis tics ,
M in is try  o f Food and A g r ic u ltu re , A p r il 1961). (3) P ak is tan , P lanning Commission, 
Economics o f the Use o f F e r t il iz e r  (K a rach i: A g r ic u ltu ra l S ec tion , P lanning 
Commission, 1959). (4) T u fa il, M . , Some Studies regarding the Use o f Manures
and F e rtilize rs  by the Farmers in L ya llpu r Tehsîl. M .S c .  (A g ricu ltu re ) thesis submitte« 
to  the West Pakistan A g r ic u ltu ra l U n ive rs ity , L y a llp u r, in  1962. (5) U n ited  
States, Departm ent o f In te r io r Panel on W aterlogg ing and Sal in i1y in  West 
P akis tan , Report on Land and W ater Development in  the Indus P lo in(W ashing ton , 
D .C . :  The W h ite  House Depari-ment o f In te r io r , 1964). Most commonly known as 
Revel le R eport. (6) W ahhab, A . ,  "G ro w  M ore Food I I ,  F e rt il iz e r  T ria ls on 
C u ltiv a to i’s F ie ld s ," A g r ic u ltu re  Pakistan , M a rch , 1959.

31 Q u ia is h i,  B .A . ,  and K han , M . J . ,  ib id ,  p . 92 .
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pounds în case o f fe r t i l iz e r  a pp lied  în December and December + January, respect­

iv e ly .  Since the Q ura ish i-K han  study is based on a more prosperous area, th e ir 

find ings must be treated w ith  caution  when making any g e n e ra liz a tio n . But even 

on an a ll-W e s t Pakistan basis i t  has been stated in the Revel le report th a t, "the

fe r t i  1 izer-response c o e ff ic ie n t fo r  w heat in  Pakistan had Sfhown 9 pounds return per

32
pound o f p la n t n u trien t a p p lie d ."  The find ings by Q ura ish i and Khan reveal

tha t the m onetary re turn  per rupee spent on fe r t i l iz e r  a t a 35 per cent subsidized

ra te  and a t fu l l  cost was Rs. 7 .8 5  and Rs. 5 .1 0 , re sp e c tive ly . The find ings are

h igher than those reported by the M in is try  o f Food and A g r ic u ltu re  (Rs. 2 .8  a t

subsidized rate) and T u fa il (Rs. 4 ,7  a t subsidized ra te ), but the results are "close

to the results reported by Ahmad and Sodager, who stated tha t the monetary return

33
per rupee spent on fe r t i l iz e r  was 7 or 8 rupees in some cases."

I t  thus seems tha t the increase in a llo ca tio n  fo r  fe r t i l iz e r  is ju s t if ie d . W hat 

amount o f subsidy ought to  be g iven fo r  fe r t i l iz e r  in  the form o f d ire c t government 

assistance is , how ever, not ve ry easy to say. The best th a t can be suggested is tha t 

efforts should be made to ensure tha t n o n -a v a ila b ility  o f fe r t i l iz e r  does not stand 

in  the w ay o f adequate use. This w il l  necessitate a g reat improvement in  the 

d is trib u tio n  o f fe r t i l iz e r .  Instead o f p rov id ing  subsidies in  the form o f lower p riced  

fe r t i l iz e r ,  an im portan t a lte rn a tiv e  may be to provide  c re d it to the farm er in  the

32 Q uoted in  ib id ,  p . 9 2 .

33 Ib id ,  p .9 5 .

34 A cco rd ing  to Papanek, "Two major causes o f inadequate fe r t i l iz e r  use were 
adm in is tra tive  fa ilu re  to p rov ide  c re d it, and fa ilu re  to make fe r t i l iz e r  re a d ily  
a v a ila b le ."  C f.  Pakistan's Developm ent, o p .c i t . ,  p . 170.
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35
form o f fe r t i l iz e r  its e lf .  Studies, how ever, w il l  be necessary before undertaking 

a f in a l course o f ac tion  .

M e c h a n iz a tio n . W h ile  the case fo r a h igher a llo c a tio n  fo r fe r t i l iz e r  appears 

obvious, the case fo r m echan iza tion  is not so. As early  as 1951-52, the Pakistan 

A g r ic u ltu ra l In q u iry  Com m ittee discouraged rap id  m echan iza tion . Im p lic it ly  based 

on fo re ign  exchange shortage and labour-surp lus considerations, the Committee obser­

ved tha t " i t  w ould  be unwise to fo llo w  e x a c tly  the same patte rn  o f rap id  trans ition

from anim al to trac to r power as adopted by the (d e ve lo p e d )co u n tr ie s ..............  I t

is estim ated tha t com plete farm m echanization w ou ld  rep lace a t least 2 out o f 3 

labourers. Such a change in  a g ricu ltu ra l economy m ight create a serious problem 

o f unem ploym ent. C aution against too rap id  m echanization is , the re fo re , needed 

in  se ttled  areas as industria l developm ent w il l  take considerable tim e to absorb the surplus 

labou r. We must, the re fo re , develop m echanization to su it our own c o n d itio n s ."

But in  the report o f the Food and A g r ic u ltu ra l Commission subm itted in  I960 , the case 

fo r m echan iza tion  seems to have been recommended. A cco rd ing  to this re p o rt,

"there  are strong reasons fo r exam ining the case fo r  m echan iza tion . In judging 

its va lue there is need to assess whether its use may not earn or save fa r more 

fo re ign  exchange than its im porta tion  costs and , by increasing p roduc tion , create 

fa r more jobs in the long run than i t  d isp laces. I t  is true tha t in  Pakistan in d u s tr ia l-

35 A  recen t study by Leonard ind icates tha t " fe r t i l iz e r  subsidy is in  fa c t  an econom ic 
ren t and tha t a more e ffe c tiv e  method o f s tim u la ting  fe r t i l iz e r  sales m ight be 
through the c re d it system. This w il l  depend on the exten t to which c re d it acts
as a substitu te fo r the subsidy and the exten t to  ich  new users are stim ula ted 
by the c re d it fa c i l i t ie s .  " Leonard, P . L . ,  "A N o te  on the Demand fo r F e rt iliz e r  
in  W est Pakistan , " Pakistan Developm ent R e v ie w ^W in te r l% 9 ,  p ,42 4 .

36 G Œ  , M in is try  o f Food and A g r ic u l tu re . The Report o f the Pakisian A g r ic u ltu ra l 
Com m ittee 1951-52. Q uoted in  Kaneda, H . ,  "Economic Im p lica tions of the"” 
"(Sreen Revol u tîon ' and the S trategy o f A g r ic u ltu ra l Developm ent în West 
P a k is ta n ," Pakistan Developm ent R eview , Summer 1969, p . 123.



îza tîon  has not reached a stage Wn ere popu la tion  displaced from the land can eas ily  

f in d  em ploym ent. When ind iv id ua ls  are d isp laced , real human problems are created 

but these in d iv id u a l cases o f hardship have to be compared w ith  the prospect o f 

pove rty  and unem ploym ent faced  by the coun try , i f  a g r ic u ltu ra l production  is not 

increased

Thus i t  appears tha t the m echan iza tion-issue needs a thorough cons ide ra tion .

M any factors such as labour-surp lus, increase o f o u tp u t, saving considera tion ,

a lte rn a tiv e  use o f investm ent fu n d , e tc . ,  need to be considered. F o llow ing  our

approach o f the c r ite r io n  o f socia l p ro d u c tiv ity  what is required  is to estimate the

38
socia l costs and benefits o f m ech an iza tion . R ecently , Bose and C lark attem pted 

to make an analysis on a s im ila r approach. They have tr ie d  to  estimate both d ire c t 

and in d ire c t costs and benefits o f m echanization in  West Pakistan . They found tha t 

w h ile  net p r iva te  benefits o f m echanization are p o s itiv e , ne t socia l benefits are 

n e g a tive . For the estim ate they considered a 12 per cent annual ra te  o f growth 

o f m echan iza tion , as has been recommended by the P lanning C e ll o f the A g r ic u ltu ra l 

Departm ent o f the Governm ent o f West Pakistan . "As an illu s tra tio n  o f the im p lica tions 

o f this recom m enda tion ," the Bose-C lark study shows th a t, " in  1975 the d ire c t 

costs to soc ie ty  o f such a programme would be about 330 m illio n  rupees, and the 

d ire c t benefits  w ou ld  be around 200 m illio n  rupees. Thus, the net d ire c t socia l cash 

f lo w  in  th a t year w ou ld  be about minus 130 m illio n  rupees. S im ila r ly  fo r o ther yeoi3

37 G O P , M in is try  o f Food and A g r ic u ltu re , The Report o f the Pakistan Food and 
A g r ic u ltu re  Commission (K a rach i: M anager oF F ub licatïonr^n9^6Dy,7p.106. 
Q uo te d  in K aneda, H . ,  ib id ,  p . 124,

38 Bose, S .R , and C la rk  I I ,  E .H . ,  " Some Basic  Considerations on A g r ic u ltu ral 
M echan iza tion  in  West P ak is tan , P a k is ta iT 'D e v iT o ^e n t R eview , Autumn 
l9 6 9 7 p p ;2 7 3 -9 7 T “  ”



the d ire c t socia l benefil-s would  be considerably sm a lle r than d ire c t socia l costs.

M o re o ve r, the in d ire c t soc ia l costs, m a in ly  aris ing from throw ing large numbers o f farm

labourei-s ou t o f em ploym ent, may be considered much g reater than the possible in d ir -  

39
e c t b e n e fits ."

How fa r  the Bose-C lark study can be accepted as d e f in it iv e  is a m atter o f o p in io n . 

The ir model is based on a number o f assumptions, such as the p o ss ib ility  o f im proving 

present techn iques, the scope o f p a rtia l m echan iza tion , e tc . ,  and they themselves 

were aware o f the lim ita t io n s . In a deve lop ing  economy l ik e  Pakistan w h ich  is 

desirous to raise the investm ent ra t io ,th e  saving im p lic a tio n  o f m echan iza tion  is an 

im portan t cons ide ra tion . I t  w ould  seem tha t Bose and C la rk  have fa ile d  to seriously 

consider the  im p lic a tio n  o f th is im portant a s p e c t H o w e v e r ,  the ex ten t o f the 

nega tive  net socia l b e n e fit is so large tha t i t  leaves room fo r questioning the ra tiona le  

o f a h igher p u b lic  sector a llo c a tio n  fo r m echan iza tion . F u rthe r, in  East Pakistan 

where the unemployment problem is more acute (Background Table 4 ) ,  the net socia l 

b e n e fit o f  m echan iza tion  may appear worse.

39 Bose, S .R .,  and C la rk  I I ,  E .H . ,  o p .c i t . ,  p .294 , I t  may be mentioned tha t a 
q u ite  opposite hypothesis has been presented in a recen t survey Report (G O P , 
Departm ent o f M a rke ting  In te llig e n ce  and A g r ic u ltu ra l S ta tis tics , Survey Report 
on Farm Pow er, M ach ine ry  and Equipment in P akis tan , December T967). H i e  
R^eport con cl udes thFf^mec hanTzid cuTfivation m West Pakistan is econom ical and 
ffiore advantageous than b u llo ck  farm ing because cost per cu ltiv a te d  acre in case 
o f trac to r is Rs, 9 6 .0 0  and o f b u llo ck  Rs. 131.82, S im ila r ly , fo r  East Pakistan, 
m echanized c u lt iv a tio n  has been found econom ical and advantageous over b u llo c k  
c u lt iv a t io n .  But i t  needs to be mentioned tha t the precond itions (inc luded  in
the Report in  the form o f suggestions) invo lve  a number o f things in c lu d in g  long­
term c re d it a t subsidized ra te ,subsidy on m echan iza tion , ir r ig a t io n , m arketing 
e tc .  Further i t  seems ce rta in  tha t the Report is based on m arket prices and has 
l i t t le  idea o f the b ig  socia l costs invo lved  in m echanized c u lt iv a tio n  as studied 
by Bose and C le rk ,

40 Their main excuse is tha t i t  is d i f f ic u l t  to  p red ic t the savings behaviour o f the 
fu tu re  a g r icu ltu ra l ca p ita lis ts .



In the con tex t o f an a ll o ca t ion problem what one should aim fo r is to ach ieve  

the best a llo c a tiv e  use o f the lim ite d  investm ent fu n d . Since resource uses are 

com p e titive  w ith  each o th e r, p a r tic u la r ly  in  a coun try lik e  Pakistan where the invest­

ment fund is h ig h ly  lim ite d , i t  is natura l tha t m echanization w i l l  tend to  reduce the 

fund a v a ila b le  fo r o the r a lte rna tives  w ith  a h igher p ro d u c tiv ity  such as fe r t i l iz e r ,  seeds, 

e tc . So w hat must be done is to keep the a llo ca tio n  fo r m echanization in ch eck .

But look ing  a t T ab le  7 .3  i t  does not seem tha t this has been fo llo w e d . N o separate 

estim ate o f m echan iza tion  is a v a ila b le  from the figures as shown fo r the F irst Plan 

In the Second P la n , o f the  to ta l p u b lic  sector a llo ca tio n  fo r a g ricu ltu re  the re la tiv e  

share o f m echan iza tion  is 3 per cent; in  absolute figu res , the size o f a llo c a tio n  is 

Rs. 7 0 ,2 4  m il l io n .  The actua l im plem entation was, how ever, much h igher than the 

Plan a llo c a tio n ; the to ta l estimated expenditu re  is found to be Rs. 115.35 m illio n  

w h ich  means tha t the percentage im plem entation fo r m echanization during the 

Second P lan was 164 per c e n t I n  the Th ird  P la n , the re la tiv e  share o f mechan­

iz a tio n  was increased to  10 per c e n t. This is in  comparison w ith  a 2 per cent share 

a llo ca te d  fo r seeds w h ich  is now be lieved  to be one o f the h ig h ly  p roductive  inpu ts . 

F o llo w in g  the socia l p ro d u c tiv ity  test one may thus reasonably question the emphasis 

put on m echan iza tion .

I t  should be m entioned tha t the above analysis does not mean tha t there is 

no room fo r  m echan iza tion  whatsoever, or tha t D G A p o lic y  should not operate in

41 The F irst Plan shows an a llo c a tio n  o f Rs. 318 m illio n  fo r "O th e rs " under the 
heading "F ie ld  C rops," I t  seems tha t the a llo ca tio n  is meant fo r the items 
lik e  m echan iza tion , soil surveys, p la n t p ro tec tion  e tc . From the a llo c a tio n  as 
found fo r the Second and Th ird  P lans, one may guess tha t a large part o f the 
to ta l under the group "O th e rs " in the F irst Plan was fo r p la n t p ro te c tio n .

42 G O P , PC , F inal Evaluation  o f the Second F ive -Y e a r P Ian, p .  183.



this f ie ld .  Taking the f irs t p o in t i t  may be mentioned tha t our analysis regarding

m echan iza tion  is more appropria te  to trac to r-m echan iza tion  in  so fa r as i t  competes

w ith  labou r-use . I f  m echan iza tion  can be made com plem entary to labou r, its

43
im portance cannot he den ied . So fa r as the ro le  o f d ire c t governm ent assistance 

is concerned, the main issue centres around the w ide  d ivergence between socia l and 

p riva te  p ro f i ta b i l i t y .  Factor p rice  divergence p re va ilin g  in Pakistan (A ppend ix A ) 

im plies th a t m echan iza tion  in v o lv in g  more ca p ita l and fo re ign  exchange w i l l  under­

va lue the cost to  the p riva te  sector unless the d ivergence can be corrected through 

ta x a tio n . U n fo rtu n a te ly , as found in Chapter 4 ,  the taxa tion  p o lic y  has not ye t 

been framed to take in to  account the d ivergence between soc ia l and p riva te  p ro f i t ­

a b i l i t y ,  and the tax on machines lik e  tractors remains very low  (20 per cent in East 

Pakistan and 25 per cen t in West P akistan.) But in  order to co rrec t the s itua tion

i t  has been estimated tha t a tax o f w e ll over 100 per cent on tractors w ould be 

44
necessary. A lte rn a t iv e ly ,  D G A -p o lic y  may be d irected  fo r subsidizing labou r.

But considering the large number o f labourers invo lved  in  a g r icu ltu re  i t  seems tha t 

i t  w ou ld  be beyond the a b i l i t y  o f the economy to execute such a p o lic y .

In conc lud ing  this Section i t  may be observed tha t the a llo c a tio n  o f d ire c t 

governm ent assistance among d iffe re n t uses is very im po rtan t. The subsidy elem ent 

in vo lved  here w i l l  in fluence  both aggregative  and a llo c a tiv e  aspects o f investm ent 

decis ions. In Section 11, the im pact o f DGA on regional investm ent ra tio  was s lig h tly

43 As has been observed by Bose and C la rk  (o p . c i t .  p . 296), "In troduc tion  of
m echanical power should be made when i t  is com plem entary to labour and also
when i t  may be necessary fo r ce rta in  operations w h ich  fa l l in the peak season o f 
labour shortage. There is also scope fo r im proving tra d itio n a l p loughs, harrows, 
and other implements fo r cu ltu ra l operations to be done be tte r and fa s te r."

44 Bose, S .R .,  and C la rk  I I ,  E .H . ,  o p .c î t .  p .296 , I t  seems tha t in  East Pakistan
the tax  ra te  w i l l  have to  be h igher i f  tractor-use  gives rise to h igher d isplacem ent
o f labour w h ich  is re la t iv e ly  cheaper in  this region than in  West P akistan .



touched upon. Here i t  is probab ly s u ff ic ie n t to mention tha t the in te r-re g io n a l 

a llo c a tio n  o f DG A in a g ricu ltu re  should take in to  account p u b lic  investm ent fo r 

w a ter developm ent as w e l l . Figures fcr the Second and Third  Plans show th a t, e xc lu d ­

ing  p u b lic  investm ent fo r w ater developm ent in in te r-re g io n a l investm ent fo r a g r i­

cu ltu re  in  the governm ent sector East Pakistan and West Pakistan have rece ived  

45
almost equal shares. B ut, as found in Chapter 5 , a large p u b lic  sector programme 

fo r w ater developm ent has been im plem ented in West P ak is tan . This may be la rg e ly  

responsible fo r the tremendous success o f a g ricu ltu ra l developm ent in  this region

D G A as a P o lic y  Instrument

In Sections II and 111, the need fo r d ire c t assistance in general and the ra tio na le  

o f a llo c a tio n  o f d ire c t government assistance (D G A ) in  a g r icu ltu re  were discussed, 

re s p e c tiv e ly . O ne im portant question w h ich  needs serious consideration may be 

b r ie f ly  stated as: W hat type o f p o lic y  instrum ent is D G A ?  L im ited  know ledge and 

experience in  Pakistan in  this f ie ld  is a great h indrance in  the way o f ob ta in ing  any 

d e fin ite  conclusions. Inform ation  a va ila b le  allows one to  make o n ly  a few  q u a lita tiv e  

rem arks. H ow ever, this lim ita tio n  is n o t p ecu lia r to P ak is tan , but refers to almost 

a ll underdeveloped coun tries . So fa r as the developed countries are concerned.

45 The to ta l p u b lic  investm ent during the Second Plan fo r a g r icu ltu re  in East and 
West Pakistanwere Rs. 951,78 m illio n  and Rs, 903 ,94  m il l io n ,  re sp e c tive ly .
C f ,  F ina l Evaluation o f the Second F ive -Y e a r P lan , p p .186-87. In the Third  
P la n , p u b lic  investm ent fo r a g ricu ltu re  in East and W est Pakistan were Rs. 1,493 
94 m illio n  and Rs.1,327.31 m il l io n ,  re sp e c tive ly . C f.  P re lim ina ry  Evaluation 
o f the Th ird  F ive -Y ear P la n , p p . 309-10.

46 'Tremendous success' is used here in the general sense o f increase în output 
w ith o u t im p ly ing  the cost in v o lv e d .



an im portant work in  the f ie ld  o f f in a n c ia l inducement fo r encouraging p riva te  

investm ent w ith  re ference to reg iona l developm ent in G reat B rita in  and Canada has 

been carried  out by Professor W ilson . In considering the d iffe rence  between 

Pakistan and the countries dealt w ith  by Professor W ilson , his conclusions, o f course, 

must be taken w ith  cau tion  in  the present w ork. However, some reference to 

i t  is p robab ly not w ith o u t s ig n ifica n ce , since there is an im portant s im ila r ity  in  the 

strategy o f deve lopm ent, tha t is, to encourage p riva te  investm ent.

In any exam ination o f D G A  as a p o lic y  instrument one needs an idea o f the 

costs in vo lved  in  such a p o lic y . In o ther words, g iven the b en e fit we need to know 

what costs are invo lved  in  government assistance in  comparison to those in o ther 

p o lic ie s . A n  im portant d iffe re n ce , however, should be made between gross and net 

costs. The e n tire  amount g iven in the form o f d ire c t assistance is gross cost to the 

governm ent. In order to get an idea o f the net cost we need to exclude the amount 

tha t w i l l  be paid  back, say in  the form o f the repayment o f a loan w ith  in te rest, 

the ren t o f industria l estates and so on. O ne may even go fu rthe r and consider the 

net increase in  ou tpu t due to d ire c t assistance. For exam ple, the output e ffe c t 

o f fe r t iliz e r-u s e  was found to  be ve ry  h ig h . W ith  reference to the P IC IC  loans 

i t  was found e a r lie r tha t one rupee m obilizes Rs. 1.17 o f p riva te  funds. So ind ica tions 

are tha t i f  p roperly  app lied  the net cost o f D G A  p o lic y  should not be ve ry  h igh . 

Further, i f  d ire c t government assistance can be m anipulated to take away fund from

47 W ilson , T . ,  Polic ies fo r Regional Developm ent, op. c it .

48 It should also be mentioned tha t w h ile  Professor W ilson 's study refers to
a ll types o f fin a n c ia l inducements we are here m a in ly  interested w ith  d ire c t 
assistance o n ly .
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the consump tî on -secto r and d ire c t i t  to the investm ent-secto r, i t  w i l l  help to

raise the investm ent ra tio  o f the econom y, and the net cost o f DG A may even appear

n e g a tive .

A t  the beg inn ing o f this C hapter, a comparison of assistance was made through 

taxa tion  p o lic y  and D G A . To a firm  re ce iv in g  assistance, i t  does not m atter much 

w hat type o f assistance is g iven so long as the firm  continues to rece ive  the amount 

w ith o u t d i f f ic u l ty .  W hat matters most is the percentage o f the to ta l cost covered 

by the f in a n c ia l assistance. An indus tria l firm  in Pakistan can expect government 

assistance through the provisions o f a tax h o lid a y , acce lera ted  d e p re c ia tio n , loans, 

e q u ity  p a r t ic ip a tio n , e tc . To an enterprise engaged in a g r ic u ltu re , the government 

assistance is p rovided through the subsidy g iven to a g ricu ltu ra l inputs , government 

c re d it ,  p rice  guarantee e tc . From the in form ation  a va ila b le  for Pakistan i t  is very 

d i f f ic u l t  to  determ ine w hat percentage o f cost is being covered through subsidy. 

Professor W ilson 's estimate in the con tex t o f G rea t B rita in  does no t show tha t the 

subsidy p rov ided  to  an industria l firm  is very substantia l, as is ev iden t from the 

fo llo w in g  observation : " I t  has been estimated th a t, when a llow ance  is made fo r 

assistance o f a ll k inds, firms în the developm ent d is tric ts  o f G re a t B rita in  provided 

about fo u r- f if th s  o f the ca p ita l employed from th e ir own resources over the years 

1960-62, when a llow ance  is made, as w e ll as may be, fo r a ll  forms o f assistance.

49
Elsewhere in  G re a t B rita in  the percentage was about n in e -te n th s ."

I t  does not seem tha t Pakistan has fo llo w e d  any scheme o f p rov id ing  investm ent 

g rants. G overnm ent loans w h ich  have been provided through the spec ia lized

49 W ilson , T . ,  P o lic ies  fo r Regional Developm ent, p ,6 7 .



50
credîl- msMtuMons have no t been very s ig n if ic a n t. This may be due p a rtly  to

less confidence  in the effectiveness o f d ire c t government assistance as an instrum ent

o f resource a llo c a t io n .  This may also p rovide  an im portant exp lana tion  fo r resorting

to such measures as the p ro tec tion  o f industries through im port con tro ls , and thus

assure the success o f indus tria l developm ent by a llo w in g  p riva te  enterprise to en joy

a h igh ra te  o f re tu rn . These iypes o f measures come w ith in  d ire c t contro ls and

are not g e n e ra lly  encouraged under G A T T . They have also the added disadvantage

51
tha t there does ex is t the p o ss ib ility  o f misa I loca tion  o f resources. By contrast,

f in a n c ia l inducem ent through taxa tion  p o lic y  and d ire c t assistance are supe rio r,

as has been remarked by Professor Lew is: "M uch the best w ay o f  ensuring the success

o f a production  programme is to  tax the a c tiv it ie s  one wishes to  d iscourage, and to
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subsidize (in  one w ay or another) the a c tiv it ie s  one wishes to enco u ra ge ,"

50 See Papanek (o p . c i t ,  p p . 87-91) fo r  his remarks about the P IC IC  and IDBP 
w h ich  p layed  a small ro le  in  Pakistan's industria l developm ent e sp e c ia lly  a t 
the e a r ly  phase. So fa r as the a g r ic u ltu ra l sector is concerned, the main 
sources o f c re d it are the  friends , re la tive s , v illa g e  m oneylenders, e tc . , and
the co n trib u tio n  o f the governm ent source has remained n e g lig ib le ,  Rahman found 
tha t over 85 to 90 per cent o f farm  loans is provided by the p riva te  m oneylenders, 
C f,  Rahman, M ,S , ,  "A  Study of  Farm C red it w ith  p a rtic u la r re ference to Pakistan^ 
Unpublished B. L î t t .  thesis, G 1 asgow U n ive rs^y  , p 7515.
In connection  w ith  industries, some subsidy seems to have been p rovided through 
the PI DC w h ich  was discussed in Chapter 6 as a ve h ic le  o f d ire c t governm ent 
und e rtak ing . Here the mechanism o f p rov id ing  subsidy is through tak ing  p riva te  
parties as partners in the PI DC ventures and the government absorbing the 
in te res t charges, management costs and even losses.
H ow ever, when loans are provided in fo re ign  exchange, the subsidy obta ined 
by the p riva te  sector is substantia l because o f the h ig h ly  underva lued fo re ign  
exchange ra te ,

51 In the con tex t o f P akis tan , misai lo ca tio n  o f resources seems to have been m a in ly  
in  the forms o f d istorted industria l structure and u n d e r-u tiliz a tio n  o f c a p ita l.
The pegged exchange ra te  a long w ith  the b lanke t p ro tec tion  g iven to home 
industries are c h ie fly  responsible fo r the deve lopm ent. C f.  W inston, G .C . ,  
"O v e r in v o ic in g , U n d e ru tiliz a tio n , and D istorted indus tria l G ro w th , " Economic 
J o u rn a l, M a rch , 197l, p p . 3 6 -5 8 .

52 Lew is , W ,A , ,  TheTheory o f Economic G ro w th , p . 390,



By emphasising the case fo r f in a n c ia l inducem ent we should n o t, how ever, 

ignore the po te n tia l disadvantages o f the p o lic ie s . F irs tly , from econom ic consider­

a tions , one cannot support permanent subsid ization e ith e r through tax p o lic y  or 

d ire c t assistance. The main o b je c tive  o f the assistance is th a t the enterprise 

concerned has the p o te n t ia li ty  o f growth and w il l  be ab le  u lt im a te ly  to stand on 

il's own fe e t .  But one cannot deny tha t ce rta in  areas, sectors or industries have a 

com parative  disadvantage over o the rs , A  p o lic y  o f permanent subsid iza tion  may 

im p ly  tha t 'an a ttem p t is being made to  o ffset in  this w ay the disadvantages o f 

w hat was, and always w i l l  b e , a somewhat unsa tis facto ry ' a rea , sector or in d u s try ,*  

S econdly, in  an economy lik e  Pakistan, the o b je c tive  o f any p o lic y  should be to 

co rrec t th e  s truc tu ra l d isequ ilib rium  p re va ilin g  in the econom y. F o llow ing  our 

exercise in A pp e nd ix  A ,  i t  is e v id en t tha t in  order to ach ieve  s tructura l e q u ilib r iu m  

labour-em ploym ent should be encouraged and the employm ent o f ca p ita l and fo re ign

exchange should be d iscouraged. F inanc ia l inducem ents, p rov ided  aga inst ca p ita l

53cos t, instead o f he lp ing  to co rrec t the d isequ ilib rium  may make i t  worse.

Thus, both tax  p o lic y  and d ire c t assistance as instruments o f f in a n c ia l assistance

are no t fre e  from d e fe c ts . But the taxa tion  measure has some added disadvantage

in tha t i t  works as a weak in c e n tiv e , even where i t  has worked e ff ic ie n t ly  as a 
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d e te rre n t. The ine ffectiveness o f a iex  h o lida y  to increase investm ent in East 

Pakistan as observed e a r lie r ,  is a case in  p o in t. On the o ther hand, the tremendous

53 A  q u a lif ic a t io n  is necessary because the fin a n c ia l inducements o ffe red may be 
cond itioned  by the number o f jobs crea ted , re s tr ic tiv e  use o f fo re ign  exchange, 
e t c , ,  w h ich  may help to co rrec t the d ise q u ilib riu m ,

54 U , N , ,  W orld  Economic Survey 1967, p ,4 2 ,

*  Q uo ted  from W ilso n , T , , o p , c i t .



success o f a g ricu ltu re  in  West Pakistan is a ttr ibu ted  m a in ly  to the large p u b lic  

sector programme in c lu d in g  irr ig a tio n  w h ich  has been channe lled  in the form o f 

d ire c t government assistance.

In comparison to a tax h o lid a y , d ire c t assistance through government grants 

and loans has a special advantage fo r p rov id ing  assistance to small enterprise, both

55newcomers and those w h ich  are a lready established. N o t o n ly  th is , grants and 

loans also d ire c t ly  he lp  the small concerns to gain the benefits from tax  concessions. 

A ccord ing  to Professor W ilson: "The usefulness o f such loans is l ik e ly  to be a ll the 

greater because tax concessions, w h ich  may strengthen the l iq u id ity  o f a firm  which 

has more than one fa c to ry  and is a lready p ro fita b le , are not l ik e ly  to p rov idenuch  

in it ia l he lp  to a small concern tha t has just started o p e ra tio n s ."

The above conclusion seems to be o f special s ig n ifican ce  In Pakistan. In 

Chapter 6 , w h ile  discussing the inadequacy o f p riva te  investm ent in  ach iev ing  the 

target ra te  o f growth fo r East Pakistan i t  was observed tha t the developm ent o f 

Bengalee enterprise may be he lp fu l fo r the growth o f p r iva te  investm ent in tha t 

p ro v ince . In Section II o f the present Chapter i t  was found tha t credits o ffered by
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the commercial banks have concentrated in  a few  large accounts. It may therefore be

55 Professor W ilson observed tha t " I t  is rather the sm alle r concerns both new­
comers and firm s a lready  establîshedîn the area, tha t may b e n fit from the 
add itio n a l source o f c re d it . "  P o licy  for Regional D evelopm ent, p . 61.

56 Ib id , p . 61.

57 As la te  as 1968-69, the highest concentration o f advances remained in
the range o f Rs. 10 m illio n  and above. Loan accounts In this group numbering 
91 at the end o f June 1969 absorbed Rs. 228 .55  (24.16 per cent o f the to ta l) .  
C f. State Bank o f Pakistan B u lle tin , March 1970, p . x x l .



argued tha t in  order to f u l f i l  the o b je c tive  o f encouraging p riva te  enterprise , 

e sp e c ia lly  Bengalee enterprise in  p a rtic u la r and small enterprise in gene ra l, d ire c t 

governm ent assistance in the form o f c re d it and fore ign exchange may p la y  an 

e ffe c tiv e  ro le .

E arlie r in this C hapte r, the ro le  o f d ire c t government assistance in resource 

a llo c a tio n  fo r establish ing structura l equ ilib rium  was m en tioned . I t  is true tha t 

a t the present stage o f the economy i t  w i l l  be p a r t ic a lly  impossible to  subsidize 

labour-em ploym ent in the w ho le  p riva te  secto r. This should n o t, how ever, deny 

the s ig n ifican ce  o f the  p o lic y ,  i t  provides an im p lica tio n  w h ich  needs to be 

compared w ith  the ro le  o f taxa tion  p o lic y .  I t  is apparent tha t inducem ent through 

tax  p o lic y  lin k in g  assistance to ca p ita l expenditure w il l  have the e ffe c t o f encourag­

ing c a p ita l- in te n s iv e  industries. Such a bias is l ik e ly  to be aggravated in the face 

o f the concea led subsidy w h ich  exists in the rate o f borrow ing in P akis tan . I t  is 

true tha t a prospective  increase in employment may be put fo rw ard  as a c rite rio n  

fo r p ro v id ing  a tax h o lid a y  or acce lera ted  d e p re c ia tio n . But the p ra c tica l d i f f ic u l t ­

ies o f a pp ly in g  such a c rite rio n  must be re a liz e d . The case fo r an increase in the 

ra te  o f in te rest has a lready been argued . So fa r as the wage ra te  is concerned 

i t  was m entioned tha t i t  w ould be d i f f ic u l t  to low er the wage le v e l.  Consequently 

the case fo r some d ire c t assistance in the form o f an Employment Premium a t least 

in  the indus tria l sector w i l l  need to be considered i f  labour-use is to be encouraged. 

By suggesting th is i t  is not im p lied  tha t DGA a lone can ach ieve  a ll tha t is requ ired . 

F irs t ly , the co -ope ra tion  of other p o lic y  measures w il l  be re q u ired . Secondly, 

the face  va lue  o f d ire c t assistance does not necessarily im p ly  its ac tua l va lue to a
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p riva te  en te rp rise . The second p o in t, how ever, invo lves the f irs t in  the sense 

tha t in  order to assure the real va lue  o f say, a government g ra n t, -  or fo r tha t 

m a tte r, any d ire c t assistance -  equal to its face  v a lu e , adjustm ent o f other p o lic y  

measures w il l  be necessary.

In conc lus ion , i t  may be stressed once again tha t the analysis o f d ire c t govern­

ment assistance does not mean tha t a ll tha t matters is D G A . In fa c t ,  fo r the success 

o f the developm ent strategy as has been adopted fo r Pakistan, a jud ic ious w ork ing  

o f a ll p o lic y  measures th a t are found to be su itab le  should be undertaken , As fa r 

as DG A p o lic y  its e lf is concerned, i t  is found tha t there is room fo r opera ting  the 

p o lic y  to help  in  a ch iev in g  the developm ent ob jec tives-o f the co un try . Indeed, 

in  some form  or other the p o lic y  has been operated in  Pakistan. But i t  does not 

seem tha t any serious conscious e ffo rt has been made to im prove the effectiveness 

o f the p o l ic y .  O ur analysis shows tha t i f  p roperly  pursued the DG A p o lic y  can be 

worked in  both d irec tions : ra is ing  the investm ent ra tio  and d ire c tin g  the investm ent 

in  the manner desired. I t  is true tha t lim ite d  know ledge and experience d id  not 

perm it a rigorous analysis o f DG A and the conclusions w il l  need fu rthe r tests. But 

i t  is hoped tha t the present analysis has focussed on an im portant issue w h ich  should 

a ttra c t the a tten tion  o f the planners o f P ak is tan .

58 In the con text o f developm ent area o f G rea t B rita in , Professor W ilson has trie d  
to estim ate the va lue o f government grant in  comparison to its face v a lu e . He 
takes a s im p lifie d  exam ple w ith  in it ia l f ix e d  cap ita l costs o f £ 1 ,000 ,000 , The 
I ife  o f the p ro je c t is assumed 10 years. He supposes tha t 25 per cent o f the 
ca p ita l costs is g iven as an in it ia l grant and tha t i f  the grant is 'deducted from 
the amount tha t may subsequently be cla im ed fo r ta x , its fu tu re  deprec ia tion  
a llow ances w il l  come to on ly  £75 0 ,0 0 0 . I f  its ca p ita l is to be m ainta ined in ta c t,  i tw  
then /have .to  save from taxed p ro fits  another £ 2 5 0 ,0 0 0 .' Assuming tha t the
firm 's  p ro fits  are taxed a t 50 per cent and tha t fu ture  benefits should be discounted 
a t 6 per ce n t. Professor W ilson found tha t the real re la tiv e  advantage o f a 25 
per cent in it ia l grant to a firm  in  a developm ent d is tr ic t is not 25 per cent but 
o n ly  15.8 per ce n t. C f.  P o lic ies fo r Regional D evelopm ent, p p .5 8 -5 9 .



Chapter 8 

SUMMARY A N D  C O N C LU S IO N S

The main o b je c t o f this Chapter Is to  make a b r ie f rev iew  o f our s tudy. I t  p robab ly  

need no t be m entioned tha t In a study lik e  the present, dea ling  w ith  the ro le  o f govern­

ment developm ent expenditu re  in  an economy lik e  tha t o f P ak is tan , the issues invo lved  

are large and a t times com p lica te d . The main aim has been to concentrate  a tten tion  

on the a llo c a t iv e  side o f the developm ent prob lem .

The C hapter is arranged in  the fo llo w in g  manner: Section 1 enumerates the main 

find ings o f the s tudy. The m ajor lim ita tio n s  of the work are po in ted  o u t in  Section I I . 

F in a lly ,  in  Section  111, fou r im portant p o lic y  im p lica tio n s , as emerge from the s tudy, 

are m en tioned ,

I Findings o f the Study

I . The developm ent s tra tegy o f Pakistan has put emphasis on the growth o f p riva te  

en te rp rise . The increase in and the a c tiv e  ro le  o f government developm ent expenditu re  

is view ed as com plem entary, supplem entary and d ire c tiv e  to p r iva te  investm ent. The 

trend lines observed fo r  the growth o f p u b lic  and p riva te  investm ent in  the period  1949- 

50 to 1969-70 show tha t the rate o f grow th o f p u b lic  investm ent has been fas te r. As a 

percentage o f G N P , p u b lic  investm ent increased from 1.5  per cent in  1949-50 to 5 .2  

per cen t in  1959-60; in  1969-70, the fig u re  was 8 .4  per c e n t. The respective figures 

fo r p riva te  invesinnent are 2 .6  per ce n t, 3 .6  per cent and 5 .7  per ce n t.

2 .  F o llow ing  the H arrod-Dom ar growth m odel, the investm ent growth stra tegy 

aims a t ob ta in in g  the requ ired  investm ent ra tio  (!) g iven the ta rge t rate o f growth (g) 

and the c a p ita l-o u tp u t ra tio  ( k ) . That is , I = g k . Since the average ra te  o f savings



îs low er than the required  investm ent i t  is necessary to ach ieve a h igher m arginal rate 

o f savings than the overage ra te  o f savings. The strategy o f m a in ta in ing  a h igher m arg in­

a l ra te  o f savings is re fle c te d  in  the sectoral growth strategy o f P ak is tan . The industria l 

sec to r, w h ich  is considered to have a h igher m arginal ra te  o f savings, has been encouraged

3 . The economy seems to have a c le a r-c u t regional growth o b je c tive  w ith  a 

h igher ta rge t ra te  o f growth fo r East Pakistan than fo r West P ak is tan . But v iew ing  the 

growth o f the investm ent ra tio  a t a reg iona l leve l i t  does not appear th a t the Perspective 

P lan o b je c tiv e  o f ach iev ing  p a r ity  in  per cap ita  income between East Pakistan and West 

Pakistan by 1985 w i l l  be fu l f i l le d  unless serious efforts are m ade. The task in vo lved  is 

not o n ly  one o f ra is ing  the investm ent ra tio  o f East Pakistan to a leve l h igher than tha t 

o f West P ak is tan , but also o f ra is ing  p riva te  investm ent in East Pakistan to a s ig n if ic a n t ly  

h igher le v e l.

4 .  Based on the m arginal propensities to save, im port and pay taxes in East 

P ak is tan , three a lte rn a tiv e  estimates o f the regional m u lt ip lie r  have been made. I t  is 

found tha t the va lue  o f the reg iona l m u lt ip lie r  in  East Pakistan w il l  l ie  between 0 .89  

and 1 .30 , The h igh m arg inal propensity to im port (between 0 ,5 4  and 0,71) is m a in ly  

responsible fo r such a low  va lue  fo r  the reg ional m u lt ip lie r  in  East P ak is tan .

5 .  In order to consider the  size o f investm ent in  a m ixed econom y, w hat one 

needs is to f in d  an optimum m ix between p riva te  and p u b lic  investm ent. T h e o re tic a lly , 

g iven  the to ta l s ize o f investm ent, such an e ff ic ie n t a llo ca tio n  w i l l  be determ ined by 

the m arginal p ro d u c tiv ity  cons ide ra tion . H ow ever, in  an underdeveloped economy 

l ik e  tha t o f Pakistan where the problem is to raise the to ta l investm ent ra t io ,  the 

assumption o f the g iven  investm ent s ize does not h o ld . Here we face  the problem o f 

m ax im iz ing  to ta l investm en t. This leads us d ire c t ly  to the h)^o thesis tha t p u b lic  in v e s t-



ment may be view ed as supplem entary, com plem entary and d ire c tiv e  to p riva te  inves t­

m en t. So long as governm ent developm ent expenditu re  fu lf i ls  this c r ite r io n , its 

expansion is des irab le ,

6 , A t  the sectora l le v e l,  the idea l p r in c ip le  is to fo rce  expend itu re  in  such a 

d ire c tio n  tha t the m arginal socia l b e n e fit o f each rupee spent is equal everyw here .

I t  is true th a t the a p p lica tio n  o f the co s t-be n e fit c r ite rio n  invo lves numerous d if f ic u lt ie s ,  

bu t i t  must be stressed tha t this c rite rio n  a lone can help  us to  consider s )^ te m a tic a lly  

the costs and benefits  from a lte rn a tiv e  sectora l a lloca tions o f investm ent. H ow ever, 

so fa r as in tra -se c to ra l a llo c a tio n  o f investm ent is concerned, things are n o t so d i f f ic u l t .  

The p roduction  a lte rna tives  are close substitutes w ith in  a sector and ca lcu la tions  o f 

co s t-b e n e fit become com para tive ly  easy. I f  the benefits are e q u a l, the a lte rn a tive  

w ith  the least cost should be selected by app ly ing  the cost-effectîveness approach.

I f  the benefits from d iffe re n t a lte rn a tiv e  investm ent opportun ities are d if fe re n t, the 

problem  can be handled b y  a pp ly in g  the N e t Present V a lue  a n d /o r the In te rna l Rate 

o f Return c r ite r ia .

7 ,  As in  sectora l a llo c a t io n , there  is the necessity o f f in d in g  an e ff ic ie n t 

the o re tica l c r ite r io n  fo r a lloca tin g  government developm ent expend itu re  among the 

reg ions. I t  must be adm itted  tha t to solve the problem of reg ional a llo c a tio n  through 

some d e fin ite  the o re tica l c rite rio n  is not a simple task . I f  the economy concerned 

has a d is tin c tiv e  reg iona l growth o b je c tiv e , os is found in  P ak is tan , the in te r-re g io n a l 

a llo c a tio n  o f governm ent developm ent expenditu re  should re f le c t the reg iona l growth 

o b je c t iv e . I f  separate ta rge t rates o f growth are proposed fo r d iffe re n t reg ions, the 

reg iona l a llo c a tio n  o f government developm ent expenditure  w i l l  be c a lle d  upon to help 

in  ach iev in g  the o b je c tiv e .



8 , The analysis o f the grow th o f governm ent expenditu re  in  Pakistan shows tha t 

both to ta l governm ent expenditu re  and governm ent developm ent expenditu re  are 

increasing func tions  o f G N P . As a percentage of G N P , the to ta l governm ent expend i­

ture  increased from 13.57 per cent in  1949-50 to 19,31 per cent in  1969-70. The corres­

ponding increase fo r governm ent developm ent expenditu re  is from 1.43 per cent to 8 ,42  

per cen t during  the same p e r io d . Income e la s tic ity  o f governm ent expenditu re  fo r the 

period  1949-50 to 1969-70 is found as 1 .77 . The corresponding fig u re  fo r governm ent 

developm ent expend itu re  is 9 ,9 0 , Estimates based on the f iv e -y e a r  period  leve l show, 

how ever, th a t the income e la s t ic ity  o f governm ent developm ent expenditu re  has g ra d u a lly  

d e c lin e d , from 9 .7 6  in 1950-55 to 1.32 in  1965-70.

9 ,  The measurement o f governm ent developm ent expend itu re  a t the reg ional 

le ve l shows tha t the re la tiv e  share o f East Pakistan has always been lo w e r, the fig u re  

be ing less than o n e -th ird  in the 1950's. Since the popu la tion  o f East Pakistan is h igher 

than tha t o f  West P ak is tan , per cap ita  government developm ent expend itu re  turns o u t

to be much low er in  the form er re g io n . The regression o f per cap ita  government 

developm ent expend itu re  on GRP, how ever, shows tha t the per cap ita  as a fun c tio n  o f 

reg iona l incom e has a faster ra te  o f grow th in  East P ak is tan . This trend seems to be an 

essential requ irem en t, considering the reg iona l growth o b je c tiv e  o f the coun try .

10, A  com parative study o f governm ent expenditu re  p o lic y  w ith  o ther p o lic ie s  

such as d ire c t contro ls and taxa tion  p o lic y  shows tha t in the con tex t o f P ak is tan , govern­

ment expend itu re  p o l ic y  has a d is tin c tiv e  ro le  to p la y . S ta tis tica l tests carried  ou t

a t agg rega tive  leve l fo r  the period  1950-51 to 1969-70 in d ica te  tha t more than 80 

per cent o f the va ria tio n  in  p riva te  investm ent is due to governm ent developm ent expend­

itu re ,  A n  area where an observation is com para tive ly  safe is the ro le  o f government



developm ent expenditu re  in narrow ing down both the savings-investm ent gap and the 

fo re ign  exchange earning and expenditu re  gap in  Pakistan.

11. The a llo c a tio n  o f governm ent developm ent expenditu re  in to  (a) in fras truc tu ra l 

deve lopm ent, (b) d ire c t governm ent unde rtak ing , and (c) d ire c t governm ent assistance 

provides a fun c tio n a l c la ss ifica tion  o f the to ta l . Such a c lass ifica tion  is a lo g ica l 

approach o f deve lop ing  a system atic governm ent expenditure  p o l ic y  in  a m ixed m  d 

underdeveloped economy lik e  tha t o f P akis tan , The hypothesis tha t government 

expend itu re  p o lic y  can be e ffe c t iv e ly  used as an instrum ent o f resource a llo c a tio n  can be 

tested by observing the re la tionsh ip  between p riva te  investm ent and government deve lop ­

ment expend itu re  in  its three fa ce ts . F irs tly , expenditure  fo r in fras truc tu ra l developm ent 

can generate externa l economies and thereby encourage p riva te  investm ent. S econdly, 

expend itu re  fo r d ire c t governm ent undertaking  can come to supplement p riva te  invest­

ment w h ich  is considered d e fic ie n t in  any industry , sector o r re g io n . T h ird ly , expenditu re  

in  the form o f d ire c t governm ent assistance can be m anipu la ted to in fluence  p riva te  

investm ent in  the desired d ire c t io n ,

12. In  P akis tan , app rox im a te ly  75 per cent o f p u b lic  invesim ent in  the F irs t,

Second and Th ird  Plans has been a llo ca te d  fo r the developm ent o f in frastructu ra l 

fa c i l i t ie s  such as w ater and pow er, transport and com m unications, housing,education, 

hea lth  and socia l w e lfa re . Inc lud in g  the Indus Basin D evelopm ent, the s fa re  o f p u b lic  

investm ent fo r  in fras truc tu ra l developm ent in  the Second and Th ird  Plans w ou ld  appear 

much h ig h e r. A n  analysis o f in te r-se c to ra l a llo ca tio n  shows tha t o f the to ta l p u b lic  

investm ent fo r in fras truc tu ra l deve lopm ent, the w ater and power sector has a l ways 

en joyed the h ighest share, w ith  about 40 per cent or m ore. The second highest share 

has been a llo ca te d  to  the transport and communications sector; its share increased from
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27 per cen t in  the F irst and Second Plans to 32 per cent in  the Th ird  P la n . The physical 

p lann ing  and housing sector has been a llo c a te d  the th ird  highest share -  14 per cen t 

in  the F irst P Ian , 18 per cent in  the Second P lan and 12 per cent in  the Third P Ia n .

N e x t in order o f p r io r ity  come educa tion , hea lth  and social w e lfa re  sectors w h ich  

together comprised 16 per cent in  the F irst P la n , 14 per cent in  the Second Plan and 

18 per cent in  the Third P la n .

13, The ra tio n a le  o f the sectora l a llo c a tio n  fo r in fras truc tu ra l developm ent is 

questionab le . F o llow ing  the co s t-b e n e fit c r ite r io n , w hat is required  is a comparison 

between d iffe re n t a lte rn a tiv e  investm ent o pp o rtun itie s . I t  seems tha t serious a tten tion  

has not ye t been pa id  to improve the sectoral a llo ca tio n  on co s t-b e n e fit ca lcu la tio n s . 

A d m in is tra tive  in flu e n ce  or departm ental barga in ing  ca pa c ity  p robab ly  p layed an 

im portan t p a rt in the a llo c a tio n  o f p u b lic  investm ent fo r in fras truc tu ra l deve lopm ent.

The in troduc tion  o f a te lev is ion  serv ice  or the construction o f a new ca p ita l a t Islam abad, 

n eg le c t fo r p rim ary  education or in la nd  w a te r-transpo rt, p rov ide  examples o f misa I loca tion  

o f p u b lic  investm ent a t the sectoral le v e l,

14. The reg iona l a llo c a tio n  o f p u b lic  investment fo r in fras truc tu ra l developm ent 

has always been h igher in  West Pakistan than in  East P akistan . In ths F irst Plan o f the 

to ta l p u b lic  investm ent fo r the developm ent o f in frastructu ra l fa c i l i t ie s .  East Pakistan 

was a llo ca te d  40 per cent as against 60 per cent fo r West P ak is tan . The corresponding 

shares in the Second P lan are 43 per cen t fo r East Pakistan and 57 per cent fo r West 

Pakistan; and in  the Th ird  P lan , 49 per cent fo r East Pakistan and 51 per cent fo r 

W est P ak is tan . The increase in  a llo c a tio n  as found fo r East Pakistan in  the Second oi d 

Third Plans is , how ever, decep tive  because the Indus Basin Developm ent in  West Pakistan 

has been kept outside the Plan a llo c a t io n . In  fa c t ,  in c lu d ing  the Indus Basin D evelopm ent, 

West Pakistan has a share o f 67 per cent o f the actua l p u b lic  investm ent fo r in frastructu ra l
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developm ent during  the Second P lan p e r io d . The corresponding fig u re  during the Third 

Plan period  is 61 per cent fo r West Pakistan and 39 per cent fo r East P ak is tan .

15, The ro le  o f d ire c t government undertaking in Pakistan needs to be viewed

in  a complemen to ry  sense. I t  is in this con tex t tha t there is room fo r a s ig n if ic a n t ro le  

o f d ire c t governm ent undertak ing  in  (a) m a in ia in ing  a balance o f in te r- in d u s tr ia l 

growth and (b) ach iev in g  the regional growth o b je c tiv e . So fa r as (a) is concerned, 

d ire c t governm ent undertaking  may help in  the development o f investm ent and re la ted  

goods industries where p riva te  investm ent is not adequate. The need fo r a com plem entary 

ro le  o f d ire c t governm ent undertaking fo r ach iev ing  the regional growth o b je c tive  arises 

because o f the lagged growth o f p riva te  investm ent in  East P ak is tan .

16. Invesim ent a llo c a tio n  fo r  d ire c t government undertaking fo r la rge-sca le  

industries is sub ject to c r it ic is m . The low er a llo c a tio n  fo r investm ent and re la ted  goods 

industries, e sp e c ia lly  in  the F irs t and Second P lans, appears as bad p la n n in g . W hether 

o r not the stra tegy o f a llo c a tin g  fund fo r the developm ent o f such consumer goods as 

sugar m anufacturing  has been sound is also questionab le . A t  the reg iona l le v e l, i t  is 

found tha t East Pakistan has been a llo ca te d  a h igher share than West P akistan. In the 

F irst P la n , o f the to ta l a llo c a tio n  fo r la rge-sca le  m anufacturing in  the p u b lic  secto r, 

the respective  shares o f East Pakistan and West Pakistan were 71 per cent and 29 per 

ce n t. The corresponding figures fo r the Second Plan are 61 per cent fo r East Pakistan 

and 39 per cent fo r West Pakistan; and in  the Third Plan 71 per cent and 29 per cent 

re sp e c tive ly . The lo g ic  fo r a h igher a llo c a tio n  in  favour o f East Pakistan is tha t i t  w i l l  

help to raise the inves tm en t-ra tio  by p rov id ing  leadership through government under­

ta k in g . But considering the growth o f p riva te  investm ent in  East P akistan , i t  is hard to 

conv ince  oneself tha t much success has been a c h ie v e d . A  la rge  number o f factors -  such
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as la ck  o f in fras truc tu ra l fa c i l i t ie s ,  d ire c t con tro ls , low er a llo c a tio n  o f government 

expend itu re  fo r d ire c t assistance, la ck  o f n a tive  Bengalee ente rprise , re luc tance  o f 

West Pakistan i enterprise to invest in East P akistan , e tc ,  -  have con tribu ted  to 

the lagged grow th o f p riva te  investm ent in  East P akistan .

17. The question o f p u b lic  sector e ff ic ie n c y  is an im portant issue in  a study of 

d ire c t governm ent unde rtak ing . The need fo r  p u b lic  investment does not a u to m a tic a lly  

guarantee th a t the enterprise w i l l  be performed as e ff ic ie n t ly  in  the p u b lic  sector

as in the p riva te  sec to r. H ow ever, adequate in form ation  is no t a va ila b le  w h ich  could 

a llo w  firm  conclusions to be reached concern ing the e ff ic ie n c y  o f the p u b lic  

sector in re la tio n  to th a t o f the p riva te  sector in  P ak is tan . A t  best, i t  may be said 

tha t any expansion o f governm ent unde rtak ing , a t the nationa l or reg ional le v e l,  w i l l  

necessitate a s ig n if ic a n t im provem ent in p u b lic -se c to r e ff ic ie n c y .  This w ould  in vo lve  

im provem ent in  the s e le c tio n , undertaking  and operation o f p ro jec ts .

18. D ire c t governm ent assistance in  the form o f loans and subsidies provides 

an im portan t instrum ent o f governm ent expenditu re  p o lic y  in ils  com plem entary ro le .

This instrum ent may be used to assist in  ach iev ing  such ob jec tives  as ra is ing the inves t­

ment ra t io ,  im proving fa c to r a llo c a tio n  , encouraging new or small en te rp rise , and so 

fo r th .

19. In  Pakistan almost the e n tire  p u b lic  sector expenditu re  fo r a g ricu ltu re  is in the 

form o f d ire c t governm ent assistance, confined m a in ly  to prom oting and assisting 

p riva te  en te rp rise . An analysis based on the Plan a llo c a tio n  fo r a g ricu ltu re  shows tha t 

as much as 50 per cent o f the to ta l is channelled  m a in ly  fo r irr ig a tio n  through large 

w ater deve lopm ent. In c lu d in g  governm ent investm ent under the Indus Basin D evelopm ent, 

the re la tiv e  sliare fo r w a te r developm ent would appear much h ig h e r. Such a large share



Z / ‘■i-

fo r  w a te r developm ent is questionable i f  considered against the low er p ro d u c tiv ity  

accru ing  from w a te r. Investm ent in  fe r t i l iz e rs , on the other hand, shows high p roduct­

iv i t y ,  bu t the a llo c a tio n  made fo r this in p u t is s ig n if ic a n tly  small when compared w ith  

the a llo c a tio n  fo r  w a te r.

2 0 . E xc lud ing  w ater developm ent, the p u b lic  sector a llo c a tio n  fo r a g ricu ltu re  

appears to  be e q u a lly  d is tribu ted  between East Pakistan and West P akis tan . But the 

vast w a te r deve lopm ent tha t has been carried  ou t in  the p u b lic  sector has been almost 

e n tire ly  con fined  to West P ak is tan , in  o ther words, in c lu d ing  w a te r deve lopm ent, 

p u b lic  investm ent fo r the developm ent o f ag ricu ltu re  has always been h igher in  West 

P akis tan .

21. In  the face  o f fo c to r-p ro p o rtio n  use fa i l in g  to re f le c t fa c to r -a v a iIa b iI ity  

o f the econom y, a conscious and serious e ffo rt is necessary to  co rrec t the s itu a tio n . 

G overnm ent assistance may be tie d  up w ith  the use o f the re la t iv e ly  surplus fa c to r .

In a coun try  l ik e  Pakistan w h ich  suffers from serious structura l d ise q u ilib riu m , the 

im portance o f the p o lic y  canno t, the re fo re , be ignored . In fa c t ,  i f  ju d ic io u s ly  pursued, 

the subsidy aspect o f governm ent expend itu re  p o lic y  can be o f considerable assistance

in  a ch iev ing  the tw in  requisites o f econom ic developm ent: ra is ing the investm ent ra tio  

and d ire c tin g  the investm ent in the manner desired,

II L im ita tions

The main lim ita tio n s  o f the w ork may be presented under two broad categories: 

Theore tica l and S ta t is t ic a l,

In  the  the o re tica l basis o f the s tudy , an attem pt has been made to f in d  an invest­

ment o u tlin e  w h ich  can be used as a gu ide  a t both aggregative  and a llo c a tiv e  le ve ls . 

A t  the aggregative  le v e l,  an exercise in  the form o f the Harrod-Dom ar growth model
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So fa r as the a llo c a t iv e  leve l is concerned, one needs to a p p ly  the socia l m arginal 

p ro d u c tiv ity  c r ite r io n . The a p p lica tio n  o f such a c rite rio n  a t the a llo c a tiv e  leve l is , 

how ever, not s im p le . In an a ttem pt to keep the present study a t a broad le v e l,  no 

p ro je c t studies have been a ttem pted . This should not im p ly  hov/ever, tha t p ro je c t-  

studies are un im portan t. O n the co n tra ry , i t  is a t tlie p ro je c t leve l tha t one is in  a 

sirong pos ition  to make the necessary ca lcu la tio n  and thereby a p p ly  the social p ro d u c tiv ity  

c r ite r io n  in  a rigorous q u a n tita tiv e  manner. Further, in so fa r as the p u b lic  investm ent 

part o f econom ic p lann ing  can be considered as a co lle c tio n  o f p ro je c t-u n ii’s, a study 

a t p ro je c t le ve l w i l l  be o f assistance not o n ly  in  im proving the investm ent a llo c a tio n  

bu t also in  deve lop ing  a q u a n tita tiv e  fram ework o f governm ent expenditu re  p o l ic y .

(In  consu lta tion  w ith  Professor W ilson , I have proposed to pursue a research top ic  

w h ich  is expected to in v o lv e  a q u a n tita tive  framev/ork o f governm ent expenditu re  

p o lic y  based on studies a t p ro je c t leve l . The proposed research may be he lp fu l in 

f in d in g  an answer to the lim ita tio n s  encountered in  the present s tudy.)

The s ta tis tica l lim ita tio n s  of the present work have arisen due p a r tly  to the la ck  

o f adequate data and p a r tly  to  the approach o f the planners in  P akis tan . I t  is g e n e ra lly  

adm itted  tha t data w ith  regard to  the underdeveloped countries are im perfect and in ­

adequate . Pakistan cannot be considered an e xce p tio n . This p o in t w i l l  be taken up 

fu rthe r in  the in tro d u c to ry  note o f Append ix B, and i t  is p robab ly s u ff ic ie n t to mention 

here tha t in  our study the lim ita tio n  was constantly fa c e d . The second source o f the 

s ta tis tica l lim ita t io n  has arisen due m a in ly  to the approach o f the P lanning Commission 

to p u b lic  investm ent in  P akis tan . The method by v/hich the p lanners, p a r tic u la r ly  o f 

the Second and Third  P lans, have attem pted to consider the p u b lic  sector investm ent 

inv ites  serious c r it ic is m . By keeping a large part o f governm ent developm ent expend i-
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tu re outside the P lan, the p lann ing  approach in  Pakistan fa ils  to id e n tify  the to ta l 

governm ent developm ent expend itu re . Since our analysis o f the th re e -fo ld  classi­

f ic a tio n  depends la rg e ly  on the F ive Year Plans o f Pakistan, the approach in  p lann ing  

o f not id e n tify in g  the to ta l developm ent expenditure puts a lim ita tio n  on the present 

work a t the s ta tis tica l le v e l.

I l l  P o licy  im p lications

A  number o f p o lic y  im p lica tions can be drawn based m a in ly  on the find ings o f 

the study as m entioned in the preceding two Sections. Four such areas are enumerated 

below  w h ich  are considered to  be o f special im portance.

F irs tly , i t  is necessary tha t government developm ent expenditu re  be view ed In 

its e n tire ty , in the case o f Pakistan, i t  is not known w hether a government expenditu re  

p o lic y  w h ich  takes the e n tire  governnBnt developm ent expend itu re  has been attem pted 

or no t. There is also the im portant question o f the ra tio na le  o f a llo c a tio n . A  w e ll 

form ulated governm ent expenditu re  p o lic y  w il l demand tha t the to ta l pub lic -secto r 

investm ent is a llo ca te d  on the basis o f the marginal p ro d u c tiv ity  considera tion . If 

part o f the government developm ent expenditure is kep t outside the Plan, the planners 

are denied the o ppo rtun ity  o f draw ing a to ta l investm ent programme by v ie w in g  the 

a lte rn a tiv e  investm ent opportun ities  a t sectoral and sub-sectora l leve ls .

Secondly, the study points out tha t the fo rm u la tion  o f government expenditure 

p o lic y  a t the fun c tio na l leve l is a good approach to p lann ing  econom ic developm ent 

in  such a m ixed economy as tha t o f Pakistan. The fun c tio na l c la ss ifica tion  o f governm ent 

developm ent expenditu re  in to  in frastructu ra l developm ent, d ire c t government under­

tak ing , and d ire c t governm ent assistance, is conven ient in  v ie w in g  the ro le  o f the 

government sector in  re la tio n  to tha t o f the p riva te  sector. G overnm ent developm ent
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expend itu re  fo r in fras truc tu ra l developm ent and d ire c t governm ent assistance can 

p rov ide  re sp ec tive ly , in d ire c t and d ire c t subsidy to the p riva te  sector, w h ils t d ire c t 

governm ent undertak ing  can f i l l  in  the shortage o f p riva te  investm ent in d ire c t ly  

p roduc tive  a c tiv it ie s . Such a fun c tio na l c lass ifica tion  can be he lp fu l not o n ly  in 

ra is ing  the investm ent ra tio  but also in  im proving the fa c to r-p ro p o rtio n  use and in  

d ire c tin g  investm ent in  the desired sectors, industries and regions.

T h ird ly , i f  a h igher growth ra te  in  East Pakistan is the o b je c tiv e  o f the economy, 

this reg ion should have a h igher inves tm en t-ra tio  than West Pakistan (assuming tha t 

there is no s ig n if ic a n t d iffe re n ce  in  the in te r-re g ion a l c a p ita l-o u tp u t ra tio ) . G overn ­

ment expend itu re  p o lic y  can p la y  a s ig n ific a n t ro le  in this regard, p a r t ic u la r ly  i f  

econom ic developm ent is conce ived  in  terms o f the "o n e -cou n try -o ne -e co no m y" 

approach. In the past, o f the to ta l p u b lic  Investment West Pakistan has been a llo ca te d  

a h igher share fo r in fras truc tu ra l developm ent and d ire c t governm ent assistance. This 

has p robab ly  rem ained a ve ry  im portan t fa c to r fo r encouraging p riva te  investm ent in 

this reg ion . In order to a ttra c t p riva te  investm ent in  East Pakistan, the p o lic y  that 

has been pursued in  the past should be reversed. I t  must be re a lize d  tha t a h igher 

a llo c a tio n  fo r East Pakistan is necessary not o n ly  to cure the n e g le c t o f the past, 

bu t also to encourage p riva te  investors, who are a t present re lu c ta n t to invest in  

East Pakistan.

F ou rth ly , in  order to  improve the a llo c a tio n  o f p u b lic  investm ent, co s t-be n e fit 

studies a t p ro je c t leve l should be undertaken. This need is p a r tic u la r ly  fe l t  considering 

the fa c t tha t departm ental barga in ing  strength or adm in is tra tive  in flu en ce  seem to have 

g iven  rise to misai lo ca tion  o f investm ent. I t  is true that considerable w ork w i l l  be 

in v o lv e d , bu t there is no avo id in g  this i f  investm ent a llo c a tio n  îs to be Im proved. 

M oreover, the research fo r this can be undertaken a t g ro u p -le ve l under the in it ia t iv e  

o f the P lanning Commission.
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APPENDIX A  

A  NOTE O N  A C C O U N T IN G  PRICES

In ana lysing government developm ent expenditure i t  has been argued tha t 

accoun ting  or shadow prices should be used fo r investment decis ions. Here we 

have assumed th a t, due to structura l d isequ ilib rium  ex is tin g  in  the economy, market 

prices fa il in  most cases to re fle c t the in tr in s ic  va lue o f inpu t and o u tp u t. 

Consequently, investm ent decisions based on market prices may not be optim um . 

Thus there arises the necessity o f estim ating accounting  prices o f factors and 

commodities tha t enter in to  investm ent decisions. As fa r as p u b lic  investment 

is concerned i t  would  m erely be an accounting exercise to ca lcu la te  the cost­

and return-stream s on the basis o f such prices; and to determ ine the N e t Present 

V a lue  (N PV) i t  w ou ld  be necessary to discount the cash flows a t the accounting  

ra te  o f in te res t. In the p riva te  sector, accounting prices can provide  a g u id e - lin e , 

on the basis o f w h ich  government p o lic y  actions may be d ire c te d . The in ten tion  

is to see tha t in  investm ent decisions the proportion o f fac to r-use  re flects  the 

fa  c to r-a va i 1 abi l i t y .

The main o b je c tiv e  o f this Append ix is to g ive some idea o f the use and 

estim ation o f accoun ting  prices w ith  reference to Pakistan. An exercise o f this 

k in d  is p a r tic u la r ly  he lp fu l in  seeing the divergence o f prices o f some im portant 

factors such as (a) labour, (b) cap ita l and (c) fore ign  exchange. A t the outset 

i t  should be m entioned tha t to make an exact estim ation o f accounting  prices 

is not a simple task, because serious m ethodological problems are invo lved  in  

estim ating  such p rices. As we shall see in  Section 1, fo r an e ff ic ie n t so lu tion 

one needs an estimate based on a general equ ilib rium  approach , Partial solutions 

can be he lp fu l for ob ta in ing  a second best estimate o f accoun ting  prices. An idea
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in  this regard is provided in Section I I . As w il l  be seen, the planners o f the 

First Plan o f Pakistan tried  to estimate the accounting  prices o f factors lik e  

c a p ita l, fo re ign  exchange and labour through some pa rtia l approaches. The 

in it ia t iv e  taken by the planners o f the First Plan seems to have been abandoned in  

the preparation o f the Second and Third Plans. In Section 111, i t  is found tha t even 

by app ly in g  some crude measure one observes tha t market prices ha rd ly  re fle c t 

socia l p rices. I t  is also found tha t the dev ia tio n  is not the same in East Pakistan 

and West Pakistan. This strong ly suggests tha t accounting  prices in  Pakistan should 

be estimated a t both nationa l and reg ional leve ls .

1 In troduction

In order to avo id  using market prices as a tool for a llo c a tin g  resources, one

often comes across pa rtia l rules based on some s ing le  fa c to r such as labour, c a p ita l,

e tc .  ̂ For exam ple, i t  is suggested tha t an investment programme using a labou r-

in tensive  technique or y ie ld in g  a low  cap ita l-ou tpu t ra tio  should be g iven p r io r ity

in  the developm ent programme. In fa c t,  in  many underdeveloped countries

investm ent decisions are based on such pa rtia l ru les. But, as has been shown by 

2 3
Kahn and Chenery, the use o f pa rtia l rules based on s ing le  fac to r analysis may 

o ften  lead to erroneous conclusions. M oreover, as externa l economies are

1 For a summary o f the pa rtia l rules see U N , Manual on Economic D eve lopment 
Projects, N ew  York 1958, p p .219-33.

2 Kahn, A .E . ,  " Investment C rite ria  in  Developm ent Programmes," Q u a rte r ly  
Journal o f Economics 195! , pp 38-50..

3 Chenery, H .B . ,  " The A p p lic a tio n  o f Investment C rite r ia , " Q u a rte r ly  Journal 
o f Economics 1953, p p .8 5 -93 ,
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generated from new Investments i t  becomes necessary tha t one should correct the 

errors in  the ex is ting  p rice  system as w e ll as estimate prices In the fu ture  w h ich  

w ou ld  resu lt from the optim al use o f a va ila b le  resources. So, fo r an e ff ic ie n t  

so lu tion , w hat one needs is an estimate based on general e qu ilib r ium  through a 

lin e a r programming approach using a lte rn a tive  production  functions, fac to r supply 

schedules, and fin a l demand schedules to derive sim ultaneously a ll prices and 

quan tities  o f fac to r and p roduct, as w e ll as desirable production  functions

I t  should however be m entioned tha t there are severe lim ita tio n s  in try in g  

to a pp ly  a general e q u ilib r iu m  so lu tion  in  actua l p lann ing . As far as Pakistan 

is concerned, the s ta tis tica l in fo rm ation  a va ila b le  is not a t a il adequate. This 

is p robab ly the main reason w hy the planners o f the F irst Plan tried  to estimate 

accoun ting  prices based on some p a rtia l approaches, as we shall see in  the next 

S ection . But this does not mean tha t formal programming methods can not be 

app lied  a t a ll in  actua l p la nn in g . O n the contra ry , as has been observed by 

Chenery, the programming methods can be used "to  determ ine the proper accoun ting  

prices fo r some o f the p rin c ip a l inputs -  labour, c a p ita l,  fo re ign  exchange,and a

5few  industria l m ateria ls -  and to revise sector program m es."

By a llo w in g  the planners to v ie w  the whole economy and not one p a rtic u la r 

aspect o f i t ,  resource a llo c a tio n  through lin e a r programming provides a consistent 

basis fo r p lann ing  deve lopm ent. Here lies the im portance o f the in troduc tion  o f

4  The method of so lu tion  in  the framework o f lin e a r programming model is
discussed in Dorfm an, R ., Samuelson, P. and Solow, R ., L inear Programming
and Economic A na lys is , The Rand C orporation, Me G  raw H il l Book C o .,  1958 
Chapter 4 . For an em p irica l approach to programming see Chenery, H .B . ,  
"D eve lopm ent Policies and Programmes," Economic B u lle tin  fo r Latin  Am erica  
1958, pp. 61-71.

5 Chenery, H .B . ,  "D eve lopm ent Policies and Programmes," p . 71.
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the techn ique  for im proving investm ent decisions in  Pakistan. It is true that 

enormous d if f ic u lt ie s  are l ik e ly  to  be faced in  the beg inn ing , but a s tart in this 

d ire c tio n  w il l  be he lp fu l a t least fo r two reasons. F irs tly , i t  can loca te  the areas in  

w h ich  attempts should be made to c o lle c t da ta . Secondly, i t  can p rovide  a 

basis fo r s c ie n tif ic  th in k in g  a long the lines o f facto r-use  based on fa c to r-a v a i I abi I i ty

II The Approach towards A ccounting  Prices in  the 
F irs t, Second and Third Plans

As mentioned e a r lie r ,  a know ledge o f social prices is necessary because market 

prices may be m isleading and investm ent decisions based on market prices w il l  not 

be ab le  to take proper account o f the fac to r a v a ila b il it ie s . For exam ple, i f  the 

to ta l investm ent programme cannot absorb the labour-supp ly  the social wage rate 

w il l  be low er than the m arket wage ra te . S im ila r ly , i f  the demand fo r imporls 

can not be met by the fo re ign -exchange  earn ing , the socia l p rice  fo r fo re ign  

exchange w il l  be h igher than the market p r ic e . If there is a d ivergence between 

socia l prices and m arket p rices, investm ent decisions based on market prices w il l  

fa i l  to m axim ize socia l p ro f i ta b il i ty .  In the context o f Pakistan, i t  seems tha t 

the d ivergence is s ig n if ic a n t. In this Section and in  the n e x t, our main concern 

w il l  be to ga in  some idea o f the socia l prices fo r labour, cap ita l and fo re ign  

exchange in  Pakistan.

The First Plan (19 55-60) was framed at a tim e when the p lann ing m achinery 

o f Pakistan was in  it's fo rm a tive  stages. There was also the d i f f ic u l t  problem o f 

f in d in g  proper data . Understandably, i t  was not possible on the part o f the planners 

o f the F irst Plan to app ly  an ove ra ll programming techn ique . But they d id  a ttem pt 

to a pp ly  some pa rtia l approaches, as may be seen from the paragraphs tha t fo llo w .



to estim ate accoun ting  prices o f c a p ita l, labour and fo re ign  exchange .^

In order to determ ine the accounting  p rice  fo r c a p ita l,  the planners considered 

the p re v a ilin g  ra te  o f in terest as w e ll as the rate o f re tu rn . S u ffic ie n t in fo rm ation  

regarding the marginal p ro d u c tiv ity  o f cap ita l was not a v a ila b le  to the planners. 

They seem to have taken note o f the 12 to 15 per cent ra te  o f return w h ich  was 

considered as a minimum acceptab le  rate fo r the proposed government industria l 

p ro jec ts , in c lu d in g  some p riva te  investments, in  the F irst P lan. Just how the 

ra te  is ab le  to p rovide  a basis o f accounting  rate o f in te rest was checked against 

the m arket ra te  o f in te res t. In Pakistan, the central bank d iscount rate was as 

low  as 3 to 4 per cent w ith  l i t t le  regard to p ro d u c tiv ity  o f ca p ita l; the in terest 

ra te  charged by the commercial banks ranged from 4 to 10 per cen t, w h ile  money 

lenders charged 25 to 40 per cent or more. Considering tha t the rates o f in terest 

p re v a ilin g  in  the unorganised market contains a high risk premium and invo lve  

h igh costs o f management, the planners re jec ted  the h igh rates as found in  the 

unorganised m arket and considered tha t an accounting  ra te  o f in terest w ith in  

the range o f 10 to 15 per cent a t w h ich  industria lis ts and businessmen a t times 

borrowed funds from each o the r.

p rice
In order to determ ine the accoun ting /fo r labour, the planners' approach was

y
to deal w ith  unsk illed  labour o n ly . They tried  to get some idea o f the oppo rtun ity  

cost o f labour through d iffe re n t approaches, such as the marginal p ro d u c tiv ity  o f 

labour in  the subsistence sector, the cost o f rep lac ing  the marginal labour w ith

6 The main source o f in form ation  is a paper by Papanek, G . F . ,  and Q uresh i, M .A .  
"The Use o f A ccoun ting  Prices in P la n n in g ," in  Science, Technology and Develop 
m ent, US Papers prepared fcr the UN Conference on the A p p lic a tio n  o f Science 
and T e chno logy  fo r the Benefit o f the Less Developed Areas. V o l.  8. p p .9 5 - 
105. See also Chowdhury, M . K . ,  The Approach to P lanning in  Pakistan p p .272-9

7 So fa r as the estim ation o f the accounting wage rate fo r s k ille d  labour is 

concerned, the planners thought tha t i t  was not ve ry  essen tia l.
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c a p ita l,  and the cost o f u rban iz ing  per w orke r. They found tha t an estimate 

o f accoun ting  wage ra te  w ou ld  be pos itive  by app ly ing  any o f the approaches.

They then trie d  to get an idea o f the rate o f unemployment a t tha t tim e w h ich  

was estimated to be above 20 per cent o f the labour fo rce . This may have in fluenced  

the planners in  re je c ting  the m arket wage ra te . H owever, i t  is not c lea r whether 

or not the planners had made any a ttem pt to establish a ca tegorica l accounting  

wage ra te . I t  is probable tha t they avoided having to determ ine an accounting  

wage ra te  by a pp ly ing  two estimates fo r co s t-be n e fit ca lcu la tio n s . The f irs t 

estimate in vo lved  ob ta in in g  the p ro d u c tiv ity  o f investm ent by deducting  a ll costs 

excep t the cost o f cap ita l from the va lue  o f ou tpu t. This means tha t the market 

wage ra te  was used fo r ca lcu la tio n s . The second estimate was tha t o f measuring 

the to ta l con tribu tion  o f the investm ent to national incom e. This amounted to 

saying tha t the labour cost was ze ro .

So fa r  as the accoun ting  p rice  fo r fo re ign  exchange is concerned, the planners 

decided tha t i t  should be 6 6 .6  per cent h igher than the o ff ic ia l rate o f fo re ign  

exchange p re v a ilin g  in 1954-55. They seem to have considered three approaches 

in  reaching th e ir conc lus ion . F irst, they obta ined in fo rm ation  concern ing the 

ra te  p re va ilin g  in  the free m arket, w h ich  was about 100 per cent above the o ff ic ia l 

ra te . Since a h igh  risk was invo lved  in  b lack market transactions, the planners 

thought tha t the free  market ra te  was too high and should be taken as an upper 

l im it .  Second, the planners app lied  a va ria n t o f the purchasing power p a r ity  

theory. For this they selected a com m odity such as r ic e  w h ich  was an im portant 

item  o f dom estic p roduction  and consumption. In order to  fin d  some approxim ation 

o f the accoun ting  ra te  o f fo re ign  exchange, the planners estimated the p rice  per 

ton o f r ic e  and then compared i t  w ith  the p rice  on the in te rna tiona l m a rke t.

The th ird  approach was to fin d  an approxim ation o f the accounting  ra te  o f fo re ign
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exchange based on the oppo rtun ity  o f cost o f ba lancing the fo re ign  exchange gap 

in  the  Plan pe riod . For this they f irs t tried  to estimate the cost o f fo re ign  exchange 

earning through an im portant export item  such as ju te  products. Since Ind ia  was 

com peting w ith  Pakistan in  the w o rld  m arket, the p rice  a t w h ich  the form er would 

be w il l in g  to sell her products was taken as the w orld  p rice  o f ju te  products. The 

estimate thus obta ined was compared w ith  the cost o f fo re ign  exchange earning through 

some o ther exports l ik e  tex tile s  as w e ll as the cost o f rep lac ing  some im portant 

imports l ik e  fe rtilize i*s , paper, new sprint, e tc . i t  seems tha t the main in ten tio n  

o f the planners was to  fin d  a range o f values fo r the accounting  p rice  fo r fo re ign  

exchange. This was doæ by comparing the fo re ign  exchange prices derived from 

ju te  products w ith  the marginal im port requirements and exports. The rates thus 

found were compared again w ith  o the r estimates such as the in terna l p rice  o f rice  

quoted in  the in te rna tio na l m arket.

The above estimates o f (a) accounting  in terest ra te , (b) accounting  wage ra te , 

and (c) accounting  fo re ign  exchange rate may be thought o f as having been made 

separa te ly . But consistency o f estimate needs in ter-dependence in c a lc u la tio n .

In o ther words, p rio r ca lc u la tio n  o f o ther estimates is necessary fo r estim ating , say, 

accoun ting  in terest ra te . As a p ra c tica l so lu tion  the planners o f Pakistan seem to 

have app lied  some re la tiv e  estimates through a series o f successive approxim ations.

An idea o f the ca lcu la tio n  procedure fo r the re la tiv e  estimate o f accounting  prices 

may be obta ined from the fo llo w in g : " I t  w il l  usua lly be easiest to start w ith  the 

c a lc u la tio n  o f the accoun ting  ra te  fo r fo re ign  exchange i f  this d iffe rs  from the 

p re va ilin g  ra te . The accoun ting  exchange rate can then be used fo r the ca lcu la tio n  

o f the accounting  in terest ra te , using e ithe r the market p rice  or the best guess o f 

a su itab le  accounting  p rice  fo r labou r. Using the accounting  in terest rate
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and the accounting  exchange ra te , the accounting  wage ra te  can then be ca lcu la te d . 

Using these rates in tu rn , one can derive  a second approxim ation  o f the accoun ting  

in terest ra te . In this w ay, the ca lcu la tio n  can be progressively re f in e d ."

From the above discussion regarding the approach o f the planners o f the 

First Plan i t  appears tha t through separate and re la tiv e  estimates they tried  to fin d  

out the d ivergence between the socia l p rice  and the market p rice  o f labour, cap ita l 

and fo re ign  exchange. The exercise was im portant in  two main respects: F irs tly , 

the estimates provided the planners w ith  the bene fit o f h indsigh t to assist them in 

making th e ir decisions on the p r io ritie s  to be attached fo r investm ent in  d iffe re n t 

sectors and areas. Secondly, i t  showed that the structura l d isequ ilib rium  in the 

economy was s ig n ific a n t and even some pa rtia l approaches may be o f use in  ga in ing  

some idea o f the d ivergence and in  determ in ing the social p rice  o f the prim ary 

factors as a percentage o f the m arket prices. A pa rt from these, the use o f the 

accoun ting  p rice  in  the con tex t o f the First P lan, was how ever, h ig h ly  lim ite d .

I t  is p robab ly  in  the p u b lic  sector industria l programme tha t some a p p lica tio n  o f 

the accoun ting  prices was made. But so fa r as the rest o f the investm ent programme 

was concerned i t  seems ce rta in  tha t accounting  prices were not used. Secondly, 

i t  seems ce rta in  tha t in  p ra c tice  no attem pt was made to im plem ent accounting  prices 

through a system o f taxes and subsidies. T h ird ly , no serious a ttem pt was made to 

make separate estimates a t the reg ional le v e l. Probably the o n ly  co rrection  they 

trie d  to make a t the regional leve l was in  respect o f the wage rate w h ich  they thought 

w ould  be low er in  East Pakistan than in West Pakistan. So fa r as the accounting

8 Papanek, G .E . ,  and Q uresh i, M . A . ,  " The Use o f A ccoun ting  Prices in 
P la n n in g ," p . 101,
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fo re ign  exchange ra te  was concerned, the planners tried  to app ly  the same rate 

to both East Pakistan and West Pakistan, a lthough i t  was ce rta in  tha t the premium 

required over the o ff ic ia l rate o f exchange would have been much h igher in  West 

P akistan.

Thus we fin d  tha t the approach towards accounting  p rices, a lthough in  the 

righ t d ire c tio n , le f t  much to be done. The planners o f the F irst Plan, however, 

were aware o f this and hoped tha t the p rac tice  they helped to inaugurate would  

be continued and tha t the process o f ca lcu la tin g  accounting  prices could progressively 

be re fin e d . But the hopes o f the planners were not re a lize d . As e a rly  as 1956 the

9
use o f the accoun ting  p rice  fo r fo re ign  exchange was abandoned. The decis ion 

was taken , fo llo w in g  the deva lua tion  o f the Pakistani cu rrency, since the planners 

thought tha t the new exchange ra te  -  fix e d  a t 3 3 .3  per cent h igher due to 

deva lua tion  -  was much closer to  the accounting  rate o f fo re ign  exchange. But 

the residue o f the accoun ting  approach tha t remained was also abandoned by the 

planners o f the Second Plan, As m entioned by Chowdhury, the planners o f the Second 

Plan made no attem pt to ca lcu la te  accounting  p r i c e s . T h e  same v ie w  has been 

expressed by Papanek, who also mentions the Third Plan. A ccord ing  to Papanek, 

no accoun ting  prices were ca lcu la te d  fo r the Second and Third F ive -Y e a r Plans

9 Chowdhury, M . K . ,  The Approach to Planning in Pakistan, p . 291. See also 
B e ll, D . E . ,  "A llo c a tin g  Developm ent Resources; Some Observations based on 
Pakistan Experience, "  Pub lic P o licy  1959, p .97.

10 One can argue tha t the decis ion  to abandon the accoun ting  fo re ign  exchange 
ra te  not o n ly  ignored the d iffe rence  o f about 33 .3  per cent based on the 
e a r lie r estimate by the planners but also fa ile d  to recognise the acute fo re ign  
exchange sca rc ity  w h ich  was p re va ilin g  in  West Pakistan.

11 The observation is based on the op in ion  o f Professor J . R .  Parkinson and
D r. R.H.  Khondker who were associated w ith  the preparation o f the Second Plan 
C f. Chowdhury, M . K . ,  The Approach to Planning in  Pakistan, p . 277.
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and l i t t le  e ffo rt was devoted to system atic cos t-bene fit ca lcu la tio n s .

A lthough  l i t t le  is known about the basis o f investm ent decisions in  the Second 

and Third Plans i t  seems tha t the planners tried  to solve the a llo c a tio n  problem

13e n tire ly  on the basis o f m arket prices tak ing  "p r io r ity  p la nn in g " as th e ir c rite rio n  

o f  a llo c a tio n . I t  is true tha t in  a coun try l ik e  Pakistan where structura l d is e q u ili­

brium is obvious, p r io r ity  p la nn in g , i f  based on im partia l judgem ent, can g ive  a broad 

in d ic a tio n  o f those areas where investm ent is necessary. Such investm ent decisions 

may not dev ia te  g re a tly  from an optimum development programme. Further, p r io r ity  

p lann ing  avoids the necessity o f determ in ing  accounting  prices and o f app ly ing  

rigorous q u a n tita tiv e  techniques and thus things can be s im p lifie d  fo r the planners.

But such an approach lacks a s c ie n tif ic  basis and provides an oppo rtun ity  fo r 

d is to rting  investm ent decisions by non-econom ic p r e s s u r e . C a l c u l a t i o n  of 

accounting  prices and th e ir  a p p lica tio n  through rigorous q u a n tita tive  techniques a llo w  

the planners to make a llo ca tio n s  by strengthening the basis o f th e ir investm ent 

decisions. This was p robab ly  the main reason w 'hy the planners o f the First Plan,

12 Papanek, G . F . ,  " Developm ent Theory and DAS Experience)' in Papanek, G . F .  
(é d .)  Developm ent P o lic y  -  Theory and P ractice , Harvard U n ive rs ity  Press, 1968, 
p . 351. The main reason fo r the neg lect o f accoun ting  approach seems to be 
tha t the p lann ing  agencies In Pakistan were h e a v ily  invo lved  in  work on fo re ign  
a id , fisca l p o lic y , p rice  p o lic y  and a sh ift to in d ire c t co n tro l. However, 
accord ing  to  Papanek since 1966 Investment decisions have been rece iv ing  some 
a tte n tio n .

13 In 'p r io r i ty  p lann ing ' some sectors or areas are g iven  p r io r ity  over others. For 
exam ple , the Plans o f Pakistan emphasize tha t im port substitutes and export 
expanding industries should be g iven  p r io r ity .

14 Referring to p u b lic  p ro je c t decisions i t  has been remarked re ce n tly  by a member 
o f the Harvard A dvisory  G roup tha t "There are fla g ra n t examples o f pro jects 
w h ich  have been or are to be undertaken s tr ic t ly  fo r p o lit ic a l reasons in  de fiance  
o f econom ic lo g ic . "  C f. Rotner, E.R. ,  in  the Book Review section o f Pakistan 
Developm ent Review, Spring 1970, p . 115.
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as m entioned e a r lie r , suggested tha t the accounting  techn ique a lready  started by 

them be continued and im proved.

I l l  Some A pprox im ation  o f A ccoun ting  Prices

In The Design o f Developm ent, Tinbergen has remarked th a t, "even i f  i t  is 

not possible to make any sensible estimate o f an accounting  p r ic e , i t  may be useful

to make a set o f a lte rn a tiv e  ca lcu la tions using p la in  guesses fo r the accounting

15 . . .p r ic e s ."  As shown in  the preceding Section, the planners o f the First Plan

made a s ta rt in  this d ire c tio n . Subsequently, things d id  no t move as one wished 

them to . But this does not im p ly  tha t the planners o f the Second and Third Plans 

were not aware o f the d ivergence between social and m arket prices -  a fa c t w h ich  

is so obvious in  the economy o f Pakistan. I t  is almost ce rta in  tha t in  preparing 

p rio ritie s  o f investm ent the planners considered the existence o f this d ive rgence . 

Haq, who was c lose ly  associated w ith  the Planning Commission, even w ent to the 

ex ten t o f making some estimates o f shadow prices fo r unsk illed  labour, fo re ign  

exchange and cap ita l Compared w ith  the estimates by the planners o f the First 

Plan w h ich  were based on in fo rm ation  o f the e a rly  I950 's, Haq's estimates as 

summarised be low  were based m a in ly  on in form ation  a va ila b le  in  the e a rly  I960 's .

Since unemployment (disguised and revealed) a t tha t tim e was about 20 per 

cent o f the to ta l labour fo rce  in  Pakistan, Haq estimated tha t the accoun ting  wage

15 T inbergen, J . ,  The Design o f Developm ent, The Johns Hopkins Press, 
Baltim ore, 1958, p . 86.

16 H aq, M . ,  The Strategy o f Economic P lanning, pp. 4 0 -4 9 . Chowdhury, M . K . ,  
(op . c i t . ,  p . 293), observed tha t the procedure app lied  by Haq has been used 
to ca lcu la te  accounting  prices and to use them in  assessing projects and 
proposals w h ich  have been subm itted before the Planning Commission fo r the 
Third P la n .
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ra ie  should be 20 per cent low er than the market wage ra te . In estim ating

accoun ting  fo re ign  exchange ra te , a series o f successive approxim ations were used.

An estimate measuring the excess demand over current earnings shows tha t on the

eve o f the Second Plan, the accoun ting  rate fo r fo re ign  exchange would be 53 per

cent above the o ff ic ia l exchange ra te . A  consideration based on the u ltim a te  aim

o f e lim in a tin g  dependence on fo re ign  a id  shows that an accounting  fo re ign  exchange

ra te  fo r the Second Plan would be about 42 per cent above the o ff ic ia l exchange

ra te . So fa r as the accoun ting  ra te  o f in terest is concerned, Haq estimates tha t

a rate o f between 8  and 10 per cent would be more appropria te  than the p re va ilin g

bank ra te  o f 4 per ce n t. He was also aware o f the necessity o f having a d iffe re n t

accoun ting  wage rate and an accounting  fo re ign  exchange ra te  fo r East Pakistan

and West Pakistan. He remarked tha t since unemployment was 33 per cent in  East

Pakistan and 8  per cent in  West Pakistan and since there was l i t t le  prospect o f

labour m o b ility  between the Iwo regions, d iffe re n t accoun ting  wage rates should

be used fo r the two reg ions. A lthough  he d id  not m ention any estimate o f the

accoun ting  fo re ign  exchange rate fo r East Pakistan and West Pakistan he seems

to  have been ce rta in  tha t the rate would be much h igher fo r West Pakistan than 

17
fo r  East Pakistan.

In the paragraphs tha t fo llo w  an attem pt w i l l  be made to g ive  an idea o f the 

accounting  prices fo r c a p ita l,  labour and fo re ign  exchange. A t the outset i t  should 

be mentioned tha t the basis o f the estim ation is weak. Since the weaknesses are 

apparent no a ttem pt w il l  be made to in d ica te  them . The ca lcu la tions  are considered

17 In an a r t ic le  prepared fa* an OECD Conference, he stated tha t on rough e s ti­
m ation "th e  shadow p rice  o f fo re ign  exchange in  East Pakistan w il l  be about a t 
par w ith  the o ff ic ia l ra te  o f exchange w h ile  the p rice  may be about 140 per 
cent h igher in  the case o f West P ak is tan ." C f. Haq, M . ,  " Problems o f 
Form ulating a Development Strategy in  P ak is tan ," in  O ECD, Developm ent

Plans and Programmes, Paris 1964, p. 123.
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to be useful however fo r p ro v id ing  an idea o f the d ivergence between social and 

m arket p rices, e spe c ia lly  on a reg iona l basis. The tim e -p e rio d  considered fo r 

the estimates w ou ld  cover approx im ate ly  the m id -s ix tie s .

A ccoun ting  Price fo r C a p ita l. I t  was found e a r lie r tha t the planners o f the 

F irst Plan (henceforth  ca lle d  the PFP-estimate) considered 10 to 15 per cent as a 

reasonable accoun ting  ra te  o f in te res t, w h ile  Haq considered a rate o f between 8  

and 10 per cen t. Both the PFP-estimate and the H a q -estima te were a t the national 

le v e l. In order to extend these estimates to a reg ional leve l one needs in form ation  

lik e  the m arginal p ro d u c tiv ity  o f cap ita l,m a rke t rates o f in te res t, e tc . ,  separate ly 

fo r  East Pakistan and West Pakistan. Since adequate data a t the reg ional leve l 

are la c k in g , an a ttem pt may be made to make an estim ate a t the nationa l leve l 

based on a s im p lifie d  equa tion , as shown be low , and extend i t  to East Pakistan 

and West Pakistan.

18
Fo llow ing  Solow we consider a s im p lified  equation  w ith  one unknown and 

three known va riab les . The unknown va riab le  is the accoun ting  rate o f in te rest. 

The known variab les are: 

s = savings ra t io ,

9  “  grow th ra te ,

p =  ra tio  o f p ro fits  to to ta l incom e.

A ccoun ting  Rate o f Interest = — %
V P

In other words, the accoun ting  ra te  o f in terest is a fu n c tio n  o f g , _s cind_p. G ive n  

the values o f g and s, the h igher p is, the h igher w i l l  be the accounting  ra te  o f

18 The form ula has been used by Chakravarty in  the con tex t o f Ind ia . C f.
C hakrava rty , S . ,  " The Use o f Shadow Prices in  Programming E v a lu a tio n ," 
in  Rosenstein-Rodan, P. N . (e d .) .  C ap ita l Formation and Economic D eve lop­
ment, G eorge A lle n  and U nw in L td .,  London 1964, p . 60.
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in te res t. A lte rn a t iv e ly ,  g iven the va lue  o f s /p , the h igher g is, the h igher w il l  

be the accounting  ra te  o f in te res t. The form ula is useful fo r  showing that the 

accoun ting  ra te  o f in te res t depends upon the supply o f savings determ ined by s_, 

and the demand fo r savings determ ined by g cind_p.

The va lue  o f g in  Pakistan in  the m id -s ix ties  was around 5 per cent (Background 

Table 8 ) .  So fa r as the va lue  o f s /p  is concerned, i t  is reasonable to estimate

tha t this should be ke p t w ith in  the range 0 .5  -  0 .3 ; the savings ra tio  would  be

/  19around 0.1 and the p ro fits  ratioyl between 0 .2  and 0 .3 .

O nce we have obta ined  the values o f the variables s, p and g , the accounting  

ra te  o f in terest can be determ ined. For opera tion  purposes, the va lue  o f s /p  may 

be va ried  to determ ine an upper and a lower l im it .

Upper l im it  = = 0 .17 approx.

Lower l im it  = 9 ' ^ a = 0.100.50

An average between the upper and the low er limii-s gives a rate o f 13.5 per cen t. 

This ra te  fa lls  w ith in  the considered range o f 10 to 15 per cen t, as found in  the 

PFP-estim ate.

In order to  extend the estim ate to East Pakistan and to West Pakistan, an idea

o f the va lue  o f g , £  andjp  a t the reg iona l leve l is requ ired . As found in  Chapter I ,

there are c o n flic tin g  views concern ing the p ro d u c tiv ity  o f cap ita l between the 

regions. Regarding s, the data are also not ve ry  c lea r. The ra tio  o f to ta l in  vest-

19 An idea o f the values of_s may be obta ined from Background Table 19 and o f ^  
from G O P , CSC, Census o f M anufacturing  Industries 1959-60, as quoted in 
Haq, M . , op. c i t . ,  p . 107, Table 21.
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ment to  GRP has always been Higher in West Pakistan than in  East Pakistan. But

i t  is be lieved  th a t, a t least in  the f i f t ie s ,  the savings ra tio  was h igher in  East

Pakistan than in  West Pakistan. In v ie w  o f the d iffic u ltie s  invo lved  in  ob ta in ing

unbiased data a t the reg ional le v e l,  we propose to  use the va lue  o f s /p  found a t the

nationa l le v e l. As fa r as the va lue  o f g is concerned, i t  is established tha t the rate

o f growth has been h igher in  West Pakistan than in  East Pakistan, Inform ation

a v a ila b le  Ind ica te  tha t a fa ir  estimate is obta ined i f  the va lu e  o f j  is kept a t 4 per

20
ce n t fo r East Pakistan and 6 .5  per cent fo r West Pakistan.

The above values may now be used to obta in  an estim ate o f the accounting  

ra te  o f in te rest a t the reg iona l le v e l,  as shown be low .

West Pakistan East Pakistan

Upper L im it
0 .0 6 5
0 .3 0

= 0 . 2 2  app rox .
0 .0 4  ^
Q 2 0  0.13 app ro x .

Lower L im it
0 .0 6 5
0 .5 0

= 0.13

Average 17.5 per cent 10.5 per cent

The estimates thus found a t the regional leve l show th a t the accounting  p rice  

fo r cap ita l is much h igher in  West Pakistan than in  East Pakistan. The reasons are 

im p lic it  in  the data used fo r c a lc u la tio n . G ive n  an equal p ro d u c tiv ity  o f cap ita l 

a t the reg iona l le v e l,  the h igher growth rate in  West Pakistan has not been accom ­

panied by a p ro po rtio n a te ly  h igher savings ra t io , im p ly ing  h igher demand and low er 

supply o f savings.

20 G O P , PC, Annual Plan 1968-69, p .9 .
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A ccou n ting  Price fo r Labour. Fo llow ing  the PFP- and H aq-estim ates, we 

propose to make some approxim ation  o f the accounting  wage ra te  fo r unsk illed  

labour o n ly . Secondly, as in  the estimate fo r the accoun ting  in terest ra te , an 

approach based on upper and low er lim its  w il l  be a ttem pted.

In order to get an idea o f the low er l im it  o f the accoun ting  wage rate o f

u nsk ille d  labour we adopt the L itt le -M irr le s s  approach o f estim ating the social

cost o f  em ploying labourers ca lcu la ted  by the authors in  ca rry ing  out the case study

21
o f a rayon p la n t in  Pakistan. The approach assumes tha t the unsk illed  labour 

consumes the e n tire  w age. Thus conce ived , i t  involves the a p p lica tio n  o f a form ula 

by tak ing  some standard conversion fa c to r fo r consumption a t w o rld  prices w h ich  

was estimated to  be 6 2 .5  per cen t o f the actua l wage. A c c o rd in g ly , i f  the actua l

wage ra te  is represented by w  and consumption a t accounting  prices by c , then

_  6 2 .5
^  100

In the co n te x t o f Pakistan, the authors w ould  lik e  to make some m o d ifica tio n  because

the shadow ra te  "expressed as a percentage o f c should be ra ther h igh , and so 80 per

cent was chosen. The shadow wage is therefore equal to , i . e .  1/2 w . "

But fo r present purposes, 50 per cent o f the market wage ra te  may be considered

as the low er l im it  o f shadow wage ra te , as L it t le  and M irrless have themselves

observed: " I f  a ny th ing , 50 per cent may be on the low  s ide , because the standard

conversion fa c to r almost c e rta in ly  underestimates the ra tio  o f w o rld  to domestic

23
prices fo r  the typ ica l fa m ily  budget o f an unsk illed  w o rk e r."

21 L i t t le ,  I . M . D . ,  and M irrless , J . A . ,  Manual o f Industria l P ro ject Analysis in  
D eve lop ing  C ountries, V o l.  II: Cost Benefit Anal ysis, p . 225. The basic 
fo rm u la  is shown in p . 162.

22 L it t le ,  I . M . D . ,  and M irrless, J . A . ,  op. c i t . ,  p . 225.

23 Ib id , p . 225.
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For estim ating  an upper l im it  the Haq-approach may be used. A ccord ing  to

th is , " i f  a ce rta in  percentage o f the labour force  remains unemployed a t the ru lin g

wage ra te , then the wage ra te  should be 'reduced ' by the same percentage so as to

24
em ploy a ll the labour fo rce  w ith  the same wage fund as befo re . " Thus, tak ing  

unem ploym ent in  the m id -s ix ties  as about 2 2  per cent o f the to ta l labour fo rce  

(Background Table 4 ), the accoun ting  wage ra te  would be 78 per cent o f the m arket 

wage ra te . An a p p lic a tio n  o f the approach a t the reg iona l leve l w ou ld  show tha t 

since unem ploym ent in  East Pakistan is about o n e -th ird  o f the to ta l labour fo rce , 

the accoun ting  wage ra te  in  East Pakistan w ould  be about tw o -th ird s  o f the market 

wage ra te ; on the o the r hand, the accounting  wage ra te  in  West Pakistan would 

be as h igh as 92 per cent o f the m arket wage rate considering the fa c t tha t unem ploy­

ment is o n ly  8  per cent o f the labour fo rce .

The Haq approach may g ive  an in co rre c t result i f  i t  Is found that the market

wage ra te  in  the reg ion w ith  h igher unemployment is h ig he r. F o rtuna te ly , in  our

case the reg ion  w ith  h igher unemployment (tha t is . East Pakistan), has the low er

wage ra te . For exam ple, in  1959-60, in  the large scale industria l sector, the

average wage rate was found to be Rs. 1,060 per annum in  East Pakistan as compared

25
w ith  Rs. 1,260 in  West Pakistan ( in c lu d in g  K arach i), But, as may be seen, the 

wage d iffe re n ce  is no t an exact re fle c tio n  o f the d iffe rence  in  the unemployment 

ra te . The main advantage o f the approach is tha t itcons iders  the w age-fund  in  

such a manner th a t, g iven the w a g e -b ll l,  the en tire  labour fo rce  can be em ployed.

Thus fo r  our purposes the values found fo r the accounting  wage rate by app ly ing  

the Haq approach has been taken as the upper l im it .

24 Haq, M . ,  The S trategy o f Economic P lanning, p . 42 .

25 G O P , C 5 0 , Census o f M anufacturing  Industries 1959-60, as quoted in Haq, M . , 

o p . c i t . , p . 107.
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G ive n  the  upper and low er lim its , the average of the two may help  to g ive  

an approxim ation  o f the accoun ting  wage ra te . I t  may be mentioned tha t w h ile  

we have obta ined d iffe re n t values a t na tiona l and reg ional leve ls fo r the upper 

l im it ,  th is is not so fo r  the low er l im it .  This is , o f course, a l im ita t io n . However, 

s ince we are try ing  m ere ly to get a rough id e a , the use o f the same low er l im it  w il l  

p robab ly  not make a s ig n if ic a n t d iffe re n ce .

The data a t the nationa l le ve l show tha t 78 per cent o f the m arket wage rate 

would be the upper l im it  o f the accoun ting  wage rate and 50 per cent would be 

the low er l im it .  The average o f the two lim its  gives an accoun ting  wage rate o f 

64 per cent o f the market wage ra te . In East Pakistan, the upper l im it  is considered 

as 67 per cent and the low er l im it  as 50 per cent; the average o f the two gives a 

ra te  o f 5 8 .5  per cent o f the m arket wage ra te  in  East Pakistan. In West Pakistan, 

the upper and low er lim its  are taken as 92 per cent and 50 per cent, respective ly ; 

this gives an accoun ting  wage ra te  o f 71 per cent o f the m arket wage rate in  West 

Pakistan .

A ccoun ting  Price fo r Foreign Exchange. Estimating the accoun ting  p rice  fo r 

fo re ign  exchange in Pakistan becomes a d if f ic u lt  process. Two main reasons may 

be advanced. F irs tly , there is a s tr ic t  control on imports a t commodity and country 

le v e l,  and i t  is d i f f ic u l t  to know e x a c tly  w hat w ould have been the demand fo r 

fo re ign  exchange w ith o u t con tro ls . Secondly, in  West Pakistan the p rice  leve l is 

low er than in  East Pakistan a lthough the former has suffered a considerable fo re ign  

exchange d e f ic i t  fo r a long tim e (Background Tables 10 and 14), The possible 

existence o f some non-econom ic fa c to r w h ich  may be responsible fo r the phenomenon 

makes an a p p lic a tio n  o f the purchasing power p a r ity  approach ra ther d i f f ic u l t .
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The presence o f d if f ic u lt ie s  does n o t, however, im p ly  tha t the task o f de term in ing  

an accoun ting  fo re ign  exchange ra te  can be ignored. As a lready  argued in  the thesis, 

there is a serious fo re ign  exchange constra in t and in  order to  avo id  the risk o f mis­

ai lo ca tion  o f investm ent fund , one must perform the task o f estim ating the in tr in s ic  

va lue  o f fo re ign  exchange. Both the PFP-estimate and the Haq-estim ate in d ica te  

tha t home currency is overva lued in  terms o f the o ff ic ia l ra te  o f fo re ign  exchange.

The PFP-estimate considered a premium o f 6 6 . 6  per cent over the o ff ic ia l rate 

o f fo re ign  exchange in  1954-55. Haq estimated tha t the accoun ting  p rice  fo r 

fo re ign  exchange w ou ld  be 42 per cent h igher than the o ff ic ia l ra te . Both these

estimates, how ever, appear ve ry  low  when compared w ith  the estim ation made by 

26
Islam, c a lc u la tin g  the ex ten t o f ove rva lua tion  o f the dom estic currency a t the 

o ff ic ia l ra te  o f exchange from  1948-49 to 1964-65, as shown be low .

(In  Percentage)
M arkup o f S carc ity  
Price o f Foreign 
Exchange on its 
O f f ic ia l Price

M arkup o f S carc ity  
Price o f Foreign 
Exchange on its 
O f f ic ia l Price

1948-49 1.17 1956-57 0 .9 2
1949-50 1 . 6 8 1957-58 1.21

1950-51 1.61 1958-59 0 .9 4
1951-52 1.47 1959-60 0 .7 4
1952-53 2.16 1960-61 0 .8 0
1953-54 1.74 1961-62 0 . 8 8

1954-55 1.64 1962-63 0 .9 2
1955-56 1 .1 2 1963-64 0 .9 2

1964-65 1.19

26 Islam, A , I , A  , "A n  Estimation o f the Extent o f O ve rva lua tio n  o f the Domestic 
Currency in  Pakistan a t the O ff ic ia l Rate o f Exchange 1948/49 -  1964/65,
Pakistan Developm ent Review , Spring 1970, p . 58 . The fo llo w in g  form ula was used 
by Islam

(è "  ê) . ICO = [Cor -  p -  X ) -  1 ]  -100

where
è = sca rc ity  p rice  o f a u n it o f fo re ign  exchange 
e = o ff ic ia l rate o f exchange 

= ra tio  o f actual market p rice  to c & f  va lue

(3 -  normal p ro fit  as a proportion  o f c & f  va lue  
X = cost o f d is tr ib u tio n  as a proportion o f c & f  v a lu e .
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Since here we are interested on ly  in  ob ta in ing  some approxim ation  of the 

accoun ting  p rice  fo r fo re ign  exchange, no serious consideration o f w hether or not 

Islam's estim ation  is be tte r than tha t by the planners o f the F irst Plan or tha t by 

Haq w i l l  be entered in to . For present purposes, i t  is obvious tha t the o ff ic ia l rate 

o f fo re ign  exchange in  Pakistan h ig h ly  overvalues the dom estic currency.

The estimates shown above are a t the national le v e l. A t the regional le v e l,

i t  is doub tfu l w hether the nationa l estimate could show the re la tiv e  sca rc ity  o f

fo re ign  exchange faced separa te ly by East Pakistan and West Pakistan. As may be

seen from Background Table 14, the fo re ign  trade balance o f East Pakistan has

enjoyed a surplus in  most years, to be contrasted w ith  a d e f ic i t  faced by West

Pakistan. F o llow ing  Haq's approach o f measuring excess demand over current 

27 .
earnings we can estimate the accounting  p rice  fo r fo re ign  exchange in  East

Pakistan and West Pakistan, tak ing  the data o f Background Table 14. The f iv e -y e a r

period 1964-65 to 1968-69, w il l  be taken as the basis o f our estim a tion . During

this period  the to ta l export earnings o f East Pakistan were Rs. 737 crore and imports

Rs. 775 c ro re . O n the other hand, the to ta l exports o f West Pakistan during the

same period  amounted to o n ly  Rs. 730 cro re , as against to ta l imports o f Rs. 1,656

cro re . So the measure o f excess demand over current earnings turns out to be 

775 — 737
5.15 per cent (=    ) fo r East Pakistan, compared w ith  126.84 per

cent (=  ) fo r  West Pakistan.

The above approach can, o f course, be seriously cha llenged . But in  the context 

o f Pakistan, one cannot deny tha t the problem o f fo re ign  exchange constra in t is a 

more serious m atter fo r West Pakistan than fo r East Pakistan. In the W orld  Bank study

27 Haq, M . ,  The S trategy o f Economic P lanning, p .45 . th e  approach is a ve ry  
s im p lifie d  one and may be expressed sym b o lica lly  as fo llow s :
Premium required  over the fo re ign  exchange ra te  (in  percentage)

M - E—  100
E

where
E is exports and M  is im ports.
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conducted in  connection  w ith  the Indus Basin Development Programme, i t  has

been found tha t a developm ent programme in West Pakistan needs to consider

28
a premium rate close to  100  per cent on the current fore ign exchange ra te .

The find ings o f the W orld  Bank study may also be compared w ith  the observation

by Haq tha t the shadow fo re ign  exchange rate fo r West Pakistan may be about 140

per cent h igher than the o ff ic ia l ra te . As fa r as East Pakistan is concerned, Haq

observed tha t the "shadow p rice  fo r fo re ign  exchange in  East Pakistan w il l  be

about a t par w ith  the o ff ic ia l ra te  o f exchange. " His obsei*vation compares
o f

favo u ra b ly  w ith  the estim a tion /accounting  fo re ign  exchange ra te  fo r East Pakistan 

as shown above tak ing  the f iv e -y e a r  period 1964-65 to 1968-69.

The estimates thus found fo r the accounting  prices fo r c a p ita l,  labour and 

fo re ign  exchange a t na tiona l and reg iona l levels may be im proved by a ttem pting  some 

re la tiv e  measure. This w i l l  have the m erit o f estim ating , say, the accounting  ra te  

o f in te rest from the separa te ly  computed values fo r accounting  wage ra te  and 

accounting  fo re ign  exchange ra te . The va lue  thus found fo r the accounting  ra te  

o f in terest can be used in  determ in ing  the accounting  fo re ign  exchange ra te  or

the accoun ting  wage ra te  and the process may be repeated in  this w ay. The values
different

thus obta ined  fo r/accoun ting  r a t e s  , from proportional estim ation can be used as a 

basis fo r comparison w ith  the values estimated separa te ly. This w i l l  a t least be 

an im provem ent in  ob ta in in g  consistency in  the estim ation o f accounting  prices fo r 

labour, ca p ita l and fo re ign  exchange. But in  order to establish th is , i t  w ou ld  be 

necessary to have some p ra c tica l a p p lic a tio n , and ac tion  from some a u th o r ity  such 

as the P lanning Commission w i l l  be requ ired .

28 W orld  Bank, W ater and Power Resources o f West Pakistan: A  Study in  Sector 
P lann ing, V o l.  I l l ,  The Johns Hopkins Press 1969, pp. 6 8 -70 .
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A  note on the re levance o f the d iffe re n tia l fo re ign  exchange ra te  a t the 

reg ional leve l (or fo r  tha t m atter, any other shadov/ ra te) w ith  reference to 

reg ional developm ent may be added. Confusion may sometimes arise in  tha t a 

low er accoun ting  fo re ign  exchange rate would  discourage in d u s tr ia liz a tio n  in  East 

Pakistan and a h igher accoun ting  fo re ign  exchange ra te  w ou ld  encourage in d u s tr ia l­

iz a tio n  in  West Pakistan, since fo re ign  exchange benefits w ou ld  be h igher in  West 

Pakistan than in  East Pakistan. But i t  should be remembered tha t investm ent 

decisions are based not o n ly  on benefit-stream s but also on cost-stream s. A  h igher 

accoun ting  fo re ign  exchange ra te  w il l  also reveal a h igher cost i f  the fo re ign  

exchange component o f the cost-stream is s ig n ific a n t. Industria l pro jects have a 

bad repu ta tion  in  this regard. Further, once separate ta rge t growth rates fo r East 

Pakistan and West Pakistan are proposed, the task before the planners is to a llo ca te  

resources fo r each region In order to achieve the target (C hapter I) .  Estimates 

based on accoun ting  techniques are d irected  towards a b e tte r a llo c a tio n  o f the g iven 

investm en t-fund .

In conclus ion . I t  may be m entioned once again tha t the estimates o f accounting  

prices shown above are not re fined  ones and should be treated as a rb itra ry . I t  is 

o n ly  through an o ve ra ll analysis in  the framework o f a programming m odel, as 

mentioned in  Section I ,  tha t one can make accurate  estimates. For th is , concentrated 

e ffo rt a t the government le ve l w i l l  be necessary. Since no such estimate has ye t 

been made and since m arket prices fa il to p rovide  a co rrec t in d ica tio n  fo r resource 

a llo c a tio n , we consider tha t even some guesses as the above constitu te  a va luab le  

exerc ise . There Is obvious scope for its improvement, and i t  is argued strong ly  that 

the efforts o f the P lanning Commission w il l  be o f considerable assistance.
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APPENDIX B 

BAC KG R O U N D  TABLES A N D  CHARTS

The main o b je c tiv e  o f this A ppend ix  is to provide the s ta tis tica l in fo rm ation  

w h ich  has been the  basis fo r most o f the analysis o f the study. The Appendix Is 

d iv id e d  in to  three Sections. Section I provides an In troduc to ry  note on the 

sources, lim ita tio n s  and uses o f the s ta tis tica l In fo rm a tion . The Tables and Charts 

are presented In Sections II and III respec tive ly .

I In troducto ry  N ote

The s ta tis tica l In fo rm ation  provided here depends la rg e ly  on both prim ary 

and secondary sources. The CSO^ may be mentioned f irs t as being the most

im portant p rim ary source. O the r Im portant prim ary sources inc lude  M in is try  o f

2  . 3  . . .  4
F inance, the State Bank o f Pakistan and the P lanning Commission. The

secondary sources consulted cover a large number o f books and a rtic le s , references

1 Central S ta tis tica l O ff ic e  (G overnm ent o f Pakistan, Karach i) publishes 
M o n th ly  S ta tis tica l B u lle tin  and S tatis tica l Yearbook w hich provide data 
covering  various aspects o f the economy. Besides these, the CSO pub lica tions 
also cover sp e c ific  top ics.

2 The Budget, The Budget in  B rie f, Pakistan Economic Survey, e tc . ,  are 
im portan t pub lica tions  o f the M in is try  o f F inance.

3 The Report o f Currency and Finance (A nnua l) and the M o n th ly  B u lle tin  are 
two im portant pub lica tions  of the State Bank o f Pakistan.

4 F ive Year Plans, Annual Plan, Evaluation o f p lann ing  achievem ent are im portant 
pub lica tions  o f the P lanning Commission. From 1968-69 the P lanning Departments 
o f the Governments o f East and West Pakistan have started pub lish ing Annual 
Plans fo r East and West Pakistan, respective ly .



to most o f w h ich  are g iven  in  the B ib liography. H ow ever, the use o f secondary 

sources has been restric ted  to those areas where data from prim ary sources are 

not a va ila b le  or are inadequate.

In the course o f our research d a ta -ava i I a b i l i ty  has rem ained a constant 

problem  an idea o f w hich may be g iven in  the fo llo w in g  paragraphs.

F irs tly , i t  seems tha t p lann ing  exercises in  Pakistan are a t times s t i l l  based 

on guesses. As la te  as 1968, tha t is , (a fte r th irteen  years o f comprehensive 

p la nn in g ), the P lanning Commission observed tha t "V e ry  l i t t le  in fo rm ation  is 

a v a ila b le  about the size or sectora l d is tribu tion  o f p riva te  cap ita l fo rm a tion , 

f lo w  o f funds in  the p riva te  secto r, investment in stocks, s ize and patte rn  o f 

p riva te  consum ption, va lue  added in  some a g ricu ltu ra l sub-sectors p a r tic u la r ly  

live s to ck , growth of sm a ll-sca le  industries sector and im port requirements fo r

5fu l l u t i l iz a t io n  o f industria l c a p a c ity ."  About the ex ten t o f unemployment the

Third Plan remarked tha t " I t  is d i f f ic u l t  to establish its real m agnitude due to the

inheren t d if f ic u lt ie s  o f measuring employm ent in a la rg e ly  tra d itio n a l so c ie ty .

Nevertheless i t  is c le a r tha t the employment problem is o f a serious nature and 

„ 6
propo rtion .

Secondly, i t  seems tha t some o f the agencies o f Pakistan w h ich  provide 

s ta tis tica l in fo rm ation  a t times e ithe r do not fin d  i t  im portant or hesita te  to publish 

da ta . This is p a r tic u la r ly  marked w ith  regard to in te r-re g io n a l data in vo lv in g  

East Pakistan and West Pakistan. The problem is fu rthe r com plica ted  by the need

5 G O P , PC, Annual Plan 1968/69, June 1968, p . 34.

6  G O P , PC, The Third F ive Year Plan, p . 217.
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fo r caution  in  accep ting  the reg ional data provided by the G overnm ent or re la ted  

bodies. Rahman has observed re ce n tly  tha t attempts have been made to conceal 

facts concern ing  d isparities between East Pakistan and West Pakistan and the 

genera! econom ic cond ition  o f East P ak is tan .^

T h ird ly , one o ften  faces the problem o f da ta -d iscrepancy. A t  times, even

the same source gives d iffe re n t figures fo r the same estim ate. For exam ple, gross

dom estic savings as a percentage o f G N P  for 1959-60 was shown as 5 .9  in  the
0

Third F ive Y e a r P lan, w h ile  in  the Evaluation o f the Second Five Year Plan

9the fig u re  o f 6 .5  was shown, ye t both these pub lica tions are o f the Planning 

Commission. The estim ate o f in te r-re g io n a l growth ra te  ach ieved during the 

Second Plan Is another good exam ple. In the fo llo w in g  Table the figures quoted 

are shown in three pub lica tions o f the Planning Commission, each g iv in g  a 

d iffe re n t estim ate .

Annual Average Rate o f G row th during  the Second Plan 

(1960-61 to 1964-65)
(In  percentage)

Evaluation M id -P la n Annual
o f the Second Review o f Plan
F ive -Y e a r P lan, the Third 1968/69,
M ay 1966, p .9 F ive -Y e a r June 1968,

P lan, A p r. p .9
1968,p . 33

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

East Pakistan 5 .0 5 .4 4 .4

West Pakistan 5 .5 5 .0 6 .4

7 Rahman, M . A . ,  " East Pakistan: The Roots o f Estrangement, " South Asian 
Review , A p r il 1970, p . 236.

8  G O P , PC, The Third F ive Year Plan, p .7 .

9 G O P , PC, Evaluation  o f the Second F ive Y ear P lan, p . I I .
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Column 4 is le f t  b lank in  the hope that a fourth  estimate may be found somewhere 

e lse.

In the Tables and Charts tha t fo llo w  we have tr ie d  to provide  system atic 

s ta tis tica l in fo rm a tion  in  the lig h t o f the trend o f econom ic developm ent that 

has taken p lace  in  Pakistan. The s ta tis tica l in fo rm ation  should obv ious ly  be 

taken w ith  ca u tio n . I t  is not cla im ed tha t a ll the data are one hundred per cent 

a ccu ra te . N or w ou ld  i t  be wise to suggest tha t a ll the Tables can pass a rigorous 

m athem atica l test. But i t  can sa fe ly  be c la im ed tha t the s ta tis tica l in form ation  

is s u ff ic ie n t ly  representative  in  characte r. In the absence o f bette r a lte rn a tive  

estimates this In fo rm ation  is ve ry  useful fo r v ie w in g  the trend o f developm ent 

in  the economy and to a llo w  broad conclusions to be drawn.

II Background Tables

This Section contains 28 Tables dea ling  m a in ly  w ith  popu la tion  and labour 

fo rce . Gross N a tio n a l Product (G N P ) and Gross Regional Product (GRP), 

fo re ign  trade , savings and investm ent, and government expend itu re .

Data shown in  the Tables against the tim e , say 1951-52, correspond to the 

fisca l year, tha t is from the beg inn ing o f J u ly  o f a p a rtic u la r year to the end o f 

June o f the next year.

In preparing the Tables, the main o b je c tive  has been to p rov ide  adequate 

s ta tis tica l in fo rm ation  w h ich  could a llo w  one to see the trend o f developm ent 

o f the econom y. So, In order to avo id  c rit ic ism , a lte rn a tive  estimates have 

also been shown in  p laces.



T a b le  1

Estimates of Population

(in Million)
East Pakistan West Pakistan Pakistan

1949-50 4 2.2 5( ■» ) 55.51 ( - ) 77.56 - )
1950-51 45.29(42.42) 56.18(54.59) 79.47 76.81)

1951-52 44.55(45.25) 57.07(55.20) 81.42 78*45)
1952-55 4 5 .4 4 ( 44.06 ) 57.98(56.02) 85.42 80.08)

1955-54 46.56(44.90) 58.91(56.87) 85.47 81.77)

1954-55 47.70(45.76) 59.87(57.74) 87.57 85.50)
1955-56 48.86(46.65) 40.86(58.65) 89.72 85.26)

1956-57 50.06(47.52) 41.87(59.54) 91.93 87*06)

1957-58 51.29(48.45) 42.90(40.47) 94.19 88.90)

1958-59 52.56(49.56) 45.95(41.42) 96.51 90.78)
1959-60 55.85(50.50) 45.05(42.40) 98.88 92.70)
1960-61 55.25(51.25) 46.20(45.40) 101.45 94.65)
1961-62 56.69(52.22) 47.40(44.42) 104.09 96.64)

1962-65 58.16(55.21) 48.63(45.47) 106.79 98.68)

1965-64 59.67(54.22) 49.89(46.54) 109.56 100.75)

1964-65 61.22(55.24) 51.19(47.65) 112.41 102.88)
1965-66 62.87(56.29) 52.57(48.76) 115.44 105.04)
1966-67 64.57(57.56) 55.99(49.90) 118.56 107.26)
1967-68 66.51(58.44) 55.45(51.08) 121.76 109.52)
1968-69 68.10(59.55) 56.95(52.28) 125.05 111.85)

1969-70 69.94(60.68) 58.49(53.51) 128.45 114.19)
Sources : From 1949-50 to 1965-64 - Ehan,T.M, and Bergan,A.,"Measurement of 
....National Income Estimates 1949/50 to 1965/64"yPakistan Development 
Review, Summer 1 966,pp.199-204. From 1964-65 to 1969-70 - Computed by 
assuming 2 .6 percent growth rate of population for the first year and 2 .7  
percent for the rest. Of. Khan,T.M.,"Growth of National and Per Capita 
Income in Pakistan", op.cit.,p.57* It may be mentioned that while Khan has 
considered the estimate upto 1967-68, we have extended it upto 1969-70. 
Figures in parentheses show population estimates made by the Horae Affairs 
Division. Cf. GOP, CSG, Pakistan Statistical Yearbook I967, p.2 .
Note ; Khan-Bergan and Khan estimates of population are in line with the 
estimates of the Planning Commission. The estimates of the Home Affairs 
Division as shown in parentheses refer to the population figures of the 
mid-year, e.g., 1951 mid-year figure is shown in the Table as for 1950-51*
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Table 2

Estimates of Labour Force(Selected Years)

(In Million)
East Pakistan 

Estimate Estimate 
I II

(1 ) (2)

West
Estimate

I

(3)

Pakistan
Estimate

II

(4 )

Total
Estimate

(l)+(5)
(5)

Estimate
II

(2)+(4 )
(6).. .

1951 12 .89 • 13.77 9.50 11.51 22.39 25.28

1955 14.40 15.16 11.70 12.68 26 .10 27.84

1961 17.44 17.12 12.76 14.32 30.20 31.44

1965 21.2 19.47 15.5 16.28 36.7 35.75
1970 24.7 22.24 17.6 18.60 4.2.3 40.84

(22.38) (18.72) (41.10)

Sources ;
Estimate I - Pakistan Statistical Yearbook 1967, pp.2 0, 25-24 

and the Fourth Five-Year Plan of Pakistan,p. 111.
Estimate II - Computed from the population estimates shown in 

Background Table 1 on the basis of I.B.O. Survey which found that the 
ratio of labour force to population was 51*8 percent. Cf. International 
Labour Office, Report to the Government of Pakistan on a Manpower Survey, 
Geneva 1956. Figures in parentheses for 1970 have been computed on the 
basis of a labour-population ratio of 32.0 percent which has been consi­
dered as normal assuming that economic development will bring more 
women in the labour-market and the composition of population will change 
in favour of the working age group. Cf. Haq, M,, The Strategy of Economic 
Planning, p.243.

Notes ; For 1951 Census, civilian labour force comprised of all those 
persons of 12 years or over. On the other hand, in 196I census persons 
in the age group of 10 and 11 were included. The Fourth Plan estimate, as 
shown for 1965 and 1970 (p.11l) also considers labour force of 10 years 
and over. Labour force figures for 1951? 1955 and 196I shown in Pakistan 
Statistical Yearbook, op.cit., excluded the former North West Frontier 
Regions.
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Table 3

Distribution of Labour Force by Economic Groups

East
Pak.
(1)

West 
Pak. 
(2)..

1925East West . 
Pak, Pak. 

..b l ..(_4)__.

1961
East West 
Pak. Pak.
(5) (6)

12^
East West 
Pak. Pak.
(7) (8)

Agriculture 84.67 65.35 72.99 54.57 84.26 59.31 73.39 57.85

Mining 0.01 0.97 - 0.16 — 0.10

Ma nuf a ct uri ng 3.87 9.68 7.08 15.04 6.34 13.68
14.74 40.69t*

Construction 1.11 0,66 0.51 4.48 2.41 3.42
Commerce 3.89 6.83 5.73 8.33 7.98 9.44
Transport 1.61 1.11 1.77 2.52 2.72 4.69
Services 3.82 8.75 9.76 13.85 6.92 9.94
Unclassified 0.99 7.52 2.15 1.24 0.24 0.88

Total 100.0 100.0 100.0 100.0 100:0 100.0 100.0 100.0

Sources and Notes;
Figures for 1951 refer to Census and are computed from the distri­
bution of labour for 1951 Census as shown in Pakistan Statistical 
Yearbook 1967? p.2 3 ? Table 11.
Figures for 1955 refer to Saraple-Survey and are computed from 
labour force figures supplied by the Department of Manpower and 
Employment, Ministry of He lath, Labour and Social Welfare as 
quoted in Pakistan Statistical Yearbook 1967? P*2 4 ? Table 12.
Figures for 1961 refer to Census and are computed from labour 
force figures shown in Population Census of 196I: Bulletin No.5, 
Economic Characteristics, p.vii, Statement 3*
Figures for I965 refer to Sample-Survey as quoted in Pakistan 
Statistical Yearbook I967? p.5 0? Table 2 1,
*The source does not show any breakdown of non-agricultural 
labour force.
Agriculture includes animal husbandry, fishery and forestry.
Construction includes utilities such as electricity, gas, water, 
sanitary services.
Due to rounding off the total may not always equal to 100.0 .
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Table 6 

Estimates of Consumption

Estimate I 

(1 )

Estimate 
Government Private

(2> (5)

II
Total
(4)

1949-50 2,347.6 — -

1950-51 2 ,434*3 218 2,098.3 2,316.3
1951-52 2,406.5 285-4 .2,175.6 2,459. 0
1952-53 2,452.9 311.8 2,201 2,512.8
1953-54 2,592.6 291.3 2,342.3 2,633.6
1954-55 2,608.8 250 2,292.8 2,542.8
1955-56 2,585.4 293 2,273.4 2,566.4
1956-57 2,746.7 ..246.4 2 ,598.3 2,844.7
1957-58 2,741.9 246.1 2,592.8 2 ,838.9

1958-59 2,770.4 253.4 2,594.0 2,847.4
1959-60 2,865.9 288.97 2,679.1 2,968.07
1960-61 2,934.6 280.7 2,771.9 3,052.6
1961-62 3,047.3 302.4 2 ,838.2 3,140. 6
1962-63 3,165.4 340.4 2,901.5 3,241.9
1963-64 3,374.4 454.4 3 ,087 .5 3,541.9
1964-65 3,475.8 472.3 3,222.4 3,694.7
1965-66 3,752.8
1966-67 3 ,798.3
1967-68 4 ,086.1

1968-69* 4,340.7
1969-70** 4,659.6

Sources and Notes:
Col.(l) - Computed from Background Tables 8 and 2 0; Consumption = 

GNP - Investment,
Cols. (2) and (3) - Chowdhury, M.K., "The Approach to Planning in 

Pakistan", op.cit., p.319* Chowdhury cites Central and 
V Provincial Budgets and Five Year Plans of Pakistan as 

sources for his estimate.
■^Provisional.
**Ebtimate.



T ab le  ?

R eg re s s io n  o f  Consumption on GNP

(Rs. in Grore: 1959-60 Pactor Cost)
Consumption GNP

Y X

1950-51 2 ,434-5 2,537.3

1951-52 2,406.5 2,539.5

1952-53 2,452.9 2,613.9

1953-54 2,592.6 2,777.6
1954-55 2,608.8 2,790.8

1955-56 2 ,585.4 2 ,783.4

1956-57 2,746.7 2,949.7

1957-58 2,741.9 2,971.9

1958-59 2,770.4 3,014.4
1959-60 2,865,9 3,143.9
1960-61 2,934.6 3,308.6

1961-62 3,047.3 3,504.3
1962-63 3,165.4 3,628.4

1963-64 3,374.4 3,928.4

1964-65 3,475.8 4,105.8

1965-66 3,752.8 4,296.8

1966-67 3 ,798.3 4,513.3
1967-68 4 ,086.1 4 ,851.1

1968-69 4,340.7 5 ,128 .7

1969-70 4,659.6 5,427.6

M  = 515.83 + 0.7417X 

E = 0.9973



Table 8

Estimates of Rate of Growth(g) and Price Change(p)

 ____________________ _______________ (GNP: Rs. in Million)
At Current At Constant In Percentage
Factor Cost Factor Cost g AP+S A P  

of 1959-60
__________ Cl)________ d)______ Ci)____ (4 ) (5 )

1949-50 19,893 24,466
1950-51 20,740 25,373 3.70 4.25 0.55
1951-52 22,500 25,395 0 .0 8 8.48 8.40
1952-53 21,802 26,139 2.92 -3.10 -6.02

1953-54 21,836 27,776 6 .26 0.15 -6.11

1954-55 21,147 27,908 0.47 “3.15 -3.62
1955-56 22,658 27,834 -0 .26 7.14 7.40
1956-57 26,593 29,497 5.97 16.92 10.95
1957-58 28,400 29,719 0.75 6.79 6.04
1958-59 28,023 30,144 1.43 -1.32 -2.75
1959-60 31,439 31,439 4.26 15.40 10.14
1960-61 34,786 33,086 5.23 10.64 5.41
1961-62 36,485 35,043 5.-91 4 .88 -1.05
1962-65 38,642 36,284 3.65 5.91 2.24
1963-64 41,284 39,284 8 .26 6.83 -1.45
1964-65 45,535 41,058 4.51 10.29 5.78
1965-66 49,690 42,968 4.65 9.12 4.47
1966-67 58,203 45,133 5.03 17.13 12.10

1967-68 61,579 48,511 7.46 5.80 -1.66

1968-69* 68,310 51,287 5.72 10.93 5.21.
1969-70** 74,971 54,276 5.82 9.75 3.93

Sources and Notes:
Cols. (T)~~and" '(2 ) - CSO as quoted in the Pakistan Economic Survey 
1969-70, pp.2 -5 (statistical Section).
Col.(5/ is based on the equation = Y^(l+g), where Y^ is GNP 
in the current year and Ŷ  is GNP in the previous year. So,
g may be calculated as g = _ 1  .

Yl ^t ” 1
Col.(4) has been computed from Col.(l) asAp+g =

b  ’

where X_̂  is GNP at current factor cost in current year and 
X̂  is GNP at current factor cost in previous year.

Col.(5) ^ Col.(4) - Col.(5).
^Revised Estimate, **Provisional Estimate.
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Table 9 

National Income Deflator 
(1959-60 = 100)

National Income 
Deflator

.........  C 1 I . ...........

General Wholesale 
Price Index

(2).....  ...... ....
1949-50 81.31
1950-51 81.74

1951-52 88 .60

1952-53 83.41
1953-54 78.61

1954-55 75.77
1955-56 81.40
1956-57 90.15 95.37
1957-58 95.56 95.62

1958-59 92.96 93.94
1959-60 100.00 100.00

1960-61 105.14 102.99
1961-62 104.11 105.88
1962-63 106.50 104.80
1963-64 105.09 104.62
1964-65 110.90 112.43
1965-66 115.64 117.54
1966-67 128.96 133.88
1967-68 126.94 128.58

1968-69 133.19 156.07
1969-70 138.13 140.52*

^Average of July-March.
Sources ;

Col.(l) - Computed from GNP figures shown in Background Table 8 
on the basis of the following:
Deflator = ^  , where X and Y represent GNP at current

Yt %b
and constant factor cost, respectively; t and b represent 
curi'ent year and base year, respectively. Cf. PIDE Monograph 
No.4 : A measure of Inflation in Pakistan, March 1961, pp.20-2 3.
Col.(2) - GOP, Pakistan Economic Survey 1969-70, pp . 100 and 
Statistical Section 78.
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Table 10

General Price Index in East and West Pakistan
(wholesale Prices)

1959-60 = 100

East
Pakistan

West
Pakistan

1956-57 100.92 90.03

1957-58 96.02 95.38

1958-59 94.53 92.80

1959-60 100.00 100.00

1960-61 102.83 104.77

1961-62 106.78 104.65

1962-63 106.16 102.86

1963-64 102.55 106.35

1964-65 111.27 113.55
1965-66 122.77 112.03

1966-67 141.48 124.36

1967-68 129.71 126.0 0'

1968-69 141.13 129.54

1969-70* 146.27 132.35

^Average of July-March.

Sources :
From 1956-57 to 
Yearbook I964, P

1959-60 -
.330.

GOP, Pakistan Statistical

From 196O-6I to 1968-69 - 
May 1970, pp.1044-45.

CSO Statistical Bulletin,

For 1969-70 “ GOP, Pakistan Economie Survey 1969-7 0, p.100.



Table 11

Estimates of Gross Regional Product(GHP): East Pakistan 
and West Pakistan

(Rs. in Grore: 1959-60 Factor Cost)
Ëast
Pakistan

________ (1)_____________

West 
Pakistan 
..(2 ) ...........

1949-50 1 ,237.4(1 ,236.0) 1,209.1(1,210.6)
1950-51 1 ,281.2 1,256.3
1951-52 1 ,322.0 1,227.5
1952-53 1,362.7 1,251.3
1953-54 1,407.7 1,372.7
1954-55 1 ,381.6 1,410.6
1955-56 1,323.4 1,459.4
1956-57 1,440.7 1,509.8
1957-58 1,420.1 1,551.5
1958-59 1 ,582.4 1,632.3
1959-60 1,497.2(1,494.5) 1,646.7(1,649.4)
1960-61 1 ,583.6 1,711.0
1961-62 1,679.7 1,794.7
1962-63 1 ,682.5 1,910.4
1963-64 1,867.1 2,009.0
1964-65 1 ,882 .0 2,224.0
1965-66 1,952.0 2,347.0
1966-67 2,024.0(1,876.4) 2,489.0(2,636.9)
1967-68 2,186.0(2,023.5) 2,642.0(2,827.6)
1968-69 2,231.9(2,067.0) 2,800.5(3,061.7)

Sources :
From 1949-50 to 1965-64 - Khan, T.M, and Bergan, A., "Measurement 

of Structural Change in the Pakistan Economy; A Review of the National 
Income Estimates 1949/50 to 1965/64", Pakistan Development Review, 
Summer I966, pp.199-202. From 1964-65 to 1967-68 - Rahman, M.A.j "The 
Role of the Public Sector in the Economic Development of Pakistan", 
in E,A.G.Robinson and M.Kidron(eds.), Economic Development in South 
Asia, op.cit., p.75» For 1968-69 - Computed by taking 2,1 percent 
growth rate for East Pakistan and 6 .0 percent growth rate for West 
Pakistan; the growth rates are shown in Government of East Pakistan, 
Annual Plan 1969-7 0, p . 5 and GOP, PC, Annual Plan 1968-69, p.9*

Figures in parentheses for 1949-50 and 1959-60 are from the Third 
Five Year Plan of Pakistan, p.11. Figures in parentheses from 1966-67 
to 1968-69 are from Annual Plan for East Pakistan 1969-70, p.3 , the 
Annual Plan, however, shows GRP for East Pakistan only. So to obtain 
the GRP of West Pakistan, GRP of East Pakistan have been deducted from 
the GNP figures shown in Background Table 8 .
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Tab le  12

GNP and GRP Per Capita 
(in Rs.: 1959--60 Factor Cost)

East
Pak.
CD

Estimate
West
Pak.
(2)

I
Pakis­
tan
(3)

Estimate 
East West 
Pak. Pak. 

_(4) __(5l_

II
Pakis- 
tan 
(6)

1949-50 293 342 315 287 338 311
1950-51 296 347 319
1951-52 298 331 312
1952-55 300 329 313
1953-54 302 353 325
1954-55 290 354 319
1955-56 271 357 310
1956-57 288 361 321
1957-58 277 362 316
1958-59 263 371 312
1959-60 278 366 31 8 278 366 318

1960-61 287 370 326
1961-62 296 376 337

1962-63 284 393 340
1963-64 315 403 359
1964-65 307 434 365 293 426 365
1965-66 310 446 372 295 427 372
1966-67 313 461 381 290 448 381

1967-68 330 476 398 307 468 399
1968-69 528 492 410 311 491 411
1969-70 314 507 423

Sources :
Estimate I - Figures for East Pakistan and West Pakistan are 
computed from Background Tables 1 and 11. Per capita G-NP for 
Pakistan are computed from Background Tables 1 and 8 .
Estimate II - Figures for 1949-50 and 1959-60 are taken from 
GOP, PC, The Third Five Year Plan, p.11, Table 12. Figures from 
1964-65 to 1969-70 are given in the Preliminary Evaluation of 
the Third Five Year Plan, op.cit., p.201, Table 6 .2 .
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T a b le  13

Foreign Trade of Pakistan

......... (Rs. in Crore)
Exports Imports Balance

(1) (2) (3)
1949-50 120 129 - 9

1950-51 255 162 + 93

1951-52 201 223 - 22

1952-53 151 139 + 12

1953-54 129 111 + 18

1954-55 122 110 + 12

1955-56 178 152 + 46
1956-57 161 233 - 72
1957-58 142 205 - 63
1958-59 132 157 - 25
1959-60 184 247 - 63
1960-61 180 318 -138
1961-62 184 311 -127
1962-63 225 382 -157
1963-64 250 443 -215
1964-65 241 537 -296
1965-66 271 421 -150
1966-67 291 520 -229
1967-68 334 466 -132*
1968-69 330 487 -157*'

Sources and Motes:
Cols.(l) and (2) - Background Table 14*
Col.(3) = Col.(l) - Col.(2 ).
*CSO estimate as shown in GOP, Pakistan Economic Survey 1969-70 
(statistical Section, p.93) shows a deficit of Rs.15S crore for 
1967-68 and Rs,l66 crore for 1968-69*
Due to summation and rounding off slight variation may be marked 
if compared with the CSO estimate shov/ing total figures.
Inter-period comparison is not possible due to the 
difference in price level.
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F o re ig n  Trade by Regions

(Rs. in  C ro re )

East
Exports

(1)

Pakistan
Imports

(2 )
Balance

(3)

West
Exports

(4 )

Pakistan 
Imports Balance 
__(5l  .J(6 1 _ _

1949-50 63 38 -[-25 57 91 - 34

1950-51 121 45 +76 134 117 + 17
1951-52 109 76 +33 92 147 - 55

1952-53 64 37 +27 87 102 - 15
1953-54 65 29 +.36 64 82 ' - 18

1954-55 73 32 +41 49 78 - 29
1955-56 104 36 +68 74 96 - 22

1956-57 91 82 + 9 70 151 - 81

1957-58 99 74 +25 43 131 - 88

1958-59 88 55 +33 44 102 - 58

1959-60 108 66 +42 76 181 -105
1960-61 126 101 +25 54 217 -163
1961-62 130 87 +43 5 4- 224 -170
1962-63 125 102 +23 100 280 -180

1965-64 122 145 -23 108 298 -190
1964-65 127 170 -43 114 367 -253
1965-66 151 133 +18 120 288 —168

1966-67 157 157 Mil 134 363 -229
1967-68 148 133 +15 186 333 -147
1968-69 154 182 -28 176 305 -129

Sources and Motes;
Exports and Imports Figures - From 1949-50 to 1962-65 are taken 
from CSO Statistical Bulletin, August I965, pp.1980-8 1 , Tables 
2 and 5. From 1965-64 to 1968-69 are taken from ibid, Movember 
1969, p.2255, Table 1.1.
Cols.(3) and (6) - Computed.
Figures have been rounded off.
Figures are in current prices and inter-period direct comparison 
is not possible.
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Table 15

Met Barter and Income Terms of Trade of Pakistan

1939-60=100

Pm
(1 )

Px.
(2 )

Qpc
(3) (4 ) ^

I=M.Qx
_..J_5.)____

Pm
(6)

Px
(7)

M= ^  
(8)^

1949-50 52.2 66.5 127,4
1950-51 65.8 139.4 211.9
1951-52 90.9 109.6 120.6
1952-53 56.2 82.4 146.6
1953-54 45.4 70.2 154.6
1954-55 100.0 100.0 100.0 100.0 100.0 44.8 66.8 149.1
1955-56 138 .0 118.8 125.7 86.1 108.2 53.8 97.4 181 .0

1956-57 170.9 131.8 109.0 77.1 84.0 94.9 87.8 92.5
1957-58 168.5 143.4 87.4 85.1 74.4 83.3 77.6 93.2
1958-59 161.4 128.3 95.9 79.5 76.2 64.1 72.3 112.8

1959-60 157.8 126.5 143.1 80.2 114.8 100.0 100.0 100.0

1960-61 168.9 186 .0 108.8 110.2 119.9 129.5 97.5 75.3
1961-62 160.4 156.0 114.8 97.3 111.7 126.3 99.6 78.9
1962-63 168.9 144.3 158.5 85.5 155.5 155.2 121 .3 78.2

1963-64 159.4 141 .2 167.8 88.6 148.7 180.0 124.5 69.2
1964-65 141.4 157.9 189.3 111.7 211.4 218.4 130.8 59.9
1965-66 167.6 158.5 200.6 94.6 189.8 171.0 146.9 85.9
1966-67 157.4 185.9 207.0 118.1 244.5 210.9 156.7 74.3
1967-68 159.6 162.1 - 101.6 - 189.2 167.6 88.6

1968-69* 148.6 173.7 - 116.9 - 197.9 176.8 89.3

^Provisional
Px = Index of unit value of exports
Pm = Index of unit value of imports
Qx = Index of quantum of exports
M = Met barter terms of trade
I = Income terms of trade

Sources :
Cols.(l), (2) and (4) - Pakistan Economic Survey 1969-7 0, p.105, 
Table 4 7(0tatistical Section),
Col.(3) - Pakistan Statistical Yearbook 196?, P-2 42, Table 77- 
Cols. (6) and (7) - Pakistan Economic Survey 1969-7 0, p.93,
Table 42(Statistical Section).
Cols.(5) and (s) - Computed.
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Table 16

Met Barter and Income Terms of Trade; Jfest Pakistan
(1954-55 = 100)

Pk
(1)

Pm
(2)

%
(3.)

> - s
.. ( i l

I = M.Qx

1954-55 100.00 100.00 100.00 100.00 100.00

1955-56 122.76 133.00 117.38 92.30 108.34

1956-57 137.19 167.46 98.84 81.92 80.97

1957-58 145.62 155.82 93.30 93.45 87.19

1958-59 133.59 «152.01 96.10 87.88 84.45

1959-60 128.20 141 .87 121.18 90.36 109.50
1960-61 223.15 161.55 94.93 138.13 131.13
1961-62 172.22 154.13 108.09 111.74 120.78

1962-63 152.41 166.92 123.45 91.31 112.72

1963-64 149.18 144.97 120.74 102.90 124.24

1964-65 177.78 148.08 103.41 120.06 130.16

1965-66 171.40 156.14 124.98 109.77 137.19

1966-67 213.62 136.07 118.40 156.99 185.88

Symbols -- Same as in Background Table 15.
Sources ;

Cols. (1) , (2) and (4) - GOP, Pakistan Statistical Yearbook 1 96'
p.242, Table 76.
Col.(3) - Ibid, p.242, Table 77. 
Col.(5) - Computed.
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Table 17

Net Barter and Income Terms of Trade: West Pakistan
(1954-55 = 100)

Tx

_ ................ _

Rn
- .1 2 1 ................. (3) (4 )

1 = N.Qx
(5)

1954-55 100,00 100.00 100.00 100.00 100.00

1955-56 112.43 159,57 148.41 80-55 119.54
1956-57 121.35 175.12 175.45 69.28 120.17
1957-58 140.30 186.54 86.93 75.21 65.58
1958-59 118.57 168.08 114.50 70.55 80.55

1959-60 122.50 166.83 316.22 75.45 232.20

196O-6I 127.31 172.61 188.55 73.76 139.07
1961-62 129.24 168.91 157.56 76.51 105.25

1962-63 129.56 168.61 305.64 76.84 254.85

1963-64 125.57 168.14 401.23 74.78 300.04

1964-65 127.75 140.11 545.45 91.18 495.50

1965-66 137.05 177.14 509.55 77.56 394.17
1966-67 135.82 165.83 545.15 80.65 458.03

Symbols - Same as in Background Table 1 

Sources - Same as in Background Table 16.
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Inter-
Table 18 

-Regional Trade: East Pakistan

Crore)(Rs . in
Exports to 
West Pakistan 

(1)

Imports from 
West Pakistan 
....(2).... .

Balance

(3)
1949-50 5.05 25.56 -18.51
1950-51 6.29 27.25 -20.96
1951-52 6.63 25.40 -18.77
1952-53 14.92 21.84 - 6.92
1953-54 15.19 38.69 -23.50
1954-55 19.82 30.50 -10.68
1955-56 23.83 55.58 - 9.55
1956-57 24.40 55.17 -28.77

1957-58 26.95 70.14 -45.19
1958-59 28.87 68.58 -59.71
1959-60 36.24 56.94 -20.70
1960-61 56.35 82.55 -46.20
1961-62 40.20 85.51 -45.51
1962-63 47.15 95.72 -48.57
1963-64 51.12 89.52 -58.40
1964-65 55.71 87.45 -55.74
1965-66 65.18 120,86 -55.68
1966-67 75.89 132.48 -58.59
1967-68 78.50 123.30 -44.. 80
1968-69 87.15 158.55 * -51.40

Sources and Notes;
Cols.(l) and (2) - GOP, Pakistan Economic Survey 1969-7 0» 
p.92» Table 4I (Statistical Section), as quoted from CSG.
Col.(3) = Col.(l) - Col.(2).
The Table may be used for Inter-Regional Trade of West 
Pakistan by changing imports figures to exports and vice- 
versa. In other words, .West Pakistan will always show 
surplus balance.
Inter-period comparison is not possible due to difference 
in prices.
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Domestic Savings and Foreign Assistance(Selected Years)

Rs. in Crore; 1959-60 As io of GNP Percentage
Prices

Domestic Foreign Total 
Savings Assistance

(1 ) .... (2 ) _  .

Domes
Sav.
(4)

. Forei, Total 
Assis.
(5) (6)

Distribution 
Domes. Foreig 
Sav- Assis.

_ .(7 ). ..

1949-50 112 .0 - 112.0
(99)

4.6 4.6
(4 -1)

100 —

1954-55 190.0 30.0 220 .0
(182)

6 .8 1.1 7 -9  
(6.5)

86 14

1959-60 185.0 158.0 545.0
(278)

5.9 5.0 10.9 
(8 .8)

54 46

1964-65 383 .0 256.0 639.0
(630)

9.5 6.3 15.8
(15.5)

60 40

1 969-70 9.7 3.8 15.5 
(14.1)

72 28

Sources :
For 1949-50, 1954-55» 1959-60 and 1964-65 - Absolute and relative 
figures are taken from the Third Five-Year Plan of Pakistan, op.cit., 
pp.7-8 , Tables 7 and 8 . Percentage distribution between domestic 
savings and foreign assistance is computed.

For 1969-70 - Figures of domestic savings and net resource transfer 
from abroad as percentages of GNP are shown in the Fourth Five-Year 
Plan of Pakistan, op.cit., p.4 2 , Table 2 . The source also gives 
percentage distribution figures which have been presented here 
as rounded off.

Figures shown in parentheses are taken from Background Tables 20 

and 2 1.



T ab le  20

E s tim a te s  o f  Gross In v e s tm e n t: P u b lic  and P r iv a te  S ectors

(P s . in  C ro re )

Current Prices 1959-•60 Factor Cost
Public
Sector.
(1)

Private
Sector
(2)

Total 
.. (5).

Public
Sector

....(4 )

Private
Sector

.. (5) .....
Tota!
(6)

1949-50 29 52 81 35 64 99

1950-51 26 58 84 32 71 105

1951-52 48 70 118 , 54 79 133
1952-55 65 69 134 78 83 161

1953-54 64 82 146 81 104 185

1954-55 63 75 138 83 99 182

1955-56 73 88 161 90 108 198

1956-57 89 94 183 99 104 203

1957-58 131 89 220 137 93 230

1958-59 137 90 227 147 97 244

1959-60 164 114 278 164 114 278

1960-61 183 210 393 174 200 374

1961-62 221 255 476 212 245 457

1962563 231 262 493 217 246 463

1963-64 31 8 264 582 303 251 554

1964-65 356
(360)

343 699
(703)

321
(325)

309 630
(634)

1965-66 320 308 628 277 267 544

1966-67 548
(461)

374 922
(835)

425
(357)

290 715
(647)

1967-68 501 469 970 395 370 765
1968-69* 593 457 1,050 445 543 788

1969-70** 631 430 1 ,061 457 311 768
■^'Provisional. **Estimate.

Sources :
Col.(1 ) - Background Table 28.
Col.(2) - Background Table 2 2.
Rest - Computed. National Income Deflator shown in Background Table 9 
have been used for converting the figures in current prices to 
1959-60 factor cost.



T ab le  21

Gross In ves tm en t as Percentage o f  GNP

Public 
Investment 

...  (1.)

Private 
Investment 

(2 ) ..

Total 

(3)......
1949-50 1.5 2 .6 4.1

1950-51 1.3 2 .8 4-1

1951-52 2.1 3.1 5.2

1952-53 3.0 3.1 6.1

1953-54 2.9 3.8 6.7

1954-55 3.0 3.5 6 -5

1955-56 3.2 3.9 7.1

1956-57 3.4 3.5 6.9
1957-58 4.6 3.1 7.7

1958-59 4.9 3.2 8.1

1959-60 5.2 3.6 8.8

1960-61 5.3 6.0 11.3
1961-62 6.1 7.0 13-1
1962-63 6.0 6.8 12.8

1965-64 7 -7 6.4 14.1

1964-65 7.8(7.9) 7.5 15-3(15-4)
1965-66 6.4 6.2 12.6

1966-67 9.4(7.9) 6.4 15.8(14.3)
1967-68 8.1 7-6 15-7
1968-69 8.7 6.7 15.4
1969-70 8.4 5.7 14.1

Sources and Notes;
Computed from Background Tables 8 and 2 0. 
Figures have been rounded off.



T a b le 22

Regional Estimates of Private Investment 

 ______________   (Rs. in Crore)
Current Prices

East
Pakistan

____

West
Pakistan Total

(2) (3).

1959-60 Factor Cost 
East West
Pakistan Pakistan Total
 (4) (5)______ { £ L .

1949-50 14 58 52 17 47 64

1950-51 15 43 58 18 55 71
1951-52 19 51 70 21 58 79

1952-53 19 50 69 23 60 83

1953-54 22 60 82 28 76 104

1954-55 20 55 75 26 73 999

1955-56 24 64 88 29 79 108

1956-57 27 67 94 30(27) 74(74) 104

1957-58 27 62 89 2 8(2 8) 65(65) 93

1958-59 27 63 90 29(29) 6 8(68) 97

1959-60 37 77 114 37(37) 77(77) 114

1960-61 46 164 210 4 4(4 5) 156(157) 200

1961-62 56 199 255 54(52) 191 (190) 245

1962-63 58 204 262 54(55) 192(198) 246

1963-64 55 209 264 52(54) 199(197) 251

1964-65 82
95*

261
320*

343
415* 74(74) 235(230) 309

1965-66 68
96*

240
302*

3O8
398*

59(55) 208(214) 267

1966-67 82
105*

292
315*

374
420*

6 4(58) 226(235) 290

1967-68 104
112*

365
335*

469
447*

6 2(8 0) 288(290) 370

1968-69 119* 338* 457* 8 9(84) 254(261) 343

1969-70 120* 310* 430* 87(8 2) 224(234) 311
Sources and Notes: Current Prices - From 1949-50 to 1959-60 ; Haq,IvL , The 
Strategy of Economic Planning,p. 2 5 5 ? From 1960-61 to 1962-63 : GOP, PC,
Annual Plan 1968-69,p.I6; From 1963-64 to 1967-68 : Mid-Plan Review of the 
Third Five-Year Plan, p.39; Figures with asterisk : Preliminary Evaluation 
of the Third Five-Year Plan, p.207* Rest - Computed by using Background Tables 
9 and 10. Figures have been rounded off. For 196O-6I to 1 962-6 3 , the 
regional breakdown of the total is based on the percentage distribution 
found in the CSO study, 22 percent for East Pakistan and 78 percent for West
P a ln 'fl + fl-n / Î . I 1* _ ________



Gross In ves tm en t as °/o o f GRP : E ast P a k is ta n

Public Sector 
________ _(1.)....

Private Sector 
....... (2).....

Total
(3)

1949-50 1.4

1950-51 0.8 1 .4 2.2

1954-52 1.5 1.6 2,9
1952-53 1 .8 1.7 3.5

1955-54 1 .8 2 .0 3.8

1954-55 1.9 1.9 3.8

1955-56 2 .0 2 .2 4.2

1956^57 2.1(1.9) 2.1 (1.9) 4.1(3.8)

1957-58 2.9(2.9) 2.0(2.0) 4.9(4.9)

1958-59 5.2(3.1) 2.1 (2.1) 5.3(5.2)

1959-60 5.5(5.5) 2.5(2.5) 5.8(5.8)

1960-61 4.2(4.5) 2.8(2.8) 7.0(7.1)

1961-62 4.8(4.7) 5.2(3.1) 8.0(7.8)

1962-63 4.9(4.9) 3.2(3.3) 8.1(8.2)

1963-64 6.2(6.3) 2.8(2.9) 9.0(9.2)

1964-65 6.5(6.4) 3.9(3.9) 10.4(10.3)
1965-66 6 .4(6.0) 3.0(2.8) 9.4(8.8 )

1966-67 9.4(8.6) 3.2(2.9) 12.2(11.5)

1967-68 8 .1(7.9) 3.8(3.7) 11.9(11.6)

1968-69 10.0(8.5) 4.0(3.8) 14.0(12.3)

Sources and Notes: Col.(l) - Table 3.4. Col.(2) - Computed from 
Background Tables 11 and 2 2. Figures in parentheses are based on 
infestment figures deflated at 1959-60 prices by using Regional 
Price Index as shown in Background Table 10. Figures have been 
rounded off.
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Table 24

Gross Investment as ^  of GRP; West Pakistan

Public
Sector

_ (1)

Private
Sector

......J2) ... .

Total

(3). .......
1949-50 3.9

1950-51 1.8 4.2 6 .0

1951-52 3.0 4.7 7.7

1952-53 4.4 4.8 9.2

1953-54 4.1 5.7 9.8

1954-55 4.0 5.2 9.2

1955-56 4.3 5.4 9.7

1956-57 4.6(4.5) 4.9(4.9) 9.5(9.5)

1957-58 6.2(6.2) 4.2(4.2) 10.4(10.4

1958-59 6 . 3 (6 . 3) 4.2(4.2) 10,5(10.5)
1959-60 7.0(7.0) 4.7(4.7) 11.7(11.7)
1960-61 6 .3(6.3) 9.1(9.2) 15.4(15.5)

1961-62; 7.3(7.3) 10.6(10.6) 17.9(17.9)
1962-63 7.1(7.3) 10.1(10.4) 17.2(17.7)

1963-64 9.4(9.2) 9.9(9.8) 19.3(19.0)

1964-65 8 .9(8.8) 10.6(10.5) 19.5(19.1)
1965-66 6 . 5(6 .?) 8 .9(9.1) 15.4(15.8)

1966-67 9.4(9.7) 9.1 (9.4) 18.5(19.1)
1967-68 a.2(8.3) 10.9(11.0) 19.1(19.3)
1968-69 8 .7(9.0) 9.1(9.3) 17.8(18.3)

Sources and Notes;
Col.(l) - Table 3,4.
Col.(2) - Computed from Background Tables 11 and 2 2.
Figures in parentheses are based on Regional Price Index of 
West Pakistan as shown in feckground Table 10,
Figures have been rounded off.
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Table 25 

Gross Capital-Output Ratio

Rs. in 
Factor 

I
(1)

Crore: 1959-60 
Cost

^ Y
...  (2)..

, I 
^ ~ AY

(5)..............

1950-51 to 1954-55 764 544.2 2.220

1955-56 to 1959-60 1,155 553.1 3.265
1960-61 to 1964-65 2 ,478 960.9 2.576

1965-66 to 1969-70 3 ,580 1,321.8 2.7O8

1950-51 to 1969-70 7,975 2 ,981.0 2.675

1 = Investment 
/\Y = Change in Output 

k = Capital-Output Ratio

Sources :
Col.(l) - Computed from Background Table 2 0.
Col.(2) - Computed from Background Table 2 6.
Col.(3) - Computed from Cols.(l) and (2 ).



T a b le  26

R e g re s s io n  o f  Growth o f O utput on In ves tm en t

Investment
X

Growth of Output 
Y

1950-51 103 90.7
1951-52 133 2 .2

1952-53 161 ' 74.4

1955-54 185 163.7

1954-55 182 13.2

1955-56 198 -7.4

1956-57 203 166.3

1957-58 230 22 .2 .

1958-59 244 42.5
1959-60 278 129.5
196O-61 374 164.7

1961-62 457 195.7

1962-63 463 124.1

1963-64 554 300.0

1964-65 630 177.4
1965-66 544 191.0

1966-67 715 216 .5

1967-68 765 337.8

1968-69 788 277.6

1969-70 768 298.9

= 1.1536 + 0 .3709%i

R = 0.8432
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III Background Charh

In this Section we present f iv e  Charts. The f irs t fou r Charts show the growth 

o f to ta l investm ent in  absolute and re la tiv e  terms, to ta l governm ent expenditu re  

and governm ent developm ent expenditu re  as a percentage o f G N P , re sp ec tive ly . 

O r ig in a l observations are p lo tte d  on the G O ' curve . The trend lin e  is shown by 

T T '. The equations o f the trend lin e a r regression and the co rre la tion  c o e ff ic ie n t 

(R) observed in  each case may be seen from the fo llo w in g  Tab le . The figures in  

parenthesis show the standard error o f R.

Source o f 
S tatis ti cal 
In form ation N Y .

1
R

Chart 1 Background 21 -2 9 .3 9 4 4 + 3 7 .6246X. 0 .9663
Table 20 1 (0 . 0 1 )

Chart 2 Background 21 3 .0 3 3 6 + 0 .6398X. 0 .9598
Table 21 1 (0 . 0 2 )

Chart 3 Table 3.1 21 10.399240.4434X. 0 .8464
1

(0 .0 6 )

Chart 4 Table 3 .3 21 0 .8418+ 0 .3949X. 0 .9730
1

(0 . 01 )

The f i f th  Chart shows the regression o f growth o f ou tpu t (Y ) on investm ent (X ) 

Background Table 26 provides s ta tis tica l in fo rm a tion . There are 20 observations 

from 1950-51 to 1969-70. The trend lin e a r equation observed is 

Y . -  3 .2 5 7 6 +  0 .3 5 8 IX .
I I

The co rre la tio n  c o e ff ic ie n t is 0.8140 and the standard error o f the co rre la tion

c o e ff ic ie n t is 0 .0 8 .
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