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Preface

National economic management is a new but growing science. The
developing world’s experience of the recent decades underlines the fact that
economic and social progress is an induced precess. Governments are not
only called upon to initiate the development process but are also required to
_influence its composition, pace, tone, and direction through an appropriate
policy-mix. A consistent framework encompassing various policies within the
bounds of an overall national strategy needs to be worked out by the
national policy-makers. But experience has also clearly shown that the
formulation of economic policies and, even more important, the actual
implementation of these policies is a formidable task. Policy formulation
skills are scarce in the developing world. Capabilities in the fields of policy
review, monitoring, and implementation are even harder to find. We are thus
increasingly faced with ever-expanding responsibilities of the governments
relating to national economic management on the one hand and greater
scarcity of capabilities in this area on the other. Economic management has
thus become a critical area for study as well as introspection.

This book is a modest attempt to look critically at the management of
Pakistan’s economy during the period 1947-82. While it has been written
primarily for under-graduate and post-graduate students in economics, we
feel that it should prove useful and interesting for policy-makers as well as
for readers desirous of information and interested in an analysis of Pakistan’s
economic performance and development record since 1947. A deliberate
attempt has been made, especially in the earlier chapters, to explain as
simply as possible the features of Pakistan’s economy, its historical develop-
ment, and the process and evolution of economic decision-making. These are
developed in more analytical detail in subsequent chapters especially those
dealing with the major sectors.

Given the range of topics and issues that had to be covered, we have had

. to rely heavily on published material from a wide range of sources including
government reports as well as those prepared by international financial
institutions. In some cases particular sections of chapters are based on the
authors’ previously published work on the subject. Similarly, some sections
draw very heavily from the published works of fellow economists. Wherever
this has been done, the sources are clearly acknowledged.

Apart from the authors, two of their colleagues have provided direct
inputs into the book. Mr. Omar Asghar Khan, Lecturer in Economics at the
Punjab University, Lahore, authored Chapter 18, ‘Impact of Foreign Aid on
Economic Development’. The chapters on the agricultural sector have relied
considerably on the work done by Dr. Akmal Hussain, Assistant Professor,
Department of Public Administration who prepared an exhaustive survey of
economic issues concerning this important sector as resource material for the
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PART 1

MACRO FRAMEWORK



l Pakistan’s Economic

Pakistan gained independence on 14 August
1947. Over the last thirty-five years different
governments have pursued various economic
policies to bring about an lmprovement in the
country’s overall economic condition. The
task which this book sets for itself is to
investigate and analyse the/factors responsible
for the formulation and implementation of
the economic policies followed during this
period which are responsible in many ways
for creating the economic situation in which
the country finds itself today.

A convenient starting point is to compare
the basic parameters of our overall socio-
economic condition as we inherited it in 1947
and the situation as we find it in 1982. Such
an exercise has many advantages.
us a broad idea of the important economic
changes which have taken place during this

period and it will provide us with some basis

to judge our economic performance. It will
also give us a feel for the basic structural
changes which have occurred ‘during this
period and which have fundamentally altered
the country’s socio-economic structure.- Also,
and perhaps most important of all, it will

provide us with an insight into the important -

economic questions ‘which are raised when we
see the economic development and structural

changes which have taken place during this.

period and to which we will attempt to find
answers during the course of this boek.

Let us start by raising a simple but most
important question.
economically hetter off today-ds-compared to
the time of Independence? Before we can
attempt to answer this most pertinent ques-
tion we must first select the yardstick. by
which we will judge  this economic perform-
ance for there can ‘be many different criteria

It will give

~ education, and housing facilities.

In what ways are we .

Performance : 1947-82

s,»(‘

by which people would evaluate a country’s
economic record. Some economists give the
highest pnonty to the overall growth rate of
the economy’s total output (ie., the Gross
National Product or GNP) and that of per
capita output (i-e., GNP divided by total popu-
lation). Other economists would argue that

growth of output in itself is not a sufficient

criteria to judge economic development,

‘which is a far more comprehensive phenom-

enon, and that we must see whether favour-
able structural changes (especially in terms of
composition of output, sectoral distribution
of labour force, composition of foreign trade,
dependence on external funds) have occurred
in the economy and which, over a period of
time, will set into motion economic forces
which- will help transform the economy from
its present under-developed state to one
capable of sustained self-reliant growth and
development. Still other economists view
economic development in terms of the extent
to which it has been able to eradicate poverty
and its impact on the standard of iiving of the
majority - of the population, especially in
terms of the availability of the basic necess-
ities of life, i.e., food, clothing, shelter,
Finally,
there are those who would compare a.coun-
try’s economic performance in relation to the
performance -of -other developing countries
which started with approximately the same
resource endowment and which have been
pursuing policies for the development of their
economies over about the same period of
time. They would, for example, compare
Pakistan’s économic performance with that of
its ‘immediate neighbour India, or with a
country which has adopted a different econ-
omic system like China, or countries of



%t

<

4 THE MANAGEMENT OF PAKISTAN’S ECONOMY: 1947-82

roughly the same size like Brazil in Latin
America and Egypt in North Africa.

In judging Pakistan’s economic perform-
ance over these years we have analysed it in
terms of the various criteria outlined above,
l.e., growth performance, structural change,
impact on poverty, and comparison with some
selected countries. Unfortunately, in making
the comparison, we cannot start from 1947
both because it was an abnormal year and
because reliable statistics are not available.
We, therefore, start from 1949-50, the first
year for which official statistics are available.
We have given separately data for All Pakis-
tan, ie., West and East together, and for
West Pakistan in 1949-50. The end vyear

Table 1.1: Basic Economic Indicators
(1959-60 prices)

Rate of
All  Pakistan Pakistan growth
Pakistan (West) (West) (West)

1949-50 1949-50 1981-2 per annum

GNP!
(Rs billion)
Population
(million)
Per capita
income (Rs)
Per capita
food grain
(ounces
per day
consumption) 14.9

19.9 12.38 59.64 5.0

78.8 35.31 85.0 2.9

253 351 702 2.2

14.8 17.92

-General

wholesale
price index

Foreign debt
(Percentage of
GNP)

100 100 498
US$9.0 billion

{40 per cent)

5.0

1. At 1959-60 factor cost.

2. For 1979-80.

Source: (i} For GNP, population, per capita income, price
index, and foreign debt, for Pakistan {West), Government of
Pakistan, Pakistan Economic Survey, 1981-2, Islamabad. For
1949-50, all Pakistan, CSO, Twenty-five Years of Pakistan.in
Statistics, Karachi, 1972. (ii) Per capita food grain consump-
tion for all Pakistan 1949-50, Government of Pakistan,
Fourth Five Year Plan, Islamabad, p. 5. For Pakistan (West)
calculated from Government of Pakistan, Pakistan Economic
Survey, 1979-80, Islamabad.

selected is one for which data is most recent-
ly available, i.e.,, 1981-2. Here the figures
refer to what is now Pakistan, i.e., the former
West Pakistan, and comparisons are made
mostly in terms of the West alone as are the

growth rate figures. - o

1.1 Basic Economic Indicators

Some basic indicators showing Pakistan’s
economic performance over the last thirty-
five years are given in Table 1.1. The Gross
National Product, the sum of goods and
services produced in Pakistan (West), an
indicator of overall economic activity, has
increased almost five-fold during this period
which gives us a 5 per cent growth rate per’
annum. The GNP, which i in terms of 1959-60
prices was Rs 12 billion! in 1949-50, had
increased to Rs 60 billion in 1981-2. Over the
same period the population also more than
doubled which gives a population growth rate
of 2.9 per cent per annum.

To take this population growth into
account we divide the GNP by the total popu-
lation to give us the per capita income. This,
in terms of 1959-60 prices, almost doubled
during this period, from Rs 351 in 1949-50 to
Rs 702 in 1979-80, giving us a growth rate of
2.2 per cent per annum. The movement of the.
general level of prices during this period is
indicated by the fact that Re 1 is worthonly a
fifth of its value in 1949-50, giving us an
inflation rate of 5 per cent per annum. The
growth rate of the GNP has also been
accompanied by a massive amount of foreign
debt incurred during this period. In 1981-2,
Pakistan’s total outstanding foreign debt
amounted to US$ 9.0 billion which was 40
per cent of our total GNP.

It is now generally accepted by almost all
economists that we cannot directly translate
the GNP or per capita income into indicators
of economic welfare of the people or inter-
pret it as resources available to ordinary
people for their consumption needs. This is

- for a number of reasons. Firstly, and most im-
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portantly, they do not take into account the
uneven distribution of income. Secondly,
certain amount of the total output produced
is set aside for savings and investment and
hence is not available for consumption.
Thirdly, there is government expenditure on
defence and public administration. In an
economy like Pakistan all these factors are
extremely significant. The overall distribu-
tion of income is quite uneven. The amount
of domestic savings, although not high by
international standards, is on the average
about 10 per cent. Resources spent on de-
fence and public administration have averaged
approximately 10 per cent of the GNP. After
taking into account these resources set aside
from consumption, and adding any foreign
resource inflows into the country, about 85
per cent of the total GNP was available for
consumption in 1979-80.

To what extent are the available resources
able to meet the basic consumption needs of
the vast majority of the population and to
what extent has the situation improved during
the last thirty-five years?” One estimate
(although a rather crude one as amongst
others it does not take into account changes
in the age structure of the population) is that
of per capita food grain consumption. This
has increased only marginally from 14.8 ounces
in 1949-50 to 17.9 ounces in 1979-80, a
growth rate of less than 0.7 per cent per
annum. A better estimate of consumption-
needs is to calculate the percentage of popula-
tion with an income level less than the
amount required to purchase an adequate diet
which ensures a supply of basic nutrients to
the human body. The incidence of poverty
accordmg to this methodology is therefore
seen in terms of the percentage of the popu-
lation living below the poverty line, i.e., have
an income level less than the amount requircd
to meet basic nutrient needs.

There are wide discrepancies in the results
of the different studies carried out on con-
sumption needs being met and the percentage
of the population living below the poverty
line. Working with Consumer Expenditure

Survey data between 1963-4 and 1971-2 and
using a ‘poverty line’ defined as meeting
90 per cent of the minimum calorie require-
ments of 2,100 calories, Professor Naseem?
estimated that on the average about 52 per
cent of the households in the rural areas lived
below the ‘poverty line’ during these years.
For the urban areas,? using a slightly different
estimate of the ‘poverty line’ in terms of

monthly income, he showed that over 40 per

cent of the population lived below the
‘poverty line’ between 1963-4 and 1969-70.
A more recent study?* for 1979 has estimated
that almost 40 per cent of the rural popu-
lation lives below the ‘poverty line’ measured
in terms of a minimum calorie requirement of
2,550 calories.

Given the wide divergence in the estimates
of per capita consumption and dietary needs
being met, it is not possible to come up with a
very reliable estimate of the population living
below the ‘poverty line’. On the whole one
can safely say that even after thirty-five years
of economic development at least one third of
the total population of this country still lives
below the ‘poverty line’. '

1.2 Social Services

There is a close relationship between econ-
omic development and the provision of essen-
tial social services like education and health,
for not only as an economy develops are we
more able to provide these essential facilities
but a better educated and healthier labour
force also helps to accelerate the process
of economic development. To what extent is
Pakistan able to provide basic social welfare
facilities like education and health and
important basic needs like housing, water, and
sanitation after thirty-five years of economic
development?

Table 1.2 prowdes us with broad indicators
of the provision of education and health
services in the country. In percentage terms
there is an improvement during this period in
both the provision of education and of health
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facilities. But this is far more a reflection of
the extremely low levels from which the
country started rather than of what it has so
far been able to achieve. In 1979-80 only 54
per cent of school-age children between five
to nine years were enrolled in primary schools.

Table 1.2: Social Services—Basic Indicators

Pakistan Pakistan
(West) (West)
1949-50 1979-80
1. Education
a) Percentage of school-
age children attending
primary school
(I-V) (5-9 years)
All 15.81 54.04
Male 25.71 73.04%
Female 441 $3.004
Secondary school
(VI-X) (9-14 years)
All 9.4! 23.044
Male 14.41 33.004
Female 2.71 10.004
b) Total Enrolment
Arts and Science colleges
(000s)
- Al 212 2412
Female 22 782
Professional colleges
(000s)
All 4.92 72.5%
Female 0.42 13.22
University
(000s) _
All 0.742 $7.02
: Female 0.072 14.92
2. Health (population per)
Registered Doctor 15,3653 5,3345
Nurse and LHV 70,6203 15,7365
Hospital bed 2,4313 1,6005
Maternity and Child
Welfare Centre
(Numbers) 1073 7723

1. CBO, Twenty-five Years of Pakistan in Statistics,
Karachi, 1972, p. 218 (compilation). '

" 2. Government of Pakistan, Pakistan Economic Survey,
1980-1, Islamabad, p. 236.

3. Government of Pakistan, Pakistan Basic Facts, 1979-80,
Islamabad, p. 107 (compilation).

4. Dr. Siraj-ul-Haq Mahmud, Fida Hussain, and Vigar-
un-Nisa, ‘Social Sector Programmes: Allocations, Priorities,
and Prospects’, in Pakistan Administration, PASC, Lahore,
Vol. XVIIL, No. 2, July-December 1981, p. 6.

5. Ibid., p. 16.

The figure for male enrolment was 73 per cent
and for females 33 per cent. These figures
especially for females are abysmally low. In
absolute terms this means that out of 13 mil-
lion children, in the age group between five to
nine years, nearly 6 million will have received
no proimary education. These dismally low
figures in primary education mean that we
continue to add each year to the already high
level of illiteracy in the country which, in
1979-80, was at a level of 76 per cent of which
the figure - for males was 64 per cent and for
females 88 per cent.® The figures for second-
ary school attendance are again extremely
low, at 20 per cent of all school-age children
between ten to fourteen years, with the

female level being only about 10 per cent .

and that the males being 30 per cent. The
absolute numbers enrolled in Arts, Science,
and Professional Colleges and Universities have
increased but in terms of the proportion of
the total population the figures are still
extremely low.

The provision of health facilities also shows
some improvement when compared to the
extremely poor situation which existed in
1949-50 but the situation is still extremely .
unsatisfactory.  Because of the large-scale
emigration of doctors, there was in 1979-80
only one doctor available for 5,334 people,
one nurse, or lady health visitor, for about
16,000 people, and one hospital bed for
1,600 people. It is estimated that minimal
health facilities are available at the moment to
roughly half of the population and that the
nature and quality of the services offered are
in general very unsatisfactory. _

Exact estimates as regards the availability
of clean drinking water and housing facilities

~ are not available. But rough estimates indicate

that people with no access to clean drinking
water represent about 70 per cent of the total
population and those with inadequate shelter
represent about 65 per cent of the total
population.®

The available evidence, although scanty,
indicates that in the provision of basic necess-
ities, and social services, Pakistan’s record has

-been quite disappointing.
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1.3 Structural Changes

Pakistan’s economy at the time of partition
was predommantly agricultural in that both
the major share of the Gross Domestic Product
and the bulk of the labour force was em-
ployed in this sector and that over 99 per cent
of its exports consisted of primary com-
modities. ~ With manufacturing consisting
mainly . of small-scale units and contributing
only 7 to 8 per cent of the Gross Domestic
Product, over 60 per cent of the total imports
consisted of consumer goods and the rest

‘factured

were made up of industrial raw materials
and capital goods imports.

Pakistan, at the time of Independence,
therefore, fitted into . the classical text book
definition of an under-developed economy. It
was predominantly agrarian, exporting pri-
mary commodities (with heavy dependence
on a few commodities, i.e., raw jute and
cotton), and dependent on imports for manu-
commodities, mainly consumer
goods. ‘

Figures 1.1 and 1.2 provide us with details
of the sectoral breakdown of Gross Domestic

Figure 1.1: Sectoral Breakdown of Gross Domestic Product

(at constant factor cost of 1959-60)

All Pakistan
1949-50

Agriculture
60%

Source (i) Government of Pakistan, Third Five Year Plan, Planning Commission, 1965,

Pakistan (West)
1949-50

Pakistan (West)
1981-2

Agriculture
30%

p.. 2, for All Pakistan 1949-50.

- (ii) Government of Pakistan, Pakistan Economic Survey, 1981-2, Islamabad, 1982, for Pakistan (West)

Figure 1.2: Sectoral Breakdown of Labour Forcé

All Pakistan
1949-50

Pakistan (West)
1950-1

Pakistan (West)
1981-2

Source: (i) CSO, Twenty-five Years of Pakistan in Statistics, Karachi, 1972 p. 13, for All Pakistan 1949-50. (ii) J. Hamid,
Choice of Technology, Employment, and Industrial Development, PIDE, Monograph, 1978, p. 4, for Pakistan (West) 1950-1.
(iii) Government of Pakistan, Pakistan Economic Survey, 1981-2, Islamabad, 1982, for Pakistan (West) 1981-2.
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Product and employment of the labour force.
In 1950 for Pakistan (West) agriculture was
the major sector contributing more than half
of the Gross Domestic Product. The other
sectors contributing to Gross Domestic Pro-
duct were wholesale and retail trade (11.9 per
cent), manufacturing (7.8 per cent), public
administration and defence (7.2 per cent),

and transport (5 per cent). In terms of em- .

ployment, 65 per cent of the labour force was
in the agricultural sector, 9.5 per cent in
manufacturing, and the rest, i.e., about 25 per
cent, was shared amongst the other sectors.
By 1981-2 the situation had changed
drastically. Agriculture no longer dominated
the economy and its contribution to the Gross
Domestic Product had fallen to 30 per cent.
The share of manufacturing had increased to
17 per cent, wholesale and retail trade to
14 per cent, public administration and
defence to 9.9 per cent, transport, storage,
and communication to 7 per cent, con-
struction to 5.5 per cent, and banking and
insurance to 2.4 per cent. The situation as
regards employment in these sectors had also
altered although the change was not as drastic
as that of the Gross Domestic Product. In
1981-2 agriculture still employed more than
half of the labour force (55 per cent) and the
share of manufacturing was 13.7 per.cent.
What are the factors responsible for
bringing about these major structural changes
in the economy? A major part of the analyses
undertaken in this book will be devoted to
providing an answer to this important
question. Suffice it to say at this moment that
there were, amongst others, three important
factors which contributed towards bringing
about this situation. ~ Firstly, there was a
marked bias in government policy towards
certain sectors which made conditions more
conducive for the growth of these sectors
which was generally achieved at the expense
of the growth of the neglected sectors.
Secondly, there were the effects of partition
which left the areas which became Pakistan
with almost non-existent large-scale manu-
facturing, banking and insurance, public
administration, and defence sectors. Thirdly,

there was the adoption of capital-intensive
technology by fast growing sectors. This
meant that these sectors were not able to
generate sufficient employment so that the
change in the sectoral composition of employ-
ment was not of the same magnitude as the

- change in the composition of output.

Figures 1.3 and 1.4 show the major changes
in Pakistan’s trade pattern over these thirty-
five years. Starting with a situation when
primary commodity exports accounted for
99.2 per cent of the total exports, the situa-
tion in 1980 was that their share had fallen
drastically to 38.2 per cent. Manufactured
goods now provide 43.8 per cent of total
exports and semi-manufactured goods contri-
bute 18 per cent. Similarly there have been
drastic changes in the pattern of imports. The
share of consumer goods has declined from
60.2 per cent of the total imports to 19.8 per
cent while that of industrial raw materials has
increased from 16.8 to 47 per cent and that
of capital goods from 23 to 33.2 per cent of
total imports.

A major part of our subsequent analysis
will focus on the factors which have brought
about this change in our trading pattern. We
shall see that, to alarge extent, this is the result
of a government policy of fostering import
substitution with industrialization in con-
sumer goods throughout the period. This is
reflected in a decline in consumer goods
imports but it is responsible for the still heavy
dependence on the imports of capital goods
and the large increases in the imports of
industrial raw materials. The major factors
explaining the bias in economic policy in
favour of import substitution with industrial-
ization, especially in consumer goods indus-
tries, and the lack of emphasis and/or lack of
success at export-led growth will also be an
important area of investigation in the course
of this study. ,

The situation as regards our present trade
pattern of goods and services would be
incomplete if we do not also mention the
labour emigration which has taken place in
the last twenty years. This export of man-
power started in the sixties (mainly to the
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" UK) and increased. enormously in the
seventies (mainly to the Middle East). The
exact number of overseas migrants is difficult
to estimate but according to some sources it
could be as high as 2 million in 1982 (see
Section 2.1). These workers also provide
almost US$ 2,000 million in the form of
remittances, a figure only slightly lower than
our total exports of goods and services of
US$ 2,200 million in 1979-80. Also, while
studying our balance of payments situation,
we must take into account the debt re-
payment bill on the foreign loans incurred
over the last thirty-five years and which, at
about US$ 728 million in 1981-2, were 26.6
per cent of our total exports earnings, exclud-
ing remittances, and 12.2 per cent of total
foreign exchange earnings.’

1.4 Changes in the Distribution of Ownership
and Control of Economic Assets

The important and far reaching structural
changes which have occurred in the economy
during the last thirty-five years have also
significantly altered the pattern and distribu-
tion of the ownership and control of
economic assets. Since important economic
decisions and overall directions in develop-
ment policy are clearly influenced by the
more powerful of the existing economic
interest groups, it is important to analyse
the changes. which occurred in the distribution
of both the ownership and the control of
economic assets during this period.

1.4.1 The Shares of the Private and the
Public Sectors

We start by dividing the economy between
the private and the public sectors. In the
earlier stages, especially in the fifties and
sixties, there was a deep commitment to the
role of the private sector in economic
development and the control of the public
sector was limited either to the provision of
essential public utility services (transport,

electricity, water, etc.). or in the industrial
sector to those considered essential for
defence purposes. The situation in 1982
was drastically different. As a result of the
government’s policy of nationalization in the
early seventies and with the diminished role
of the private sector in undertaking major
new investment, especially in manufacturing,
the public sector had begun to play a far more
important part in the country’s overall
development effort. In 1979-80 it accounted
for about 11 per cent of the total industrial
output® and about 70 per cent of the total
investment.® It had complete control over
domestic banking and insurance and a mon-
opoly in the export of raw cotton and rice.

Figure 1.3: Foreign Trade: Economic Classification
of Exports

All Pakistan
1951-2

Pakistan (West)
Av: 1975-80

Primary
Commodities
99.2%

Primary
Commodities
38.2%

Manufactured
goods
43.8%

Source: (i) CSO, Twenty-five Years of Pakistan in Statis-
tics, Karachi, 1972, for All Pakistan 1951-2. (ii) Government
of Pakistan, Pakistan Economic Survey, 1979-80, Islamabad,
1980, for Pakistan (West) average, 1975-80.

- Figure 1.4: Foreign Trade: Economic Classification

of Imports
All Pakistan Pakistan (West)
1951-2 Av: 1975-80

Capital goods
33.2%

Consumer goods

60.2%

Industrial
raw materials
47%

Source: Same as for Fig. 1.3,
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The changing role of the private and public
sector in the country’s economic development
is one of the interesting aspects of Pakistan’s
growth experience. The earlier commitment
to the private sector, its success, especially in
the development of large-scale manufacturing,

and then its rejection at the end of the sixties

are an important part of the story. Why
did the public sector begin to play a major
role in the seventies and what were the factors
which led to a decline of the private sector
during this period? To what extent was this a
result of the political and economic changes
which occurred during this period? These are
some of the more important questions to
which we will try to provide answers in the
course of this study.

1.4.2 Ownership Pattern in the Agricultural
Sector

As regards the private sector, we start with
agriculture for this sector dominated the
economy at the time of Independence and in
1982 was still the largest single contributor to
the national output. In West Pakistan there
were two important characteristics of the
ownership pattern in the agricultural sector
which deserve special attention. The first was
the uneven distribution of land ownership.
The second was the widespread existence of
tenancy in .all sizes of categories of land
holdings.  Over the years a number of
measures, both land and tenancy reforms,
have been introduced by different
governments so as to try to improve the
skewed pattern of land ownership. On
the whole, the results of these reforms have
been marginal both because of the ceilings
fixed and because of a lack of implemen-
tation. This means that the structure of land
holdings continue to be uneven although
other factors like the law of inheritance and
the introduction of mechanized new tech-
nology has eroded the sizes of the very large
holdings which existed at the time of par-
tition. According to the Agricultural Census
of Pakistan, in 1960 over 77 per cent of the

farms comprising less than 12.5 acres con-
trolled only about 30 per cent of the area
whereas between 8 to 10 per cent of the
farms comprising more than 25 acres
accounted for about 45 per cent of the total
area. Similarly there was widespread existence
of tenancy, especially in size classes of farms
between 5 to 25 acres. The results of the-
1972 Agricultural Census also revealed a
similar inequality in the distribution of
holdings.

There are a number of important questions
regarding ownership patterns in the agri-
cultural sector. Perhaps most important and
controversial is regarding the extent to which
the uneven size distribution of land holdings
and the existence of tenancy relations hin-
dered or expedited agricultural growth
and overall labour absorption and resource
allocation, especially after the introduction of
new agricultural technology.

1.4.3 Ownership Pattern: Large-Scale
Manufacturing

The other important structural change which
occurred in Pakistan’s economy during this
period was the emergence from an almost
non-existent base of a significant large-scale
manufacturing sector. The very high growth
rate of the large-scale manufacturing sector
was mainly the result of favourable govern-
ment economic policies and the void created
at the time of partition when most of the
industries dependent on raw materials prod-
uced in Pakistan were located in geographical
areas which became India. Industrialization in
Pakistan during the fifties and sixties was
carried out mainly by the private sector and
by a class of industrial entrepreneurs who
were originally traders and had settled in
Karachi after partition. One of the important
features of industrial growth up to the end of
the sixties was that it resulted in an extreme
concentration of the ownership of industrial
and financial assets. In 1970, forty-four
industrial groups controlled 35 per cent of the
total industrial assets and a handful of indus-
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trial groups controlled over 65 per cent of the
total banking and insurance sector of the
economy.

In the seventies, the new government
reversed the pro-industrial policies which had

been followed earlier and for the first time -

the private sector in industry felt itself faced
by a more hostile economic and political
environment. Nationalization, which was
introduced mainly in the intermediate and
capital goods industries, only margmally
influenced the concentration of ownership of
industrial assets, but the takeover of the
banking and insurance sector by the govern-
ment did help break the link between the
industrial and financial capital With the
private sector not mvestmg in 1ndustry, the
‘public sector stepped in with major invest-
ments in the heavy and intermediate goods
industry and, by the end of the seventies, it
emerged as the major shareholder of industrial
assets.

There are a number of important questions
regarding the emergence of this small group of
industrial families which dominated earlier
industrialization in Pakistan. How were
they able to get into a position of such
economic eminence in the fifties and sixties?
In an economy dominated by large agricul-
tural interest groups, how were they able to
create conditions so conducive to their econ-
omic growth, and policies which, at least in
the fifties, clearly discriminated agamst the
agricultural sector? What factors and insti-
tutional arrangements led to the emergence of
such an extremé concentration in the owner-
ship of industrial and financial assets? Why
did the government in the seventies reverse
the pro-industrial policies and why were these
industrial families not able to come to some
understandmg with it so that they could have
shared in the mdustnallzatlon process in the
seventies?

1.4.4 Ownership Patterns in other Sectors

As regards the service sector in transport and
communications, railways and air travel have

traditionally been in the public sector. Road
transport, which had been at the time of
Independence solely in the hands of the
private sector, is now also significantly
controlled by the public sector. With the
expansion of the public sector transport
operations, and the setting up of the National
Logistic Cell in the late seventies, public
sector control in terms of passenger transport

is approximately one-third and for havrlage of

goods it is about 30 per cent. Utilities like
water, gas, and electricity have traditionally
been and continue to be controlled by the

* public sector whereas the retail trade has been

almost completely controlled by the private
sector except for a very small number of
government controlled ‘Co-operatives’ and
Utility Stores.

Finally, we must mention the extent of the
control of foreign private investment over
the economy. Whereas in a number of develop-
ing countries like Taiwan, South Korea, and
Singapore, foreign private investment has
been very high, this has not been the case in
Pakistan. In the manufacturing sector, for
example, only about 10 to 15 per cent of the
total industrial assets in 1979-80 were con-
trolled by foreign firms, mainly in the phar-
maceutical and fertilizer industries. In
banking and insurance there have been
traditional British-based banks but more
recently foreign banks from the Middle East
have also begun operating in the country.

1.5 Foreign Loans and Debt Repayment

Any attempt to interpret the economic
changes in Pakistan without taking into
account the role of foreign loans and the
external environment would amount to
ignoring one of the most important factors
which have influenced economic decision-
making and economic policies.

Foreign loans, which were 1.1 per cent of
the GNP in 1954-5, showed a sharp increase
during the sixties when they jumped to .8.7
per cent in 1964-5 but then declined to 3
per cent in 1969-70. In the seventies they
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increased from 2.8 per cent of the GNP in
1972-3 to 9.9 per cent of the GNP in 1976-7.

With foreign loans accounting for a sub-
stantial amount of the total investment, and
financing a major part of the total imports,
the country’s economic policies have been
very closely influenced by the terms and
conditions attached to the loans by the
donor countries. With the passage of time
debt repayments have also increased substan-
tially until they became, in 1981-2, over 26
per cent of the country’s total export earnings
of goods and services.

1.6 Regional Inequalities

Almost all countries of the world find them-
selves faced with problems of regional in-
equalities as either the gains or momentum of

growth tend to get concentrated in certain

areas, and regions or areas with poorer natural
resources tend to be left behind.

Pakistan has been inflicted with more than
its share of this sensitive problem. A major
factor in the break-up of the country in 1971,
and the severance of the eastern wing, was a
growing feeling among the people .of that
region that resources had been transferred
from it and that economically it was lagging
behind. Although the extent to which this

Table 1.3: Inter-Country Comparison

happened and the factors which caused it
became a source of disagreement between
economists of the two regions,!! there was
little disagreement that the economic policies
followed over this earlier period had paid

little heed to this important problem.

Over the years this problem had also begun
to be felt in the provinces of West Pakistan.
However, a detailed district-wise study would -
show that to divide areas in terms of prov-
inces can be quite misleading as there are
considerable disparities between divisions
and districts of the same province.!?

We must learn from the former East Pakistan
experience so that we can make a positive
effort to ensure that this problem is not
repeated in what is left of our country. In
tracing the country’s thirty-five years his-
tory we will see what actually accentuated
regional disparities, where the government’s
role should have been more positive in taking
corrective measures, and why it failed to do so.

1.7 Inter-Country Comparison

Inter-country comparisons of key economic
variables must be viewed with extreme
caution especially when interpreting a coun-
try’s growth performance over a period of
time. This is not only because of differences

v
GNP Growth Life Daily Primary education Percentage of
per  rate of Adult expectancy per capita Population population with

capita GNP literacy rate at calorie Male Female per access to safe

(US$) per capita rate birth supply per cent per cent physician drinking water

1978 1960-78 1975 1978 1977 1977 1977 1977 1975
India 180 1.4 36 51 - 2,021 95 64 3,620 33
China 230 3.7 NA 70 2,467 127(AV)? NA NA
Egypt 390 3.3 44 54 2,760 87 56 1,070 66 .
Indonesia 360 4.1 62 47 2,272 91 81 14,580 12
Brazil 1570 4.9 76 62 2,562 89 90 1,700 77
Pakistan 230 2.8 21 52 2,281 69 32 3,780! 29

1. World Bank estimates are different from the estimates given in Table 1.2 based on Planning Commission figures of 5,942.
The discrepancy is possibly due to the fact that World Bank estimates are based on registered doctors while Planning Commis-
sion’s are based on those actually in the country, i.e, excluding those who have migrated. :

2. Some students are above the official primary school age.

Source: (i) IBRD, World Development Report, 1979, Washin

Encyclopedia of China Today, 1979.

gton. (ii) ‘China for Primary Education’, Kaplan et al.,
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in resource endowments, and peculiar econ-
omic and historical conditions which are
specific to each country, but also because
different countries may set for themselves
completely different objectives. By judging
their performance in terms of any particular
objective we would bias our result in favour
of the country which had set that particular
objective as a goal as against the other coun-
try which gave it a low priority. Then of
course there are differences in economic
.systems, a reflection of a country’s political
1deology which in many cases determine the
country’s economic objectives as well as
provide the means and power to implement
them.

Given these obvious limitations, inter-
country comparisons can at best provide only
a rough idea of a country’s economic record.
We have selected a few of these indicators for
five countries, namely India, China, Egypt,
Indonesia, and Brazil, so as to compare them
with that of Pakistan.

Let us start with a comparison of our
economic performance with India, both
because it is our immediate neighbour and
because it gained independence at the same
time. As far as the growth of per capita

income is concerned, India has fared poorly,

as compared to us, with an achievement of
almost less than half of ours. As regards
the social services, its position is marginally
better except in the case of education where
for primary education it seems far ahead. As
regards nutrition, in terms of daily per capita
calorie supply, it is slightly behind. We could
conclude that on the growth front and food
supplies we have done better and are behind
as regards the provision of social services. But
India’s poor growth performance could also
be due to the fact that by emphasizing heavy
industries, in the fifties and sixties, it ignored
agriculture which slowed down the overall
growth of its GNP (as agriculture and con-
sumer goods industries have lower capital
output rates and can generate higher growth
of output with less investment) but that it has
built an industrial base for growth in the

- a biased result.

future. As we have said earlier, some of these
important factors may get ignored and give us
But the indicators we have
shown do give us some feel for economic
performance.

A comparison with the Peoples Republic of
China is both interesting and informative
although the fact that China, after 1949, has
followed a completely different economic
system and political ideology must be taken
into account. In terms of the criteria we
have listed, China’s performance is more
impressive than Pakistan’s especially when we
take: into account the fact that China has
made these achievements mainly through its
own resources and our achievements have
been mainly financed through foreign bor-
rowings.
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In order to interpret meaningfully the
important economic decisions which helped
shape the development strategy pursued in
the ‘last thirty-five years, we must first estab-
lish the overall movements of the economic
indicators during this period. Such an analysis
will help us to understand the economic
situation as it prevailed during different time
periods. It will also provide us with a back-
ground against which we can try to analyse
the impact of economic policies which were
in operation at that time as well as the re-
sponse of the planners to important economic
changes. Our task at this stage will, however,
be limited mainly to establishing the econ-
omic situation as it existed in different phases
of the country’s history. A detailed analysis
of the factors responsible for bringing about
these situations will be done in the later
chapters.

It is possible to divide Pakistan’s economic
history until 1982 into four distinct phases
which also coincide closely with particular
forms of political governments which existed
-during those periods. These are: the period of
the fifties, when the newly independent
country was run according to a parliamentary
form of government, when growth rates of
the industrial sector were very high but the
agricultural sector stagnated because of
which there was little growth in per capita
income; the period of the sixties, when the

country was ruled by a mlhtary dictatorship

which converted itself into a Presidential
system of government based on limited
franchise. During this period growth rates in
both the ma.nufacturmg and industrial sector
were high, resulting in the growth of per
capita income. However, this was accom-
panied by large increases,in foreign borrowing

which put the country heavily in foreign debt.
Also, there is some evidence, though not
accepted by all, that inequalities in inter-
regional and intra-personal income worsened.
Then there is the period (which followed the
dismemberment of Pakistan) from December
1972 to 1977 when there was a return to a
Parliamentary system of government. This
period saw important structural changes in-

. the economy but, because of adverse external

conditions and inconsistent domestic policies,

both industry and agrlcuIture showed little

growth and only the large increases in forcxgn

remittances led to some positive increase in

the Gross National Product and per capita

income. Finally, we come to the early eighties

when there has been a return to martial

law and a military government. This period

has seen a strong revival of growth in both

industry and agriculture, mainly because of
better economic management as well as more

favourable weather conditions, but because of
the continuing uncertain political climate

there has been little i increase in private sector -
investment.

It must, however, be pointed out that this
particular division with emphasis on growth:
rates of important sectors alone has at times
been mistakenly interpreted as a reflection of
how. well or how badly the economy was
doing during these periods. Although growth
rates are an important indicator of economic
performance it must be kept in mind that
there are also a number of other equally
important economic and social indicators. In
fact one of the major lessons which we shall
learn from Pakistan’s economic expenence is’
that high growth rates can both result in as
well as hide a number of important weak-
nesses of the economy (for example, unequal
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distribution of income) which in turn can
lead to disastrous political, economic, and
social consequences.

Growth rates and political systems which
existed during different time periods must
only be taken as a convenient way of dividing

the overall period and nothing more should at -

Jeast up till now be read into them.

Macro Indicators

There are a number of key macro economic
indicators whose movements we shall
establish during the different periods. First
are the growth rates of population and labour
force and the migration of labour which in
recent years has become exceedingly import-
ant. Second are the growth rates of total
output, per capita income as well as those of
the important sectors like agriculture and
manufacturing. Third are the levels of invest-
ment, savings, and foreign resource inflows
(including foreign aid) the latter reflecting the
balance of payments situation and the trade
gap. Fourth is the importance of the foreign
trade sector in the economy of Pakistan. The
behaviour of these important variables will
help us to establish what happened to the
economy during these different time periods.
As to why it happened and to what extent it
can be attributed to the economic policies
pursued by the existing governments, or to
external factors, or to other causes, are
factors we will analyse in our more detailed
.study of these important sub periods.

2.1 Population, Labour For.de, Employment,
and Overseas Migration

Our first task is to establish, within the limita-
tions of existing data and the peculiar
problems -associated with measuring employ-
ment in a developing economy, the growth
of the labour force in Pakistan and the
important structural changes in the distribu-
tion of employment amongst sectors over the
last thirty-five years. :

It is important, before we proceed, to draw
attention to some of the major problems and
shortcomings in carrying out such an exercise.
First and foremost are the problems of
measuring employment in economies where
the bulk of the population is employed in the
agriculture and service sectors, where produc-
tivity is generally low, because there are wide
seasonal fluctuations in employment which
result in the well known phenomena of
‘underemployment’ and ‘disguised’ unemploy-
ment which are exceedingly difficult to
quantify. Second are problems associated
with the quality of the data on the labour
force and employment in Pakistan. As com-
pared to other developing countries, Pakistan
has carried out, at fairly regular intervals, popu-
lation censuses and labour force surveys (the

former being carried out as recently asin 1981

and the latter is last available for 1979-80).
However, estimates based on earlier censuses
have been subsequently. revised and Labour
Force Survey data is of poor quality. This
makes it exceedingly difficult to make reliable
estimates of the overall growth of the labour
force as well as sectoral breakdowns. In the
analysis that follows these data limitations
should be borne in mind.

2.1.1 Size and Growth of the Labour Force

Of the factors which influence the size and
growth of the labour force, the growth rate of
population and its demographic composition
are the most important. However, while these
two factors help primarily to determine the
‘potential’ labour force (defined as those
above ten years of age) the ‘actual’ size of the
labour force is a result both of demand
factors as well as a range of socio-economic
influences from the supply side. Amongst the
latter the most important are those bearing
upon female labour force participation rates.
Also, the spread of education at the secondary
and higher levels, decreasing social accepta-
bility of child labour, rural-urban migration,
improvement in health facilities, growth of
real income—all have an important bearing



16 » THE MANAGEMENT OF PAKISTAN’S ECONOMY: 1947-82

both on female as well as male participation
rates.

An attempt is made to see how these
factors have influenced the size and growth of
the labour force in Pakistan over time but this
again must be qualified by ‘statistical anamo-
lies’ in the available data which make reliable
estimates difficult to establish.

Population and Age Structure

According to the last 1982 census, the
population of Pakistan, as of 1 March 1981,
was nearly 84 million and is estimated to have
gone up to almost 86 million as of January
1982.1 Estimates of population for different
years based both on population censuses as
well as data supplied by the Planning Commis-
sion are given in Table 2.1. The important

Table 2.1: Population Trends

Average
annual population
Planning growth rate
Commission
Population  estimates Planning
Year census (mid-year) Census Commission
1951 33,7401
1961 42,880 46,9217 24 3.35
1972 65,309 64,298 3.0
1981 83,782 3.0
1 March)
1982 85,650 86,4813 3.0
(1]Jan)

1. The 1951 census figures have been adjusted for 5 per
cent under-enumeration of urban population of Pakistan and
an estimated population of 1,755,152 of the North West
Frontier region not covered by the census has been added to
it. Also population of Gwadar (13,000), not part of Pakistan
in 1951, has been added as well as that of Mohmand Agency
(Frontier region) which was not included in the earlier
estimate of the Frontier region. )

2. The Planning Commission has estimated that there was
under-enumeration in the 1961 census to the tune of 7.5 per
cent. As such the 1961 population figure used for various
economic indicators is taken to be 46,200. The estimate of
46,921 is the mid-year estimate.

3. Projection based on 1972 Planning Commission es-
timates.

Source: (i) Government of Pakistan, Pakistan Economic
Survey, 1981-2, Islamabad, Statistical Annexure, p- 1, for
census estimates. (ii) World Bank, Pakistan Economic Devel-

opment and Prospects, Report No. 382-Pak., April 1982, for"

Planning Commission estimates.

correction to the census is that made by the
Planning Commission to the 1961 census
figures when on the charge of under-enumer-
ation the estimates were revised upwards by
7.5 per cent. _

Based on these revised 1961 Planning
Commission estimates, and census figures for
later years, the growth rate of population for
the sixties and seventies works out at nearly 3
per cent per annum. For the fifties, depending
on the use of census or Planning Commission
estimates, the growth rates of population
range from 2.4 to 3.35 per cent. However, for
national income accounting purposes, to
estimate increases in per capita income for the
fifties, the census estimate of growth is the
officially accepted one although both the
1951 and 1961 census estimates have been
revised in light of the Planning Commission
figures.

Pakistan’s population growth rate during
the sixties and seventies, at 3 per cent, is
amongst the highest in developing countries
and much higher than its other South Asian
neighbours. During the seventies, amongst the
group of thirty-eight low-income countries,
only Kenya had a higher population growth
rate (3.3 per cent) while the corresponding

Table 2.2: Average Annual Vital Rates 1962-80

National
Births Deaths growth
Years per 1,000 per 1,000 rate
1962:51 50.0 20.0 3.00
1962-352 42.0 15.0 2.70
1975 40.5 - -
1979-80* 41.0 12.0 2.90

1. Ministry of Health, Government of Pakistan, the
Family Planning Scheme for Pakistan during Third Five Year
Plan, 1965-70, 1965 (based on Population Growth Estimate,
Chandra Deming Formula, 1962-5).

2. M. Naseem, Igbal Farooqui, and Ghazi Mumtaz F arooq
(eds.), Final Report of the Population Growth Estimate
Experiment, 1962-5, PIDE, Dacca, 1971.

3. Population Planning Council of Pakistan, World Fertili-
ty Survey: Pakistan Fertility Survey, First Report, 1976.

4. Planning and Development Division, Population Division,
Plan 1980-3.

Source: World Bank, Pakistan Economic Development
and Prospects, Report No. 3328-Pak., April 1981.
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figures for other South Asian countries were
India (2.23),2 Bangladesh (2.7), and Sri
Lanka (1.7).

The main factor responsible for the hlgh
rate of population growth has been the fall
in the death rates (mainly as a result of
improved medical facilities) as compared to
little decline in the birth rates (Table 2.2).
The latter reflects a massive failure of past
and present governments’ population planning
programmes.

Estimates of population below ten years of
age are given in Table 2.3. It is now generally
agreed that estimates based on the 1961

Censusare inaccurate and reflect age misreport- -

ing. The Planning Commission estimates for
1975 which have formed the benchmark for
1978 estimates (and projections for 1983)
have essentially extrapolated the results of
the 1972Census. The available estimates show

that 26.9 per cent of the population in 1951
was below ten years of age as compared to
1975 when it was estimated at 32.3 per cent.
According to the latest Labour Force Survey
data available for 1978-9 this had increased to
32.86 per cent. In relation to these figures the
1982-3 estimates used for the Fifth Plan
projections are on the low side and difficult
to justify.

Labour Force Participation Rates

Labour force participation rates in Pakistan
have been traditionally low resulting mainly
from a high dependency ratio (i.e., proportion
of population below ten years of age) as well
as very low participation rates of females
especially in the rural areas. Table 2.4 shows
trends in labour force participation for selec-
ted years based on population censuses for
1951 and 1961, Labour Force Surveys for

Table 2.3: Percentage of Population Below Ten Years of Age

1982-3
(Plan
19517 19612 1972 1975  1978-9  projections)
All 26.9 32.8 31.53 32.3  32.86 31.85 ’
Male 26.0 31.9 30.37 324  32.49 31.85
Female  28.0 33.8  32.85 32.1  33.25 31.85

1. Based on estimates of population excluding Frontier region, Gwader, and those living in Pakistan claiming nationalities

other than Pakistani.

2. Excluding population of the Frontier region (census estimates).

Source: (i) Population Census, CSO, Twenty-five Years of Pakistan in Statistics, Karachi, 1972, for 1951 and 1961. (ii) Popu-
lation Census, Govemnment of Pakistan, Pakistan Statistical Yearbook 1980, Karachi, p. 10, for 1972. (iii) ILO, Employment
Strategy for Pakistan—Project Findings and Recommendations, Geneva, 1977 (Restricted), p. 155, for Planning Commission
estimates for 1975 (iv) Pakistan Labour Force Survey, 1978-9, Karachi, 1982, for 1978-9. (v) Q.F. Wilson, Manpower Projec-
tions and Planning for Fifth Five Year Plan, ILO (Mimeograph), Islamabad, 1978, for Fifth Plan estimates for 1982-3.

Table 2.4: Trends in Labour Force Participation Rates

1982-3

1951° 1961 1971-2 19745  1977-8  1978-9 (Projections)
Total 30.7 32.4 29.43 29.05 29.38 31.0 29.9
Male 55.1 55.0 51.79 52.01 52.28 51.94 52.67
Female 2.1 6.1 5.34 4.21 6.47 8.09 5.55
Unemployment 0.56 0.61° 0.50 0.50 - 0.50

1. Estimates for 1951 and 1961 are based on population estimates excluding Frontier and Gwader. For 1951 labour force
estimates based on population more than twelve years of age. For other years more than ten years of age.
Source: ILOJARTEP, Employment and Structural Change i Pakistan—Issues for the Eighties, Bangkok, 1983.
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1970-1 and 1974-5 corrected for age and sex
distribution, and Fifth Five Year Plan esti-
mates for 1977-8 and 1982-3. The results of
the recent 1978-9 Labour Force Survey are
also included. ,

Based on population estimates (Table 2.1)
and labour force participation rates (Table
2.4) we present alternative estimates of the
labour force during the sixties and seventies.
Based on Planning Commission estimates
(excluding Frontier region) the growth rate

Table 2.5: Estimates of the Labour Force

THE MANAGEMENT OF PAKISTAN’S ECONOMY: 1947-82

of the labour force during the sixties was
slightly higher than 2.8 per cent but this has
accelerated to over 3 per cent during the
seventies and early eighties.

The important shift in the sectoral distribu-
tion of employment (Table 2.6) has been the

“declining share of the agricultural sector

especially during the fifties and sixties. How-
ever, more than half of the population is still
engaged in the agricultural sector. The share
of manufacturing increased rapidly in the

1961
Planning _ Planning
Census Commission” Commission
(excluding (excluding (including
Frontier Frontier Frontier .
region) region) region) 1971-2 1977-8 1982-3
Total 12,763 13,720 14,921 18,650 22,220 26,060
Male 11,641 12,514 13,603 17,020 20,510 23,740
Female 1,122 1,206 1,318 1,630 1,710 2,320

1. Based on blowing up census estimates by 7.5 per cent.

Source: (i) Government of Pakistan, Pakistan Economic Survey, 1981-2, Islamabad, Statistical Annexure, p. 1. (ii) World
Bank, Pakistan Economic Development and Prospects, Report No. 382-Pak., April 1982. (iii) ILO, ARTEP, Employment and

Structural Change in Pakistan—Issues for the Eighties, Bangkok, 1983,

Table 2.6: Sectoral Distribution of Employed Labour Force
(Percentages)

Sector 19511 19612 1971-2 1977-8 1982-3
Agriculture 66.4 60.8 58 56.6 55.4
ﬁ;"i‘:fg“t“’mg g:? lg:g } 13.50 }‘13.3 7 }13.78
Transport, storage,

and communication 1.7 2.9 5 4.7 4.8
Electricity, gas, and

water } 1.8 0.2 0.75 0.50 0.52
Construction : 2.1 . 4.25 4.1 4.2
Commerce 7.0 7.1 10 10.5 11.0
Services 11.3 12.4 8.50 10.2 10.3
Others 1.8 0.7 — — —
Total 100.0 100.0 100.0 100.0 100.0

1. Excludes children between ten to twelve years. Based on 1951 census estimates and excludes population of the Frontier
region. The original figures do not distinguish between unemployed and ‘other activities’. We have assumed the level of un-
employment at 1.5 per cent (same as that for 1961) and got a figure of 1.8 per cent for other activities.

2. Excludes population of the Frontier region.

Source: ILOJARTEP, Empioyment and Structural Change in Pakistan—Issues for the Eighties, Bangkok, 1983.
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fifties. Despite a very high growth rate of out-
put in large-scale manufacturing its overall
share in employment declined. This was both
because of capital-intensive techniques of

roduction adopted by the large-scale sector

and the slow growth of the small-scale sector..

The other important shift has been the
increase in the share of transport, communica-
tion, and storage sectors mainly during the
fifties and sixties.

2.1.2 Overseas Migration—Estimates of the
Total Number of Pakistani Workers Overseas

Perhaps the most significant economic event
during the second half of the seventies and
early eighties has been the dramatic increase
in the migration of Pakistani workers mainly
towards the Middle East. This exodus of
workers has been of a number large enough to
have had a direct impact on the domestic
employment situation and the functioning of
the labour market in Pakistan.

The Pakistan Economic Survey, 1981-2
reports that ‘according to the recent estimates
there are about 1.4 million Pakistanis living/
working abroad’. Unfortunately, there is no
explanation provided as to how this figure is
arrived at. Also, the official estimates of
labour migration provided in the same Survey
show total labour emigration from 1971 to
1981 as being 788,474 (Table 2.7).
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More reliable estimates on overseas migra-
tion are provided by a recent study® based on
a survey of households carried out by the
Pakistan Institute of Development Economics
(PIDE) in 1979. According to the survey, 9.3
per cent of the rural households and 15.9 per
cent of the urban households in Pakistan have
at least one migrant member. The average
number of migrants in the two categories of
households are 1.60 and 1.49 respectively.
Given that rural and urban population of
Pakistan in 1978-80 was 58 million and 23
million respectively, the number of house-
holds in Pakistan can be calculated by taking
the average size of rural and urban household

Table 2.7: Official Estimates of Overseas Migration
(Numbers)

Private
(overseas
employment

Year promotors) Public - Direct Total

1971 3,340 194 - 3,534
1972 3,359 1,171 - 4,530
1973 7,654 4,646 — 12,300
1974 14,652 1,676 — 16,328
1975 21,766 1,311 - 23,077
1976 38,516 3,174 — 41,690
1977 77,664 2,606 60,175 140,445
1978 78,685 3,246 47,602 129,533
1979 80,615 3,058 34,586 118,259
1980 91,482 17,114 24,801 133,397
1981 119,711 821 32,549 153,081

Source: Government of Pakistan, Pakistan Economic

Survey, 1981-2, Islamabad, 1982.

Table 2.8: The Distribution of Migrants by Rural and Urban Areas in 1979

Rural area migrants

Urban area migrants

Total migrants

As per cent As per cent
Number of of total Numberof of total Number of As per cent

migrants rural migrants urban migrants of total
Province (million) migrants (million) migrants (million). miigrants
Punjab 0.83 - 73.6 0.43 64.7 1.26 70.4
Sind 0.10 9.2 0.15 22.9 0.25 14.0
NWFP 0.16 14.1 0.0% 7.8 0.21 11.7
Baluchistan 0.04 3.1 0.03 4.6 0.07 3.9
Total 1.13 100.0 0.66 100.0 1.79 100.0

Source: Gilani, et al,, Labour Migration: Pakistan to Middle East and its Impact on the Domestic Economy, PIDE, Islamabad,

1981.
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to be 7.6 and 8.1. This gives the total number
of rural and urban households to be, respec-
tively, 6 million and 3 million. These numbers
multiplied by the average number of migrants
in the household then give the estimated
number of migrants from the country to be
1.79 million in 1979. If we add to this figure
the annual flows of 1980 and 1981, i.e.,
286,478, we arrive at a figure of 2 million
which is substantially higher than the govern-
ment estimates.

Of the 2 million migrant workers in 1979,
according to the PIDE study, over 1 million
came from rural areas and 660,000 from
urban areas. A province-wise rural-urban
distribution of the migrants is given in Table
2.8.

2.2 Growth Rates and Sectoral Composition
of Output

In terms of growth rates of the GNP, and the
important sectors, the economy falls into
distinct time periods as shown in Tables 2.9
and 2.10. During the fifties, the industrial
sector grew at a very fast pace, although this
high growth rate must be interpreted with
caution taking into consideration the fact that
we started from a very small industrial base.
The agricultural sector, however, stagnated
throughout the period, growing at less than
the rate of population growth. Given the
dominance of this sector, in that it contribu-
ted over 60 per cent to total output, there

was little growth of GNP and no growth in
per capita income. During the sixties, both
industry and agriculture grew at a fast pace
and this led to a substantial growth in per
capita income. During 1972-7, both the
agricultural and industrial sectors stagnated

"and the growth in GNP was mainly the result

of increases in foreign remittances from
Pakistani workers in the Middle East. Finally,
since 1976-7, both industry and agriculture
have prospered due to better export perform-
ance, new projects, better weather conditions,
and better availability of inputs.

As we can see from Table 2.9 the growth
rates of the GNP and per capita income for
the fifties as well as for the sixties were higher
for West Pakistan, compared to that for All
Pakistan, showing that the growth rates were
lower in East Pakistan during both these
periods. There is very little difference
between the growth rates of Gross Domestic

Table 2.10: Annual Growth Rates for Major
Sectors, Pakistan (West)
(Per cent per annum)

Large-scale  Other

Years Agriculture manufacturing sectors
1949-50 to 1959-60 1.6 15.4 3.7
©1959-60 to 1969-70 5.0 i3.3 7.1
1969-70 to 1976-7 1.5 1.2 4.1
1976-7 to 1981-2 4.1 10.0 7.1
1949-50 to 1981-2 3.0 10.1 5.6

Source: Government of Pakistan, Pakistan Economic
Survey, 1981-2, Islamabad, 1982.

Table 2.9: Annual Growth Rates of the Gross National Prodt_xct

(Per cent per annum)

GNP GDP Per capita GNP
Al Pakistan  All  Pakistan  All  Pakistan

Years Pakistan (West) Pakistan (West) Pakistan (West)
1949-50 to 1959-60 2.6 3.1 2.5 3.1 0.2 0.6
1959-60 to 1969-70 5.4 6.8 5.3 6.7 2.7 3.8
1969-70 to 1976-7 - 4.2 - 3.7 — 0.8
1976-7 to 1981-2 — 6.8 — 6.5 — 3.7
1949-50 to 1981-2 — 5.2 - 5.1 — 2.2

Source: (i) CSO, Twenty-five Years of Pakistan in Statistics, Karachi, 1972, for all Pakistan. (ii) Government of Pakistan,

Pakistan Economic Survey, 1981-2, Islamabad, 1982, for Pakistan (West).



GROWTH AND STRUCTURAL CHANGE: 1947-82 21

product and Gross National Product till the

end of the sixties as there was little income

being transferred, either from or to Pakistan.
During the seventies the differences in growth
rate between the GNP and the GDP is due to
the inflow of foreign remittances from
workers abroad. :

The rates of growth for the two main
sectors, agriculture and industry, are shown
in Table 2.10. Figures for the industrial sector
are only for the growth of the large-scale
manufacturing sector which was defined by
the CSO until 1976 as units that employ more
than twenty people and use power in their
manufacturing operation and, after 1976, as
all units employing more than ten people.
Estimates for the rest of the industrial sector,
i.e., small-scale manufacturing and household
enterprises, are extremely unreliable as very
little information has been collected for this
very important sector and they are, therefore,
not shown separately. Till 1969-70 an indirect
estimation technique was used for the growth
of the small-scale sector. An estimate of a
benchmark year, 1959-60, was computed on
the basis of the number of persons engaged in
small industries and a computed value added
per worker and subsequently a growth rate
equal 1o the growth rate of population was
assumed. From 1969-70 onwards it is based
on a Statistics Division’s Survey of Small and
Household Manufacturing Industries (SHMI)
1969-70 and Punjab SHMI Survey 1975-6.
According to these estimates the small-scale
sector grew at a rate of 7.3 per cent between
1971-2 and 1981-2.*

It is with regard to the large-scale manufac-
turing sector, whose data are quite reliable,
that Pakistan’s achievement is quite impres-
sive in terms of its growth rate for most
periods. This is especially true for the sixties
when the very high growth rates, achieved this
time from a significantly large base, were

among the highest in the world. These high-

growth rates stand in marked contrast to the
extremely low growth rates in manufacturing
which followed in the seventies. A number
of economic and non-economic factors con-
tributed towards this situation but one must

also keep in mind a significant difference
between industries which were established
in the seventies as compared to those in the
sixties. Earlier industrialization had been
mainly restricted to consumer goodsindustries,
with traditionally low capital output ratios,
whereas industrialization in the seventies was
mainly in the more capital-intensive long
gestation projects, i.e., with high capital out-
put ratios such as the steel mill. An important
factor responsible for the spurt of industrial
growth in the late seventies was that some of
these major projects had been completed ard
were now coming into production.

The high growth rate of agricultural output
in the sixties also stands in marked contrast to
the extremely low growth rates of this
important sector during the fifties and seven-
ties. The spurt in agricultural growth in the
sixties (namely the so-called ‘green revolution’)
was the result of the increased use of inputs,
especially water and fertilizers, and the
introduction of high yielding varieties of seed
in the case of crops like wheat and rice. The
increase in agricultural production in the late
seventies was mainly the result of good
weather conditions as well as the increased
availability of key inputs.

The growth rates of these two major
sectors, therefore, clearly show that there
have been wide fluctuations in their perform-
ance during the different sub-periods and
their movements have determined the course
of national and per capita output. What
caused these fluctuations in output and to
what extent the government played a contribu-
tory. part is the subject of considerable debate
and criticism as we shall see both in our
review of these two important sectors as well
as in the chapter dealing in detail with the
different sub-periods.

2.3 Sectoral Composition of Qutput

The differences in the growth rates of the

-major sectors have resulted in a transform-

ation of the sectoral shares in the Gross Domes-
tic Product. These changes are reftected in
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Table 2.11 where the most important shift
till the end of the sixties is the increasing
share of the large-scale manufacturing sector
which in West Pakistan, starting from a very
small base.of 2.2 per cent, had contributed
12.5 per cent of the Gross Domestic Product
by 1969-70. Because of the slowing down of
growth in the manufacturing sector in the
seventies its share during this period in fact
registered a small decline and by 1981-2 it
was 12.3 per cent of the Gross Domestic
Product. The share of the agricultural sector
fell from 53.2 per cent in 1949-50 to 30 per
cent in 1981-2. The growth and increasing
share of the construction sector has been due
to the large immigration at Independence,
rapid urbanization, and the implementation
of the Indus Basin Replacement Works. The
growth of the service sectors is mainly due to
the replacement after partition of some of the
essential services like banking and insurance
whose owners had migrated at the time of
Independence.

2.4 Investment, Savings, and Foreign
Resource Inflows

Of the large number of factors which influ-
ence the growth rate of an economy, the level
of investment, which is normally shown as a
percentage of the Gross National Product, is
amongst the most important. The amount of
investment undertaken is financed from either

Table 2.11: Composition of the GDP in Pakistan
{West) at 1959-60 Factor Cost

(Percentages)
Sector 1949-50 1959-60 1969-70 1981-2
Agriculture 53.2 45.8 38.9 30.3
Large-scale

manufacturing 2.2 6.9 12.5 12.3
Construction 1.4 2.5 4.2 5.4
-Others 43.2 44.8 44.4 52.0
Total 100 100 100 100

Source: Government of Pakistan, Pakistan Economic
Survey, 1981-2, Islamabad, 1982,

domestic savings or foreign resource inflows.
The movement of these three important
variables, i.e., gross fixed investment, gross
domestic savings, and foreign resource inflows,
together with the breakdown of investment

~and savings between the private and public

sectors, tell us a great deal about the pace and
the process by which the economy is trying to
develop itself.

2.4.1 Definitions and Data Sources

Given the importance of these variables, we
must first establish the macro-economic
identities used in defining them and then
briefly discuss the methodology used in esti-
mating their values. '

Gross Fixed Investment = Gross Domestic Savings
plus External Resource
Balance. (i}

= Imports of goods and Non-
Factor Services minus ex-
ports of goods and Non-
Factor Services. (1)

Gross Domestic Savings = Gross Fixed Investment

(as per cent of GDP) minus External Resource
Balance. (iii)

= Gross Domestic Savings
plus Net Factor Income
from abroad. (iv)

Gross Fixed Investment = Gross National Savings

plus External Resource
Balance minus Net Factor
Income from abroad. (v)

External Resource
Balance

Gross National Savings
(as per cent of GNP)

Gross fixed investment is financed either
by savings generated in the domestic economy,
i.e., gross domestic savings, or through foreign
resources made available which help supple-
ment domestic savings. The amount of foreign
resource inflows is represented by the exter-
nal resource balance, i.e., the gap between the
country’s import of goods and non-factor
services and the export of goods and non-
factor services. The reason why this measure
is used is because the trade gap represents the
physical resources made available by foreign
loans and grants and other financial transac-
tions, including the use of reserves and the net
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factor income from abroad. Gross domestic
savings is then derived as a residual and
calculated as the difference between gross
fixed investment and the external resource
balance (Egn. ).

During a time period when the net factor
income from abroad is not significant, the
external resource balance can be taken as a
fairly good indicator of the foreign loans and
grants flowing into the economy and which,
together with domestic savings, make up the
total investment being undertaken. However,
during a time period when the net factor
income from abroad is making a significant
contribution then the external resource
balance could reflect not only foreign loans
but also income which is available to the
economy in foreign exchange. To take into
account these foreign exchange resources
which are made available to the domestic
economy the identity used is that of gross
national savings. In this case, we add to gross
savings the net factor income from abroad. In
terms of our identities (Egn. v) this basically
means that in the external resource balance,
to the extent that it is now being met by the
net factor income from abroad, the reliance
on sources like foreign loans and grants to
finance gross fixed investment is decreased
and there is a corresponding increase in gross
domestic savings by this amount.

Two important points, therefore, must be
kept in mind when we are estimating-the
inflows of external resources into the
economy. The first, that the external resource
balance represents a resource gap being met
from outside the domestic economy, i.e., the
extra savings added to the country’s own re-
sources to finance total gross fixed invest-
ment undertaken. Secondly, to the extent
that net factor income from abroad is positive
the reliance on foreign loans and grants is
diminished.
~ Using this methodology, savings are
indirectly computed and foreign resource
inflows calculated from the balance of pay-
ments accounts. This leaves us with estimating

the level of gross fixed investment. The CSO
defines gross investment as expenditure
incurred on the replacement, additions, and
major improvements of fixed capital, viz.,
land improvement, building, civil and
engineering works, machinery, transport
equipment, and furniture and fixtures, in the
private and public sectors. This is estimated in
the following way. Fixed investments in the
government sector are obtained from an
analysis of the budget and those of auton-
omous bodies through a detailed questionnaire.
As regards the private sector, in the case of
agriculture, transport, and construction, it is
worked out through a commodity flow
method. Non-monetized investment in the
agricultural sector is based on special studies.
As regards industry and other sectors, it is
based on annual surveys and special studies
carried out for this purpase.

How reliable are the statistics on which
investment estimates are made during the
time period covered? The answer is a mixed
one. For the fifties, the data on gross fixed
investment for all sectors were mainly based
on a commodity flow method and may, there-
fore, be considered as not being all that
reliable. For the sixties and seventies, the CSO
used the methodology explained earlier and
the estimates are fairly good although
obviously some sector estimates like non-
monetized investments in agriculture can
still be considered as rough estimates rather
than representative of exact magnitude.

2.4.2 Movements of Investment, Savings, and
Foreign Resource Inflows

How have these key variables behaved during
the different time periods in which we have
divided the thirty-five years of the country’s
economic history? They tell an extremely
interesting story.

During the fifties, the All Pakistan figures,
which are the only ones available, show that
the level of investment was low and, at its
peak in 1954-5, was estimated at 8 per cent
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of the GDP. It had, however, increased con-
siderably over the earlier years of the fifties
when it had started at a very low level of 4.6
per cent. Investment was mainly undertaken
by the private sector and the public sector
contributed only about 30 per cent to the
total fixed investment in 1954-5. In the
earlier years of the fifties almost all of the
investment was financed by domestic savings
and, in 1954-5, foreign resource inflows were
still only 1 per cent of the GNP.

In the sixties the situation changed drasti-
cally and the figures for West Pakistan show
an almost doubling of the investment level
between 1959-60 and 1964-5. There is also
at the same time a large increase in the level
of foreign resource inflows which appreciated
from 5.4 per cent of the ‘Gross National
Product in 1959-60 to 8.9 per cent in 1964-5.
Gross domestic savings also witnessed a sub-

division between public and private invest-
ment increased, substantially in favour of the
private sector whose share in the total invest-
ment increased from 38.8 per cent in 1959-60
to over 50 per cent in the sixties (Table 2.18).

The decline in the level of gross fixed invest-

‘ment, which had started in the late sixties,

continued, in the early seventies till about
1972-3 after which it began to improve.
By 1976-7 it had reached a figure of 17.7 per
cent of the GDP. The increase in investment
also coincided as it had done in the sixties

Table 2.13: Share of Private and Public Investment
in Total Investment
(Current prices: Rs million)

Pakistan (West)

1959-60 1964-5 1960-70 1974-5 1981-2

.3 s - Total G ,014 6,010 6,746 16,218 48,57
stantial increase from 6.0 to 12.2 per cent of D?)mestf:ss 2 6,218 48,573
the Gross National Product. After 1964-5 the  Fixed Capital
level of investment began to decline and it Formation
was 15.6-per cent in 1969-70 as compared to P“Vtatc §P€r 388 587 517 524 384

. _ . f centage 0 . . . .
21.1 per cent in 1964-5. This was also associa Public 612 463 483 679

ted with a substantial decline in foreign
resource inflows which, by the end of the
sixties, were only 3.1 per cent of the Gross
National Product. Gross domestic savings
stagnated at the same level as in 1964-5. The

66.4

Source: (i) Government of Pakistan, Third Five Year Plgn,
1965-70, Planning Commission, Islamabad, pp. 5-9.
(ii) Rashid  Amjad, Private Industrial Investment in Pakistan
1960-70, Cambridge, 1982. (iii) Government of Pakistan,
Pakistan Economic Survey, 1981-2, Islamabad, 1982.

Table 2.12: Investment, Savings, and Foreign Resource Inflows

{Percentages of GDP/GNP) '

Pakistan (West) at current market

All Pakistan Pakistan (West) prices
1949-50 1954-5 1959-60 1964-5 1969-70 1972-3 1974-5 1976-7 1981-2
Gross Fixed Investment 4.6 7.9 11.1 21.1 15.6 11.4 14.5 17,7 149
Private 3.3 5.7 4.3 11.3 8.1 5.6 4.6 5.2 5.0
Public 1.3 2.2 6.8 9.8 7.5 5.8 9.9 12,5 9.9
Foreign resource inflows — 1.1 54 8.9 31 —-05 8.9 8.5 9.1
Gross Domestic Savings 4.6 6.8 6.0 12.2 12. 11.9 5.6 9.2 5.8
Gross National Savings 4.6 6.8 6.0 12.2 12.5 12,5 6.6 12.4 12.1

Note: Estimates till end-sixties are percentages of GNP after which they are GDP except for Gross National Savings which is
a percentage of GNP in all cases.

Source: (i) Government of Pakistan, Third Five Year Plan, 1965-70, Planning Commission, Islamabad, pp. 5-9, for 1949-50
and 1954-5. (ii) Rashid Amjad, Private Industrial Investment in Pakistan 1960-70, Cambridge, 1982, for 1959-60, 1964-5,
and 1969-70. (iii) Government of Pakistan, Pakistan Economic Survey, 1981-2, Islamabad, 1982, for 1972-8, 1974-5, 1976-7,
and 1981-2. ’



GROWTH AND STRUCTURAL CHANGE: 1947-82

with large increases in foreign resource
inflows into the country, which were now
at a higher level than they had been in the
sixties, averaging about 10 per cent of GNP.
But there was one important difference
petween the sixties and the seventies: the
share of private investment in total invest-
ment declined drastically and in the seventies
ublic investment contributed about 70 per
cent of the total. The situation was now
almost the reverse of what it had been in the
fifties.

Since 1977 the new military government
which took over has tried to restore the
business confidence of the private sector,
but, given the overall unsettled political
 situation and a changing intemational environ-
ment, it has met with little success. In fact the
level of investment as a percentage of the
Gross Domestic Product declined marginally
during these years and the bulk of the share
continued to be undertaken by the public
sector.

There are a number of important questions
which are raised after studying the move-
ments of these key variables.

The first question relates to the fluctuations
in the level of investment which, at least in
the sixties and seventies, are closely associated
with changes in the levels of foreign resource
inflows. What factors caused these fluc-
tuations and to what extent can they be
explained by changes in foreign loans inflows?

The second important question relates to
the levels of the domestic savings. Why have
they been so low and why, except for the first
half of the sixties when they showed some
increase, have they failed to grow, especial-
ly during the seventies?

The third question relates to the mix
between private and public investment.
Whereas in the fifties the private sector domi-
nated investment and contributed almost 70
per cent of the total, the situation in the
seventies changed drastically when large
public investments were undertaken. What
factors were responsible for the changes
in the private-public mix of the total invest-
ment undertaken during the period?

2.5 The Foreign Trade Sector

In looking at the foreign trade sector we must
separate from the rest of the fifties the period
of the Korean boom from 1950 to 1952
when the level of exports and imports
increased considerably. After the collapse of
the Korean boom, however, the level of
exports declined drastically and then it
stagnated at the lower level for the rest of the
fifties. Despite the fact that the government
devalued the currency in 1955, because of the
adverse balance of trade situation, the level
of exports failed to rise. The share of exports
in the Gross National Product, which was at
its peak in 1950-1 at 17.2 per cent, had
declined to 5.6 per cent by 1959-60 (Table
2.14). :

Dl)lring the fifties and sixties, as the All
Pakistan figures clearly show, exports were
never a significant proportion of the Gross
National Product and during most of the six-
ties they were less than 5 per cent. Although
during the first half of the sixties the marginal
share of exports in the Gross National Product
increased this was not sustained during the
second half of the period. Imports have
always been a more significant portion of the
Gross National Product and were subject to
considerable growth during the first half of
the sixties, mainly because of the increase in
foreign aid inflows. However, they slowed
down significantly during the second half
because of cutbacks in foreign resource
inflows.

With the break up of Pakistan, the share of
exports in West Pakistan’s economy increased
mainly because goods which had earlier been
sent to East Pakistan were successfully divert--
ed into foreign markets. In 1972-3, after the
massive currency devaluation in 1972 when
the Rupee was depreciated from Rs 4.76 to
Rs 11 per dollar, exports increased significant-.

_ ly, and after more than seventeen years (ie.,

since 1955) the economy once again had a
balance of trade surplus. In that year the
share of exports in the Gross Domestic Pro-
duct rose to 14.9 per cent. However, in
subsequent years, till 1976-7, there was little:
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growth in exports and their share of the GDP
declined to 9.4 per cent. During the same
period, because of the increase in oil prices and
world inflation, the import bill increased by
more than three times and the share of
imports in the Gross Domestic Product rose
to. almost 18 per cent in 1976-7. During the
last three years of the seventies there had
been some revival of growth in the export
sector and exports increased substantially
especially during1979-80 but have subsequent-
ly slowed down.

An important change which occurred in
the seventies was the migration of Pakistani
workers, mainly to the Middle East, and the

played a dominant role in the growth of the
national economy. Its overall share in the
GNP has never been of great significance and
Pakistan, except for a very few brief periods,
has not had great success in the export
market. Considering the fact that the growth
of exports has always been 2 major goal of the
country’s economic policy and a number of
measures including export subsidies have
been provided, the limited success of export
policies needs to be investigated. At the same
time the country’s import bill has always

Table 2.15: Annual Official Remittances
(US$ million)

share of foreign remittances to the Gross Annual official
National Product in 1979-80 was nearly 10 Year remittances
per cent (Table 2.15). These remittances, as 19756 339
we have emphasized in an earlier section, 1976-7 578
played a major part in cushioning the adverse 1977-8 1,156
balance of trade situation which would 1978-9 1,395
otherwise have spelt complete disaster for the 1979-80 1,743
1980-11 2,128

economy.
As regards the foreign trade sector, we can
conclude that the export sector has never

Table 2.14: Trade Ratios
(Gurrent prices : Rs million)

1. Estimates.
Source: State Bank of Pakistan.

All Pakistan Pakistan (West)
1950-1* 1954-5* 1959-60 1964-5 1969-70 1972-83 1976-7 1981-2
 Imports of goods and
nfsl (M) 2,288 1,558 2,461 5,374 5,098 9,598 26,741 60,160
Exports of goods
nfs (X) . 3,703 1,773 1,843 2,408 3,337 9,961 13,991 30,318
M/GNP ‘ 10.6 7.1 7.5 -11.1 6.6 14.4 17.9 18.4
(market prices) :
X/GNP2 17.2 8.0 5.6 4.9 4.3 14.9 9.4 9.3
Marginal rate
AM/A GNP? — 8.4 - - 18.3 —1.0 - 20.8 18.8
AX /A GNP - 0.8 - 3.5 3.2 - 4.9 9.2

1. Non-factor services.

2. As ratio of GDP in the seventies.

Source: (i) JJ. Stern and W.P. Falcon, Growth and Development in Pakistan 1955-68, Occasional Paper No. 23, Harvard
University Centre for International Affairs, for all years (fifties and sixties) except 1950-1 and 1969-70. (ii) CSO, Twenty-five
Years of Pakistan in Statistics, Karachi, 1972, for 1950-1 and 1969-70 figures for imports and exports, and 1969-70 figure for
GNP. (iii) Government of Pakistan, Pakistan Economic Survey, 1 981-2, Islamabad, 1982, for the seventies.

* The figures for 1950-1 and 1954-5 have been corrected for devaluation so as to give an accurate idea of the share of imports
and exports in GNP. Otherwise because of devaluation the rupee value of exports as well as its share of GNP would increase
by the amount of devaluation, whereas GNP itself would not be influenced to the same extent.
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been significantly larger than our exports and
this has steadily increased. Especially during
the seventies, with the increase in oil prices,
jmports increased manifold and put consider-
able pressure on the balance of payments
situation. The capacity of the economy to
import because of the lack of exports has
been significantly linked with foreign resource
inflows either in the form of aids and grants
or, more recently, in the form of the foreign
remittances.

2.6 Foreign Economic Assistance

The role of foreign aid as a key determi-
nant in financing the investment programmes
of both the government and the private sector
and in paying for the country’s import bill has
clearly emerged from our study of the
economic variables whose behaviour we have
investigated. We now concern ourselves with
three other important aspects of foreign
economic assistance. What is the total amount
of foreign economic assistance committed
during the different periods? What have been
the major sources of this foreign economic
assistance? Finally, what is the present level
of debt service ratio on the loans that we have
incurred?

Estimates of the total foreign economic
assistance to Pakistan during the different
time periods are given in Table 2.16. A major
increase took place during the sixties although
after the September 1965 war with India
foreign economic assistance slowed down and
during the second half was far below the
expectations of the planners. During the
seventies too the economy was relying heavily
on foreign assistance although, because of the
high level of inflation, the data on foreign
assistance do not give a correct picture
of the real increase which took place in this
period. A . better indieator is the level of
foreign assistance as a percentage of Gross
Domestic Product which was given in Section
2.3. :

An important point as regards foreign
assistance is the decline in the grant element

in the overall period. This was well over 50
per cent in the fifties but had reduced itself
to 26 per cent in the second half of the sixties
and was 15 per cent in the seventies.

In terms of foreign aid commitment from
different sources there is a major difference
between the sixties and the seventies. During
the sixties the bulk of foreign assistance came
from  Consortium  sources comprising
countries like the USA, UK, West Germany,
Japan, Canada, and international financial
institutions like the International Bank for
Reconstruction and Development (IBRD/
World Bank) and its affiliates like the Inter-
national Finance Corporation. During the
Second Plan period the total of Corsortium
countries and Agencies came to over 95 per
cent of all foreign aid commitment to
Pakistan with the United States providing
45.6 per cent, followed by the World Bank
Group, i.e., IBRD, IDA, and IFC, at 17.1 per
cent, and West Germany with 10.9 per cent.
During the Third Plan period the share of the
Consortium countries declined to about 80
per cent, with the United States’ share coming
down to 25 per cent, and there was an increase
to about 15 per cent from the Socialist bloc
comprising the USSR, Yugoslavia, China,
Czechoslovakia, and Poland.

During the seventies, especially after
1974-5, there was a substantial increase in the
share of foreign assistance from non-Consor-
tium countries which began to make up
almost 50 per cent of the total. A major
portion of this came from the oil producing

Table 2.16: Commitments of External Assistance

Total Grant Loans

assistance (per (per

Years (US$ million) cent)  cent)
1950-1 to 1954-5 337 64 36
1955-6 to 1959-60 1,073 54 46
1960-1 to 1964-5 2,757 40 60
1965-6 to 1969-70 2,746 26 74
1970-1 to 1981-2* 11,982 15 85
Total 18,895 23 77

* Till December 1981 .
Source: Government of Pakistan, Pakistan Economic
Survey, 1981-2, Islamabad, 1982.
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Table 2.17: Debt Service Ratio: Selected Years
(Net of Debt Relief)

1960-1 1964-5 1969-70 1972-3 1976-7 1981-2

Percentage of export earnings (goods and services) 3.4 8.8 22.5 - — 38.0
Percentage of foreign exchange earnings

{i.e., including remittances) 3.4 8.8 225 18.1 15.8 18.8

Source: (i) Stern and Falcon, Growth and Development in Pakistan 1955-68, Occasional Paper No. 23, Harvard University
Centre for International Affairs, 1970, for export earnings in 1960-1, 1964-5, and 1969-70. (ii) Government of Pakistan, Pakis-
tan Economic Survey, 1981-2, Islamabad, 1982, for 1972-3, 1976-7, and 1981-2.

countries who began to divert a small portion
of their oil revenues to developing countries
to meet the increasingly high prices of oil
imports. During the period 1972-3.to 1979-80
OPEC sources contributed about 20 per cent
of the total foreign economic assistance.

It is the repayment of these large foreign
loans which we have incurred during the last
thirty-five vears that now pose some of the
most difficult problems with which the
country is faced. The debt service ratio is
steadily increasing in terms of our export
earnings. In the mid-sixties it was 10 per cent
but by the end of the sixties it had increased
to over 20 per cent and in 1981-2 the ratio
had further increased to 38 per cent of our
export earnings. If we take into account
the inflow of remittances from Pakistanis
working abroad and see the debt service ratio
in terms of total foreign exchange earnings
it is about 19 per cent of the total (Table
2.17). ' '

To conclude, foreign economic assistance,
which started in 1950, by December 1981
had led to US$ 19 billion worth of assistance
being contracted. Of this US$ 4 billion was
in the form of grants, US$ 0.4 billion in the
form of loans repayable in non-convertible
Rupees, and US$ 14 billion in the form of
loans and credits repayable in ‘foreign
exchange. Disbursements of loans and credit
up to the end of December 1981 amounted
to US$ 12 billion of which Pakistan has
repaid over US$ 2 billion leaving a net debt
(disbursed: and outstanding) of US$ 9 billion
on 31 December 1981.

However, it would be a grave over-simpli-
fication to interpret the foreign assistance

to Pakistan just in terms of sums of money to
pay for the investment and import bills of the
country. Foreign loans have played an extre-
mely important part in the formulation of the
overall economic policy which we have
pursued in the last thirty-five years. It is this
controversial area of the influence on domes-
tic policy which the loan-giving countries
exert on the recipient country which we shall
also try to investigate during this study. For
the moment at least we can see clearly that,
given the extremely heavy dependence on
loans, the country’s economic policy-makers
were certainly sufficiently indebted to be
responsive to the loan-givers. To what extent
they were able to resist the pressures they
were subject to, to what extent the policy
recommendations coincided with their aims,
and to what extent they were able to pursue
independent policies are important areas of
investigation which we will try to cover in our
study.

NOTES

1. Government of Pakistan, Pakistan Economic Sur-
vey, 1981-2, Islamabad, 1982, Statistical Annexure,
Table 2.1.

2. According to the 1981 census the growth rate of
population in India was 2.23 per cent in the seven-
ties compared to 2.2 per cent during the sixties
(Economic and Political Weekly, Vol. X VI, Special
Number, 1981, p. 1728). For Bangladesh and Sri
Lanka see World Bank, World Development
Report 1980, Washington D.C., p. 142. The figures
are for 1970-8.

3. Ljaz Gildni, et al, Labour Migration from Pakistan
to Middle East and its Impact on the Domestic
Economy, Vols. 1, 2 and 3, Islamabad, Pakistan
Institute of Development Economics, Research
Report Series Nc. 126, 127, and 128, 1981.



3 \ The Social Services

Growth and structural change, discussed in
the previous chapter, present only a partial
view of the development process in Pakistan.
A discusston of the macro framework must
aso take into account the efforts made
to achieve a more fundamental goal, Le., an
improvement in the people’s quality of life
through the provision of such social services
as education, health, housing, water supply,
and nutrition. A brief reference has already
been made to social services earlier (Section
1.2). This chapter attempts to cover the range
of social policies and programmes pursued so
far and the results attained.

A look at government expenditures on
Physical Planning and Housing, Education,
Health, Social Welfare,and Manpower Develop-
ment (Table 3.1) indicates the low priority
assigned to the social sector as a whole, with
the exception of housing in the fifties when
public sector housing effort was needed for
the resettlement of refugees and for relieving
the acute housing shortage. In fact social sec-

tor expenditure has usually been considered
a residual item and the first to be cut in
case of a crisis. The decline in actual expen-
ditures on various social amenities, sometimes
in terms of both the absolute amounts and
the percentage of total expenditures during
the Third Plan as a result of the 1965 war, in
1972-4 due to the 1971 war, and in 1976-7
and 1977-8 due to the stringent financial con-
ditions and the low resource mobilization, as
shown in Table 3.1, amply bears this out.

The extent to which social policy can
succeed in transferring essential social services
to the relatively under-privileged depends to
some extent upon the role played by the
public sector and the bureaucracy which
manages them, the private sector having only
a limited role in the provision of social ser-
vices particularly after nationalization of edu-
cational institutions in 1972. Irrespective of
the increases in development and non-develop-
ment expenditures in the social sector, the
biases of those who are responsible for dis-

Table 3.1: Public Sector (Federal + Provincial) Development Expenditure on Social Sectors

(Percentage of total development expenditure)

Second Plan
1960-5

First Plan
1955-6

Third Plan
1965-70

1970-5 1975-6 1976-7 1977-8 1978-9 1979-80

Target Actual Target Actual Target Total Actual Actual Actual Actual Actual RE

Physical

Planning and

Housing 20.0 9.9 15.0 11.9 8.9 7.5 7.0 8.9 7.8 7.4 7.4 6.4
Education 6.0 5.5 4.0 6.5 6.8 6.1 4.9 5.2 3.4 3.7 3.7 3.7
Health 2.0 2.0 1.0 2.7 2.6 2.9 2.5 4.6 3.3 2.9 3.1 3.1
Social Welfare - 01 - 03 0.1 0.2 0.1 0.1 0.1 neg. neg. 0.1
Manpower

Development - —_ — 0.2 - - 0.2 0.3 0.2 0.1  neg. 0.1 0.2

Source : (i) Government of Pakistan, Twenty-five Years of Statistics in Pakistan, 1947-72, Islamabad, 1972, p. 310, for
targets of First, Second, and Third Plans. (i) Government of Pakistan, Pakistan Economic Survey, 1980-1, Islamabad, p. 241
(Statistical Annexure) for actual expenditure in First, Second, and Third Plans and for data relating to the seventies {compi-
lation).
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pensing these facilities become critical in the
distribution of housing plots, seats in pres-
tigious schools, access to medical care, and
overseas employment opportunities.

3.1 Education

As an area of human activity, education has
much to contribute to the cultivation of the
mind and the spirit, curiosity, contemplation,
and reasoning.! This serves to underline the
role of education in fulfilling certain develop-
mental goals like overcoming poverty by im-
proving the quality of manpower, inculcating
the needed know-how, and improving produc-
tivity - besides functioning as an instrument
for reducing economic and social disparities.
The general role of education, i.e., providing
enlightenment and improving the reasoning
power of the human being, is thus quite com-
patible with its specific functions like im-
parting certain types of knowledge, skills,
and techniques.

3.1.1 The Structure of Education

Pakistan has a four-tiered educational struc-
ture: Primary (grades I to V for ages five to
nine); Secondary (grades VI to X for ages ten
to fourteen); College: Intermediate and
Degree (grades XI to XIV for ages fifteen to
eighteen); and University (grades XV to XVI

and above for ages nineteen plus). Education
up to primary level in national and regional-
languages-medium schools has always been

to X) was also made free. All privately manag-
ed schools and colleges were nationalized but
English-medium schools were exempted.

Education is a provincial subject and, there-
fore, the management of almost all types of
educational institutions is under the provin-
cial governments. However, the federal
government provides much of the develop-
ment finance, policy formulation, and co-
ordination in education.

3.1.2 Expansion in Education

Substantial expansion has taken place in
education in Pakistan in the last three dec-
ades in terms of the total number and the
range of educational institutions, enrol-
ment, and expenditure by the federal and the
provincial governments. Table 3.2 shows the
expansion in educational institutions and en-
rolment at different levels. The total enrol-
ment in the education sector was 9 million in
1979-80 compared to only 1 million in
1949-50. Table 3.3 compares the percentage
increase in enrolment and the number of
educational institutions.

Government expenditure on education has
also increased sharply in the last three decades
(Table 3.4). Starting from a very low level of
less than 1 per cent of the GNP, the outlay on
education increased slowly except in the early
seventies when it failed to keep pace with the
rise in the GNP in the aftermath of the Bang-

-ladesh crisis. As can be seen from the Table,

free. In 1972 secondary education (grade VI  non-development  expenditure increased
Table 3.2: Expansion in Education
Secondary voca- Arts and Science  Professional
Primary schools Middle schools  High schools tional schools colleges colleges Universities
Enrolment Enrolment Enrolment Enrolment Enrolment Enrolment Enrolment

No. (thousand) No. (thousand) No. (thousand) No. (thousand) No. (thousand) No. (thousand) No. (thousand)
1949-50 9,411 920 2,134 250 469 67 59 5 46 21 19 4,925 2 737
1959-60 17,901 1,890 1,974 422 1,069 149 100 13 126 76 40 12,434 4 4,092
1969-70 41,290 3,910 3,560 899 1,995 337 190 29 290 175 59 33,633 7 15,475
1972-3 49,580 4,460 4,406 1,045 2,498 391 391 59 334 186 76 37,596 8 18,678
1975-6 52,800 5,240 4,783 1,237 3,047 491 290 31 404 211 91 56,140 12 22,772
1977-8 53,964 5,455 5,026 1,290 3,258 526 242 33 435 229 95 62,113 14 49,942
1979-80 56,920 5,931 5,290 1,395 3,464 552 248 35 439 241 99 72,479 15 57,019
1981-2 62,579 6,451 6,075 1,492 3,872 588 254 39 442 245 102 82,496 20

Source: Government of Pakistan, Pakistan Economic Survey, 1980-1, 1slamabad, p. 235 (Statistical Annexure) for number of educational institutions and
p. 236 (Statistical Annexure) for enrolment.
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slightly faster than development expenditure.

We should also take a look at the distribu-
tion of development and non-development
expenditure  between various educational
levels. Primary education is the cornerstone of
the entire system and, for a country with a
very high number of illiterates, basic edu-
cation for a majority of the population should
command top priority. As Table 3.5 indi-
cates, primary education has received the
highest percentage of expenditure.on education
but this has not been enough to expand
the grass-roots-level education as fast as one
would wish. Indeed, in order to achieve
universal primary education, for boys by 1982
and girls by 1987, drastic adjustments in the
existing educational priorities will be needed.
This will reduce the availability of funds for
post-primary education the demand for
which is rapidly increasing particularly by the
urban middle and upper income groups.

The literacy rate, only 3 per cent in 1951,
rose to 16.3 per cent (West Pakistan only) for
five years of age and above in 1961.3 According
to the 1972 census, literacy had risen to 21.7
per cent and the projection for 1979-80 was
24 per cent.

Efforts have been made to widen the cover-
age of the educational system in terms of
subjects and the medium of communication.
Great stress has been laid, particularly during
1977-80, on religious education and the entire

2

Table 3.3: Number of Institutions and Enrolment
Percentage increase (1949-50 to 1979-80)

Level of Number of
education Enrolment institutions
Primary 614 504
Secondary : 472 - 147
High schools 671 638
Vocational 600 320
Arts and Science

colleges 1,047 854
Professional

colleges 1,371 421

" Universities 3,767 650

Source: Government of Pakistan, Pakistan Economic
Survey, 1980-1, Islamabad, pp. 235-6.

structure of education relating to Islam and
the Shariah has been revitalized and given due
recognition and status. Similarly the profes-
sional education field has been widened to
cover a number of neglected areas like Busi;
ness Administration, Commerce, Agriculture,
and Applied Sciences and Technology.
Education through the medium of correspon-
dence, radio, and television has also been
given attention. Much greater financial help to
students is now available in the form of
scholarships and Qarz-e-Hasna.

The rapid enlargement of the educational
edifice and the commitment of large outlays
to this sector has created a number of issues
and problems. A certain sense of inadequacy
in both efforts and financing still persists.
Pakistan’s expenditure on education as a per-
centage of the GNP (Table 3.4) is still below
the 1975 ratio of educational outlays to GNP
of a number of other developing countries
like Indonesia (2.17 per cent), Thailand

Table 3.4: Government Expenditure on Education in
Relation to GNP

Non-
Develop-  develop-

ment ment

expen- expen- Percentage
Year diture diture To of GNP
1949-50 NA NA 43.9 0.2
1959-60 48.0 115.8 163.8 0.97
1964-5 450.9 160.4 290.5 1.11
1969-70 170.1 408.6 578.7 1.33
1972-3 201.3 595.5 1,000.7 1.63
19734 340.6 828.7 1,169.3 1.44
1974-5 523.4 1,221.1 1,744.5 1.65
1975-6 751.1 1,731.1 2,488.2 1.99
1976-7 782.3 2,020.3 2,802.6 1.98
1977-8 855.0 2,445.0 3,300.0 1.96
19789  1,067.0 2,808.9 3,875.9 2.02
1979-80 1,060.2  3,093.3 4,153.5 1.82

Source: (i) Government of Pakistan, Pakistan Economic
Survey, 1976-7, Islamabad, p. 179 (Statistical Annexure) for
development and non-development expenditure from 1949-50
to 1976-7 and pp. 12-13 (Statistical Annexure), for GNP
for the same years. (ii) Government of Pakistan, Pakistan
Basic Facts, 1979-80, Islamabad, p. 103 for expenditure in
1977-8,°1978-9, and 1979-80. (iii) Government of Pakistan,
Pakistan Economic Survey, 1979-80, Islamabad, p. 13 (Statis-
tical Annexure), for GNP for 1977-8, 1978-9, and 1979-80.
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(2.97 per cent), Burma (3.11 per cent), Sri
Lanka (4.90 per cent), and Malaysia (4.99 per
cent).?

'The adult literacy rate in Pakistan (24 per
cent) is also much lower than that of the
average for low-income countries which is 38
per cent. It also compares unfavourably with
Indonesia (62 per cent), Thailand (84 per
cent), Burma (67 per cent), Sri Lanka (78 per
cent), and Malaysia (60 per cent).

There are disparities in the distribution of
educational facilities. The literacy rate for the
male population (1972 census) is 30.2 per
cent as against only 11.6 per cent for females.
(However, the rate of increase in female en-
rolment in both primary and secondary levels
between 1972-3 and 1979-80 is higher than in
males-plus-females enrolment.” The rate of in-
crease in the output of educated persons be-
tween the same years is also higher for females

than males-plus-females in matriculation and

intermediate).?® Urban areas have a much
higher literacy rate (41.5 per cent) than rural
areas (14.3 per cent).® About 60 per cent of
all primary schools have accomodation which
is below minimum requirements and a large
number of schools have no accomodation and
function in the ‘open air’.

3.1.3 Participation Rate

The enormity of the task of achieving univer
sal education, even at the primary level alone,
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can be judged by the low participation rate
in spite of the rapid expansion in the edu-
cational structure. Only 53 per cent of the
primary-age-group children (five to nine
years) were in schools in 19781 compared
to 46 per cent in 1970 (West Pakistan)!2 and
36 per cent in 1960.!% At the secondary level
only 15 per cent of the age-group ten to four-
teen years are in schools!* which is almost
the same as in 1960 in West Pakistan.!® En-
rolment at the college and the university
levels in 1978 was only 8 per cent and 2 per
cent of the fifteen to nineteen and twenty to
twenty-four years age-group respectively.!6

3.1.4 Drop-outs

The drop-out rate is also very high as shown
by the number of school-leavers at each stage
of education and also the high percentages of
failures in various public examinations. A
study in the early sixties of the retention and
wastage ratios in classes I to Vbetween 1962-3
and 1966-7 in' West Pakistan by comparing
enrolment in class I in 1962-3 and class V in
1966-7 showed a drop-out percentage of
50.62 for all students (49.88 per cent for
males and 53.32 per cent for females).!” The
drop-out rate in 1977-8 for class I only was
about 50 per cent.'® More than 6 per cent of
the students fail at the secondary and other
levels of education.!

A number of reasons have been advanced

Table 3.5 Government Development and non-Development Expenditure on Education by Levels

(Percentage)
Year Primary - Secondary College University Technical Teacher Miscellaneous
1949-50 47.3 21.8 1 14.8 2 2.9 13.2
1959-60 36.7 21.0 13.0 9.2  negligible 4,3 15.8
1964-5 30.3 14.0 7.3 10.6 10.3 2.3 25.2
1969-70 34.0 15.8 8.5 7.7 8.0 2.8 - 23.2
1972-3 31.5 11.3 8.5 8.0 7.9 1.5 31.3
1975-6 30.8 17.3 i0.0 7.0 13.1 1.5 20.3
1976-7 30.4 20.6 9.8 7.5 12.4 1.5 17.6
1979-80 38.6 197 9.3 12.4 1.7 8.1

1. Included under University.
2. Included under Teacher Education.

Source: Government of Pakistan, Pakistan Basic Facts, 1979-80, Islamabad, p. 108 for 1979-80 and Pakistan Economic
Survey, 1976-7, Islamabad, p. 179 (Statistical Annexure) for the rest.
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for this high drop-out rate. An ILO-UNDP
report cites ‘the opportunity cost of child
Jabour, negative attitude towards female edu-

cation, and a general lack of demand for edu-

cation’ as reasons for the high drop-out rates
in schools.?? This can also be partly expiain-

ed by the perceived quality of education and '

its relevance to future employment possi-
bilities.

At higher levels, low pass-percentages for
various examinations indicate thé number of
discards at each stage of education. In 1974-5
the pass percentage for all universities was
48.29 for B.A., and 67.3 for MA,*' com-
pared to 31.6 per cent in 1949, 42.8 per
cent in 1959-60, and 47.3 per cent in
11966-7.22

According to the Planning Commission,
the total intake of students during 1963-77
for the different departments of M.Sc.,
Engineering in Pakistan was 924 of whom
only 64 (7 per cent) completed the courses.?
Out of 142,100 students, who matriculated in
1977, only 72,000 (50 per cent) could get
through the intermediate examination in
1979.2¢ The low participation rate and high
drop-out rates are both indications of the
unfavourable social environment on one hand
and the internal inefficiency .of the education
system on the other.

3.1.5 Education, Employment, and Equity

Before Independence, the main objectives of
the education system as designed by the Brit-
ish were to train sufficient numbers of lower
level government employees and to shape the
mores and attitudes of the future elite by
westernizing their cultural pattern. These ob-
jectives were well served by separating local-
language-medium schools for the masses from
exclusive English-medium educational insti-
tutions for the elite and by a disproportionate
emphasis on a liberal arts education. After In-
dependence, compulsions of economic and
social development have changed the pattern
of employment opportunities available in the
country. The economy’s requirements for a
large variety of skills and knowledge. at
various levels are continuously rising. At the
same time, attainment of greater equity in in-
come and access to income-earning oppor-
tunities are now major social goals. How does
our education system fare on the counts of
employment and equity?

There is a ‘mis-match’ between the output
of the education sector and thé demand pat-
tern in the labour market. This is indicated
by the shortages of certain essential skills,
particularly at the intermediate level, and
the high rates of educated unemployed.

Table 3.6: Percentages of Enrolment in different Streams at Intermediate, Degree, and Post-graduate levels in

General Colleges and Universities

Streams
: . Home Law and
Level Sex Arts Science Commerce Agriculture* Ecos. Education others Total
Intermediate M 46 = 43 9 1 — 1 - 100
F 72 - 24 - - 3 1 - 100
T 53 38 6 1 1 1 - 100
Degree M 51 27 22 - - - — 100
F 80 16 - - 4 - - 100
T 60 24 15 - 1 — - 100
Post-graduate M 22 20 2 — - 16 40 100
F 43 21 - - - 29 7 100
T 27 20 1 - - 19 33 100

*Agriculture is taught in general colleges, up to Intermediate level.
Source: Government of Pakistan, Fifth Five Year Plan, Islamabad, p. 326.
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According to the Labour Force Survey 1974-5,
unemployment among matriculates and above
was 5.05 per cent as against 3.01 per cent
among ‘primary but less than matriculate’,
1.07. per cent among ‘incomplete primary’,
and 1.13 per cent among the uneducated.?
The domination of the liberal arts still con-
tinues. The share of arts students in the total
enrolment at the post-graduate level actually
increased from 66.1 per cent in 1960 to 71.7
per cent in 1973.% Table 8.5 shows enrol-
ment in different streams of education in
1977-8 (this data is not comparable to that
given above due to the differences in classifi-
cation).

Attempts have been made to correct these
imbalances by shifting enrolments from arts
to science and job-related subjects at higher
levels and by introducing agro-technical
courses at the secondary level. However, the
imbalance is likely to persist in the fore-
seeable future. Even if the Fifth Plan targets
are fully achieved, the enrolment pattern in
the eighties will be : Arts : 45 per cent;
Science : 41 per cent; job-related subjects : 14
per cent.? Moreover, in science and job-
related subjects like commerce, medicine,
engineering, and technology, as well as in
certain specialized arts subjects, the courses
are not always tailored to job needs. This can
be ensured by associating major potential
employers with curriculum development.

It should also be realized that a vast major-
ity of the students seek education for the
sake of career-building. If education is un-
related to this aim it is likely to command
neither their attention nor respect for the
process of learning. In the long run, education
needs to be closely tied to manpower plan-
ning so that the demand for and the supply of
various skills and specializations at various
levels can be balanced. If this happens and the
education sector begins to produce skills in
proportion to job opportunities, this can also
settle the old debate of ‘quality’ vs., ‘quantity’
in education; the market demands both and
the trade-off between them can be deter-
mined by the market’s capabilities to absorb
them.

The question of equity is also linked with
that of employment. Since facilities for edu-
cation in job-related subject areas are limited
relative to demand, such jobs command high
scarcity rents and the competition for access
to such opportunities is likely to be stiff. This
puts the lower income groups at a disadvan-
tage forcing them to move to subjects whose
employment potential is lower. High rates of
failures, repeaters, and drop-outs also have a
regressive-income-distribution  effect since
their incidence is higher among lower income
groups.?

The existence of elite English-medium
schools side by side with national and regional-
languages-medium schools also creates equity
problems. Since command over the English
language is still an asset in getting prized
government and non-government jobs,29.
entry to such jobs becomes restricted to those
lucky enough to have access to the limited
seats in English-medium schools. It is in-
teresting to note that these schools were not
nationalized in 1972. "

Education is highly subsidized. Govern-
ment-borne cost per student is much higher
at higher levels of education. Although a
subsidy exists at all levels, greater benefit
accrues to income groups who have greater
access to higher education. Table 3.7 shows

Table 8.7: Unit Cost at Different levels of Education
(Fifth Plan estimates) (Rs) :

Develop- Recur- Annual
Level of Education  mental ring total
Primary
Squatting 110 150 260
Children using
furniture 160 150 310
Secondary 650 400 1,050
College
Intermediate level 1,275 1,000 2,275
. Degree level 1,700 1,200 2,900
Technical '
Diploma level 5,000 2,000 7,000
Degree level 12,000 5,000 17,000 -
University 10,2600 5,000 15,200

Source: Government of Pakistan, Fifth Five Year Plan,
Islamabad, p. 801,
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estimates of unit cost at -different levels of
education made for the Fifth Plan.

Even the scholarship programme which
provided over Rs 60 million in 1979-80 may
not have a net progressive effect on income

distribution since most of these scholarships

are awarded on the basis of merit and not
parental income.

3.1.6 Conclusion

Education represents the hopes and aspirations
of individuals but it is also a powerful instru-
ment for the resuscitation of the religious and
cultural heritage as a binding force for the
nation. The task of revitalizing education,
therefore, is not limited to financial allo-
cations and a linear expansion of the system,
important as these are. Beyond these relative-
ly easier tasks lie such challenges as improving
the educational standards, management and
administrative efficiency, greater research ef-
forts and the ensuring of a healthy environ-
ment around educational campuses and com-
pounds by offering attractive service con-
ditions to the teaching community, strength-
ening the examination system, streamlining
the administrative structure and making edu-
cational curricula meaningful and worthwhile
to pursue. Success in this sector will also be
measured in terms of the ability of the system
to ensure access to education, especially

higher education, to lower income groups, the

rural population, and women. Education is a
critical equalizing force but it can also act as
a disequalizer if not handled with sound
judgement. The inequities created by one
generation through the mal-distribution of
educational opportunities may last for many
generations to come.

3.2 Health

The health status of the people depends upon
a number of factors which include, besides
the nature and the quality of the available

health services, income level, nutrition, sani-
tation, housing, drinking water, and other
environmental variables. Thus it is not sur-
prising to find that the existing health condi-
tions in Pakistan are generally unsatisfactory
and that the health services are quite
inadequate and unevenly distributed. At the
same time organizational efforts and a consist-
ent increase in expenditure on the health
sector continue and the improvement shown
in various health indicators like the death
rate, infant mortality rate, and control of
certain diseases is quite notable.

The development of health services in
Pakistan dates back to very early times as
evidenced by the still popular indigenous
medical system. Western medicine introduced
by the British did not entirely replace the tra-
ditional system since it was confined to urban
centres and principally to caring for govern-
ment servants and their dependents. Gradual-
ly the western (Allopathic) system was expand-
ed to provide some cover to the general
population by means of hospitals and dispens-
aries established by the provincial govern-
ments and local bodies.

3.2.1 Expansion in Health Facilities

There has been considerable expansion in
both the physical infrastructure of health facil-
ities and the output of health personnel
(Table 3.8). Government development and
non-development expenditure on health has
also increased steadily although the total ex-
penditure of the federal and the provincial
governments has remained below 1 per cent
of the GNP and has moved within a range of
0.35 to 0.79 per cent (Table 3.9).

The impact of such efforts is evident
through changes in certain health variables.
The average life expectancy at birth, which
was forty-seven years for males and forty-
five years for females in 1962-5, had gone up
to fifty-three for males and fifty-two for fe-
males in 1978.3% This compares favourably
with the average in thirty-eight low-income
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countries which is fifty (average age for both
males and females).>! The average life expect-
ancy for certain individual countries in 1976
was fifty-one years in India, fifty-two in Iran,
sixty-one in Turkey, sixty-nine in Sri Lanka,
and seventy-two in People’s Republic of
China.?? The infant mortality rate had de-
clined substantially from 235 per thousand in
1947% 0 105 in 1978.* The crude death
rate had also fallen from thirty per thousand
in 1950 to fourteen in 1978.3°

3.2.2 Some Issues in the Health Sector

The most common complaint regarding our
health system is that the availability of its
services is erratic particularly in the more re-
mote areas because of the unreliable delivery
of medicines and a shortage of equipment and
personnel. This causes frustration among the
population and lowers their estimation of the
overall quality of the health cover. As the
Fifth Five Year Plan points out, funds for
meeting recurring expenditures are insuffi-
cient. In many cases the infrastructure is avail-
able but it cannot be utilized in full due to
the shortage of funds for personnel, drugs,
and maintenance.

The reason is that while infrastructure, in
the form of buildings and durable equip-

Table 3.8: Expansion in Health Facilities

ment, is regarded as development expenditure
for which funds are more easily available and
not subjected to much public scrutiny, main-
tenance and other recurring items are clas-
sified as non-development expenditures. Be-
cause of the general criticism of non-develop-
ment expenditures, departments are under
pressure to reduce them. The squeeze on non-
development expenditures can be judged from
the fact that the ratio between development
and non-development expenditures declined

Table 3.9: Federal and Provincial Government
Expenditures on Health
(Rs million)

Non-Develop-

Develop- ment Total

ment ex- expen-- expendi-
Year penditure  diture Total ture/GNP
1960-1 8.70 57.00 65.70 0.35
1964-5 75.22 78.00 153.22 0.58
1969-70 67.99 128.00 19599 045
1972-3 95.55 171.90 267.45 0.43
1973-4 157.67 210.10 367.77 045
1974-5 509.00 278.00 587.00 0.55
1975-6 629.09 360.64 989.73 0.79
1976-7 590.80 439,20 1,030.00 0.69
1977-8 684.34 558.60 1,242.94 0.73
1978-9 647.50 641.59 1,289.09 0.67
1979-80 683.45 661.89 1,345.34 0.59

Source: Government of Pakistan, Pakistan Basic Facts,
1979-80, Islamabad, p. 111 for expenditures and pp.19-20
for GNP.

Mother and Beds in Registered

child health hospitals/ Registered Registered lady health
Year Hospitals Dispensaries centres dispensaries  doctors nurses visitors
1949 301 769 102 14,180 1,912 214 7
1950 304 807 107 14,524 2,298 418 76
1955 333 964 . 198 19,197 3,923 963 142
1960 343 1,195 358 22,100 6,458 1,929 230
1965 383 1,695 554 25,603 10,082 2,945 627
1970 495 - 2,136 668 34,001 14,109 4,543 1,169
1975 525 3,061 715 37,776 17,887 6,144 1,636
1976 525 3,063 715 38,775 18,757 6,685 1,688
1977 528 3,220 726 40,518 19,863 7,186 1,738
1978 536 3,306 748 42,469 20,931 7,768 1,823
1979 550 83,3671 772 44,367 21,938 8,382 1,921

1. Does not include 211 rural health centres and 645 sub-health centres,

2. Does not include dentists (829).

Source: Government of Pakistan, Pakistan Basic Facts, 1979-80, Islamabad, 1980, p.107.
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from 1:6.5 in 1960-1 to 1:1.8 in 1969-70
and 1 0.9 in 1979-80.%

The rural population has traditionally re-
ceived far fewer health facilities than their
urban brethren because of the _problems of
transportation, logistics, and personnel sup-
port mainly due to the reluctance of doctors,
nurses, and other medical workers to work in
the villages and also the low percentage of
funds allocated to the rural sector.

The result is that the health facilities, al-
ready inadequate for the country as a whole,
are also unequally distributed. Only 19 per
cent of the total number of hospital beds are
in the rural areas. 8 Only 32 per cent of the
rural population lives within a two-mile radius
of health facilities and 78 per cent within a
five-mile radius as against almost 100 per cent
in the case of the urban population.®

There is a similar imbalance between pre-
ventive and curative health measures. In
developing countries in general there has been
an over-emphasis on sophisticated hospital-
based care while neglecting preventive pub-
lic health programmes and simple primary
care at conveniently located facilities. This
can be attributed to (a) the professional bias
of physicians; (b) the mystique and popular
appeal of hospital-based medical care; and
(c) the influence of urban-based policy-
makers who have already achieved adequate
nutrition and sanitation and whose needs now
are for sophisticated curative care.

There is, of course, a tendency among the
people to neglect preventive measures like
hygiene and sanitation and to seek medical
care only in cases of illness. But the health
authorities have only ratified this practice
by giving low priority to preventive measures.
During 1970-8 preventive programmes were
allocated 40 per cent of the total health out-
lay but during the Fifth Five Year Plan period
this percentage will decline quite rapidly to
8.441 Part of the preventive work will be
transferred to the Rural Health Programmes.
But even this programme will be receiving
only 39 per cent of the total outlay.

In the Population Growth Survey (1971) it
was found that the major causes of deaths in

Pakistan are infective and parasitic diseases,
which accounted for about 64 per cent of
deaths, followed by malaria which was
responsible for over 10 per cent of the deaths.
These two causes of death can be effective-
ly tackled by preventive programmes but, in
spite of this, such programmes have not been
pursued with much vigour. The result is that
our entire health policy is dependent upon
the availability of doctors instead of the team
work of doctors, para medical staff, and com-
munity health workers.*? Our present medi-
cal education is also heavily biased in favour
of the curative approach and the doctors
trained at great expense are capable of prac-
ticing only in hospital settings. It is time to
take stock of the entire health effort and the
curative and preventive programmes in re-
lation to their cost-effectiveness.

Another serious problem in Pakistan is the
imbalance between the number of doctors
and the size of the para-medical staff. Ideal-
ly the doctors/para-medical staff ratio should
be 5:1 but in Pakistan the ratio is 1:2
(1977-8).# It is noteworthy that even in
industrialized countries there is a strong
tendency towards a greater emphasis on para-
medical workers in order to improve the
spread and effectiveness of basic health care
and to help keep costs down. The proposal to
expand the role of para medics in providing
primary care under the Rural Health Pro-
grammes is a step in the right direction.
However, greater effort is needed to train
more ancillary staff so that in the urban areas
also the para-medical workers are able to
supplement the overall health effort in a more
effective way. The indigenous medical system
can also be encouraged in order to provide
greater medical cover without much extra
expenditure.

3.3 Housing

Housing in Pakistan presents a fairly grim pic-
ture in both the urban and rural sectors. The
urban population in Pakistan is growini*at an
average annual rate of 4.4 per cent® in-
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cluding the annual inflow of about 300,000
people from the villages. Consequently slums,
shanty towns, and katchi abadies are mush-
rooming in all big cities. By the year 2,000
about 50 per cent of the total population,
Le., about 60 million, will be living in the
cities.*5

It is estimated that there is at present a
shortage of 1 million houses in urban areas.
In addition 116,000 houses will be needed to
accomodate the additional number of house-
holds created every year. In the rural areas,
where the housing problem is more of a
qualitative nature, 173,000 new housing units
will be needed for’ the additional popu-
lation. ¥’ However, the actual construction of
houses lags behind. During 1970-8 the rate of
house construction was slightly over 3,300
per year.®® Most of this effort has taken place
in the private sector through individual house
owners and, for the last few years, private
construction companies. The government has
restricted itself to the survey, planning, and
design of sites and services. The funds for
house construction come mainly from pri-
vate savings and are supplemented by insti-
tutional finance which is available in the form
of loans from the House Building Finance
Corporation. Commercial banks too provided
loans for the construction of houses but the
State Bank of Pakistan banned these advances
in 1980.

The public and semi-public sectors de-
veloped 16,500 urvan residential plots during
1970-8 whereas the private sector developed
35,000 plots. In the construction of houses,
the private sector’s share was 243,500 as
against the public sector’s share of only
21,500.%° Since there were no restrictions
on the size of the plots or on construction
standards, most of the construction was in
the form of luxury houses.

The fifties and the sixties were marked by
generally ineffective planning: there was
hardly any institutional structure to formulate
effective programmes and to ensure their im-
plementation. The First Plan, for example,
stressed the ‘undesirability of committing re-

source to non-essential public buildings or
costly high-income projects’.?

But the policies contained in the First Plan
were not adhered to and the programmes
were not completed. Large amounts of pub-
lic funds were invested in self-paying schemes
of industrial, commercial, and high-income
residential areas where private capital should:
have been encouraged. While targets in
government buildings and other sub-sectors
were surpassed, there was a shortfall in low-
cost housing. The planning effort itself was
lacking in a well defined co-ordinated ap-
proach and was mostly project-oriented.?!

The growth in housing and related facilities
could not keep pace with economic growth
and the enlargement of urban centres. The
lack of resources, ineffective control, over-
crowding, and incapability to provide essential
services resulted in a deterioration in the
living conditions. This found its ugly manifes-
tation in the emergence of slums and katchi
abadies in the form of unauthorized occupa-
tion of vacant government or private lands.
The magnitude of the problem of katchi
abadies can be judged from the fact that,
according to the Dutch Advisory Mission on
slum improvement in Karachi, about one-
third of the total population of Karachi lived
in slums. There were 312 katchi abadies
whose areas were constantly expanding.5?

Some of the main trends in the housing
sector during the seventies were renewed
government efforts to improve the insti-
tutional structure for policy formulation and
implementation, incentives for the private
sector in house construction, the regulation
of katchi abadies, the construction boom,
and rise in land prices.

During the seventies the Federal Ministry
of Works, Housing, Environment, and Urban
Affairs was established: for formulating
policies at the national level. In the provinces,
Housing and Physical Planning Departments
were established. Development Authorities
were also established in almost all major cities
in the country and arrangements were made for
research and experimentation in housing.?3



THE SOCIAL SERVICES 39

A number of tax concessions, including in-
come-tax rebates, were given on low-income
housing. Loans for the construction of houses
from the House Building Finance Corpor-
ation mcreased fifty times between 1970-1
and 1977-8.% Commercial Banks also par-
t1c1pated in -financing construction in the
seventies but this practice was stopped in
1980. _

An attempt has been made to regularize the
katchi abadies by conferring ownership rights
on the occupation of state land on payment
of concessional prices. But katchi abadies con-
tinue to grow in spite of government efforts
to discourage this trend.

Throughout the seventies, rising activities
in construction and a continuous increase in
land prices in urban areas were witnessed.
After nationalization of many industries in
the early seventies, when private invest-
ment declined sharply, private capital was
spent mostly on the purchase of residential
and commercial plots partly as a hedge against
inflation. Even the local development author-
ities at times tended to follow this trend.
There were complaints about the exorbitant
prices charged by some development author-
ities for land and also about the practice of
developing/auctioning plots in small lots
which tended to raise their prices whlch in
turn became the floor prices for land.%

The trend towards higher prices of land
was further encouraged by large remittances
from abroad a substantial part of which was
spent on the purchase of land and on con-
struction. High profits in trading also led to
the construction of shopping plazas in big
cities. A number of private construction com-
panies have entered the field and are in
fact encouraged by the government. The local
development authorities are expected to regu-

larize the private construction industry. How-

ever, the large number of unapproved residen-
tial colonies in Lahore and Karachi show that
there are problems in performing these func-
tions.

Thus housing in Pakistan is deficient in
terms of both quantity and quality and for

the time being at least the government is
banking upon the private sector to improve
the situation as far as possible within the
available resources.

3.4 Drinking Water, Sanitation, and Sewerage

The quality of life also depends upon access
to safe drinking water. waste disposal, and
general sanitation. In Pakistan, in both urban
and rural areas, there are serious deficiencies
in such facilities. Access to safe drinking
water is available to only 26.8 per cent of the
total population. But most of these facilities
are concentrated in urban areas where 61.1
per cent of the population is covered while
in the rural areas safe water supply is available
to only 13.9 per cent of the population.®
Very few villages have a good water supply
system. In most of the villages drinking water
is drawn from wells which are far from sani-
tary. In others the ground water is brackish,
or saline, and the villagers drink polluted
canal water. In many other villages rain water
is collected in earthen pots which is shared
by animals and human beings. It was expected
that by 1982-3, 49.2 per cent of the total
population will have safe drinking water. The
targets for the urban and rural areas were 81.4
and 35.7 per cent of the population re-
spectively.?’

As for sanitation and sewerage, only 9.7 per
cent of the total population have these facil-
ities but these are concentrated almost entire-
ly in the urban sector where the coverage is
34.7 per cent of the population as against
only 0.2 per cent for the rural areas. The
Fifth Five Year Plan expected that by 1983
sewerage and drainage will be available to
17.4 per cent of the total population. The
target for the urban population was 50.8 per
cent but for the rural areas only 3.49 per
cent.’

In the Fifth Five Year Plan allocations have
been made for various sub-sectors within
physical planning and housing. However, it
is probably the fulfilment of the targets
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which will reflect reality better. In 1979-80
target-fulfilment was higher for such sub-
sectors as urban water supply (109.6 per
cent), government offices (80.9 per cent),
government servants’ housing (82.7 per
cent), private sector housing (90 per cent),
and urban residential plots (85.1 per cent).
But achievements were low in rural sani-
tation (43.8 per cent), rural water supply
(36.6 per cent), and urban sewerage and
drainage (34.8 per cent).®

3.5 Nutrition

Nutrition is an important development con-
cern. It is closely related to the improvement
of health standards and it can in fact be re-
garded as a major preventive measure since a
high nutrition level enables people to resist
diseases. Nutritional deficiencies are usually
caused by under-nourishment which in turn is
caused by low family-income, ignorance of
good nutrition practices, and unequal distribu-
- tion of food within the family. Such defi-
ciencies are also the result of imbalances be-
tween the intake of calories and proteins. Ac-
cording to the Fifth Five Year Plan, in 1977-8
consumption on the average was 2,381 calorie

per capita in Pakistan which is a little higher .

than the daily energy requirements of 2,354
calories per capita. Similarly the protein
intake in 1977-8 was 63.2 grams per head per
day whereas the rquired intake is 42.3 grams.

The main problem, however, is one of
distribution between various income levels
and within households. According to the
National Micro-Nutrient Survey (1976-7), 56.7
per cent of children below five years had low
weight in relation to their age due to nutrition
deficiencies. The haemoglobin test indicated
that 59.3 per cent of the total population had
an adequate level while 24.5 per cent were
marginal cases and 16.2 per cent were
deficient.® As Burki®! points out, the
poorest sections of the population—who
~ spend the highest proportions of their income
._on food—are the worst sufferers. Active

. micro-nutrients to food at

nutrition intervention will require, besides
raising the incomes of the very poor, measures
like the development of low-cost nutrient
food, strengthening the nutrition component
in the health services network, and adding
the processing
stage. :

3.6 Conclusion |

The level and quality of social services in apoor
society is limited by the state of its under-
development. Inadequacy in the social sector
is only an index of poverty and a reflection of
existing realities. However, as economic
growth takes place and production and re-
sources grow, social services also need to be
enlarged in scope and size. With industrial-

. ization, urbanization, and expansion in the

range. of economic activities, the society’s
need for education, health, housing, etc.,
undergoes both qualitative and quantitative
changes. But development does not automati-
cally convert itself into the felt needs in the
social sphere. Herein lies the role of social
policy and the challenge to policy-makers in
its different segments.

It is, therefore, unfair to evaluate social
policy in a developing society in terms of the
adequacy of social services. The intrinsic
worth of social policy lies in : (a) ensuring
due share for the social sector in resource allo-
cations in accordance with the growth in
available resources; (b) maintaining the
quality of service in education, health,
housing, and other sub-sectors while these ser-
vices are fast expanding; and (c) imparting
sufficient flexibility in social programmes so
that adjustments can be made in response to
changes in the requirements and demands of
the society.
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PART 11

ECONOMIC DECISION-MAKING
IN A HISTORICAL PERSPECTIVE
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There remains an important gap between
what actually happened to Pakistan’s economy
over the last thirty-five years and possible
explanations of why it happened. This is to
identify the process of economic decision-
making in a country like Pakistan. By this we
mean not simply the formal decision-making
machinery of the government (although this
in itself is important and will be discussed in
detail) but starting from a description of the
kinds of economic decisions that have to be
taken, mainly by the state authorities, we
must look at the different forces, domestic
and foreign, which can influence the decision-
making process. If we can identify, to the
extent possible, the various forces which play
an important role in the country’s decision-
making process then at least we have a basis
on which to interpret the possible reasons
why these decisions were taken.

Therefore this chapter on economic deci-
sion-making in Pakistan is not just a formal
description of the planning machinery’s evol-
ution over time or a discussion of the dif-
ferent ways and means by which the govern-
ment tries to influence resource allocation in
the economy. It takes a much broader frame
for the simple reason that to assume that all
economic decisions taken by the government
just flow out of the country’s planning
machinery, based on some ‘rational’ economic
criteria, is not only untrue but naive and mis-
leading. To take but a simple example:
foreign loans play a very vital role in deter-
mining the size of the country’s investment
programme and those who supply the loans
attach certain conditions before they agree to
sanction them. The extent of the interference
or influence the foreign loan-giving agency or
government will exert will depend on a host

Economic Decision-Making

of factors including the political and
economic strength of the government at that
moment in time and the size of the loan.
There could be hard bargaining as regards the
use of the loan and economic and adminis-
trative pre-conditions which must be met be-
fore it is sanctioned. But the fact remains that
the decision finally taken is influenced in this
case by those who are not part of the coun-
try’s formal planning machinery.

Our aim in this chapter is three-fold. The
first is to see what are the different kinds of
economic decisions that have to be taken in a
mixed economy like Pakistan’s and to analyse
their characteristics, their time frame, their
objectives, and the available means used to
achieve them. The second is to attempt to
identify the different forces, both domestic
and foreign, which can influence the decision-
making process. The third is a formal resume
of the planning machinery in Pakistan, its
evolution over time, its administrative struc-
ture, its varying power and influence during
different periods, and its biases and leanings
as regards the use of market forces over
administrative controls in influencing the
direction of the economy.

4.1 Economic Decision-Making by the State
Authorities

We have divided the different types of deci-
sions which are taken by the state authorities
into four main categories, mainly on the basis
of the duration or time period of the econ-
omic problem or choice with which the
decision is concerned. The nature of the deci-
sion, the level of state authority which takes
it, the objective to be achieved, the nature of
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the problem to be solved, and the economic
means available to solve it are shown in Table
4.1. Below we give a detailed description.

4.1.1 Very Short-Run or Day-to-Day Management
of the Economy

Adverse economic conditions, which may pre-
vail in a country at any particular moment of
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time, can be the result of either any immedi-
ate happening (say a physical calamity, for
example, floods) or the result of short-term
developments (for example, bad weather con-
ditions leading to poor harvests) or the result
of long-term developments (for example, no
growth in the agricultural sector over a large
number of vyears). Economists have a
tendency to ignore day-to-day management as
they see it as falling more under the pur-

Table 4.1: Economic Decision-Making by the State Authority

(An illustration of key decisions)

Level of

Type of decision decision-making

Objectives

Means available/
measures taken

1. Very short-run
(day-to-day
running of the

Provincial government
Central government

economy) ii.

2. Short-run
(normally one year) Central government
Planning Commission

iv,
v.
3. Medium-term Central government i
development Planning Commission
planning (five
year period) ii.
4. Structural changes Central government i
ii.

Local administration i.

Provincial government i.

Provision of essential goods
and utilities according to the
accepted ‘norm’

Ensuring immediate relief in
physical calamities (for
example, floods, rains)
Raising revenues for the func-
tioning of the state
machinery

Financing of the annual devel-
opment programme and its
implementation
Achievements of output tar-
gets in major sectors, especial-
ly agriculture and industry
Price stability

Foreign trade balance

p

oo

Movement of goods
from surplus areas

. Emergency imports
. Strong action against

black marketing and
hoarding

.. Direct and indirect taxes
. Foreign and domestic

borrowing

. Provision of key

inputs

. Price incentives
. Commercial policy

measures, for example,
protection and import
controls

Controlling money-
supply and interest
rates :

Formulation of Five Year a. Fiscal policy

Plan with objectives, strategy, b. Monetary policy
and production targets ¢. Commercial policy
Overall goal of sustained d. Foreign borrowing

growth in per capita income,
creation of employment op-
portunities, and self-reliance

Equitable distribution of
economic assets
Strengthening the economic
and bargaining conditions of
the weaker economic classes
and groups

Restrictions on monopoly
practices interfering with the
free functioning of the
market economy

. Land Reform and

Tenancy Regulation

. Nationalization

Trade Union activity
and minimum wages
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view of ‘administrative’ action but, in a
developing country like Pakistan, it is the
day-to-day management of the economy that
government agencies give great importance to
and, in many instances, it takes priority over
almost any other form of planning in the
country.

The following reasons are why the state
authorities give such a high priority to the
day-to-day management of the economy:

a. The per capita consumption level in. ‘normal’
conditions of the most essential commodities for
the bulk of the population is at a very low level.
Any circumstance which affects this ‘norm’
adversely can result in a situation in which the
bulk of the population finds itself facing severe
hardships and in extreme cases near-famine
conditions.

b. The people in most cases identify economic hard-
ship as a result of government incompetence even
in cases where this might not be so. If essential
commodities and the availability of public utilities
fall below the accepted ‘norm’ for any sustained
time period it can lead to public disturbances
which threaten the credibility of the government
in power and, in extreme circumstances, it can
lead to a situation where the government finds its
very existence threatened.

The government of the day, therefore,
closely monitors the availability and prices of
essential commodities and services especially
in the urban centres where the chances of
public disturbances are most likely. These
cover the following items:

i) The provision of essential consumptions—items
like atta, daals, meat, cooking oil, sugar, etc. Not
only must the government ensure that there is no
shortage or disappearance from the market of
these commodities but also that there are no sharp
increases in prices.

ii) The provision of public utilities like water, electri-
city, and transport. The lack of public transport
facilities, especially in urban areas, has been a
major source of public disturbances in Pakistan.
Also frequent electricity failures and shortages of
drinking water can create serious problems for the
administration.

The government’s capacity to respond to
such situations depends on a number of fac-
tors and its capability in meeting the situation
will depend on the extent of the shortage, the
extent of its awareness of the arisingsituation,

the overall domestic economic conditions,
and the external environment for borrowing
on an emergency basis. A
The measures which the government may
take when faced with such a situation can be
illustrated by seeing its likely response to a
severe shortage of an essential food item like
sugar in the market. The steps taken will nor-
mally be:
i)If the deficit is limited to a particular region,
or province, it will try to rush food supplies
from other areas where a surplus exists.
ii}It will take strong measures against those who are
hoarding the commodity and accentuating the crisis.
iii)If the shortage is widespread it will undertake
imports on an emergency basis.

-4.1.2 Short-Run Management

The short-run period, from the viewpoint of
economic decision-making by the state author-
ities, is taken to cover the period of one year.
The broad economic objectives are set out in
the Annual Budget and the Annual Develop-
ment Plan. When an overall Five Year Plan is
in operation the Annual Plan becomes the in-
strument for achieving the targets of the Plan
and it includes those projects which are with-
in the framework of the Five Year Plan. If,
however, the economic conditions have
changed drastically, as compared to what was

- envisaged when the Five Year Plan was for-

mulated, the Annual Plan will take into
account these new circumstances and to this
extent deviate from the original targets. Dur-
ing periods of considerable uncertainty the
Annual Plan becomes the main instrument
of development planning in the country.

The short-run management of the economy
has the following important objectives:

i) Raising revenues for running the state machin-
ery. The government must generate funds for
maintaining the administrative machinery of the
state as well as the police and the armed forces.
These funds are generated through direct and
indirect taxes and revenues from government
agencies.

ii) Raising resources to finance the development
programmes to be undertaken by the public
sector.
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After meeting the demands of (i) the government
has to see to what extent the surplus from its
revenue-raising activities can finance its develop-
ment programme, to what extent it must borrow
from domestic sources and abroad to make up the
gap, and to what extent must it go in for deficit
financing.

i) Achlevmg output levels and growth targets of
the major sectors especially in agriculture and
industry.

iv) Maintaining stable prices.

v) Keeping the foreign trade balance within manage-
able levels so that the deficit does not go beyond
what is covered from foreign borrowing.

Conflicts in Short-Term Management

The broad objectives of short-term manage-
ment being given, what is important to
understand is that the government can be
faced with situations where there is a funda-
mental conflict between the objectives and
that there may be important trade-offs in
terms of what course it should opt for. Let us
look at these different situations. -

i) The Ideal Situation

The ideal situation is one when production
in the major sectors is growing at a satis-
factory pace, there is overall price stability,
revenues are sufficient to meet both non-
developmental and a large portion of the
development expenditure, the environment
for foreign borrowing is favourable, both for
financing development expenditure and the
balance of payments support, and exports are
doing well in the world market.

ii) The Problem Situation

For a country like Pakistan the state of
affairs as presented in the ideal situation are,
however, quite rare and far between. In most
cases there will be problems in terms of each
of the objectives outlined earlier and import-
ant decisions will have to be taken as regards
the course of action to be followed.

Situation 1: Large increases in non-development expenditure

Suppose that there is a sharp increase in
non-development expenditure (say defence)
as in the case of the 1965 war or after 1971.

The government has a choice between the
following measures:

i)To increase revenues mainly through higher in-
direct taxes. This will mean higher prices especially
for essential items.

ii)To cut down development expenditure. This wﬂl
adversely influence the growth of important
sectors directly dependent on development expend-
iture and also the long-term prospects for econ-
omic growth and development.

iii) To go in for deficit financing. This, if the amounts
involved are large, would lead to inflationary
pressures building upon the economy and could
lead to a significant increase in prices after a time
lag of between six months to a year.

v)To increase foreign borrowing. This would further
increase the debt burden and the amounts needed
for debt repayment.

The government’s decision will depend on a
number of factors. If it is politically in a
strong position it could opt for (i). In most
cases the easier option is (iii) or (iv) or a com-
bination of the two. In this case the govern-
ment avoids taking an unpopular step and
allows the adverse reaction of its action to be
postponed till the future. In certain cases the
government may opt for (ii) but governments
tend to avoid this course of action not only as
the capacity to spend is a power which they
enjoy and they would be hard pressed to give
it up but also for its adverse impact on future
growth and development.

Situation 2: An increase in import prices

Let us consider the case where the govern-
ment finds a sharp increase in the prices of
certain essential imported commodities (for
example, petroleum related products). The
government has the following options:

i)To pass on these prices directly to the consumer
This could lead to a sharp rise in the cost of living
index.
ii)To absorb the increase in prices through subsidies
and bear the cost of the difference between the
market price and the import price. This would
increase its non-development expenditure and
further pose the problems discussed in Situation 1.
iii)To increase foreign borrowing to pay for the
higher import bill if there has been no corres-
ponding increase in exports or foreign remittances.
iv)To opt for (i) but to increase the wages of low
paid employees so as to protect them from the
effects of inflation.



ECONOMIC DECISION-MAKING 49

If the government finds that the situation it
faces is one in which there is already con-
siderable inflation it would opt for (ii). How-
ever, it could compound the situation by
pot cutting down its non-development expen-
diture and resorting to deficit financing, thus
in fact increasing the inflationary pressures on
the economy. However, if the amount re-
quired to pay for the subsidy continues to in-
crease, the government will have little option
but to pass on the higher prices, i.e., alter-
native (i), and then try to make the situation
bearable for the lower income groups by also
increasing wages, i.e., (iv). However, to the
extent that the increase in wages will mainly
affect government employees and those
working in the organized sector and that
higher wages would lead to a further increase
in prices, those employed in the non-organ-
ized sector could find themselves being sub-
ject to an even greater fall in their standard of
living.

Situation 3: The pricing of agricultural commodities

One of the most important decisions which
the government has to take is in regard to the
prices of agricultural commodities which are
to be paid to the farmers especially in a
situation where the prices of inputs have been
rising substantially thereby increasing the
costs of agricultural production.

i)If agricultural output is increasing because of an
increase in the productivity of certain crops then
the government may allow the higher prices of
inputs to be borne by the farmers, since the
increases in output will lead to an increase in
incomes, and therefore the government might
not substantially alter the purchase price of the
agricultural commodity.

ii) If production is not increasing then the government
will be under considerable pressure to increase
prices to compensate the farmers for the increases
in input costs. The extent to which the government
will do this will depend on the impact of the
increase on the general price level and the cost of
living index. It will then be faced with alternatives
regarding subsidies as discussed in Situation 2.

iii)When agricultural production is stagnating, or even
declining, the government in some cases may be
compelled to increase the prices of the affected
agricultural commodities so as to stimulate
production.

Situation 4: The balance of payments problems
In certain situations the government can
find itself in a severe adverse balance of pay-
ments situation with the import bill increasing
draStically and exports either stagnating or in-
creasing at a very slow pace. The government
can then take the following measures:
i}Introduce stringent import controls. This could
‘mean banning the import of certain luxury items
and cutting down drastically, on the import of
other items. This could adversely influence dom-
estic production, - especially for those sectors
heavily dependent on imported raw materials for

inputs. The effect could be a decline in production
and an increase in prices.

- ii)Borrow from foreign donors or international

agencies (for example IMF) on an emergency basis,

This could mean enforcing policies such as devalu-

ation, stringent monetary policies, and cutting

down on non-development expenditures which are
put as preconditions for the grant of the loan

iii) Try to increase export earnings even if it meaus at
times subsidizing the cost of the exports so as to
increase foreign exchange earnings. This, in certain
cases, could lead to domestic shortages if the
output of these goods is inelastic and goods are
increasingly being diverted from the domestic to
the foreign market.

Since the effect of alternative (iii), even if
successful, would take time to materialize, the
choice falls between (i) and (ii). The extent to
which the government will follow option (i)

r (ii) or a combination of the two will de-
pend on it being able to find short-term
donors (for example, OPEC countries) and
the pre-conditions for the grant of the loan,
otherwise an extreme form of (i) would have
to be introduced.

Situation 5: A crisis situation

The government can at times find itself in a
crisis situation when a combination of factors
can threaten the basic structure of the
economy. One particular form of this crisis
could be that prices are rising because of
domestic and external factors, production in
key sectors is stagnating, there is a severe bal-
ance of payments crisis, there are large in-
creases in non-development expenditures, and
the external environment is not conducive to
foreign borrowing. Such a crisis situation, for
example, existed in the country during the
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period of the civil war, in what was then
known as East Pakistan, in 1971. To try to
resolve such a crisis situation the government
normally gives first priority to reviving
production in key sectors even if it means
higher prices and soaring inflation; the second
priority is the balance of payments situation
and in some extreme cases the government
can find itself with no other alternative except
to devalue its currency, again putting further
pressure on prices. The situation and measures
taken by the People’s Party government
during 1972 could be taken as an example of
trying to resolve a crisis situation confronting
the economy at that time. !

‘Economic’ Bases for Decision-Making

While the above discussion of different situ-
ations which a government can be faced with,
and its possible set of responses to them in
short-term management, is meant mainly to
illustrate the forces and pressures which in-
fluence decision-making, the question must
also be asked as to what in the circumstances
would be ‘correct’ decisions from the point of
view of ‘efficient? economic management. Or,
to pose the question differently, how can an
economist help the government in deciding
what course of action it should take even
though the final decision that is taken may
well turn out to reflect not the viewpoint of
the economist but other forces and pressures
which the government is subjected to and
must follow.

The answers In many cases are not as
simple and straightforward as economic text-
books may make one believe. In most cases
there are both economic merits and demerits
regardless of which step one takes. The main
task of the economist in such circumstances
is to present these alternatives to the decision-
making bodies who must then weigh the alter-
natives before coming to a final decision. Of
course this is not to suggest that there are not
cases, while in fact there are many, when the
choice from the ‘economic viewpoint’ is clear
and straightforward and the government is

fully aware that if it decides otherwise it is
taking what may be termed asa‘bad’economic
decision’.

While in this chapter we are not going into
this important question of what we may term
as some form of the basis for ‘correct’ econ-
omic decision-making, these issues are taken
up at the sectoral level as well as when we
evaluate the decisions taken by the govern-
ment in our review of the different phases of
the country’s economic history.

4.1.3 Medium-Term Development Planning

Medium-term development planning and econ-
omic decision-making covers a period of five
years and normally takes the form of a Five
Year Development Plan. It generally con-
sists of the following:

Broad Economic Objectives

The broad economic objectives which are
normally set out are the same in most plans
and very similar for most developing coun-
tries. These would, amongst others, consist
of:

i)A target growth of per capita income over.the
Plan period.

ii) Reduction of unemployment and underemploy-
ment by creating new. employment opportunities.

iii) Self-reliance and reduction in foreign loans and
resources to finance the development effort.

iv)The provision of basic needs especially better
health, education, housing, and drinking water.

v) A reduction in inter-regional and intra-regional
income disparities.

Strategy

The strategy to achieve broad objectives
can be divided into three main parts, details
of which are illustrated in Figs. 4.1 to 4.3.

The major sectors covered by the invest-
ment strategy are shown in Fig. 4.1 and there
are important decisions to be made as regards
sectoral emphasis. You could have a balanced-
growth strategy with equal emphasis on all
sectors; or you could have an industrial-led or
agricultural-led growth strategy. The other
very important decision is as regards the em-
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phasis you give to the social sectors, including
education, the impact of which might not be
translated into immediate production gains.
Again, within an industrial-led growth strat-
egy, there are important differences between
heavy or basic industry versus consumer-goods
industry. Similarly, within the agricultural
sector there might be considerable debate on
whether to invest more in providing better
jrrigation, or in the provision of -inputs, or
investment in rural development, or in research
and extension services programmes. An im-
portant question within the agricultural and
industrial sector is whether the investment
strategy should focus on the large or small
farmers or on large-scale or small-scale enter-
prises.

How are basic decisions taken as regards
the sectoral priorities in investment strategy?
In simple economic terms, the different
choices involved have advantages and dis-
advantages which have to be weighed against
each other. Naturally, the course followed
is greatly influenced by non-economic factors
especially the relative position and strength of
different groups as well as foreign loan-
disbursing agencies.

Fig. 4.1: Investment Strategy

2o 33 pe
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Fundamental questions regarding the invest-
ment strategy can be reduced to the following
economic choices:

i}To what extent is the society prepared to sac-
rifice its immediate consumption gains for greater
increases at a later period in time?
ii) To what extent is the goal of self-reliance and
self-sufficiency to be followed?
iii)To what extent is the society prepared to make
" the eradication of poverty and the provision of
basic essential needs an immediate goal which it
must try to achieve in the shortest period of time?

Cases of (i) and (ii) are normally identified
with a strategy which emphasizes the growth
of industry and, within industry, the basic
or heavy industry sector. A case of (iii) would
mean greater emphasis on the agricultural sec-
tor and labour-intensive small-scale industry
with resources being set aside for the pro-
vision of education, health, and housing
facilities.

Investment has to be financed and the
different sources from which it can be raised
are shown in Fig. 4.2. The three major sources
are domestic, foreign trade and foreign loans,
and foreign private investment. To the extent
that, for most developing countries exporting
mainly raw materials, opportunities to profit

ALLOCATION OF INVESTABLE RESOURCES

Human Capital

" ocial Sector
Formation §
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~ from foreign trade are limited, the choice

is between how much you can raise from the
domestic economy (which in most cases
means the agricultural sector or the urban
population) or by resorting to foreign bor-

rowing or allowing foreign private investment

into the economy.

In a private enterprise market-oriented
economy, investment will only be forthcoming
if there is a demand for the goods which any
sector is going to produce. The main sources
of demand for the two major sectors are
shown in Fig. 4.3. In the case of the indus-
trial sector, industrial growth can take place
through (i) import substitution by imposing
higher tariffs or import controls on previously
imported commodities, (ii) the expansion of
the domestic market which, in the case of
Pakistan, at least during the first two decades,
would have meant a heavy dependence on the

growth of the agricultural sector, and (iii) the
growth of exports especially after opportun-
ities for import substitution are exhausted. In
the case of the agricultural sector, the major
sources of demand are the growth of popula-
tion especially in the urban  centres, the
growth and expansion of the agro-based in-
dustry, and the growth of the export market.

The Translation of an Economic Strategy

into Operational Planning and the Setting

of Sectoral Production Targets®

Once a set of overall objectives have been
agreed upon and the strategy to be followed
for the achievement of these objectives has
been marked out then the next stage is to
translate this strategy into some form of
operational planning. '

This process normally begins with the pro-
jection of a specific rate of increase in income

Figure 4.2:
Sources of Investment Funds
; Foreign Trade and Foreign Loans and
Domestlg Remittances Foreign Private Investment
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Figure 4.3: Demand Side
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or production over the planning period as the
prime target. This rate is usually determined
by relating the amount of savings or invest-
ment to the proposed increase in income or
output by a capital-output ratio which gives
the units of capital outlay required to increase
income or output by one unit. The formula-
tion of a comprehensive plan then involves
the construction of a growth model for the
period of the plan which estimates the effect
of the assumed rate of growth on such aggre-
gates as public and private consumption,
savings, investments, imports and exports,
employment, and the demand and supply
implications involved in producing the national
product by economic sectors and, sometimes,
by regions. A variety of economic, statistical,
and mathematical calculations are made to re-
late inputs of labour, raw materials, land and
capital equipment, and the resulting output.
Similar calculations show the relationship be-
tween income generated and expended for
consumption, investment, government ser-
vices, exports, etc. The results are tested to
determine their compatibility with the tar-
gets, their consistency with each other, and
whether they are within reach of available
resources.

Comprehensive planning includes both the
formulation of an integrated public invest-
ment plan and a plan for the private sector.

The Phasing of the Five Year Plan

As discussed in Section 4.1.2 on short-term
management, the Five Year Plan is broken
down into Annual Plans which act as the
recurrent instruments for detailing exactly
what must be done to convert the former into
programmes for action. Thus an Annual Plan
deals with current development activities
without losing sight of longer-term goals.
The size and composition of each Annual Plan
is determined, on the one hand, by the
financial and other resources available at the
time and, on the other, by the readiness to
proceed with new projects and the progress
made with projects started previously.

In contrast with the Five Year Plan, the
Annual Plans are more detailed. A typical

Annual-Operational-Plan  starts with an
account of the progress of the medium-term
Plan in the previous year. The more important
projects and programmes to be carried out
during the current year, along with estimates
of costs and available resources, are described.
The most important sector of an Annual Plan
describes the specific monetary, credit, fis-
cal, and other measures to be adopted during
the year to achieve the annual targets.

4,14 Basic Structural Changes

The broad economic justification for bringing
about basic structural changes, especially in
the existing pattern of property ownership,
rests on the following main grounds:

i)To reduce existing inequalities in the distribution
of assets.

ii) To prevent economic exploitation of those groups
who are at a considerable disadvantage due to the
existing distribution of economic assets.

iii)To try to reduce to the extent possible, if not
radically alter, the existing unequal distribution of
ownership of assets which act as a major impedi-
ment to economic growth and development.

The most important structural changes
within the agricultural sector are regarding the
question of inequality in the land owner-
ship pattern, the need for land reforms, and
the ceilings which should be fixed for the size
of the holdings. It also covers therights of ten-
ants and the extent to which the law guaran-
tees them certain basic rights against discrimi-
natory ejectment as well as the extent to
which they remain at the will of the land-
lord.

In the industrial sector the most important
questions are regarding the ownership of the
public sector and in what circumstances and
to what extent is this justified. Should only
the heavy and the intermediate goods indus-
try be under the control of the public sector,
and should this also be the case only if the
private sector is not willing or capable to
manage these industries? Should the state ex-
tend its control over the industrial sector
when there is extreme concentration in the
ownership of industrial assets which leads to
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cartels and monopoly-pricing behaviour?
Another important question in this sector is
the fixing of minimum wages to protect the
interest of the workers and the extent to
which trade union activity should be allowed
to protect the workers against excesses by the
management, especially against unfair termi-
nation of services. '

The banking sector is extremely important
with regard to inter-sectoral flow of funds.
Also, in a situation where there are links
between the ownership of industrial and
banking assets, those industrialists are in a far
more advantageous position because of the
easy availability of financial resources. Should
banking therefore be in the public sector?

In other sectors, especially transport, there
are again questions of public versus private
ownership, not so much with regard to the

railways and air transport where the public

sector normally has control, but with re-
gard to road transport and the extent to
which it should be left to the public or the
private sector.

It is these structural changes which are
most dependent on the different classes and
groups which exercise state control and, in a
democratic framework, they are determined
by the economic philosophy of the political
party which is in power. Who these important
groups are and the manner in which they can
influence decision-making is the question to
which we now turn in the next section.

4.2 Forces which Influence Economic
Decision-Making

Economic decisions are not taken in a vacuum.
They are influenced by individuals, vested in-
terest groups, and various economic classes
for the simple reason that the decisions them-
selves can have an important impact on and
greatly influence the economic condition and
well-being of these different groups. In some
cases an economic decision might be taken
purely in response to a set of economic con-
ditions and the groups favourably affected
might not have made a conscious effort to
obtain the decision in their favour. But if, as a

result of the decision, certain groups are
adversely affected they will exert pressure to
have the decision changed or an alternative
path followed which does not affect them so
unfavourably.

In Table 4.2 we have listed some of the

~ groups which can play an important role in in-

fluencing the economic decision-making of
the state authorities. The list is made main-
ly on the basis of the sectors to which they
belong but it also takes into consideration
other characteristics which give certain sec-
tions of the population an important weight
either because they belong to a politically sen-
sitive group (like the urban population) or to
a powerful group (like the military and the
bureaucracy) or they represent foreign in-
terests which have an important economic
and political stake in the country.

The most important criteria which deter-
mines a domestic group’s power and influence
is its ownership and control over economic
assets as, for example, in the case of large
landowners (with holdings greater than
150 acres). But other groups become import-
ant because of their sheer size and number as
in the case of small farmers (less than 7.5
acres) and the landless labour force which
constitutes almost 70 per cent of the rural
population. Similarly, because of weak polit-
ical institutions, other groups like the bureau-
cracy become extremely important in
influencing economic decision-making and,
because of the country’s dependence on
foreign loans to finance development plans, the
foreign interests also become critically
important.

Conflicts and Contradictions among differ-

ent Groups in Economic Decision-Making

The process of economic development
generates conflicts and contradictions be-
tween different groups and classes and it is
important to see how this happens when dif-
ferent economic decisions are taken.
i) Import Substitution: Industrial Strategy behind

Import Controls and high Tariffs

In a predominantly agricultural economy,
the decision to foster industrialization through
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import substitution, supported by import
controls or high tariffs, favours the industrial
and discriminates against the agricultural
sector. This is because as a result of this
decision the prices of industrial goods increase
disproportionately in the domestic market

while those of agricultural raw matenials fall-

as compared to what they would fetch in the
world market. The change in the ratio of
prices between the agricultural and industrial
sector, i.e., the terms of trade, adversely
affects the different classes within the agri-
cultural sector.

ii) Price Controls on Agricultural Commodities

A similar situation also arises when price
controls are introduced on agricultural goods
while the prices of industrial goods are not
subject to any such controls. This would
mean a transfer of income from the agri-
cultural to the industrial sector.

iii) Mechanization of Agriculture

Availability of tractors at prices which are
less than the opportunity cost of capital or
foreign exchange can lead to a far greater
number of tractors than is economically

justifiable being introduced for agricultural
practices thus causing the ejectment of
tenants. In this case there can be a direct
conflict of interests between the large land-
lords who can afford the tractors and find
them profitable and the tenant farmers who
are ejected from the land and who are not
able to find gainful employment in other
sectors of the economy.

iv) Devaluation as a Means to Solving an Adverse

Balance of Payments Situation

In many cases when a country is faced with
a persistent deficit in its balance of payments,
it is put under considerable pressure especially
from loan-giving agencies like the IMF and
the IBRD (World Bank) to devalue its
currency. Such a measure can be resisted
strongly by the government both because of
the inflationary effects of devaluation as well
as because of the much higher rupee cost of
debt repayment. There might also be a strong
clash of interests between the industrialists
and the agriculturists. The former would resist
devaluation for it would increase the cost of
importing machinery and reduce the profits
on capital invested (especially of those not
selling in the export market) whereas the

Table 4.2: Some of the Important Forces which Influence Economic Decision-Making in Pakistan

Sector Classes/Groups Sources of power
1. Agricultural i, Large landlords Land holdings (>> 150 acres)
sector ii. Medium size farmers
iii. Small size farmers, tenants, landless A very significant portion of the
labourers rural population.
2. Manufacturing sector i. Big industrialists/monopoly houses Ownership of industrial asséts
ii. Medium/small size industrialists
ili. Industrial labour Numbers/Trade Unions
3. Trading sector i. Big trading firms (both foreign and Control trade and influence prices
(services) domestic trade)
ii. Medium/small trading firms
4. Foreign sectors i. Western aid-giving countries Play a major role in financing
(Consortium, i.e., USA, UK, development plans and giving
France, W. Germany, Italy) balance of payments support
ifi. Loan-giving agencies (World Bank, :
IMF, Asian Development Bank)
ili. Other loan-giving countries (USSR,
Japan)
5. Other important i. Bureaucracy Central state power
groups ii. Urban groups, e.g., students Create disturbances
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latter could be in favour of it since it would

raise the domestic prices of agricultural goods.

4.3 The Planning Machinery in Pakistan

4.3.1 The Changing Role of the Planning
Commission

A description of the formal planning machin-
ery of Pakistan must take into account
its evolution over time and its changing role as
regards the influence which it has exerted in
economic decision-making over different time
periods in the last three decades. During the
fifties and seventies the formal planning
machinery of the government, the Planning
Board (during the fifties) and the Planning
Commission (as it was called after the late
fifties), was relegated to a position of little
importance. It was only during the sixties that
the Planning Commission enjoyed consider-
able power in the country’s decision-making
and this was reflected in the formulation and
implementation of the Second and Third Five
Year Plans.

It is important to remind ourselves, how-
ever, that the planning machinery should not
be confused with the decision-making author-
ity of the government especially since the
day-to-day and the short-run period economic
management  is exercised mainly by the
concerned ministries of the central and
provincial governments or their executive
heads. (For further details, see Section 4.3.2)

The role of the formal planning machinery
in Pakistan, especially in the formulation of
the Annual Plans and the Five Year Plans, has
a chequered history and can be divided into
five distinct phases:

The Period of Economic Co-ordination®

(1947-53)

The first phase dates back to 1947-53 when
some attempts were made at economic co-
ordination and planning in the immediate
post-Independence period. The effort began
in 1950 with the Colombo Plan when the De-
velopment Board compiled, within a period of
three months, a Six-Year Development Plan

(1951-7) which envisaged a modest public ex-
penditure of the national income of that time.
The Six-Year Development Plan was a plan
more in name than in content and represented
merely a loose aggregation of a number of in-
dividual projects in various fields. No ag-
gregate targets were mentioned for the econ-
omy as a whole nor was there any attempt
to relate particular projects to overall targets.
During this period, despite a multiplicity of
planning committees and other organizational
units, the planning machinery was hardly
equipped to do its job effectively. The focus
of all activities was the approval of isolated
development projects and even this function
could not be discharged properly as suitable
machinery for project appraisal or operational
techniques for economic analysis had not yet
evolved.

The Period of the Planning Board (1953-8)

The creation of a Planning Board (later
renamed the Planning Commission) in 1953
marked the beginning of the second phase of
economic planning which lasted till 1958. The
Planning Board had serious problems of a
shortage of staff, the absence of statistical
data, an uncertain status in the government,
and resentment from other strongly entrench-
ed Ministries and Departments particularly
the Ministry of Finance and the State Bank
which regarded it as a rival institution. It was
for these reasons that the First Five Year Plan
could not be published till April 1957, nearly
two years after the First Plan period (1955-60)
began. The First Plan was never really approved
by the government. Its implementation
suffered due to rapid changes in the govern-
ment and a lack of political support. During
1953-8 the advice of the Planning Board was
in most cases disregarded by the implementing
agencies. The institutional liaison between the
Planning Board and the other Ministries and
Departments remained fairly weak and the
Annual Development Programmes were never
seriously followed. According to one dés-
cription, ‘priorities were ignored; budget
‘decisions made in June distorted the planning
decision made in May’.
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The Period of a Powerful Planning

Commission (1958-68)

The third phase in the evolution of the
planning process began in October 1958 with
the assumption of power by the military
government o!. Ayub Khan. The_ new regime
chose to make economic development
through a market economy and reliance on
the private sector as its primary objective. The
status of the Planning Commission was raised
to a Division in the President’s Secretariat.
The President himself assumed the Chairman-
ship of the Planning Commission and a Dep-
uty Chairman, with the ex officio status of a
Minister, was made the operational head of
the Commission.

An important development during 1958-64
was the institutionalization of the planning
process. Provincial Planning Departments
were organized, planning cells were created in
various Ministries and Departments, and the
Planning Commission was represented on
practically all  the decision-making com-
mittees in the government. Thus the Deputy
Chairman of the Planning Commission was a
member of the National Economic Council
which was the highest decision-making bedy
in the economic field. The Central Develop-
ment Working Party, which scrutinized all
development projects in the public sector
above a certain minimum financial limit and
accorded its approval at a technical level, was
chaired by the Secretary to the Planning Div-
ision. The Industrial Investment Schedule for
the private sector was formulated within the
framework of the Five Year Plan in consul-
tation with the Planning Commission which
was also represented on the Permissions
Committee constituted for the final sanction

of private investment proposals. The Planning
Commission also provided the Secretariat for -

the Executive Committee of the National
Economic Council which looked after the
day-to-day work of the National Economic
Council and was responsible for the final
approval of development projects. The
Annual Development Programme was formu-
lated entirely in the Planning Commission, in
consultation with the sponsoring agencies,

and this development programme was trans-
lated substantially into the annual budgets.
The Planning Commission was also repre-
sented on the Foreign Exchange Control
Committee which made decisions regarding
the allocation of foreign exchange and there-
by exercised a decisive influence on the pat-
tern of allocation particularly in the private
sector.

The Period of Decline of the Planning

Commission (1968-77)

The decline of the Planning Commission as
an important decision-making body coincided
with the fall of Ayub Khan’s government. The
Planning Commission had become very
closely identified with Ayub’s government
during the sixties and the rejection of the
growth strategy followed during that period
was also taken to reflect adversely on the
Planning Commission. One reason for this
was that some of the key economists who
controlled the Planning Commission during
the sixties were very closely identified with
the growth philosophy and growth strategy
followed and many people blamed them
directly for having played a key role in the
evolution and implementation of Ayub’s
growth strategy.

The first major blow to the power and
authority of the Planning Commission came
during the government of Yahya Khan
(1969-71) when serious planning was almost
completely given up by the government. After
Marech 1969 the Third Five Year Plan was
virtually abandoned. The publication of the
Fourth Five Year Plan in 1970, to cover the
period 1970-5, was given very little credibility
because of the political conditions prevailing
in the country at that time.

The government of the People’s Party,
which followed the collapse of the military
government, continued to be extremely sus-
picious of the Planning Commission, again
because of its very close proximity to Ayub
Khan’s government, and, in the earlier years,
it was almost totally ignored. One reason for
this was that the government decided to run
the economy through Annual Plans, rather
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to a Division in the President’s Secretariat.
The President himself assumed the Chairman-
ship of the Planning Commission and a Dep-
uty Chairman, with the ex officio status of a
Minister, was made the operational head of
the Commission.

An important development during 1958-64
was the institutionalization of the planning
process. Provincial Planning Departments
were organized, planning cells were created in
various Ministries and Departments, and the
Planning Commission was represented on
practically all  the decision-making com-
mittees in the government. Thus the Deputy
Chairman of the Planning Commission was a
member of the National Economic Council
which was the highest decision-making bedy
in the economic field. The Central Develop-
ment Working Party, which scrutinized all
development projects in the public sector
above a certain minimum financial limit and
accorded its approval at a technical level, was
chaired by the Secretary to the Planning Div-
ision. The Industrial Investment Schedule for
the private sector was formulated within the
framework of the Five Year Plan in consul-
tation with the Planning Commission which
was also represented on the Permissions
Committee constituted for the final sanction

of private investment proposals. The Planning
Commission also provided the Secretariat for
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day-to-day work of the National Economic
Council and was responsible for the final
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lated entirely in the Planning Commission, in
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and this development programme was trans-
lated substantially into the annual budgets.
The Planning Commission was also repre-
sented on the Foreign Exchange Control
Committee which made decisions regarding
the allocation of foreign exchange and there-
by exercised a decisive influence on the pat-
tern of allocation particularly in the private
sector.

The Period of Decline of the Planning

Commission (1968-77)

The decline of the Planning Commission as
an important decision-making body coincided
with the fall of Ayub Khan’s government. The
Planning Commission had become very
closely identified with Ayub’s government
during the sixties and the rejection of the
growth strategy followed during that period
was also taken to reflect adversely on the
Planning Commission. One reason for this
was that some of the key economists who
controlled the Planning Commission during
the sixties were very closely identified with
the growth philosophy and growth strategy
followed and many people blamed them
directly for having played a key role in the
evolution and implementation of Ayub’s
growth strategy.

The first major blow to the power and
authority of the Planning Commission came
during the government of Yahya Khan
(1969-71) when serious planning was almost
completely given up by the government. After
March 1969 the Third Five Year Plan was
virtually abandoned. The publication of the
Fourth Five Year Plan in 1970, to cover the
period 1970-5, was given very little credibility
because of the political conditions prevailing
in the country at that time.

The government of the People’s Party,
which followed the collapse of the military
government, continued to be extremely sus-
picious of the Planning Commission, again
because of its very close proximity to Ayub
Khan’s government, and, in the earlier years,
it was almost totally ignored. One reason for
this was that the government decided to run
the economy through Annual Plans, rather
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than through a comprehensive Five Year Plan,
mainly because of the considerable economic
uncertainties with which it was faced because
of domestic and external factors. Furthermore,
the economists in the Planning Commission,
finding that it was no longer an important
decision-making body, began to leave its rank
so that there were very few competent econ-
omists left to run it. This further weakened its
authority. In 1972 it also lost the autonomy
that it had enjoyed during the sixties and was
placed directly under the control of the
Finance Ministry as a Division.

During the period from 1972 to 1977,
therefore, the Planning Commission exer-
cised little overall control over the manage-
ment of the economy in the sense that it had
little say in the important economic deci-
sions that were taken. Of course it con-
tinued to help formulate the Annual Plans
but now its function was to put together the
projects ‘approved’ by the Finance Ministry
and concerned Ministries rather than to guide
and direct the overall investment programme
in a particular direction, as it had done during
the sixties.

The most important factor which contribu-
ted towards this situation was that there
was no Five Year Plan in operation. The
government had asked the Planning Commis-

sion to prepare a Five Year Plan and the one -

to cover the period 1977-82 was actually
published but, after the change in govern-
ment, the Plan was abandoned.

The new government which took over in
July 1977 emphasized the need for a Five
Year Plan and, within a year and a half of
taking over, the Fifth Five Year Plan to cover
the period 1978-83 was published. But the
government never seriously pursued the Plan
mainly because of the difficulty in imple-
menting it during uncertain overall economic
conditions. Little reference was therefore
made to the Fifth Plan in the Annual Plans
and the overall review of the economic
performance.

The Planning Commission, during the
period 1977-80, therefore exercised little real

power as it had done in the earlier years of
the seventies.

Recent Attempts at Revival of the Planning

Commission (1980 to present)

More recently, however, the government
has taken steps to revive the Planning Commis-
sion as an effective and authoritative econ-

- omic decision-making body. A Deputy Chair-

man of the Planning Commission (with the

~rank of a Cabinet Minister) has been recent-

ly appointed and given the task of formu-
lating the country’s Sixth Five Year Plan to
cover the period between 1982-3 to 1987-8.
Similarly the government has appointed
members to the Planning Commission (from
different regions) to ensure both more tech-
nical competence as well as better regional
representation. '

Before we conclude, it is important to state
that the above discussion has been restricted
to the evolution of a planning body as well as -
its changing role and importance in economic
decision-making in the country. We have not
described the kind of decisions taken by the
planning authority, what information it
used, what forces came to play on it, and to
what extent it was influenced by models
either of the market or some controlled econ-
omies. This is not only because it is ex-
ceedingly difficult to trace these devélop- .
ments in any detail but also because this sub-
Ject is taken up in the chapters relating to the
country’s economic management over
different time peridds as well as in the
sectoral chapters.

4.3.2 The Structure of Economic Decision-Making
in Pakistan

The role of the Planning Commission in the
formulation of economic plans and in in-
fluencing economic decisions has, as we have
seen, changed considerably over the years.
However, the administrative machinery for
the approval of plans (both Five Year and An-
nual Plans) and for different development
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projects has remained the same since the early
sixties. This hierarchy is shown in Fig. 4.4.

The planning machinery is headed by the
National Economic Council (NEC) as the su-
preme policy-making body in the economic
sphere. It has the President as the Chairman

and all Federal Ministers in charge of Develop-

ment ministries and provincial Governors as
members. In addition, a number of other per-
sons are invited to attend the meetings of the
NEC as and when the agenda relates to mat-
ters concerning them.

The functions of the NEC are: (i) to review
the overall economic situation in Pakistan;
(ii) to formulate plans with respect to finan-
cial, commercial, and economic policies and
economic development; (iii) to approve the
Five Year Plans, the Annual Development
Plan, provincial development schemes in the
public sector above a certain financial limit,
and all non-Plan projects. It may appoint
committees or bodies of experts as may be
necessary to assist the Council in the perform-
ance of its functions.

In all cases to be submitted to the NEC, the
Secretary of the Ministry concerned trans-
mits to the Cabinet Secretary a concise
memorandum of the case (generally referred
to as the Summary). When a case has been
decided by the NEC, the Minister in charge
is expected to take prompt action to give
effect to the decisions. To ensure imple-
mentation of the Council decisions, the
Secretary of each Ministry is expected to keep
a record of all the decisions conveyed to him
‘and to watch the progress of action until it is
completed. The Cabinet Secretary is also
expected to watch the implementation of the
Council decisions. :

The body directly below the NEC is the
Executive Committee of the National Econ-
omic Councik (ECNEC). It is headed by the
Federal Minister for Finance, Planning, and
Development. Its members include all Federal
Ministers in charge of Development Minis-
tries, provincial Governors or their nominees,
and provincial Ministers in charge of Planning
and Development Departments.

The functions of the ECNEC are: (a) to

sanction development schemes (both in the
public and private sectors) pending their sub-
mission to the NEC; (b) to allow moderate
changes in the plan and sectoral adjustments
within the overall plan allocation; (c) to
supervise the implementation of economic
policies laid down by the Cabinet and the NEC.

Another body concerned with economic
policy is the Annual Plan Co-ordination Com-
mittee which is a purely advisory body re-
sponsible for advising the Cabinet and the
NEC regarding the co-ordination of policies.
Itis headed by the Secretary-General, Finance,
Planning, and Economic Co-ordination. All
Federal Secretaries of development minis-
tries, heads of provincial Planning and Devel-
opment Departments, and heads of the State
Bank of Pakistan, the Board of Industrial
Management, and PIDC are its members.

Below ECNEC is the Central Development
Working Party (CDWP) which is responsible
for the scrutiny and sanction of development
projects. The Secretary, Planning Division, is
the Convener of the CDWP with Federal Sec-
retaries of the concerned departments, Fed-
eral Finance Secretary, and Chairmen of the
Provincial Planning and Development Depart-
ments as Members. It reviews all projects
which are presented for the approval of the
federal government costing Rs 10 million
and more. Thus, by providing for represen-
tation of various Ministries and Agencies, the
process of approval of projects is now a joint
exercise. :

The responsibility for the overall economic
evaluation of Annual Plans remains with the
Planning Division which places a report each
year before the NEC evaluating economic
achievements and failures. Mid-Plan reviews
outlining the progress of the Five Year Plan are
also published by the Planning Commission.

4.3.3 The Planning Machinery in Pakistan—
A Critical Appraisal

Throughout Pakistan’s thirty-five years’ his-
tory there have been constant attempts and
experimentation at evolving a sound planning
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machinery and planning authority to guide

the overall economic development effort.
What have been the major problems in the

ast and what are the major problems with’

which it is faced at present? Let us look at
these in turn:

i) The Administrative Obstacles of Planm'ng5 '

Before Independence the colonial adminis-
tration was mainly geared to looking after the
tasks of maintenance of internal order, the
collection of taxes, and the administration of
justice. It has been only after Independence
that growth and economic development be-
came important objectives and a primary
task which the country faced was to re-
orient the government machinery to meet the
demands of accelerated development.

One major obstacle which has stood in the
way of establishing a sound, efficient, and in-
dependent planning authority is the lack of an
effective administrative machinery and this
has greatly limited the tasks of development
policy and planning. Some of the factors
which still continue to be major hinderances
and act as administrative obstacles and bottle-
necks to planning are discussed below:

Lack of Competent Personnel

An important reason why competent per-
sons are not attracted to joining the planning
bodies in the country are low salaries, poor
placement and promotional policies, and fre-
quent and irrational transfer of personnel.
Also there is no doubt that the civil service
system with an elite cadre of ‘generalists’
or general administrators whose influence far
exceeds its size are placed in positions to pass
judgement on technical matters about which
they know little. The technicians’ lower
salaries, promotional opportunities and stdtus,
as well as their frequent exclusion from the
formulation of policy, have also kept many
technically competent economists from
seeking government employment.

Dilatory Procedures

In Pakistan, documents and files must
follow a prescribed series of steps through ad-

ministrative layers. Papers received in a
government office are first routed to subordi-
nated clerical personnel for recording and
checking against preceding action. They are
then routed to all interested officials, some-
times at the same level, sometimes upwards
through multiple layers in the administrative
hierarchy. Each officer adds his comments,
often in considerable detail, in this ‘noting
process’. Decisions are made only at or near
the top. Too much of the time of high officials
is taken up merely with the review of papers
and files received from subordinates and in
passing them on to still higher officers. In
decrying the wastefulness of this process it
has been pointed out that ‘often there seems
to be a disposition to shift the file from one
office to another, or from one Ministry to
another. The resultant delays are sometimes
unbelievably long’.®

While many attempts have been made to
shorten these delays, either by reducing the
number of administrative layers or by setting
deadlines, so far only peripheral improve-
ments have been -achieved. ‘

Lack of Co-ordination

In many cases the co-ordination of develop-
ment activities has become extremely difficult
because responsibility for different aspects of
a project or programme are divided among
many Ministries and Agencies. This excessive
fragmentation may make it exceedingly diffi-
cult to carry out projects and programmes in
accordance to a coherent policy.

ii) Inadequate Preparatory Work on Projects

When a potentially desirable project has
been identified, a feasibility study has to be
made to determine whether it is practicable
and justified. A feasibility study involves a de-
tailed examination of the economic, techni-
cal, financial, commercial, and organizational
aspects of a project. By far the greatest num-
ber of failures to carry out public sector pro-
jects and programmes at reasonable cost and
in reasonable periods of time are traceable to
inadequate project selection and preparation.
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According to the Planning Commission of
Pakistan, preparatory work on public sector
projects in the country was frequently lack-
ing and ‘impatience and enthusiasm frequent-
ly took the place of prudence and engineering
judgement’.” -

It is only when inadequately prepared pro-
jects have been approved and begin to run
into difficulties, which greatly increases costs
and delays execution, that the value of care-
ful pre-investment and engineering studies be-
come apparent.

THE MANAGEMENT OF PAKISTAN'’S ECONOMY: 1947-82

iii\The Lack of Implementation of Plans

A major reason for the lack of implemen-
tation of the country’s various five year plans
has been the widespread failure of the govern-
ments of the day to maintain the discipline
implicit in their plan. What is planned and
what is done in many cases bears little
relationship to each other. At times it almost
appears that plans are prepared by a planning
agency in one corner of a government and
policy is made by various bodies in other
corners.

Figure 4.5: Organization of the National Planning Commission
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In Pakistan’s planning history, except for
the Second Five Year Plan which was to some
extent vigorously implemented, almost all the
other Five Year Plans were either never im-

lemented from the start (this being the case
for the First, Fourth, and Fifth Plans) or were

subject to considerable change (Third Five

Year Plan). In some cases, it is true, that econ-
omic conditions changed drastically so that
the original Plan could not be rigidly fol-
lowed but, rather than trying to adapt the
Plan to the -changed environment, in many
cases the government went in for ad hoc
decision-making, responding more at times to
the ‘whims and fancy’ of the executive
authority than to the economic realities as
they existed on the ground.

iv)Lack of Evaluation of Plan Progress and
Project Implementation

As pointed out above, flexibility is an
essential element of development planning
because in many cases changes in economic
conditions make deviations from the original
Plan unavoidable. A central planning agency
must therefore constantly review and assess
progress in relation to events. It must identify
potential bottlenecks as early as possible,
determine their causes, evaluate the extent to

which deviations threaten the attainment of

Plan objectives, and suggest measures for
dealing with problems.

Unfortunately, whenever evaluations have
been prepared by the country’s planning
authorities they have been issued long after
the end of the period to which they refer. In
many cases the mid-term reviews of the Five
Year Plans have been published almost near
the end of the Plan period. and the final re-
views of the Plan have come long after the
new Plans have been launched and therefore
been of little use in formulating targets and
policies for the new Plan. The fault in. many
cases lies not only with the central planning
agency, i.e., the Planning Commission, since

implementation of a plan is decentralized in
many operating organizations and evaluation
of a plan’s progress depends on complete, ac-
curate, and timely reports on the progress of
sector programmes and projects. Unfortunate-
ly these are in most cases made available after
very long delays and the planning agency be-
comes aware of shortfalls when it is too late
to rectify them.

The need for a good reporting system on
plan and project implementation is therefore
an essential pre-requisite for a good evaluation
system. It is essential for the purpose of prog-
ress reporting that a project be divided into a
series of discrete segments (for example, selec-
tion of a site, acquisition of land, issuance of
tenders, erection of a plant, purchase and
installation of machinery, construction of an
access highway, training personnel for the
plant, etc.,) for which specific time schedules
and cost estimates be set for each reporting
period. :

NOTES

1. See Section 7.1 for details.

2. This section is based on Albert Waterston, Develop-
ment Planning—Lesson of Experience, World
Bank Publication, 1974,

3. The description of the first three phases is main-
ly taken from Mahbub-ul-Haq, Planning Machinery
in Pakistan, Pakistan Administrative Staff College,
Reading Paper No. 268, Lahore (Mimeo).

4. Clair Wilcox, ‘Development Planning and Pro-
gramming in Pakistan’, quoted in Albert Waterston,
Planning in Pakistan, Baltimore, 1963.

5. This section relies heavily on Albert Waterston,
‘Administrative Obstacles to Planning,’ in Develop-
ment Planning—Lessons of Experience, World
Bank Publication, 1974, pp. 249-92.

6. National Planning Board, First Five Year Plan,

1955-60, p. 118, in Albert Waterston, ‘Adminis-
trative Obstacles to Planning’, in Development
Planning—Lessons of Experience, World Bank
publication, 1974, p. 264.

7. Planning Commission, Second Five Year Plan,
1960-5, p. 201, in Albert Waterston, ‘Administra-
tive Obstacles to Planning’, in Development
Planning—Lessons of Experience, World Bank
Publication, 1974, p. 326.



’ 5 | The Initial Phase: 1947-58

For those who wish to understand the main
characteristics of Pakistan’s economic prog-
ress in the last thirty-five years must follow
closely the developments in the early years
of its economic history for the economic
decisions taken then played an extremely
important role in determining the direction
of the economy at least over the next two
decades.

In terms of the economic events which
were to play a critical role in the first phase,
i.e., for the period from August 1947 till
October 1958, the following were perhaps the
most important. The initial years after In-
dependence in 1947 and the flow of refugees
into the country; the decision not to devalue
the currency in September 1949 following the
devaluation of the Pound Sterling when India
and a number of other countries followed
suit; the years from mid-1950 to early 1952
when, as a result of the war in Korea, there
was a boom in the world prices of raw
materials; the decision in 1952 to impose
import controls after the collapse of the
Korean boom and the balance of payments
crisis that followed; the joining of military
pacts with the Western countries, i.e., SEATO
and CENTO! in 1954 and the beginning of
significant aid flows into the country; the
decision to devalue the currency in 1955 and,
finally, the military coup of October 1958
which marked the end of the first phase of
the country’s economic history.

This chapter is divided into two main parts.
The first presents a broad overview of the
major economic developments during this
period. Part two extracts from the broad over-
view the key economic decisions that were
taken and analyses them in terms of the
framework we have developed in the last
chapter.

5.1 A Broad Overview

Let us identify some of the key economic
developments which took place during
this period (Table 5.1).

i) The fifties saw the establishment and rapid ex-
pansion of the large-scale manufacturing sec-
tor. Although the high growth rates must be
interpreted with caution, because of the very
small base from which the economy started,
the achievements in the manufacturing sector
during this period were impressive and laid the
foundations of a consumer goods industry in
Pakistan. However, there was a distinct slow-
ing down in growth during the last three
years, i.e., 1955-6 to 1957-8.

ii) Throughout the period the dominant sector of
the economy, i.e., agriculture, stagnated and
its growth rate was in fact even less than the
growth in population so that the per capita con-
sumption of food grain declined and in many
cases had to be supplemented through food
imports.

iii) Because of little growth in the agricultural sec-
tor, the small share of manufacturing, and the
high growth rate of the population, the overall
per capita income saw no increase during this
period.

iv) There were, however, other important achieve:
ments which tend to be discounted in relation
to the economy’s overall poor record. The settle-
ment of the large exodus of refugees, about 7
million in number, the setting up of the adminis-
trative machinery of government, the establish-
ment of vital economic institutions like the State
Bank, and other financial institutions, were all
achieved with considerable success during this
period.

Sub-Periods

Both for the sake of convenience and because
of the industrial bias in government policy
during this period, we have divided the overall
period into the following major sub-periods,
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mainly in regard to the establishment and
growth of industry in the country.

a. The Establishment of Merchant Capital

At the time of Independence there were
two important features of the economy. The
© first was that the areas which became Pakis-
tan were predominantly agricultural with al-
most no industry. The second was that most
of the trade, especially in the foreign sector,
was in the hands of non-Muslims most of
whom -migrated to India. The vacuum which.
was created by this exodus was filled by
Muslim trading communities who had earlier
been spread all over the sub-continent and
who now migrated to Pakistan settling mainly
in Karachi, the capital and the main port of
the country.

In the early years, the devaluation of
the Indian currency. was an important
economic event. Because of the very close
trading links between the two countries
India expected that Pakistan would follow
suit. Pakistan, however, did not. This meant
that imports from India into Pakistan became
cheaper and exports into India more
expensive.

The main motivation behind the non-
devaluation decision was to be able to sell raw
jute to Indian industry at a higher price. India
responded by suspending trade between the
two countries and hence blocking the major
source of manufacturing imports into the
dountry. As a result of the non-devaluation of
the Pakistani currency the government had to
impose quantitative controls of a rather loose

Table 5.1: Growth Rates of Key Sectors and Movements of Important Economic Variable

Pakistan (West) 1949-50 to 1957-8

1949.50

1951-2

1949-50 1950-1 1952-3 19534 1954-5 1955-6 1956-7
to to to to to to to to to
1950-1 1951-2 1952-3 19534 1954-5 1955-6 1956-7 1957-8 1957-8
Growth Rate
(i) Agriculture 2.6 —-9.1 0.18 13.6 - 0.8 2.1 2.3 1.9 1.43
(i)} Large-scale ’
manu- ' :
‘facturing 23.5 18.7 25.6 28.7 24.1 17.5 8.1 4.9 19.1
(iii) Per capita
income 1.4 4.4 -~0.9 6.8 0.6 0.8 0.5 0.3 6.97
' 1949-50 1950-1 19512 19523 19534 1954-5 1955-6 1956-7 1957-8
Balance of
Payments of
Trade 1
(Rs million)
(i) Exports 535 1343 922 . 867 641 491 742 698 434
(1218) (2554) (2009) (1510) (1286) (12238) (1784) (1608) 1422)
(ii) Imports 912 1167 1473 1017 824 783 965 1516 1314
(1284) (1620) (22%7) (1384 (1118) (1108) (1325) (2335) (2050)
Balance - 117 174 — 552 — 150 — 183 - 292 — 223 -~ 818 - 881
2 (— 66) (9%34) (-—228) (126) (168) (120) (—459) (-727) (—628)
Price Index
Karachi 96.8 95.5 99.9 107 111 108 107 113 123
Lahore 90.1 82.5 92.7 . 99.3 101 96 94 102 111

1. Figures in parentheses refer to All Pakistan, i.e., including East Pakistan.
2. General cost of living index for industrial workers (April 1948 to March 1949 = 100). .
Source: (i) For Balance of Trade, All Pakistan, and Price Index Twenty-Five Years of Pakistan in Statistics. (ii) Government

of Pakistan, Pakistan Economic Survey, 1979-80, Islamabad.
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nature on imports and exports so as to be able
to deal with the situation vis-g-vis trade with
other countries whose Imports were now
much cheaper in cost.

This situation changed drastically with the
advent of the Korean war which led to large

increases in the prices of raw materials in

foreign markets, especially raw jute and raw
cotton, thereby improving the country’s
balance of payments situation. It also meant
that the non-devaluation decision in 1949 had
paid off. India had to finally accept the par
value of Pakistan’s currency by the end of
1950 leading to a restoration of trade and the
quantitative controls introduced earlier were
relaxed leading to a more liberal import policy.

The newly established trading classes
benefitted greatly from the Korean boom.
They bought raw materials from the agri-
cultural sector at cheap prices and sold them
in the foreign markets at very high prices
making large profits. Merchant capital thrived
‘and accumulated during the period of the
Korean boom.

b. The Transformation of Merchant Capital
into Industrial Capital

In the earlier years the government had
tried to move capital into industry but had
failed to do so largely because trading during
the Korean boom was far more profitable
than investing in industry. The favourable
conditions for the conversion of merchant
capital into industrial capital was the result of
another important economic event again
related to the Korean war: the collapsed
prices of raw materials after the end of the
war. During the boom years, which lasted
from mid-1950 to early 1952, the increase in
foreign exchange earnings had, as mentioned
earlier, allowed the government to practice a
more liberal import policy and the control
system which had been set up after the
non-devaluation of 1949 had been mainly
dismantled. But with the collapse of the
Korean boom, the government, fearing a
foreign exchange crisis as export prices fell,
re-imposed controls. These controls on both

imports and exports were then maintained
throughout the fifties.

As a result of the imposition of these con-
trols, mainly on the import of consumer
goods, the prices of these goods increased
sharply in the domestic market which
changed the terms of trade in favour of indus-
try and against the agricultural sector. This
led to a sharp increase in the profitability of
the industrial sector and, in comparison with
the other sectors including trading, industry
now became the most attractive sector.
Traders, who had earlier made high profits
and amassed surpluses during the Korean
boom, now converted merchant capital into
industrial capital by importing industrial
machinery (which was made all the more
easier because of the foreign exchange re-
serves built up) and went into the production
of consumer goods especially cotton textiles.

c. The Period of High Industrial Growth

A number of factors contributed to the
very high rate of industrial growth in the early
years. A large market for domestic production
was created by imposing import controls and
for the early entrants, who could charge
monopoly prices, profits were very high. Ac-
cording to Papanek,? the rate of return on in-
dustrial investment was so high that indus-
trialists were able to recover their initial in-
vestments in a period of one to two years.
The incentive to re-invest was therefore
considerable and the large profits made
were saved and re-invested into industry. The
foreign exchange reserves built up during the
Korean boom continued to make it possible
to import industrial machinery (there being
no domestic capital goods sector all machin-
ery had to be imported).

The industrial sector, mostly agro-based,
continued to obtain supplies of agricultural
raw material at prices far below the world
prices, i.e., the prices the agricultural sector
would have received if it had been allowed to
export its commodities. The government
ensured that the prices of agricultural com-
modities continued to remain low through a




























































































































































































































































































































































































































































































































































































































































































































































