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"And because men are all members of one 
great whole, and the sympathy which is 
in human nature will not allow one mem
ber to be indifferent to the rest or to 
have a perfect welfare independent of 
the rest, the expansion of our humanity, 
to suit the idea of perfection which cul
ture forme, must be a general expansion." 

Matthew Arnold, 

in Culture & Anarchy. 



PREFACE 

The study of the problems of economie development, 

with reference to the so-called underdeveloped countries, 

has become a popular subject in recent years. The literature 

dealing with various aspects of economie development is 

multiplying rapidly. The general approach in this literature, 

which is clearly discernible, is baeed on the discussion of 

the causes of economie development, and the analysis of the 

factors of economie growth. The trade regulations are 

either taken as given data, or something which the under

developed countries have to reeort to, by virtue of their 

being economically backward. 

Commercial Policy and Economie Development, with 

reference to Pakistan, is the first study of its kind; the 

writer, however, makes no claim to the originality of its 

contents. It doee not anewer the question: what is 

economie development, or what are the socio-economic 

causee of the backwardness of countriee auch as those 

belonging to the South and South-East Asia? Its main 

purpose is to analyse the role of trade regulations in 

the process of economie development. Only those aspects 

of the problem of economie development have been dis

cuesed which have been considered to be the most relevant 

for the purposes of this study. The approach ie neither 

pure~y theoretical nor entirely factual. The writer is 
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conscioue of the limitations of income analyeie in macro 

terme; neverthelese, it seems to be a ueeful approach for 

the purpose of the present analysis. 

The main question in commercial policy is: what is 

the extent to which priee mechanism does or does not play 

its part properlj in the foreign trade of a backward country? 

An attempt has been made here to answer this question. Some 

writere have discussed the trade problems auch as import 

~egulation with reference to the restrictions on the luxury 

importe, in order to inorease the savinge of the people of 

backward countriee. We have adopted a different approach. 

An effort has been made in the study to correlate the probleme 

of import restrictions with the plan of economie development 

and ite import requirementa. In this manner, we have tried 

to avoid the aomewhat awkward question: what is a luxury 

import? 

It is hard to reatrain the temptation to dilate 

on all the difficulties that one encounters ân one's work. 

The writer proposes to mention only the fact that there were 

aerious difficulties in collecting the atatistical data for 

this study. Pakistan's atatistice are, in a way, unreliable; 

they lack homogeneity; they are easy to quote, but often 

difficult to comprehend. In apite of this limitation, the 

writer has made extensive use of these atatietics in the 

atudy, as there wae no better alternative available to him. 
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For information on Pakistan economy, one still 

has to rely a great deal on newspaper reports and the 

personal knowledge of events taking place in the country. 

The writer has been in a position to make use of both these 

sources. But the main limitation of these sources is that 

they may tend to impair objectivity in analysis and 

conclusions. The writer has been conscious of this weakness, 

and he has tried to avoid it as far as possible. Now that 

this work has been completed, and while this preface is being 

written, the writer has a feeling that this study can be 

greatly improved with the help of the information available 

from the Ministry of Commerce, Government of Pakistan, Karachi. 

In any case, he cannot obviously shift the entire burden 

of his errors of judgement, and omissions, to the lack of 

statistical data on Pakistan. 

The study in its present for.m was initiated by the 

writer at McGill Universi~y during 1956. The work on some 

aspects of the subject that the writer did for the seminars 

of Dr. Vera Anstey and Professor J.E. Meade at the London 

School of Economies, during 1950-52, has also been incorpo

rated here with some minor adjustments. While at the 

University of the Panjab, Lahore, Pakistan, during 1952-55, 

the writer had an opportunity to study, at close quartera, 

some problems of Pakistan economy and her foreign trade. 



v 

The writer gratefully acknowledges his indebtedness 

to .his research director, Dr. D.B. Marsh. While leaving 

the writer completely free to select his approach, premises, 

and his conclusions, Dr. Marsh took keen interest in the 

progress of this work. The writer was able to eliminate 

several flaws of exposition and presentation, particularly 

in Chapters III, IV, and V, as a result of the criticism 

and suggestions of Dr. Marsh. Apart from the personal 

guidance of the research director, his World Trade and 

Investment was a great source of inspiration to the writer. 

Perhaps, it is Chapter 22 of the book -- Choosing 

the Ends of International Policy --- which originally 

guided the writer's interest towaràs the present subject. 

Acknowldegement is also due to Richard w. Lindhola, 

fo .. erly of the Michigan State University and now Dean of 

the College of Business Administration, University of 
., . ' 

Oregan, for aany discussions that the writer had with hia 

on Pakistan econoay. 

As usual, the writer alone is responsible for his 

analysis and opinions contained in the following pages. 

The writer wishes to acknowledge, with deep 

gratitude, the cooperation that he received from Miss T. Sears, 

Librarian of the School of Commerce at Purvis Hall. The 



vi 

proapt and efficiant service of her staff, particularly 

Miss Joan Hill and Miss Georgi Phelan, was a source of 

confidence to the writer during the strains of search and 

research of the material required for this study. 

No words can properly convey the indebtedness of 

the writer to his wife for her enthusiastic encouragement 

and for every possible help she gave him in his work. 

Lait but not least, the writer is grateful to 

the Bronfman Fellowship Co.mittee of McGill University 

for providing hill with a fellowship during 1955-56, and 

thus enabling him to begin with his work on the present 

study during that period. 

Duggan House, Montreal. 

June 22, 1958. 

Izzud Din Pal. 



PREFACE. 

CHAPTER I. 

CHAPT ER II. 

CONTENTS 

Page. 

ii 

Commercial Policy - Definition 
and Scope. 1 

The Econo•y of Pakistan. 12 

a.The factors of Economie Develop
ment. 

b.Pakietan's Economie Development. 
c.Pakietan•s National Income. 

CHAPTER III. Export. 56 

CH.APTER IV. 

CHAPTER V. 

a.A model of ~rade Disequilib
rium. 

b.Fluctuations in Pakiatan'a 
Exporta. 

c.Decline in World Demand for 
Pakiatan•e Main Exporte. 

d.The development of Cotton 
Textile and Jute Manufacture. 

e.Export Promotion. 

Importa. 

a.Pakiatan'e Import Policy. 
b.Import Needs and Foreign Ex

change Hequirements. 
c.Invisible Importa. 

Exchange Control. 

a.Developmental and Non-Develop
mental Importa and Exchange 
Control. 

b.Auctioning of Import Licenses. 
c.Prospecte for a Policy of Ex

change Rate Variation. 

113 

137 



CHAPTER VI. 

CHAPTER VII. 

viii 

Terme of Trade. 

a.Various Meanings of the 
Concept. 

b.The Role of the Terme of 
Trade in Economie Development. 

c.Import Capacity. 

Trade Agreements. 

a.Trade Agreements with Various 
Countries einve 1948. 

b.Their Role in Commercial 
Policy. 

c.Bilateraliem and Multilateral
is:m. 

CHAPTER VIII. The Role of Commercial Policy 

158 

172 

in Economie Development. 196 

CHAPTER IX. 

APPENDICES: 

a.The Problem of Surplus Popu
lation. 

b.Agriculture and Induetriali-
zation. 

c.Free Trade Vs Protection. 
d.Tariffs Vs Subsidies. 
e.Criteria of Investment. 

Conclusion. 252 

A. Pakistan's Exchange Rate, etc. 262 

B. Six Year Development Plan. 263 

6. Broad Outlines of the First Five Year 
Plan. 266 

D. Pakistan's Balance of Payaents. 270 

E. Soae Details of Protection to Indus-
tries in Pakistan. 272 



ix 

F. Ecerpts from Public Enquiries Held 
by the Tariff Commission. 282 

G. The Import of Raw Materials in 
Western Europe and North America, 
1953-55 and 1971-75. 286 

Bibliography. 287 



CHAFTER I. 

COMMERCIAL POLICY • DEFINITION AND SCOPE 

I. 

Commercial policy may be defined as 'all measures 
1 

regulating the external economie ~lations of a country.' 

It is that part of government policy which aima at control

ling the composition, the volume, the value, and the direct

ion of foreign trade. In this sense, it aay be taken to 

include all the economie weapons auch as tariffs, trade 

restrictions, ahipping regulations, and exchange 

control. 

The relationship between exchange control and 

commercial policy is delicate and complex. There are many 

aspects of exchange control, auch as the touriste• demand for 

currency or general demand for persona! remittances, which 

may be regarded as outeide the ecope o~ commercial policy. 

Many other forma of currency management auch as the control of 

capital movements and speculation may iapinge, but may not 

have any direct bearing, on the objectivee of commercial policy. 

Last but not least, the techniques of currency management 

1. G. v. Haberler: Theory of International Trade, London, 
1936, P• 212. 
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may be used to promote the aime of trade policy by 
2 

regulating expotts and imports. It is only in this sense 
3 

thet the exchange control be cornes a part of commercia,l policy. 

"Experts and imports may be regul&-ted through exchange rate 

manipulotion including multiple exchange rates, payments 

agreements. and the allocation of foreign exchange on discrimi-

natory or non-discrminatory basis. In so far as exchange control 

wi th all i ts various aspects of curre:n,cy management is causeà. 

by the lack of sufficient funds availavle in terms of foreign 

a,ssets to meet the requirements of international payments over 

the period of time, it may be the direct result of relatively 

low earnings from exporte or relatively high expenditure 

on importa. Such a situation, whether it arises due to struc-

tural reasons or cyclical factors, can be remedied through a 

proper formulation of the techniques of commercial policy 

on the basie of international co-operation. The atmosphere 

of international co-operation itself ma;v create favorable 

circumstances for the relaxation of exchange control. 

2. For a description of the various uses of exchange control 
in Germany and other countries of Europe during the inter
war period, see H.S. Ellis: Exuhange Control in Central 
Europe, Cambridge, Mass., 1941; Marg~ret S. Gordon: 
Barriere to World Trade, London, 1935 ; M.Y. Sweezy: The 
Structure of the Nazi Economy, Mass., 1941. 

3. For further discussion on exchange control see Chapter 
v. 
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II. 

Commercial policy, in reality, is a series of 

administrative actions which a government takes to regulate 

foreign trade, and it consiste of duties, bounties, and prohi

bitions on exporte and importe. These restrictions are 

imposed from time to time under the pressure of the circumstaaces 

which originate from different directions. In the inter

national sphere, the factors such as the economie depression or 

a boom, the membership of a currency block, changes iu demand or 

taste, and changes in a country's competitive position 

will influence commercial policy. In the national sphere, 

there may be group interests pressing for restrictions on 

imports or for special promotion of experts. There may be 

a national plan for economie development with its priorities 

in industrial and agricultural sectors, and commercial 

policy may be regulated to promote the aims of the plan. 

The extent to which the commercial policy will tend to be restri

ctive will depend on the existing level of economie develop-

ment of the country, as well as the targets of the plan. 

We may thus formulate areas of economie gains in which the 

initial guiding forces develop and determine commercial 

policy. These areas may be called the areas of welfare, and 

commercial policy may be regarded as aiming at fulfilling 
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4 
its objectives within its own a.rea as follows: 

1. International welfare in the international 

area; 

2. National welfa.re in the national e,rea; 

3. Welfare of a commercial group (or groups) 

in th~ group area. 

Following the classical argument, the countries entering 

into foreign trade will ge.in by promoting the export and import 

of goods on the basis of their respective comparative adva

ntages. This is the pure theory of international tra.de in 

which t h e principle of comparative cost regulates the composi-

tion of foreign trade, and determines the international welfare. 

It involves an automatic mechanism, and corrunercial policy plays 

no regulatory part in it as there is free trade between the 

countries 

The cle.ssical theory of :interm::,tional trade assumes 

that there is per fect mobility of factors of prodyction, and 

that these factors of production are fully employed. Both 

these conditions, however, may only partially exist in the 

countriee enter ing into foreign trade, In the first place, 

the mobility of productive agents may be imperf ect due to 

ve,r i ous r easons. Secondly , the re may be s erious unemployment 

in one of the trading countries. fvloreover, therc are sorne back-

ward economies which suffer from under-emplo;yment of human and 

ether r esource s . I t is quite rea sonable to a s sume t hat there 

4. Ar gument adapted f r om n.B. Marsh: World Trade and Inves tment , 
New York, 1951. Chapter 22, pp. 348-351, 
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is ecope for them to improve their position through deliberate 

planning. Free trade createa a dual pattern in auch 

economies by encouraging a highly apecialized and progressive 

system in the export sector and leaving the rest of the 
5 

economy backward and stagnant: the total earninga from the 

export sector become an important part of their national in

come, and the cyclical fluctuations become their aignificant 

feature owing to their heavy reliance on exporta. For them, 

free trade on the basie of the exiating comparative coat posi

tion does not provide a stable economie equilibrium and, in 

order to make progreaa, they may have to deviate from ita path 

and adopt a consoious policy for the direction of their 

foreign trade. The question ia: will auch an interference in 

their foreign trade promote or hinder international welfare? 

In other words, if commercial policy ia used to increaae the 

national welfare, will it create conflict with the require

ments of international welfare? In view of the fa§t that 

aome of the basic aasumptions of the free trade model do not 

exist in backward economies, it should be possible for them 

to adopt what J.E. Meade calle the 'modified free trade 

position.' Following his terminology, we shall refer to 

5. H.W. Singer: The ~istribution of Gains Between Investing 
and Borrowing Countries, American Economie Review, 
Papers and Proceedings, May, ·1950. 

The problea of under-employment is more fully iiscussed 
in Chapter VIII. 
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it as 'second beat policy' of promoting international 
6 

welfare. 

The second beat policy must be distinguished from 

beggar*my-neighbor policy and autarchy. The former implies 

international co-operation and understanding, whereas the 

latter, being a series of unilateral actions, may increaee the 

national welfare and benefit domestic employment of the 

country, but may do so only at the cost of the rest of the 

world. These actions, therefore, may provoke retaliation 

from other countries and the initial gains derived from 

them might be neutralized. 

There is no conflict between the aims of commercial 

policy for economie development and the principle of 

efficient allocation of national resources. The proper utili-

zation of resources is the ultimate goal of all economie 

activity, and in oràer to achieve this goal, it is necessary 

to create, as a pre-requisite, a suitable economie and 

social atmosphere in the country. This may, however, require 

a deliberate policy for economie development. In the frame

work of such a policy, commercial policy may be adjusted to 

explore all the possibilities to which the infant industry 

argument draws attention. The problem of the development of 

external economies may also be fitted into this structure. 

6. J.E. Meade, Theory of International Economie Policy, Vol. II, 
Trade and Welfare, London, 1955. 
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What forme should the protective action take is an important 

question which we shall have the opportunity to diseuse at a 

later stage. But as a broad indication of the central idea 

of our analysis, we may here take into consideration the main 

resulte expected from auch a scheme of protective action. Let 

us assume that when a backward country adopte the commercial 

policy for economie development, it has secured the assistance 

of all the necessary factors which, along with commercial policy, 

will etimulate her productive activity. The restrictions impoeed 

by this country on her foreign trade will disturb the pattern of 

her external economie relations with other countries. Let us 

represent the other countriee by country A and the backward 

country by country B. 

The commercial policy of B may be influenced by eome 

group intereet, or as Lionel Robbins calle it, the persistent 
7 

and slow moving force of producer intereet. In this case, 

the main advantage which will accrue will be more favorable 

to the particular prodmcer intereet than to the rest of the 

economy. This may be regarded as a step away from the 

main objectivee of economie development, i.e., the creation of 

benefits for the majority of the people in the economy. 

The country will not gain from auch a commercial policy, as 

it will be followed by a reduction of welfare for the larger 

section of the economy and, therefore, for the economy as 

7. Lionel Robbins: The Economiet in the Twentieth Century and 
Other Lectures in Political Economy, London, 1954, p. 129. 
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a whole. This will have unfavoreble repercuse-ions on A 

through :recluction of B·t~s dP-rnand for .A' s goods or, through 

reduction in B's production pf eY~crt coods. But if we 

aRsurne that the economie development of B is taki:ng plHce on 

the bo.f!is of e phm which po~sesses clearl y determined 

criteria and priorities of develormen~, t h3n one sector of 

the economy may receive precedence over the ether sectors in 

the begin11ing . This may initially create a situa tion similar 

to the above preiio:minance of the :producer interest, but 

the development of one sector may sti:mul ate development 

in other sec tors, and the rest of t he economy me~r t hus be 

compensated in due course. Consequently, the national income 

and welfare will increase and, sub ject to priee and income 

elasticities of demand and supply, there wil l be an increase 

in t he foreign trade between A and B, followed by an increa se 

in the international welfa:re. If the comnercial policy of a 

backward country is properly f ormule.ted on t he basis of t he 

prospective Rdvantages from the utilization of the unused res

curees on the one hand , and on the other, of international 

divis i on of l a bor, i t will put the mechanism of t he na.tiona.l 

and the international compensation in a proper gear. Both the 

advanced country and t he backward country will gain, and the 

r esult wil l be a change in the com.modity structure of 

pro duc ti ve ac ti vi ty in the advanced country , and an increa.se 
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in the propensities of economie growth in the backward country. 

III. 

When we proceed from a simple formulation auch as 

given above to the complex problems of economie development, 

it becomes necessary to examine the proper role of economie 

policy in them. It obviously depends on the relative 

importance of foreign trade for a country's economy. We 

shall assume in our present study that foreign trade a.nd, 

therefore, commercial policy belong to the group of factors 

8 

which play e secondary role in economie development a s they canno1 

be expected to supply the basic stimulus which should 

come from the improvement of economie circumstances 

within the country, and the transformation of her social 

structure. For example, the tariffs, at beat, would 

build up a wall around the existing cost structure of a 

country, and if the domestic investment is not sufficiently 

sensitive to respond to the change in the situation, the 

tariff duty will fail to achieve i ts ob je ct. The sa.me is the 

case with foreign aid. Similarly, an increase in foreign 

demand for the domestic goods will have a multiplier effect on 

the national income, wh ic!_! might just stop at being purely 

inflationary or, on the other hand, might result in an 

increase in real productivity. 

8. A.O. Hirschman: The Commodity Structure of World Trade, 
Quarterly Journal of :Economies, 1942 ... 43, pp. 565-595. 
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This does not mean that commercial policy has 

no importance for a backward country. It is certainly 

capable of providing strong external stimulus to the 

domestic economy and its success depends on the nature of 

responsiveness of the economy. 

We shall, therefore, emphasise during the course 

of our analysis that. within ite limitations, foreign 

trade playe an important part inthe economie de~elopment of 

a backward country, and we shall explain how the techniques 

of commercial policy can be adjusted to increase national 

production in euch a manner as to conform to the require

ments of international welfare. 

IV. 

It is the purpose of this etudy to establish 

a proper correlation between commercial policy and 

economie development against the background of the economie 

evolution that is taking place in Pakistan. We do not 

propose to examine the effects of the techniques of 

commmercial policy as auch, but we shall make an attempt 

to apply some of the cur rent theoretical knowledge 

available on the subject to the problems of trade that 

Pakistan is faced with, in view of her desire for a 

rapid development of her economie r eeources. We shall 
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emphasise various aspects of foreign trQde regulation 

in relation to their influence on the process of 

economie development. But before proceeding with our 

examination of the export and import policies of the 

country, we shall give a brief outline of the economy 

of Pakistan in the next chapter. 



CHAPTER II. 

1 
THE ECONOMY OF PAKISTAN. 

I. 

The ~conomic progress of a country depends on various 

complex factors. Three principal and broad categories of 

these factors may be conceptually isolated: (1) The economie 

circumstances includi:ng consumer demand e.nd the availabili ty 

of credit; (2) The production fu:nction including improvements 

in the factor supply and, (3) The socio-economic propensities, 
2 

in aggregate and by social class. 

The economie circumsta:nces consist of the natural 

factor endowment, the level of per ca pi ta. income, and the 

economie institutions existing in a country. These are, however, 

internal factors; the external conditions also are an 

essential part of this ca.tegory, i.e., the eff ect of 

changes in the national income of other countries t hrough 

chant es in their demand ror foreign goods and services. 

1. In this chapter, there are many references to the First 
Six Year Plan and the :B"'irst Five Yea.r Plan. The necessary 
details of the Plans ere given in the Appendix B and C. 

2. Adapted from E.P. Reubens, Underdeveloped Countries, 
Discussion, Ameri can Economie Review, Papers and Proceedi~s, 
Vol. 43, 1953, p. 127. See also W.W.Xostow: The Process 
of Economie Growth, New York, 1952; J.J. Spengler: Theories 
of Soc i o-economic Growth, Problems in the Study of Economie 
Growth, National Bureau of Economie Research, Princeton, 
1949, pp. 52-53. 
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Changes in the economie circumstances affect pro

duction as well as the techniques and skills of people. The 

economie progress depends on them. But these changes depend 

on what we may call the socio-economic propensities which 

permit or obstruct their course. The socio-economic 

propensities consist of innumerable elements such as 

propensity to consume, to invest, to discount the future, 

and to adopt innovations; they also consist of the entre

preneuria l ability, the spirit of business adventure, the 

social customs and mores, the nature of political institutions 

including their stability, the family and family traditions. 

All the variables involved in the above categories 

may be said to be the cause of backwardness of a country, 

collectively or in different combinations. However, the 

main characteristic of these variables is tha t they are 

interdependent and that it is difficult to isolate them 

for the purpose of determining the goals of economie policy. 

It ie precisely due to their interdependence that upward 

or downward changes in economies tend to be cumulative 

in character. 

All backward countries suf fer from such cumula

tive processes of poverty and stagnation. Some of them 

possess old civilizations; ethers are emerging out of 
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primitivenese for the firet time. In order to break the 

vicious circle of their poverty, they have to improve 

their economie resources, modernize production techniques, 

and develop a proper eocio-economic framework conducive 

to progress. The very nature of the obstacles to auch a 

comprehensive program inevitably require state to assume 

an important role in the process of economie development. 

It is impossible to impose modern techniques on 

an economie system which is unsuited to them. Therefore, 

one important task to be performed by a backward country 

is to create a proper atmosphere for progress, which invo

lves .the removal of feudalistic structure and of primitive 

attitudes. This may be regarded as a gradual but not 

necessarily a 'stage-by-stage' process: the cumulative 

nature of the factors of economie progress implies that 

a change in one sector will have its repercussions on 

other sectors; also, a backward society is in an advan

tageous position in being able to start at a relatively 

higher level with the help of advanced technical 

knowledge available from industrial countries. 

The main objective of a backward country is to 

develop a framework of economie progrees with the help 

of government intervention, so as to bring the economy 
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3 
to what Rostow calls the •take-off' level. In this 

respect, the problems of a backward country are different 

in nature and ecope from the problems of advanced 

countries. At this point, it may be convenient to differ-

entiate between economie development and economie growth, though 

both the terms have been used s~~onymously in discussions 
4 

of underdeveloped countries. Without attaching toc literal 

a meaning to them, we may associate the improvements in 

economie welfare and expansion, quantitative as well as 

qualitative, in production capabilities with economie 

growth. Economie development, on the other hand, may be 

thought of as a process of change from primitiveness to 

the application of capitalist principles, and the develop-

ment of a new social arder. This process involves two 

most important aims of increF.:.sing national income and of 

gainfully absorbing the surplus population. A developing 

3. Rostow suggests a four-fold division of countries: 
(1) traditional, (2) pre- ta.ke off, (3) take-off, and 
(4) growing. According to him, the rate of growth in 
a pre-take off country is not more than 5 % per annum 
compared to take-off where a rise in productive invest
ment from about 5 % to over 10 % and the development of 
one or more substantial manufacturing sectors takes 
place. The Take.off into Self-sustained Growth, Economie 
Journal, Vol. 66, 1956, p. 32n. 

4. For exemple, see W .A.I~ewis: Theory of Bconomic Growth, 
London, 1955; S. Kuznets: Economie Growth: Brazil, India, 
Japa.n, Princeton, 1955; W.W. Rostow, op. oit. 
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economy, unlike a growth economy, is not beset with the 

problems of stability at a high level of production and 

of continuoue economie change, but of modernization of 

a backward people. In ite initial etages this moderni

zation can be performed on the following linees 

1. To introduce social reforma, both from the 

point of view of community and family life; 

to spread education and technical training; 

to provide opportunities for the improvement 

of skill; and to enco~age the spirit of 

immitation and innovation; 

2. To widen the ecope of division of labor 

by extending the use of money, by expanding 

markets and by introducing change from 

crude to relatively aodern techniques of 
5 

production; 

3. To increase demand mainly by providing 

income through employment, by introducing 

new and varied productive activities, and by 

expanding exieting production; 

4. To inerease capital, in stock as well as in 

flow, by increasing effic1ency of monetary 

institutions, use of machinery, tools, buildings 

and transportation. 

5. R. Nurkse, Problems of Capital Formation in Underdeveloped 
Countries, Oxford, 1953, p. 5. 
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Thua, there are four fundamental factors which are 

relevant to the economie development of a backward country: 

social reforme, division of labor, demand, and capital. We 

may call them the four aidee of the complex proceee of capital 

formation. As we ehall note later, this proceae impliee 

eome dependence on foreign aid in the form of external 

eavinge and technical know-how due to the maagre dont•*tic ·e~yi:rtge 

and capital equipment of a backward country. This explains 

the heavy reliance of developing economies on th.e iinport of 

capital goods and services which resulte in balance of 

payments difficulties for them. We propose to examine aome of 

theee difficultiee in the next two chapters. Here, we ehall 

describe, in broad outlines, the developing economy of 

Pakistan, in the light of the above factors of economie progreas. 

II. 

Pakistan's present economie position is the result of 

complexes of factors operating in the paet history of the 

Indian subcont~ent as well as in the current developaenta 

taking place in the country since its establishment in 

August 1947. The heritage of the paet is significant as it 

ahaped the pattern of economie and political life in what is 

now East and West Pakistan. At the time of the Moghal 

Empire, India was a poor country, but there was a small 

privileged class patronized by the court. The great 

majority of the Indian people eked out their living from 
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agriculture. There were scattered groups of artisans and 

craftsmen whose main source of survival was the demande of 

the luxury class. Large ecale construction of monuments, 

tombe, and palaces also provided employaent to the common 

man. When the East India Company established itself in 

India, it mobilized the economie resourees of the country to 

ereate a colonial pattern which subordinated India to British 
6 

political and economie interests. By 1857, when the transfer 

of power from Company to the Crown took place, the colonial 

relationship had been firmly established. After 1867, the 

British enterprise brought further colonial pattern, as the 

Indian economy was developed in the field of raw material 

export. 

Far more important in its economie impact was the 

division of the country into British India and Princely India, 

established by the Company and later confirmed by the British 

government. In princely India the main re sul t was ·the freez~:ag 

of poli tical statue quo; In British India, ·tb.~ .abseutee· ~a:ad

lordism and feudalism, which had emerged out of the political 

chaos existing in the country during the period under consid

eration, were not only accepted and recognized but 

positively encouraged on the basie of the political 

game of 'give and take.' The stabilization of princes 

and landlords not only set a style of lavieh expenditure 

and economie waete, but it discouraged enterpriee, eaving, 

6. Helen B. Laab, The S~ate and Economie Development in India, 
in Econoaic Growtb, s. Kuznets, op. cit., pp.467-68. 
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and investment. It :put the rural :population at the merc y of 

the over-lords who emule.ted the consu.mption habits of the 

foreign rulers but f~::tiled to imbibe the ir spirit of enterprise. 

In this superstructure, the development of 

transportation undertak~n by the British India governme:ut., 

hindered rather than fostered the economie progress. It was 

plannec1 witb Fritish ends and there was no i mpetus to its 

evolution from the indigenous forces. In the r ealm of b'"".nking, 

the indigenous banker, side by siCl A the protrac ted devel op-

ment of British commercial bankine, crea.ted the monetary 

institut ions which did not conform to t h e situation in. t he 
8 

country. There were no dynamic economie movements which 

could raise the standard of living of the people a:c.d absorb 

the surplus population in a productive manner. In 

agriculture, unlike indus try, the surplus population can be 

absorbed through the expansion of family or household s ystem, 

which is genere.lly the uni t of l a bor force on l and in 

backward countries. This trend operated in full swing 

in the India.n society, and saved the lives of t housands of 

7. Wi thout ente ring into the controversy of what would he.ve 
happened to the Indian economy if the British had not 
conquered India, our purpose is only to emphasise the impor
te.nce of the memergence of agricul tural elit e, particularly 
in what is now known as West Pakistan. 

8. 'For sorne time India had been a museum of miscellaneous 
British institutions and practices. Central banking ••••• came 
very late •••• and •••• it was set up on the Brit ish model and 
was in :rw way designed to meet the particular 11eeds of 
the India.n situatio:n.' Helen B. Lamb, op. cit., pp. 485-86. 

7 

j 
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people, though only on a subsistence level and interrupted 

only by periodic natural and other calamities, which 

relieved the land of its pressure of population. 

In this atmosphere, some industrial activity 

developed,in spite of unfavorable circumstances. The 

First World War provided the major impetus and the post

war period saw the new struggle of tariff policy in the 

country. This industrial activity, however, took place 

almost entirely outside the areas which now comprise 

Pakistan. These areas continued to supply raw materials 

for export as well as for consumption in the newly 

developing industries at home; and the main source of 

employaent for the people of this area continued to be 

agriculture, army, and to some extent, civil service. 

After the introduction of provincial autonomy this 

pattern had a profound influence on the political and 

social life of theee areae. The administration of pro

villcial govei'lUien.te, particularly in West Pakistan, came 

into the hande of the landlords for who• urban growth 

was a sign of potential danger to their own exis~ence, 

and economie reforme were unthinkable beyond the intro

duction of lifeless tenancy laws. 
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These factors serve as an important background to 

the Pakistan of today, and e.xplain the political fiasco the 

country has been faced with since her independance. 

III. 

According to the 1951 census, the population of 

Pakistan waa 75.84 million which, according to an 

Table I 

Population of Pakistan 
( Thousands) 

I. 

Year. Total. East Pak. West Pak:. 

1941 70,400 42,300 21,200 
1951 75,842 42,150 33,692 
1953 80,062 
1955 82,240 45,700 36,540 
1960 .!1 88,420 49,000 39,420 

II. 

Are a. Urban. % of Total. Density. Male Female. 

Pakistan y 7,863 10.4 208 40,299 35,633 
Karachi 1,068 94.9 1,387 646 480 
East Pak. 1,844 4.4 777 22,039 20,024 
West Pak. 4,950 15.2 105 17,524 15,129 

Source: Statistica1 Year Book, United Nations, 1955; 
Central Statistical Office, Karachi. 

1. Projection. 
2. Figuree are for 1951. 
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Table II 

Age Distribution 

Age Group 

All groupe 
0-9 

10-19 
20-29 
30-39 
40-49 
50-59 
60-69 
70 and over 

Obeerved 

100.00 
28.3 
25.0 
11.6 
11.7 

8.5 
5.9 
2.9 
2.1 

Corrected 

100.00 
28.1 
22.3 
17.2 
12.2 
8.7 
5.8 
3.5 
2.2 

Source: The First Five Year Plan, op. oit. 

Table III 

Life Expectancy 
(India) 

Year 0 20 40 60 

1890-1911 
Male: 23.63 28.59 17.91 9.53 
Female: 23.96 28.64 19.12 10.02 

1921-1931 
Male: 26.91 29.57 18.60 10.25 
Female: 26.57 27.08 18.23 10.81 

1941-1950 
Male: 32.45 33.03 20.53 10.13 
Female: 31.66 32.90 21.06 11.33 

Source: Statietical Year Book, United 
Nations, op. oit. 
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9 
estiœate, had increased to 82.43 million by 1955. The 

density of population in 1951 was 208 persona per square 

mile. 

The growth of population by age, sex, quality 

of people, education, training, geographical distribution, 

and occupations provides important demographie variables 

a:fi. economie developaent. They determine the aize of labor 

force which directly affecte the procese of economie 
10 

change. Table I gives the data on population of the 

country in a sumœary form. It indicates the predominance 

of the male population over the female, which perhaps is 

due to the higher rate of infant mortality &8 the latter 

group. The growth of total population of the country 

is between 1 and li per cent per annua. Only 10.4 per 

cent p1iople of the country are urban; the breakdown of 

statistics reveale that West Pakistan is more urbanized 

than East Pakistan. 

9. 'It is generally believed that the urban population was 
under-estiaated to the extent of, perhaps, 5 percent. If 
proper allowance is made for this under-enumeration, the 
figure that is generally accepted as reliable for February 
28, 1951 is 76.23 aillion for the country as a whole, of 
which 42.15 million were in East Pakistan and 34.08 million 
in West Pakistan.' The First Five Year Plan, Karachi, 1955, 
p. 209. 

10. J. J. Spengler, Demographie Patterns, in Economie 
Development, edited by H.F.Wil1iamson and J.A.Butteriek, 
New York, 1954, pp. 63-102. 
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Table IV 

Labor Force - 1951 
(Millions) 

Statue. Pakistan East Pak. West Pak. 
No. % No. % No. % 

Total Popula-
tion. 73.9 100.0 41.9 100.0 32.0 100.0 

Civilian labor 
force. 22.7 30.7 12.9 30.7 9.8 30.7 

Agrieultural 17.1 23.1 10.7 25.6 6.4 20.1 
Non-agricul-

tural 5.6 7.6 2.2 j.l 3.4 10.6 

Self-supporting 
but not in 
labor force 0.4 0.6 0.1 0.3 0.3 0.9 

Dependants: 
Under 12 years 

of age 26.8 36.0 15.2 36.3 11.4 35.8 
12 years and 

over 24.0 32.7 13.7 32.7 10.4 32.6 

Sourcez The First Five Year Plan, op. oit., Vol. I, p.214. 
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According to the age distribution, nearly 30 per cent 

of the population is below the age of ten and about 20 

per cent above the age of forty. Although no separate 

d.ata are available for Pakistan, Table III, for India, 

indicates that th~ life expectancy is slightly higher at the 

age of 20 than at birth, and cousiderably lower at the 

age of forty and sixty. 

The total labor force, according to the 1951 

census, was 30.7 per cent of the total population of the 

country. This labor force is overwhelmingly masculine, 

partly owing to the predominance, in uumb.er • of the male over 

the female as mentioned above, but mainly due to the 

strong tradition which requires women to stay at home. 

Though accurate data are lacking, this labor force seems 

to be rising at a very high rate; according to the First 

Five Year Plan, there will be an increase of about 400,000 

persons per annum during the plan period. 

As expected, the percentage of labor force in 

agriculture is higher than in other sector&. But it is 

estimated that the proportion of workers engaged in the non~ 

agricultural sectors is rising and, correspondingly, the 

proportion of workers engaged in agriculture is falling. 

According to a sample survey made by the First Five Year 

Plan, the percentage of population engage4 in agriculture 
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in East Pakistan has fallen from 84.0 in 1951 to 73.2 in 

1955; in West Pakistan it has fallen from 66.0 in 1951 to 

53.9 in 1955. At the same time, the percentage of people 

engaged in mining, manufacturing, building and construction 

has been on the increase in both parts of the country. 

There is, however, still a great preponderance of the 

working force in agriculture which poses special problems 

of upward pressure of population in that sector of the 

economy. Perhaps their solution will depend mainly on 

the development. of non-agricultural sectors of the economy, 

the population control, and the general rate of capital 
11 

formation in the country. 

The diversion of population from rural to urban areas, 

however, implies far more than the mere calculation of gain 

in the agricultural sector expected as a result of the 

remedial measures taken to reduce the pressure of workers on 

land by providing increased opportunities in the expanding 

industrial sectors in cities. Human mobility, due to 

strong family affiliations and other traditions, is very 

low in Pakistan. Moreover, the ~ority of the people lack 

the spirit of adventure, are largely illiterate, and are 

11. For further discussion see Chapter VIII. 
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12 
in a low etate of health and efficiency. Economie 

development, in auch circumetances, involves a break with 

the old ways of life and creates probleme of resistance to 

change. This resistance, however, may loee its sharpness 

through a proper education and urbanization of labor 

foree in the country. In the long :i7un there u.y be 

substantial gains to the country in planning for greater 

urbanization and greater iaprovements in the existing 
13 

urban centres than, say, land reclamation. This ie 

an iaportant factor for a developing economy which euffers 

from a surplus of population. 

We may now tur.n to the prtaary producing sector 

of Pakistan econoay. The country ie relatively poor in 

mineral reeources, fuel, and power. It ie rich in the 

eupply of chromite, limestone, and rock salt. It é.leo . 

produces low quality coal, and recently, middle quality 

iron ore depoeits were discovered near Kalabagh in West 

Pakistan. Natural gas was discovered at Sui in Baluchistan 

and ie now being eupplied to various industrial areas 

12. The rate of literacy is 10 per cent aecording to the 
1951 census. As for health, aain probleas are food, 
cliaate, sanitation, and superstitions regarding the 
use of aedicines and doctors. 

13. s. Enke, Speculation on Population Growth and Economie 
Developaent, Quarterly Journal of Economies, Feb., 1957, 
pp. 19-35. We have ueed the tera urbanization to aean 
change in the mode of living and the use of proper 
faoilities in the home as well as outside. 
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Table V-a 

Mineral Production (Thousand tons) 

Year. Chromite. Limestone. G1"p&WI.. Rock Salt. 

1947 20.0 341.6 15.9 
1948 18.0 346.9 -- 150 
1949 16.9 279.4 14.2 201 
1950 18.1 303.3 16.7 137 
1951 17.5 344.0 22.8 142 
1952 17.0 672.4 28,8 125 
1953 23.0 878.9 27.2 146 
1954 21.9 822.0 31.2 147 
1955 28.4 886.5 28.5 140 

Source: Central Statistica1 Office, op. cit. 
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Table V-b 

Fuel & Power 

Year. Coal. Crude Refined E1ectric Enerfi;y; 
(000~ Petroleum Petroleum Producta Total Doaestic Iaported 
tons (OOO,IG) Mo tor kerosene (000, (OOO,Kwt) (OOO,Kwt) 

Spirit 011 (000, Kwt) 
(000, IG) 
IG) 

1947 358 13,203 -- -- 70,389 51,537 18,852 
1948 241 17,022 2,796 423 201,875 129,026 72,849 
1949 332 32,942 6,106 994 225,114 164,482 60,632 
1950 437 44,835 10,415 2,061 242,858 171,651 71,207 
1951 506 47,194 11,157 1,834 299,354 225,094 74,260 
1952 599 55,430 15,101 2,323 349,925 305,316 44,609 
1953 584 61,676 16,950 2,385 429,714 410,518 19,196 
1954 554 68,067 19,076 2,825 505,306 488,845 16,461 
1955 543 72,354 19,415 2,804 -- -- .... 

Source: Central Statistical Office, op. oit. 

Notes IG meane International Gallons. 
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including Karachi by the Sui Gas Company. The gas reserves, 

according to an estimate made in October 1955, are equal to 

four trillion cubic feet, roughly equal to 143 million 

Table VI 

Consumption of Fuel & Power 
(1949) 

Item. 

Electricity produc-
ti on. 

Coal oonsumption. 

Unit per Pakistan. 
OOO,popu-
lation. 

000 Kwt. 1.9 
tons. 18 

Petroleum consuaption ... 11 
Steel consumption. "" 1.3 
Cement consumption. "" 3.6 

U.K. u.s.A. 

1,033 2,296 
3,884 3,473 

327 1,638 
194 364 
148 229 

Adapted from the Colombo Plan, H.M.Stationary Office, 
London. 

tons of coal in heating value. As shown in Table VI the 

consumption of some of the mineral and power resources 

in Pakistan is very low as coapared to industrial oountries. 

IV. 

In the field of agricultural production, the 

major crops of the country are rice, wheat, sugar-cane, 

jute, cotton, tea, and tobacco. The area and production of 

these erops are given in Table VII. The figures in that 

Table indicate that the production of wheat fell considera8~y 

during 1951•52 and 1952-53, while, at the saae tiae, there 



- 31 -

Table VII 

Production and Area of Principal Crope 

Item. 1948-49 1950-51 1951•52 1952-53 1953-54 1955-56 

Million aeree or tons 

Rice: 
Are a 21.50 22.40 22.48 23.02 24.53 23.70 
Production 8.41 8.20 7.76 8.15 9.15 8.41 

Wheat: 
Are a 10.69 10.89 10.24 9.53 10.65 10.66 
Production 3.99 3.95 2.97 2.39 3.68 3.17 

Other ~ood Crops: 
Are a 5.13 5.12 4.61 5.08 5.77 4.96 
Production 1.20 1.16 0.96 0.94 1.33 1.15 

Gram: 
Are a 3.00 2.96 2.31 2.24 2.77 3.10 
Production 0.80 0.79 0.48 0.37 0.65 0.63 

Sugar-cane: 
Are a 0.71 0.70 0.70 0.87 0.96 0.02 
Production 1.03 0.87 0.87 1.09 1.26 1.23 

Oil Seede: 
Are a 1.76 1.90 2.14 1.83 1.92 2.09 
Production 0.31 0.33 0.35 0.27 0.32 0.37 

Million aeree or balee 

Jute: 
Are a 1.88 1.25 1.78 1.91 0.97 1.24 
Production 5.48 4.45 6.33 6.82 3.61 4.66 

Cotton: 
Are a 2.65 3.07 3.38 3.38 2.93 3.19 
Production 0.99 1.52 1.65 1.90 1.44 1.65 

Million aeree or lbs. 

Tea: 
Are a 0.07 0.08 0.08 0.07 0.08 0.07 
Production 33.60 37.86 53.00 52.00 52.00 54.00 

Tobacco: 
Are a 0.16 0.18 0.18 0.18 0.19 0.24 
Production 141.92 162.40 178.95 167.10 201.10 262.04 

Source: Central Statistieal Office, op. eit. 
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• 1 

was a corresponding increase in the production .ol · jutp_. t~bacco • .... 
tea • and cotton. This shift from food c>rops ta cash c·rops 

may be explained by the priee changes that followed the Korean 

War boom of 1950-52. This also indicates the lack of 

planning in agriculture. 

The economy of Pakistan is potentially self-

sufficient in food. at least at the present level of her 

income and demand. Perhaps her food shorta.ge- is caused 

by the peculiarities of priee mechanism. Or. perhaps, as 

the official viewpoint often emphasises, the cycle of 

'too little :rainfall followed by too much ot it' also 

affects the country's capacity to produce food for her 

people. Whatever the causes may be. the country relies 

on the import of food from abroad to compensate for the 

shortage of the domestic supply. Between 1947--and 1955. 

about 1.5 million tons of food grains were imported from 

abroad. With further increase in the income and the standard 

of living of the people. the problem of foie! supply will 

assume e gree.t deal of importance; the upward pressure of 

population also will pu.t he avy struains on i t. 

Agriculture i s the most impor tant sector of the 

PHkistan economy, in being the ma jor source of emplo y-

ment and income in tbe country. Out of the total aree. 
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of 233 million acres, about 26 per cent is under culti

vation, 3 per cent under fore1t1~ 12 per cent classed as 

'culturable waste', 24 percent as unculturable waste land, 
14 

and 35 per cent as unclaesified land. 

Agricultural productivity per person and per acre 

is very low in Pakistan as coapared to that of advanced co·ùlntries. 

No reliable data are available, but the following Table 

gives a comparison of yield per acre between Pakistan 

and a few selected countries: 

Table VIII 

Yield per acre of Land 

1950 
(lbs per acre) 

Country. Wheat. Maize. Paddy. 

U. S. A. 1,026 2,055 2,144 
U. K. 2,166 --Japan. 1,332 1,036 3,361 
France. 1,392 946 2,293 
Egypt. 1,620 1,859 3,519 
Pakistan. 768 946 1,249 

Source: Economie Appraisal Committee Report, Kârachi, 
1952. 

The main cause of low agricu1tura1 yie1d in 

Pakistan is perhape the pressure of population on land, 

which unnecessarily increases the size of the labor unit 

per acre. The other causes are the land tenure system, the 

14. The First Five Year Plan, op. cit., Vol. II, p. 21. 
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state o~ health and efficiency of workers, the deficiency of 

water supply, the de~ective methode of production, the ineffi

cient marketing techniques, and the shortage of capital. 

Land tenure is the core of the agricultural problem. 

The defective system of ownership and management can result in 

serious eetbacks to efficiency of production and cause eharp 

inequalities o~ income. It is generally agreed that 

Pakistan's land system is in need of drastic reforme. 

Whatever work has been done in this regard in the country 

falls far short of the magnitude of the task, particularly 

in West Pakistan. East Pakistan is considerably ahead o~ 

West Pakistan; there, the State Acquisition and Tenancy Act 

of 1950 provides a basie for the removal of absentee land

lordism. In West Pakistan, the land tenure system is primi

tive and positively inimical to progress. The land pwners 

of that part of the country are the absentee landlords who, 

in spite of being an insignificant minority, hold the greater 

part of the cultivated land in their ownership. This 

concentration o~ land has been responsible for various poli-
15 

tical, social and economie maladjustments in the country. 

15. "While taking stock of the conditions in the country, 
one is struck with their similarity to feudalism. Under 
the landlord system the cultivator has no real stake in 
li~e and can feel no interest in his land. He can have 
no higher motive than to continue to exist as beat he 
can without righte, without opportunitiee and without 
statua or dignity. The feudal lord exercised his powers 
direct, while the landlord in this country, no longer 

(Cont ••• next page: 
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v. 

As compared to agriculture, the industrial sector 

has made better progress in Pakistan. After the partition 

of British India, the areas which became part of Pakistan 

were seriously deficient in industrial activity. Accor-

ding to a survey made in July 1948 there were only about 
. 16 

9 cotton mille with 166,688 spindles in the country. 

Among other manufacturing activities were sugar and cement, 

but their annual production was far below the national 

requirements. The country did not produce even the 

simple and ordinary consumer goods. However, as Table IX 

indicates, rapid development had taken place in certain 
17 

sections of large ecale industries by 1955& there had 

been an increase in the value of production of jute 

baling by 103 per cent, of cotton cloth by 300 per cent, 

of sulphuric acid by 500 per cent, steel smelting by 

Cont. from page 34 ••• enjoying judicial and administrative 
powers, usee his position and influence to preserve his 
authority. This situation is incompatible with a progres
sive society. The needs of industry, transport and 

• 

social services demand that the cultivator should produce 
not only for himself alone but also for a nation wide and 
in many cases a world wide market.• The First Five Year 
Plan, op. cit., Vol. I 1 p. 118 • 

16. Pakistan Institute of International Affaire, Introducing 
Pakistan, Karachi, 1949, p.l4. 

17. Large ecale industries are defined as those which employ 
20 or more workers, according to the Factory Act of 
Pakistan. 
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414 per cent, steel re-rolling by 1,716 per cent, cement 

by 108 per cent. Also, new plants with large capacities 

for manufacturing had been installed in glass, paper, 

jute, cigarettes, and caustic soda industries. 

This is a spectacular development. Yet it is no 

more than a beginning of the process of manufacturing for 

a country which was almost entirely agricultural at the 

time of its establishment. 

As mentioned before, Pakistan is faced with the 

problem of rapid annual increase in her population. This 

is an explosive situation as the country is already over

populated. The question is where and how to absorb the 

rising labor force in the economy. According to an 

estimate made by Colin Clark in 1951, there is little 

ecope for further employment in agriculture in East 
18 

Pakistan. On the other hand, in West Pakistan, there 

is extra land available, but the shàrtage of water, 

according to him, limite the absorption capacity there 

to 730,000 cultivators as against 570,000 already reported 

to be engaged in agriculture on the basie of the 1951 
19 

census. 

18. Pakistan Economist (Karachi), December 25, 1952, 
pp. 11-12 and 25w26. 
See also Economie Appraisal Committee Report, op. cit., 
pp. 77-78. 

19. Ibid. 
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Table IX 

Summary of Production of Large Scale Industries 

Value of Perceatage 
Sector. Unit. Quantity Production!( change -

1948 1952 1954 1948 1954 1948*50. 
Agricultural Pro-

cessi:r;UP 
Cotton g~ing. OOO,tons 161 247 265 360.0 610.0 69 
Jute baling. Million bales 1.1 3.7 2.2 121.0 246.0 103 
Tea manufacturing. Million lbs. 43.5 53.1 55.8 87.0 116.6 28 
Cigarettes. Millions -- 3,170 4,588 -- 67.8 All new capacity 
Sugar. OOO,tons 7 64 76 -- 98.0 

Textiles: 
Cotton cloth. Million yards 88.0 174.2 345.3 86.7 347.8 300 
Surplus cotton. 

yarn. "" "" 6.20 19.98 99.94 11.7 190.8 1,630 
Woollen & Worsted 

yarn. Million lbs. -- 1.54 7.5 -- 34.0 A11 new capacity 
Jute goods. OOO,tons -- 17.57 53.14 -· 64.7 All new capacity 

Chemicals: 
Sulphuric acid. OOO,tons 0.3 0.7 1.4 0.1 0.6 500 
Matches. Gross boxes 650 546 9,528 2.2 33.2 1,550 
Rosin & turpentine.OOO,tons 1.8 2.2 2.3 0.7 1.0 43 
Petroleum Refining.Million gallons 10.6 48.5 61.1 6.2 36.0 500 

Enp;ineerin~: 
Steel mel ing. OOO,tons 2.0 7.8 10.0 0.7 3.6 414 
Steel re-rolling. OOO,tons 3.0 27.0 69.0 1.2 21.8 1,716 

Adapted from The First Five Year Plan, op. cit. 
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Industria.lization, a.t least in i ts initial ste.ge~, 

may not provide a satisfactory solution to over-population; 

but i t mHy geners.te, wi thin a reasonable period of time, overal l 

social R.:nd economie forces which may bene fit the economy 

and cree. te axt:ra avenues of em.ployment for the people. The re 

is a vital interdependence between agriculture and industry 

from the point of view of economie protress. 

The high rate of growth of indust ries in PskistR.n 

such as cotton textile and cotton yHrn du:ring 1949-55 

wRs n1.:1i:rüy due to the industrial polj_c~r of the government. 

The sev~re exchane;e control necessiteteè. hy t he e.carci t y 

of foreign exchange during that period also hP. l rled 

this growth substentia.lly. The first announeement of 

industriel IJOlicy of thP fe ::lp:r ::1 l ;;:;;c>ve:rn.men.t was mP de 

in ~pril 1948. It has become the basis of Rll later 

polie~ developm~nts. In it, the main role of government in 

the industrüüi?;Rtion of the country was defined and the 

main ta.rgets of industria1 development in the state-owned and 
20 

~rivate industries werè fixed. These t~r~ets were later 

20. ' •••• PakiRta.n. Goverrunent propose t:r~s t :for the preeent 
the following should be owned and operated b y the ste. te : 
(1) AJ'llls and l]j.u,YJ 'it ion of war , ( 2 ) Generation of h~rdel 
power, a.nd( 3) I-1anufacture of r ailwa;;r Wf3.gons, teler.,hones, 
telee;raphs and. wireless appra.tus . The Government of 
PakistFP1 :rrtuRt, however, r eserve t he ir right to take over 
or pa.rticipate in a.ny Q.1Jb'er indus try vj_t~l to the securi ty 
or economie well-being of the §tate.' Statement of 
Industrial Folicy, Industry in Pakist an, Ka rachi , 1951, 
pp. 7-8. 
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incorporeted in the First Six Year Plen. In Je..nuary 1952, 

the Pakistan Develo:pment Corporat:Lon was estab1ished which 

cree.ted an insti tutiona1 :pattern highl;:• conducive to 
21 

industrial progress. Ite main object, as defined in 

its charter, was to estab1ish industries such as juteJ 

pa:per, ferti1izers, heavy engineering, shipbui1ding, cement, 

textile, E'!ugar, no.tura1 gas, heav~r chemic81e, chemicals, 

phamnaceuticals, Clyestuffs, and the development of power 

from Sui gas. By the end of June 1955, the Corporation bad 

completecl as many as 19 projects of which 15 were accom ... 
22 

plished during the year 1954-55. 

ImmeCI.iate1;:r after the establishment of Pakistan, 

a ~eneral scarci ty of goods we.s fel t in the country 1 which 

was the result of the large scale dislocation of people and 

their economie and social life, caused by the partition 

of the Penjab and Bengal. The liberal import policy 

:persued by the government during August 1947wSeptember 

1949, allowing the selected items of im:port, relieved to 

sorne extent, the inflationary :pressure in the country. 

In September 1949, when the sterling pound and ether 

currencies of t he sterling area were devalued, Pakistan 

21. Om Prake.sh: Industrial Development Corporation in 
India and Pe.kistan, Economie Journal, March, 1957, 
pp. 40-48. 

22. Om Prakash, op. cit. 
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d ecided not to devalue her currency. Follo~.>~ing that 

decision, various import and exchange restrictions were 

imposed which have remained effective since that time. 

However, there has been one exception: during the short 

spell of the Korean War boom the import restrictions were 

temporarily relaxed and foreign exchange was made 

ave.ilable for various items which otherwise \vould have 

been excluded from the import list. The industrialization 

that started with the establishment of the country and 

under the sole impact of the national enthusia,sm found the 

atm9sphere extremely favorable after September 1949. The 

scarci ty of goods and chances of easy profj_ts encouraged 

the manufacturing activity through private investment. 

It was a haphazard and lop-eided industrial 

development, and efforts were made by the government 

to create a balance through the selection and revision of 

various targets in the First Six Year Plan. Later·.p the 

balanced ~ndustrial growth became one of the main 

objectives of the draft First Five Year Plan. The 

Pakistan Industrial Development Corporation (PIDC) also 

played its part in this direction, and successfully led 

the way towards investment in the long run projects. The 

Corporation may be regarded as a pioneering financial 

adventure in the midst of shy private capital in the country. 
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The commercial banks o~ the country are the 

only custodians of èaviJ38S o~ the people who can a.f~ord 

to save, outside the class o~ hoarders. But until 

recently these banks specialized exclusively in short

term investaents. Even now they are predominantly in 

~avor o~ lending ~or short term working capital purposes. 

Their activities, therefore, have exercised a depressive 

influence on the course of fixed capital formation in 

the country. Under the circumstances obtaini.ng in 

Pakistan, they could have taken a more adventurous view 
23 

in business than their depositore did. 

The general banking structure of the country 

has an air of exclusivenees. The commercial banks 

conduct their business in auch a coap~icated and high

brow fashion that an ordinary citizen hesitates even to 

enter their of~icee, not to speak of wanting to open 

a deposit account. The co-operative banks, which are 

suppoeed to mobilize finances and regulate credit in 

the agricultural sector of the economy, are a weak link 

in the country's banking system. The result is that 

the atmoephere ie not very conducive to ~tie ; mobilization o~ 

23. Of course, it is not a problem only of commercial 
bank&. But other financial institutions auch as 
indus trial banks, insurance companies, etc. , are 
still in a rudimentary stage of development in the 
country as compared to commercial banks. 
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savings of the people whose capacityto_ save is very 

low. Since the large majority of the population is 

rural, and according to rural eustoms the savings are 

kept in family hoards, or in terme of gold and jewellery, 

there is a need for an aggressive financial leadership 

to break the old-established habita. 

The business of the State Bank of Pakistan is 

divided in the orthodox faahion between an issue depart

ment and a banking departaent. The Bank had no authority 

to discount bills for periode exeeeding ninety daya to 

finance agricultural and industrial development projects 

until July 1955, when the State Bank of Pakistan Ordinanee 

empowered the Bank to discount auch bille with a·~turity 
24 

of up to 5 yeare. At the eame time, the Agricultural 

Developaent Finance CorpŒBation wae eetabliahed. What 

effecte will it have on the agricultural eector of the 

country remains to be eeen. 

Before the e•tabliahaent of Pakistan, the 

banking business wae aainly in the bands of the Hindue 

who migrated to India after the partition of the euh

continent and took their business with thea. Of the 

24. Economie Survey of Asia and the Far East, United Nations, 
Bangkok, 1955, p. 44. 
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foreign banks, most of their branches and head offices 

were already in the regions which were outside the demarcated 

boundaries of Pakistan. There was almost a complete 

financial vacuum in the country at the time of her 
25 

independence. The State Bank was established in July 

1948 to take over the business of central banking from the 

Reserve Bank of India, which had been allowed to continue 

to operate in Pakistan after the partition on the basis of 

an Inde-Pakistan agreement. The constmtution of the 

State Bank is broadly based on the Reserve Bank of India 

Act of 1935. In the field of commercial banking, it was 

perhaps to expe,nd banking facili ties for the country 's 

business that the National Bank of Pakistan was established 

in November 1949, though its initial activities were 

directed towards the solution of a serious criais in the 
26 

jute trade. 

The money market in the country has developed 

as a result of encouragement from the State Bank, but is 

still in a rudimentary stage. 

In cities* money 'consciousness' is growing 

rapidly, but it is not certain how much more money 

25. J.S.G. Wilson: Money and Banking in Pakistan, in Banking 
in the British Commonwealth, Oxford, 1952, p. 273. 

26. Ibid. 
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conscious have the rural people become since independence. 

Although they use money as a medium of exchange in their 

ordinary business of life, they still have their tradi

tional mistrust in the use of money as a store of value. 

Even at this early stage of its development, 

the country's monetary system reflects the basic features 

of the economy in its working. The data given in 

Tables X anà XI indicate the net changes in the income-and

expenditu~e flow in diffrr.ent sectors in relation to 

production. The supply of money shows a steady annual 

increase from 1948 to 1956, except for 1952. The main 

forces determining this change are the foreign exchange 

earnings as wel1 as domestic loans, advances and invest

ments. The reduction in money supply in 1952 was 

apparently due to the reduction in foreign exchange and 

in claim on private sector. During that year the 

Pakistan economy suffered from a world wide reduction 

in demand for her raw materials and primary products. 

Since then, the steady increase in money supply has 

been due to increases in foreign assets, and the pressure 

of public and private investments. 

The public finance of Pakistan is a good indi

cator of her developing economy. Indirect taxes and 
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Table X 

Money Supply 

1948 1950 1951 1952 1953 1954 1955 1956 

1,708 1,992 2,468 2,151 2,372 2,575 2,990 3,467 

1,000 980 1,293 1,078 1,206 1,284 1,552 1,471 

2,708 2,972 3,761 3,228 3,578 3,859 4,542 4,938 

76 83 105 90 100 108 127 138 

Source: International Financial Statistics, (November 1957), 
International Monetary Fund, Washington D.C. 

1.Go1d & For
eign Exch-

Table XI 

1948 1950 1951 1952 1953 1954 1955 1956 

ang. 2,622 1,631 2,067 933 935 1,038 1,648 1,659 
2.Claiae on 

Govern-
ment. -- -- 2,270 2,572 2,501 3,055 

3.Claias on 
Provincial 
Govts. -- 98 145 122 177 

4.Claills on 
Priva te 
Sector. 410 770 919 792 802 984 1,183 1,256 

Source: International Financia1 Statistice, op. oit. 

Note: The State Bank prior to March 1952 published all 
data on foreign exchange, sinoe then only on Issue 
Department. Claims on Governmente for the period 
1948-1952 are not availab1e. 
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cuetoas revenues togather make a major contribution to 

the government financee. As shown in Table XII, revenue 

from income tax has increased from Re. 27.0 million in 1947-

48 toRe. 206.6 million in 1956-57, in the budget of the 

central governaent of Pakistan. This ie an increaee of 

13 per cent. This source wae 8 per cent of the total 

budget revenue in 1947-48, but hae increaeed to 11 per 

cent by 1956-57. On the public expenditure aide, defence 

service is the largeet single item on the budget list. The 

long range public investmenta are met from what is call· 

ed th.e capital budget which derives ita income from 

b•dget surpluses, if any, and public loans and advances. 

Pakiatan•s persona! income tax is progressive 

and is applicable to all incomes above Re. 1,500 (about 
27 

$300.0) per annum. The Central Income Tax Act is not appli-

cable to th~ agricul tural income, and provincial agri

cultural income taxee 'do not deserve any serious consid-
28 

eration on account of their aild rates and low yields.• 

Business tax rate ie 16 2/3 per cent of taxable profits. 

Super tax begine above the ineoae of Re. 25,000 and ia 

27. Investment Opportunities in Pakistan, Governaent of 
Pakistan, 1950, Chapter VII, p. 33. 

28. Pakistan Economist (Karachi), Annual 1952, p. 35. 



- 47 -

29 
charged within the range of 12 to 44 per cent. There 

ia alao incentive taxation for industry. The custoas 

revenue is mainly derived from iaport duties, specifie 

and ad valorua. There are export duties only on a few 

items including raw cotton and raw jute. The fluctuations 

in custoas receipts as indicated by Table XII are a 

reminder of the nature of the econoay. The first decline 

in these receipta occured in 1952-53 followed by a 

further decline in 195~-54. In 1954-55 there was a 

moderate increase in these receipts followed by greater 

increases in the next two years. We shall deal with some 

of the important effects of these fluctuations in the 

next chapter. 

VI. 

Foreign trade is an important feature of the 

Pakistan econo•y. Raw cotton and raw jute are the major 

iteas of the country's exporte. As for importe. the 

consumer goods foraed 46.9 per cent of the total iaports 

in 1951-52; by 1954-55 they were only 24.6 per cent. 

Raw materials, tuele. and cotton yarn accounted for 34.8 

per cent in 1951•52 and ~1.2 per cent in 1954-55. On the 

29. Investment Opportunities in Pakistan, op. cit. 
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Table XII 

Central Governaent Budgets 

(selected years) 

(seleeted items) 
(Million Rs.) 

Items. 1947•48 1950-51 1952-53 1954•55 1956-57 

Revenue Recei~ts. 
Customs. 

379.8 1,692.4 1,754.6 1,634.0 1,797.8 
113.7 776.2 612.4 416.0 474.5 

Taxes on Income. 27.0 132.4 175.5 193.5 206.6 
Indirect Taxes 
including fees. 20.3 184.0 266.8 287.2 318.9 

Public Utility 
Services. 172.5 442.2 525.5 544.2 576.9 

Debt Services. 26.8 60.1 63.6 80.4 107.4 
Defence Services. 11.7 48.4 46.4 39.9 38.2 
Civil Administration 
and Miscellaneous. 7.8 48.9 64.4 72.8 75.3 

Revenue Ex~enditure.416.9 1,685.2 
Civil Administra-

1,749.0 1,627.1 1,792.0 

ti on. 28.6 113.3 222.4 162.7 216.4 
Public Utili ty 
Services. 180.9 419.0 468.8 477.1 487.6 

Debt Services. 9.0 69.4 76.1 --Defence Services. 153.8 649.9 725.7 639.7 793.5 

Source: Central Statietical Office, op. cit. 

Note: All figures are for fiscal years starting April 1, of 
the year. 
From 1947-48 to 1954-55 are aetual figures; for 
1956-57 the figures relate to budget estillates. 
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other hand, investment goods were 18.3 per cent of the 

total importe in 1951-52 but they rose to 44.2 per cent in 
30 

1954-55. As indicated by Table XIII, the balance of 

trade of the country has been favorable with the exception 

of 1949 and 1952. The total value of exporte was 

the highest in 1951, then it declined below the 1948 

leve1 by 1953 and remained there during 1954 and 1955. 

As we ehal1 note 1ater, the favorable balance of trade 

hae been mainly due to the severe import restrictions and 

exchange control. The import trade of the country, 

though constantly changing in composition as a result of the 

domestic industrial progress, is far more diversified in 

corrunodity distribution than export trade. With regard to 

geographical disjribution, India and the U.K. together 

received more than 70 percent of Pakistan's experts in 

1948-49. During 1950-51 there was an increase in the exporte 

to the EPU (European PaJ~ents Union) countries, while there 

was a decrease in experts to the U.K. and India, During 1954-55 

the U.K. and the EPU countries together receiveà about 46 

per cent of Pakistan's exporte, followed by 'other countries' 

and Japan. On the import side, India and t he U.K. supplied 

59.9 per cent of the total importe during 1948-49J and during 

1951-52, Japan emerged 2.s t ::,_e largest single supplier. In 

30. The First Five Year Plan. Vol. I. op. cit. p. 195. 
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Table XIII 

Balance of Trade 
(Million Ra.) 

Year. IlaJ2orts 
West Pâk. East Pak. Total West Pak. 

ExJ2orts 
East Pâk. Total 

1947 y' 80 8 88 102 83 185 
1948 863 168 1,031 585 1,049 1,634 
1949 1,181 516 1,697 648 831 1,479 
1950 996 337 1,333 767 850 1,617 
1951 1,238 579 1,817 1,241 1,285 2,526 
1952 1,420 663 2,083 993 769 1,762 
1953 889 318 1,217 797 655 1,452 
1954 826 324 1,152 528 659 1,187 
1955 794 292 1,086 639 866 1,505 

Source: Central Statistical Office, op. cit. 
1. From August 15th to December 31st. 

Table XIV 

Geographical Distribution of Trade 

EXPORTS 

Countries 1948-49 1949-50 1950-51 1951•52 1952-53 1953-54 1954-55 

India. 59.6 26.8 21.8 18.8 9.9 9.1 11.6 
EPU(Be1gium, 

France,Ger-
:many,Italy)11.0 17.1 21.3 23.4 22.4 25.8 24.8 

U.K. 11.6 15.5 12.6 13.9 15.4 17.9 21.4 
China. 1.2 1.8 3.5 12.7 7.5 6.9 2.8 
Hong Kong. 0.5 8.2 4.9 2.7 ;.; 4.4 ;.2 
Japan. 2.6 3.7 13.0 10.9 19.1 14.1 11.9 
u.s.A. 6.4 5.7 6.2 2.6 6.9 6.0 7.6 
Other coun-
tries. 7.0 21.0 16.6 14.9 15.5 15.6 16.5 

IMPORTS 
India. 31.8 24.3 15.1 17.7 13.5 5.3 4.0 
EPU Area 6.4 8.6 11.7 12.6 13.5 20.8 16.4 
U.K. 28.1 25.4 26.4 20.4 28.8 31.8 32.2 
China. 7.3 3.1 6.1 1.2 0.7 1.4 0.2 
Hong Kong. 0.5 0.5 3.3 2.2 0.7 0.9 0.1 
Japan. 1.2 11.0 16.2 23.8 15.4 8.7 16.3 
u.s.A. 8.0 9.8 6.6 6.1 8.7 7.0 9.2 
Other. 16.~ 11.2 1!1 6 
Source: Central Statistical Office, 

16.0 18.2 
op. cit. 

22·2 21.2 
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1954-55 the U.K. and the EPU countries together supplied 

48.6 per cent of the total importe fol1owed by 'other 

countries' and Japan. 

The Bata on the balance of payments as given in 

Table XV confira the fluctuating nature of Pakistan's 

economy. The balance bas been genera11y unfavorable 

Table XV 

Balance of Payments 
(cuurent account) 

1948 1949 1950 1951 1952 

Recei]2ts: 766 1,051 1,363 2,878 1,916 
Jute Ex-
port. 211 376 521 1,226 729 

Cotton Ex-
port. 345 283 549 1,092 807 

Other Ex-
port. 149 182 179 378 166 

Other re• 
ceipts. 62 211 114 182 214 

1953 1954 

1,554 1,275 

579 556 

638 370 

187 224 

151 125 

Pa~ents: 797 1,500 1,511 2,361 2,767 1,432 1,437 
aports on 
priva te 
account. 365 850 976 1,521 1,860 823 807 

Importe on 
other pay-
mente & 
gover:rm.ent 
account. 352 473 333 563 591 383 419 

Other pay-
mente. 79 178 202 277 315 226 211 

Balance. -30 -449 -148 517 -851 122 -162 

Source: Central Statistical Office, op. cit. 
Note: Figuree are rounded off. 

1955 

1,768 

774 

431 

366 

196 

1,482 

716 

498 

267 

286 
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in the period under consideration except for 1950-51 and 

1954-55. The foraer surplus was due to the Korean War 

boom, and the latter was the result of severe import 

restrictions. The deficit of Re. 464 million in 1951·52 

was reduced to Re. 408 million in 1952•53 and to Re. 28 

million in 1953-54 obviously at the oost of a considerabl• 

reduction in trade, as the exporte in this period indicate 

a continuous decline in value from 1951-52 to 1954·55. 

VII. 

We may at this stage recapitulate our arguments. 

Pakistan ia basic ally an agricul tural countrJ" and her 

industries are still at a 'quantitative' level of pro

duction. Rer per capita ineome 1a below $100.00. 

Agriculture is the main source of income which contributes 

about 62 per cent to the total national inoome, as 

compared with manufacturing which contributes only 6 per 

cent. Fluctuations in agricultural production and in 

the export of raw materials affect the prosperity of the 

people of the country. The vast majority of them live 

on subsistence level. Thia subaistence living, from 

generation to generation, leads to lethargy and fatalism, 

and breeds degeneration of the huœan soul. The present 

social and economie framework of the country is defective 



- 53 -

Table XVI 
1 

Net Domestic Product 

(Industrial Origin) 

I 
At Factor Oost Priees of 1949-50 
(Figures in Brackets at current 

factor oost). 

1950 1951 1952 

Agriculture,forestry & fishing, 10,824 10,495 10,919 
y ']/. (10,323) (11,178) (10,.47) 

Mining and quarrying. 26 30 34 
(26) (30) (37) 

Manufacturing, 21 .21 §/ • 1,158 1,223 1,308 

Construction, !/. 
(1,150) (1,218) (1,325) 

Eleotricity, gas, water, and 
sanitary services, ~. 

Transportation, sto~e, and 
communication, • 504 513 529 

(504) (513) (529) 
Who1esale & retail trade, 21 .!Q/ 1,731 1,693 1,767 
Banking, Insurance , and real 

estate, ,il. 51 58 68 
(51) (58) (68) 

Ownership of Dwellings, .!!/. 1,036 1,053 1,072 
(1,036) (1,053) (1,072) 

1953 1954 

11,662 11,636 
(10,471) 

36 39 
(38) 

1,470 
(~.517) 

1,571 

536 546 
(536) 

1,898 1,909 

69 71 
(69) 

1,089 
(1,089) 

1,108 

Cont. next page 
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Table XVI - Continued 

1950 1950 1952 1953 1954 
Public administration and 

defenoe, y V· 858 

il W· 
(858) 

Services, 1,543 
(1,543) 

Net Domeetic Product. 17,731 
Net Factor Income from reet of 

the world. -9 
Adjuetment for change in terme 

of trade 1 W• 106 
National Income. 17,828 

1,048 
(1,048) 
1,576 

(1,576) 
17,689 

-9 

193 
17,873 

1,032 
(1,032) 
1,608 

(1,608) 
18,337 

-14 

280 
18,043 

1,052 
(1,052) 
1,638 

(1,639) 
18,156 

-692 
18,758 

1,049 

1,672 

19,601 

-9 

-406 
19,Q86 

Source: Statistice of National Income and Expenditure, Statistice Papere, Seriee H, 
No. 10, United Nations, New York, 1957. 

1. Year beginning 1 April; 2. Eetimatee of net output of agriculture baaaâ on data 
relating to phyeical output, priees and oosts; 3. This item has been estimated by 
the inoome approach; 4. Construction ie included in services; 5. Electricity etc., 
is inoluded in manufacturing; 6. Includes all services of general government; 
7. Pb.ysical production eatimates have been revalued at base period priees; a. In the 
case of large ecale establishments the correwponding value has been extrapolated on 
the basie of estimatea of population change; 9. The estimates are in current priees, 
the assumption being that the rise in income in this sector is equivalent to the increa~ 
in real productivity; 10. The base period value has been adjusted in aocordance with 
changes in real producta of agriculture, mining and m.anufacturillg; 11. The period value 
has been adjusted in accordance with estimates of population change; 12. Eatimated by 
deflating the current value of exporta in each year, first by an import priee index 
and second by an export priee index; the difference between the two deflated figures 
are taken to repreaent the gain or losa reaulting from changea in terme of trade. 
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in being primitive and out of date. The political struc

ture too, unfortunately, is highly unstable. In these 

circumstances, the socio•economic propensities of economie 

development cannot be expected to work properly and 

effectively. 

There is a need for an agricultural revolution in 

the country including a fundaaental change in the land tenure 

system. Perhaps the emergence of a new industrial élite, 

which would expand with the further expansion of industries, 

would pave the way for auch a revolution. In this respect, 

the progress made by the economy sinoe independance would 

certainly have its important repercussions on the social 

and economie developments of the country. 

The main purpose of this chapter is to provide 

an outline of the developing economy of Pakistan, and to 

serve as a background for the general theme of our argument. 

We have dealt with various controlling factors which 

influence the rate of Pakistan•e economie progress. Being 

an open econoay, foreign trade and other external forcee play 

an impGrtant part in providing the country with etrong 

induced effects. We propose to study them with reference 

to commercial policy. We ehall now proceed with our 

analysie of the role of exporta and export policy in a 

developing economy. 



CHAPTER III 

EXPORTS 

1. 

There is a significant interdependence between 

foreign trade and economie development. The ecope of 

this interdependence is determined by various factors 

auch as the geography of a .country., her aize, her 

natural factor endowment, and the dynaaics of her pro

ductive forces. 

We noticed in the previous chapter that there 

is a deficiency of natural resourcee and induetrial raw 

materials in Pakistan. This deficiency will increase 

with an increase in her manufacturing activitiee. As a 

solution to this problem, the country will have to 

supplement her resources either through t.ports or through 

other means employed with the help of the latest techno

logical developments. In so far as importe will be 

required to augment the domestic capital formation of the 

country, her economie developaent will put extraordinary 

pressures on her foreign trade. Now these pressures 

may be relieved temporarily through foreign loans and 

grants, but in the long run, it is her exporte which 

will obviously determine her capacity to iaport. Exporta, 
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therefore, pl8.y an import8nt rolP- in the progress of 

a. developing eco:nomy. 

Exports generate income and thus affect the 

total national income of a country. Broadly speaking, 

there e.:re three componentA of the netional income: (1) Con

sumption. (2) Domestic investment, and (3) Foreign tr~c1e. 

All these cree.te ëlem~:md for goods and services. This 

à.emaun may be divided into three pe.rts: domestic ùemand 

for domestic goods • domestic demanè_ for foreign goods. e.nd 

foreign demand for domestic goods. Exports are the 

direct reEul t of foreign dem::md for él.omestic goods, and 

chenges in them are reflected by changes in the nationa l 

income. unless their effect is counterbalanced by opposite 

changes in the domestic economy. If we .c.tssume the.t 

chs_nges in ex;crts and domestiv investment take place 

at a f B.ster ra.te th::m the changes in. domestic consumption, 

then we get exports and domestiv investment as the two 

mein variables which determine the national income. The 

ratio of exports to the national income may be low as compared 

with other factors; nevertheless, the role of exports 

in the economy may be highly important. As mentioned 

above, the earnings from exports may determine the level of 

imports of capital goods and thus affect the rate of domestic 

investment. Also, exports may be important for 
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regional or sectoral interests; they me.y influence the 

prosperity of the highly monetized sectors while leaving 

the money or real income of the rest of the economy 

almost unaffected. The fluctuations in exporte or the 

export earnings thus present a convenient focus for studying 

the changes in the national income and the rate of 

economie development. 

Let us assume that the following pattern of the 

national income existe in our hypothetical world of two 

countries, country A and country B. In Chapter I these 

countries were pepresented as advanced and backward 

countries; we may now call them the growth economy 

and the developing economy, respectively. 

Country A has a surplus in her balance of trade 

equal to the deficit of country B. Also, in country B the 

export earnings are greater than the domestic investment, 

and in country A, the domestic investment is greater than 

the export earninge. The unfavorable balance of trade of 

B may be due to her import of capital goods, and the country 

may hope to correct her externa.l imbalaRce in due course wi th 

the help of her development program. But if in the 

meantime her export earnings fall due to, let us say, 
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a decrease in the foreign demand for her goods, then her 

economie troubles will be aggravated as her import capacity 

will be diminished and the iftcome of her people will be 

reduced. 

We have already explained the process through 

which exporte generate income. It is called the export 

multiplier. This multiplier ie derived from the expert 

earnings after making adjuetment for home and foreign 

leakages, and differa for different countries according 

to the magnitude of these leakages. For any country, 

the export multiplier will be the greater, the saaller 

the home and foreign leakages and, vice versa, it will 

be the smaller, the greater the home and foreign leakages. 

Or, in other words, the export aultiplier varies inversely 

with total leakages, home and foreign, of the country 

concerned. 

Now if there is an increase in the exporte of 

country B from $10 million to $12 million, the extra 

income of $2 million will be divided as usual between 

expenditure and savings. If the level of consumption 

in the country has been low, the increase in income 

will result in greater increase in consumption, which 
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will be partly offset by the consequent increase in 
1 

priees. The effects of the i~prease in consumption on 

importe will depend on the nature of the initial income 

Table XVII 
(IY!illion $ ) 

Country A Country B 

1. Consumption. $100 1. Consumption. $80 
2. Investment 2. Investment 

(public & (public & 
private). 15 private). 5 

3. deduct impo:bts. 10 3. deèl.uct imports. 12 
4. add experts. 12 4. add exporte. 10 

Total: 117 Total: 83 

recipients. The rural cultivators would perhaps like to 

spend their extra income on the necessities of life, most of 

which may be available at home. The absentee landlord 

might want to spend his extra income on an imported 

luxury good, and the traders or the middlemen might 

decide to invest part of their extra income, or to spend 

it all on 'maintaining' their high standard of living. 

A part of this increased income may, however, be recei-

ved by the government through export duty or statew 

trading . The government might decide to utilize its 

extra income to finance its development plan and thereby 

increase the national production. The increase in production 

1. The formal multiplier analysis abstracts from the priee 
effects of income changes. 
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or inveetment induoed by the export multiplier will 

creste demand for imported capital goods, since our 

country B is a developing economy and does not produce 

elaborate machines and tools. 

It seems, therefore, that an increase in B's 

income will put heavy pressuree on her importa. Rer 

aarg~l propensity to import will depend on various 

factors, the most important being: 

1. The level of production of consumer 

and producer goods in the country; 

2. The import-content ratio of increased 

consumption, with given marginal 

propensity to save; 

3. The import-content ratio of increased 

investment, with given marginal pro

pensity to inveet; 

4. The increase in demand for domestic 

goods or import eubstitutes. 

The level of production in the country will depend on 

the responsivenese of eupply, which in turn will depend 

on the second and the fourth factors given above, as well 

as on the existing productive capacity of the country. 

The increase in consumption will result in an increase 

in importa, unless the goods demanded are .. available at 

home. I:n the light of the se factors,, i t may ge, 
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assumed that the marginal propensity to import of a 

developing economy is much higher ths.n that of a growth 

economy. 

Returning to our example, we may assume that 

out of the extra income received by country B, 5 per 

cent is saved and 40 per cent spent on imports. On the 

basis of this assumption the export multiplier in 

country B will be 2.2, i.e., each additional $1 million 
2 

will cause a change of $2•2 million in her income. 

If the foreign leakage is higher, say 50 per cent, the 

export multiplier will be 1.8. A significant part of 

the rea.l income change, however, will be offset by the 

priee increases caused by the inherent nature of the 
3 

developing economy. But insofar as the export multiplier 

will induce increase in the production and import of gapital 

goods, the unresponsiveness of supply may not be a 

serious problem in the long run. The major problem may 

be the short sudden fluctuations in the export earnings and 

hence in the export multiplier, which in turn may create 

instability in the economy. 

2. The calculatio:ns are based on the following formula: 
k = 1 where k is export multiplier, s is savings, 
and ifi i"t mma.rginal propensi ty to import. 

3. For the limitations of multiplier in an underdeveloped 
economy, see V.K.R.V. Rao: Income and the Multiplier in an 
Underdeveloped Economy, Indaaa Economie Review, Vol. I, 
pp. 55-67. 
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An increase in B's export earnings will induce an 

increase in the income of country A through B's high marginal 

propensity to import. The induced increase in the economie 

activity in A may not, however, create an increase in her 

demand for B's goods sufficiently great to stimulate a sustained 

increase in B's income. This may result in an unfavorable 

situation for country B. We may explain this case with the 
4 

help of Diagram I. The vertical axis of the Diagram indicates 

the national expenditure, and the horizontal axis the national 

income. The importa and savings are a function of income and 

are represented by the curve Lit§7(y). The curve indicates 

the average 
f-'1-f: ' 

A-I 

propensity to import 

[M~S)(/~// [M+$] ('/) 
~z_ ><+r.< 

~11vs<1> 

and save, 
fxJ= 

B-I 
//A l..t. 

'/ ,., JH.f.. t ..... )-04L Diagram I. 
Stage I. 

and the slope of the 
[/"1-rS]< '1) 

---------1----__ /<;:~ /lV .s'(~) 
/ /'' r.L 

1 / L M J:...c..o,..c. 

curve indicates the marginal propensities. The curves are 

shown as straight lines to simplify the analysis. In the 

Diagram we have M+S = x~I; it is assumed that in x~Id only 

X varies and Id remains constant. 

Diagram B-I indicates an autonomous increase in the 

exporte of B from X~Id to X'~Id. There is a corresponding 

upward shift in LM~§7(y) to L:M~§7(y) in A-I showing an increase 

4. Adapted from C.P. Kindleberger: International Economies, 
Homewood, Ill., 1953, pp. 172-173. 

5. B's marginal propensity to import is higher than that of A 
because she is an underdeveloped country. 
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in A's imports equivalent to B's exports. Country B's income 

will rise from 1 to M; similarly, country A's income will fall 

from 1 to m. Now according to our assumption the marginal 

propensity to import of B is higher than that ofA;this means 

that with an increase in her income from 1 to M, there will 

be an increase in B's imports ( a shift in her /M +§l(y) to 

~§Z(y) ), which will reduce her income fromM toN (Diagram 

B-II~. In other words, country B's marginal propensity to 

A-II 

Diagram I. 
Stage II. 

B-II 

spend back will cause a reduction in the initial iucrease of 
6 

her income. This will have induced effects on A's national 

income owing to an increase in her exports to B. At first, A's 

national income fell from 1 to m when imports from B increased, 

but now it will rise fromm to n (Diagram A-II), the point n 

being either coincident with 1 or somewhere on the left or 

right of 1, depending on the marginal propensity to spend back 

of B. 

It is clear from the Diagram that the high marginal 

propensity to spend back of B will deprive her of the initial 

iucrease in her income. Now what will happen after stage II 

6. The marginal propensity to spend back may be defined as 
follows: ' •••• of the amount spent externally a certain 
proportion will flow back and contribute to income; and the 
size of this flow will depend upon the marginal propensity 
of the 'external world' to spend back.' D.B. Marsh, World 
Trade and Investment, op. cit., p. 252. 
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is too complicated for this Diagram to represent. The position 

of each of the two countries will be determined by their 

respective rate of economie growth i:ncluding domestic 

i:nvestment -- the factors which we have so far assumed as 

constant -- and their respective marginal propensity to 

import and spend back. 

If we take into co:nsideration only Id in the X+-Id 

curve and assume that X remains constant (not given in the 

Diagram), then A's national income will increase as a result 

of her domestic investment. In this domestic inveetment program, 

A' s ma,rginal propensi ty to spend back ( to buy B 's goods) may 

become very low. It is possible that after the initial absor-

ption of B's raw materials and primary products, A's demand for 

these goods is considerably reduced. This may happen as a 

result of the low income elasticity of her demand for foreig:n 

goods during the period of her economie expansion; it may 

be attributed to the technological developments taking place in 

that country, resulting in the manufacture of heavy engineering 

goods on a larger ecale, as well as the widespread use of 
7 

artificial and synthetic materials. This means that at the 

7. The World Economie Survey (United Nations) for 1955 and 
1956 give an account of the main trends in world trade since 
1945; their analysis shows that exporte of primary products 
did not expand in this period in spite of the increases 
in the industrial activities of advanced countries. See 
particularly World Economie Survey, 1955, Chapter II, pp. 50-8E 
and World Economi e Survey, 1956, Cha pter I, pp. 7-39. 
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third or the fourth stages, for which the diagramatical repre

sentation he.s not heen given, country A's economie activity 

will expand further, beyoni stage II, owing to ll.la.e high rate of 

her domestic investment; her national income will increase 

at a faster rate than it would have if her marginal propensity 

to spend back were high. 

With regard to country B, her marginal propensity to 

spend back is high because she is a backward country and 

needs to import the producer and the consumer goods at all levels 

of her national income. At the second stage of the Diagram, 

her national income fell due to her high marginal propensity to 

spend back. Now let us suppose that her impp:tts nainly coisiet 

of capital gooà.s. The capi'Val goods imported at stage II may 

stimula.te her economie activi ty and thus raise her national 

income. This increase in the national income may, a t the third 

or even the fourth stage, increase the pressure of her induced 

importe. On the other hand, if at sts.ge II B 's imported 

capite.l goods had not been received in sufficient quantities to 

generate the required economie activity at bome, then etage III 

or IV may witnesF:~ a further fall in her national income, given 

the same marginal pr-opensity to i mport; there may then be 

an induced reduction in her imports. But it is highly 

probe.ble that her marginal propens i t y to import will hecome 
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low during the downward ~beAe of her economie ectivity, as 

sge will n.eed to me.i!'ltain the import of essentiel good.s 

durifl..g this :period. ( Ini tially there me.y re a su.dden fall 

in i.mports a8 e. re sul t of the reducjüon in t he ex:pendi ture 

on the so-celled non-essential imports, followeJ by the 

decline in. tbe naticre,l in~ome; but after the initial :period 

is over, it may become di1'ficult to have additional .reductions 

in impo:rts). If A's marginal propensity to import also had. 

been high, then perhaps country B could have continued to 

sell her goods to A and enjoy a higher economie activity, in 

spi te of (or perhaps be cause of!) her high marginal propensi ty 

ta import. 

The above anal~rsis shows t hat country B may not be 

able to maintain her income at the high level reached as a 

conse~uence of the initial increase in her exports, unless the 

foreign response is sufficiently strong to bring about 

the sustained induced effects. In spite of being 

oversimplified, the model clearly indicates one factor: 

it is generally assumed that an increase in the national 

income of one country will cause an increase ill the 

national income of the other, and that these increases 

will result in an interaction of the mutually induced 

eff ects Qntil equilibrium is established. In actual 

fact the cross currents of the mutually induced affects 

may be so disproportionate in their intensity as to 
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cause a serious disequilibrium in the country with a 

high marginal propensity to import. 

Should a aountry under these circuastances try 

to derive f*ller benefits through regulation of her 

foreign trade? She might do this in two ways: first, 

by adopting a policy of increaeing exporte of commodities 

other than raw materials, in an effort to increase the 

average income elaeticity of her exporte; and second, 

by adopting a policy of import ~egulatious.. The problem 

and the possible solutions have many implications, and 

it will be useful to analyse them in an eapirical etudy 
8 

of Pakistan's trade. 

II. 

As shown in Table XVIII, Pakistan's export 

trade has ranged between 14 per cent and 6 per cent of 

her national income in the period 1950•54, an average of 

9 per cent. In column 4 of the Table, the sudden rise 

in percentage figures for 1951 was due to the Korean War 

boom; and the fall in the figures pertaining to 1952·54 

is partly explained by the increaee in the national 

incoae of the country. 

a. In this chapter, only the problems of Pakietan's export 
trade are diacuseed; iœports and import restrictions 
are disoussed in Chapter IV. 



1 
Year. 

1950 
1951 
1952 
1953 
1954 

Source: 
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Table XVIII 

2 3 
~Million Re.) 

4 
National Exporte. Exporte as 
Incoae. per cent of 

national in-
come. 

17,828 1,617 9% 
17,873 2,526 14 
18,043 1,762 10 
18,758 1,452 8 
19,086 1,187 6 

For national income eee Table XV!, and 
for exporta eee Table XIII. 

Venezuala. 
Malaya. 
Ceylon. 
Cuba. 
New Zealand 
Auetralia. 
Indonesia. 
Brazil. 
India. 

Table XIX 

53 % 
52 
35 
32 
27 
17 
11 

8 
5 

Source: World Economie Survey, 1955, p. 156. 

Note: Basie of calculation is the year 
1953-54. 
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The ratio of exports to the national income of 

Pakistan is low as compared to that of many underdeveloped 

or high-income primary producing countries. For example, 

it is 53 per cent for Venezuala, 52 per cent for Malaya, 

and 27 per cent for New Zealand. 

The average propensity to import of Pakistan 

is also low as shown in Table XXX in the next Chapter. 

These low average propensities to export and import 

indicate that Pakistau's general capacity to buy foreign 
9 

goods is small. Her main exportable goods are raw 

cotton and raw jute, aud their total value is a small 

proportion of the country's national income. They 

form, however, 80 per cent of the country's exports. 

The economy as a whole, therefore, is not export-bia sed. 

Table XX 

1 2 Ju~e. 4 5 
Year. Cotton. National Total value of 

Income. 2 3 as per cent of 4-. 
1950 470 599 17,828 6 % 
1951 586 608 17,873 6 % 
1952 534 290 18,043 4 % 
Source: Central Statistical Office, and Table XVI. 

9. 'On the whole, the industrialised countries tend to have 
a higher average propensity to import than the agricultural 
countries.' T.C. Chaug: Cyclical Movements in the 
Balance of Payments, Cambridge, 1951. p.27. 
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Pakistan's average propensity to import ie 1ow, 

but perhaps her marginal propensity to import ie sub

stantially high. It is extremely difficult to calculate 

her marginal propensity as no reliable data are available. 

Table XXI 

Percentage Distribution of Export Earnings 

Item. 1948•49 1949-50 1951•52 1952w53 1953•54 1954•55 

Raw Jute. 68 44 50 37 43 49 
Raw Cotton. 21 33 39 46 39 24 
Raw Wool. 2 3 1 4 4 3 
Hides & Skin. 2 3 2 3 3 3 
Black Tea. 2 4 2 2 2 5 
Other Com-
modities. 5 13 6 8 9 16 

100 100 100 100 lOO 100 

Source: Central Statistical Office, op. cit. 

According to various eetimates, the marginal propensity 

to import of countries in agricultural group ranges from 

0.30 for Canada to 0.70 for Austria. 10 An estimate for 
11 India for the period 1920-1940 pute it at 0.12. This 

low marginal propensity to import for India is exp1ained 

with reference to certain institutiona1 factors which are 

peculiar to that country, auch as large spread of increase 

in income due to low per capita income, tendency to spend 

10. T.c. Chang, op.cit., and J.J. Polak, International 
Economie System, London, 1954, p.l39. 

1 
11. V.K. Sastry, India's External Trade - Soae Problems, 

in Indian Economie Journal, Vol. III, 1955-56, pp.71·78. 
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extra iucome ou the uecessities of life, and hoarding. 

In any calculation of the marginal propensity to 

import, the effects of trade restrictions must be taken 

into consideration. During the period of economie expansiou, 

the actual propensity as given in the trade figures may be 

low owing to the export and import restrictions, but 

the potential propensity may be high. The actual or 

the potential propeusity to import of Pakistan is perhaps 

much higher thau that of India. There are many 

reasons for this supposition. In the first place, 

Pakistan has experienced greater scarcity of goods to sat

isfy the ordinary needs of life since independence thau 

has India, whose industrial and manufacturing sectors have 

been sufficiently developed to meet the normal consumer 

demand. Secondly, due to the peculiarities of trade procedures 

in raw cotton and raw jute, the greater part of the export 

income of Pakista:n rema ins in the hands of a few people belo:ng

ing to the higher classes whose marginal propensity is higher 

than the marginal propensity of the actual producer of ~he 

raw materia ls. The potential marginal propensity to import cf 

Pakistan will gradually fall as the country will be able tc 

produce more consumer goods and in increased ~uantities. 

following her industrialization. A better distribution of the 

national income in the economy will also have favorable 

effects from this point of view. We may assume that, at 
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present, the marginal propensity to import of Pakistan 

is actually 0.18 but potentially about 0.40; in other 

words, for each additional dollar the actual expenditure 

on foreign goods is perhaps in the range of 18 cents, but 

if trade restrictions were withdrawn it would be in the 

range of 40 cents. 

A study of Tables XIII and XV (Chapter II, p.50) 

indicates the nature of fluctuations in Pakistan•e exporte 

and export earnings. Further breakdown of the data as 

given in Diagram II and Table XXII, show the changee in 

quantity and value of raw jute and raw cotton as well as 

other important export comœoditieso of the country. The 

fluctuations in cotton were the most violent as its value 

changes were wider than its quantity changes, particularly 

in 1950•51. The behavior of other commodities was aleo 

unstable due to their inelastic supply in the short period; 

for example, the quantitative changes in jute persistently 

lagged behind the changes in its value. Similarly, the 

export quantities of raw wool remained constant from . l9~0~51 

to 1952-53, but its priees changed and the wool export 

earnings fell from Rs. 75 million in 1950-51 to Rs.58 million 

in 1952-53. 
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Diagram II. 
COTTON 
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80 

40 
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90 

60 

30 

Value: 
Million Rs. 

Quarterly 
1949-1952 

Value: 
Million Rs. 

Monthly 
195:J.,l955 

JUTE 

Quarterly J .. ""--"'~~MIP'!!!o~n~t'e'h""'ly~--.J"' 
1949-1952 1953-1955 

. . 

Source: From Statistical Bulletin, Central Statistical 
Office, Karachi, Vol ·. 4, No. 3. 
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Table XXII 

Commodity Ex ports 
(Million Rs. or lbs.l 

Commodity. 12~8-~2 
Qty. Value 

1220-21 
Qty. Value 

1222•2ï 
Qty. Va ue 

122~-2t 
Qty. Va ue 

Raw Wool. 22.4 31 29.3 75 29.3 
Hides & 

Skins. y' 9.8 37 14.4 65 10.2 
Black Tea. 29.9 42 23.6 31 24.7 
Other Coa-
:œ.odities. -- 87 -- 298 --

Source: The First Five Year Plan, op. oit. 
1. Quantity in million pieces. 

58 24.4 

37 8.5 
31 26.0 

124 --

What is the effect of these trade fluctuations 

on Pakistan•s national income? The data in Table XVI 

(Chapter II, pp.53-54) indicate a continuous rise in 

national income between 1950-51 and 1954-55. There were 

50 

28 
56 

195 

strong fluctuations in foreign trade earnings of the country 

during this period. Doee this mean that foreign trade has 

no effect on Pakistan economy? The breakdown of national 

income figuree providesan anewer to this question. For ex

ample, in 1953•54 there was a eharp decline in the terms of 

trade which was compensated by increase in the value of 

minor cropa (not given in the Table), expansion in wholeaale 

and retail trade, government expenditure and manufacturing. 10 

12. For breakdown of figures see National Income Estimation 
in Pakistan, in Statistical Bulletin, Central Statistical 
Office, op.cit., Vol. 3, No. 2. 
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The national income in this period would have been higher 

if the terme of trade had not been so unfavorable; also, 

the foreign exchange earnings would not have declined so 

sharply in 1952 and would not have affected the domestic 

money supply on the one hand, and capacity to import on 

the other, if there had been no wide fluctuations in ex• 

ports. 13 

Pakistan ie not an export economy in the sense 

of being mainly at the mercy of export fluctuations as are 

Venezuela, New Zealand, or Ceylon. Nevertheless, her ex

ports have a direct bearing on her national incomes an 

export multiplier of 2.2 or 4.3 can expose the economy to 

etrong and sharp movements of proeperity and depression. 

But after explaining the importance of these trade 

fluctuations, it is necessary to eaphasiee that they do 

not tell the whole story of Pakistan'& criais in foreign 

trade. There are certainly other relevant factors, 

perhaps lesa epectacular but deeper in their impact. 

During the period under study, the main cause 

of disturbance in Pakistan's foreign trade earnings was 

the abnormal factor of the Korean War. Under normal 

circumstances and with a normal foreign demand for her 

goods, the real danger to Pakistan's exporte is not L 

13. See Chapter II, pp. 44-46. 
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trade fluctuations bJ,tt · a decline in her foreign exchange 

earnings. The income elasticities of foreign demand are 

low for the country's exporte, during the boom period; 

though they are high during the period of declining 

economie activity in the foreign countries. But Pakistan 

has perverse income elasticities for foreign goods; and 

her mt=l. rginal propensity to import is fl'iirly high during 

the boom period for the reasons already stated above. 

In other wor6R• it seems, that Pakistan cannot enjoy 

the fukl benefits of the world economie expansion on 
14 

the ba sis of the present composition of her exporte. 

PaJdsta.ll' e average Qll.Rual eanrl:Rge of foreig». 

exchaage duri:Rg 1949-54 were Re. 2.02 billioll. Acc~rdiag 

to aR estimate of the Firet Five Year Pla•, the foreiga 

exchange earniage for the period 1955-60 will be 

Re. 10,140 millio•, a. average of Re. 2 billio• a year. 

This average is approximately the eame as for the period 

14. Takiag iato accouat the future prospects of the 
textile fibres as 1•dicated by various eco•omic 
reports auch as Paley Commiesio• Report of the 
U.S.A., Aordo• Commissioi Report of Ca.ada, a.d 
the OEEC reports for Europe, o•e ie i•cli•ed to 
believe that there is •ot much ecope for the 
future expa•sio• of the textile fibres 1• i•ter
utio:Ral trade. 

See also Appe•dix G. 
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1949•50. Again, according to the Plan the foreign 

exchange requirements for 1955-60 are expected to be as 

high as Rs. 14,440 million; in other words, there will 

be a gap of an average of Re. 2.15 million a year between 

the expected earnings and the expected requirements of 

Table XXIII 

Expected Earnings of Foreign Exchange 

1955-60 

1. Commoditiee. 
2. Invisibles. 

Total. 

(Million Re.) 

9,190 
950 

10,140 

Expected Requirements 

1. Non-developmental importe 
and invisibles. 9,140 

2. Development program -
Public Sector. 

3. Development program -
Private Sector. 

Sub-Total'2 plue 3) 

Total. 

3,400 

1,900 
5,300 

14,440 

Source: The First Pive Year Plan, op. cit. 

15 
foreign exchange for the above period. The plan assumes 

that the country will pereue a dy.namic f oreign trade policy 

during the period, that the world market conditions would 

remain buoyant, and that loans and grante would be 

15. The First Five Year Plan, Vol. 1, op. cit., pp. 191·207. 
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16 
available from abroad to cover the foreign exchange gap. 

In view of the main targete of the Plan, ite calculatione of the 

developm~:at ·' expendi ture and foreign trade requiremente may 
17 

:aot be: regarded as an over-estimate, but ite 

aeeumptione are certainly formidable. In order to 

examine these aaaumptions we may confine ourselves to 

the problems of trade policy of Pakistan and the prospects 

of her foreign trade. 

III. 

Two pertinent questions arise at this stage: 

(1) How will the economie development of Pakistan affect 

the prospecte of her foreign trade; (2) To what extent 

is the present foreign trade policy of Pakistan suitable 

for her requiremente? These questions may be discussed 

with reference to the following twG main problems of 

foreign trade: 

1. Export stabilization; 

2. Export expansion. 

Export stabilization is a very elusive term. 

It is usually interpreted to mean the etabilization of 

16. The First Five Year Plan, op. oit. 

17. The Plan's estimates for the development expenditure 
in terme of foreign exchange of the country are analysed 
in Chapter IV. 
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priees of an export commodity. Here we are concerned 

only with the combined earnings from all exporta in a 

given period of time. Export etabilization, therefore, 

may be defined as a process of smoothing over-all 

foreign exchange earninge received from various items 
18 

of export. As a basie of trade policy it involves 

a two-fold scheme of action: regulation and diversi

fication of exportable commodities. 

Various schemes of international and national 

regulation of primary commodities have been suggested 

in the economie literature during the laet thirty yeare. 

Due to a lack of effective international cooperation, 

more attention has been paid to national meaeures than 

international measures. Among the most popular schemes 

are the national buffer stocks, commodity currency, and 

priee supports. The firet echeme involves huge financial 

reeources which a backward country ueually cannot manage 

18. The above definition is only intended to broaden 
the ecope of the term 'Stabilization•. In so far as 
commodity etabilization echemes aim at the etabili
zation of priees of a commodity and hence ât the 
foreign exchange earnings derived from that commodity, 
their purpose ie the same as that of 'Export Stabili
zation' as defined above. The main difference between 
the two approaches with regard to commercial policy 
is that in export stabilization the emphasie is shifted 
from a particular commodity to total export earnings; 
and the national policy meaeuree regarding the exieting 
items of exporte viz a viz the new or potential export 
goode become more fl'exible and thus more susceptible to 
the influence of the long run trends of the world economy. 
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to procure. The second proposa! also may be regarded 

as impracticable. It may not be possible for a developing 

economy to allow changes in money supply in proportion 

to changes in commodity stocks. Moreover, the base in 

a commodity currency should be provided by a commodity 

which is expected to remain stable in its place for a 

long time. This may not be so with regard to any of the 

main commodities of Pakistan in view of her transitional 

pressures, the outcome of which remains to be seen. 

The priee support schemes, particularl~ ~he co~~dity 

boards auch as in West Africa, are now generally regarded 
19 

as defective in their operation. On the one hand, 

they do not seem to have been successful in their aim 

of achieving stabilization, and on the other, they have 

a tendency to adopt restrictive practices. In Pakistan, the 

priee supports were adopted for jute and cotton immedi

ately after the Korean boom, when world priees of these 

commoditiee started to be depressed. This interlude 

in Pakistan•s trade policy, which lasted only a few 

months from March 1952 to September 1952, resulted in 

19. See P.T.Bauer and F.W.Paish, Reduction of Fluctuations 
in Incomes of Primary Producers, Economie Journal, Vol.62, 
1952, pp.750-780; P.Ady, Fluctuations in Income of primary 
Producers: A Comment, Economie Journal, Vol. 63 , 1953, pp. 
594-607; Polly Hill, Fluctuations in Income of Primary 
Producers, Economie Journal, Vol. 63, 1953, pp. 468-471. 
See also P.T.Bauer and F.W.Paish, The Reduction of Fluctu
ations in the Income of Primary Producers Further 
Considered, Economie Journal, Vol. 64, 1954, pp. 704-729. 
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20 
huge losses to cotton and jute boards. The priees 

of the two commodities were fixed above the international 

level by the government, and later when even a revision 

of policy could not make the scheme workable, it was 

completely abandoned. Its failure in Pakistan and its 

defective operation elsewhere may be due to the fact that 

the ecope and limitations of the scheme are not properly 

understood. The aim of the scheme is clearly 'the removal 
21 

of random fluctuations around the trend of income.' It 

should not, therefore, seriously delay the adaptation of 

supply to demand of a commodity. This is its main 

objective and also its most important limitation from 

the point of view of export stabilization. 

A priee support scheme, in any form, will have 

only indirect effects on export stabilization. It may 

ensure against undue inflationary pressure in the economy 

in the boom period, or a sudden fall in priees in a 

depression, but it cannat guard against the possibility 

of persistent reductions in export earnings of a commo-

di ty, and therefore in .. a country' a export earnings as a 

20. Pakistan Economist (Karachi), February 10, 1953, p. 5-6. 
There is some confusion about the actual duration of 
the Jute Priee Support Policy adopted by the Government 
of Pakistan which the writer has not been able to clear 
from the sources available to him at the time of writing. 

21. P.T.Bauer and F.W.Paish, op. cit., Economie Journal, 
1952, p. 766. 
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whole. Moreover, a country may be able to influence the 

international priees of a commodity if she enjoys a 

monopoly in its production. But in all probability, this 

aim will be achieved by that country only at the coat 

of unfavorable repercussions in the long run. 

In view of the limited ecope for regulation 

policy, diversification may be adopted as an objective of 

export stabilization. It may be achieved by spreading 

exporta over a large number of commodities and to a large 

number of countries. This will minimize the risk of fluet• 

uations in over-all export earnings unless, of course, the 

world economy suffers from a wide depression affecting 

almost all countries and all commodities at the same time. 

Table XIV (Chapter II, p.50) indicates that there was far 

lees concentration in the geographical distribution of Pak-
22 

istan's exporta in 1954•55 than in 1948-49. The commodity 

distribution, as given in Table XXI, shows that jute and 

cotton together formed 89 per cent of the total exporte of 

the country in 1948-49; in 1952-53 they were 83 per cent; 

their share was reduced to 73 per cent in 1954-55 mainly due 

to a considerable reduction in the export ëtocks of raw co~ton, 

22. In this process of geographical distribution of her foreign 
trade, the sharp reduction in India's share may be regarded 
as the loss of an important market for Pakistan. See Note 
by Zahid Hussain in Economie Appraisal Committee Report, 
op.cit., Appendix No. 30, PP• 351-354. 
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and partly due to the inorease in exporta of aome minor 

commodities. 

Pakistan'a oapaoity to divereify her exporte 

depends on the ecope and variety of her production. 

In order to be able to introduce new oommoditiea on the 

export list, or to expand the supply of the existing 

ones, it ia neoessary for her to develop her commerce 

and industry as fully as possible, and to encourage her 

cottage industries. In general, the cottage industries 

oan expand their production more quiokly than large 

ecale industries. It is said that a large number of 

small items suoh as surg&oal instruments, sports goods, 

resine, cotton $eed cakes produoed by cottage industries 

in Pakistan can be developed as important exportable 
23 

commodities of the country. Their prospects may be 

regarded as substantially good from the point of view 

of foreign trade as perhaps they will meet far lees 

competition and face lese formidable trade barriere in 

other countries, than is generally the case with exporta 
24 

in modern times. Thus, -the diversification of exporte 

will not only reduoe trade fluctuations, it will also 

23. The First Five Year Plan, Vol. 1, op. oit., pp. 199-207. 

24. Economie Bulletin for Asia and the Far East, Vol. III, 
No. 1, Economie Commission for Asia and the Far East, 
United Nations, May 1957, p. 9. 
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increase the country's earnings of foreign exchange. 

This leads us to the second aspect of the problem, the 

trade expansion. 

In a dynamic and an expanding world economy, 

Pakistan can easily expand her foreign trade by 

specializing in the export of goods for which the income 

elasticity of foreign demand is high. The role of 

priee elasticities in foreign trade, however, is more 
25 

complex, and we propose to examine it at a later etage. 

dema•d, 

Given the income and priee elasticitiee of foreigi 

th~ trade expansion may be achieved through 

reduction of external or internal priees of exportable 
26 

goods. The internal priees may be reduced with the 

help of government fiscal and monetary policies, or 

through wage reductions. Now in a developing economy 

auch as Pakistan the existing level of wagee may be 

already very low, and it may be difficult for the country to 

&.d,opt - ~he .. polie y of wage reductions. The mo•~tary u.d 

fiscal policies also may not be able to play their part 

25. See Chapter VI. 

26. The problem of external priees of exporte to foreigners 
and the devaluation of the currency's external value 
is discueeed in Chapter v. 
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effectively, in view of the large financial committments 

made by the public authorities for the economie develop

ment of the country. What measures, then, can the 
27 

country adopt to reduce priees? 

Since inflation is the major problem for the 

economy of Pakistan, the only practicable anti-inflat

ionary measures that the country can adopt are the 

emphasis on increaeing, as rapidly as possible, her 
28 

productivity and the eupply of her goode and services. 

Theee meaeuree imply a complete reorganization of her 

present industrial setup. The fieh industry, for 

example, hae great poesibilitiee for development in 

Pakistan but is primitive and unimpQrtant in aize. The 

same is the case with other emall ecale industries of 

the country. The large ecale industries too are in need 

of rationalization, in spite of being newly installed. 

The textile industry is a typical example of high coat 

27. Does this mean that, in the short period, the internal 
priees cannot be reduced in a developing economy auch 
as Pakistan with the help of the commonly known economie 
measuree, without jeopardizing the developmental procese 
in the country? What is the rmle of import policy or 
devaluation of the currency in this regard? We shall 
trF to answer theee questions in the following chapters. 

28. Since food is one of the basic factors of the coat 
of living index in a developing economy, ite eupply 
and production in relation to the rieing demand of 
the hitherto poorly fed people will play an important 
part in the structure of priees in the country. 
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manufacturing in the country. It is admitted by the 

textile manufacturera that, for the promotion of export 

of cotton cloth, the industry will be faced with the 

main obstawle of high priees. The high priees are 

said to be the result of inefficiency of production, 

which is ascribed to the low productivity of workere 
29 

as well as the lack of technicians. These are indeed 

important factors which contribute to }the high<coliit· of ~ .oloth. 

In addition, the induetry is highly capitalized in the 

form of land, buildings and machinery as everything wae 

bought by the industrialiste at a high coat during the 
30 

period 1949-52. Also, foreign competition, thanks to 

the national trade policy, is absolutely unknwn to the 

manufacturera. 

The above analysis indicates that the diversi

fication and expansion of exporte often involves replace-

ment of one commodity by another on the assumption that 

the new commodity will earn greater foreign exchange than 

the one which bas been foregone. This implies a change 

in the composition of foreign trade of a country. For 

a newly industrializing country, it often means the 

29. s. Saigal, Presidential Address to ALL-Pakistan 
Textile Conference, The Pakistan Times, Lahore, 
March 13, 1954, p. 5. 

30. Business News (Dacca), December 23, 1953, p. 42. 
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processing and manufacturing of exportable raw materials. 

The cotton textile industry is a typical example in Pak

istan. It hae already reached a high level of production 

in coarse and medium quality cloth, above the present neede 
31 

of the country. In jute manufacturing also, there has 

been a remarkable progress, particularly since 1953. How 

will this progress of industries affect the export capacity 

of the country? What chance do the new manufactured prod

ucts of Pakistan have in the world market? 

IV. 

The installed capacity of Pakistan's cotton 

industry was 1.6 million spindles in March 1956. It wae 

to have increased to 2 million spindles by 1957. With this 

increase in capacity, there has been a substantial increase 

in the domeetic demand for the cons~ption of raw cotton. 

31. Progress of Textile Industry, in Karachi Commerce (Karachi), 
Annual 1955, pp.26-27. 

The basic assumption in this matter is that the average 
demand for coarse cloth of an adult Pakistani is 9 yards 
a year. There is no way of checking the validity of this 
assumption. Since the bulk of the population is rural, 
the domestic demand will increase if there is any substan
tial agricultural reform in the country. 

32. Pakistan, Government of Pakistan, Karachi, 1955-56, p.l27. 
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If we assume that one spindle working on a three-shift 

basis will consume approximately one bale of raw cotton 
33 in a year, then with two million spindles there will 

be a demand for two million bales of raw cotton; on the 

two•shift basie it may be reduced to 1.3 million bales. 

On the other hand, the production of raw cotton in the 

country has been equal to an average of 1.4 million ba1es 

a year. This means that, even on a two-shift basis, 

virtually no raw cotton will be left for export after 

meeting the entire home demand. 

Let us suppose, as generally asserted by govern

ment and industrial spokesmen of the country, that the 

Item 

Cotton 
Piece Goods 

Cotton Twist 
and Yarn 

Table XXIV 

1948-49 1950-51 1952-53 

269.3 

112.6 171.0 56.7 

Source: Central Statistical Office, op.cit. 

1954-55 

68.6 

domestic production of cotton cloth has resulted in sub

stantia1 eavings of foreign exchange to Pakistan. Let us 

33. Economy of Pakistan, Pakistan Economist, Annual 1952, p.24. 
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further suppose that these savinge have been as high as 

Rs.500 million per year, an amount equal to the peak of 

importa of cotton piece-goods and yarn reached during 

1950-51. 

The country's foreign exchange earnings from 

the export of raw cotton amounted to an average of Rs.570 

million a year during 1948-1955. Any calculations of real 

savings made during this period will have to include an 

eetimate of losa in foreign exchange due to the reduction 

in raw cotton exporte as well as adjustment for import of 

machinery. parts, and for the capitalization period of the 

industry. Aleo, it will be necessary to account for an 

increase in the consumer demand for imported goods as the 

reeult of an increase in the income of a large number of 

people employed by the industry. Unfortunately, no data 

are available to make auch a study possible. Tentatively, 

it may be said that, from the point of view of foreign 

trade and on the assumption that raw cotton. being an est

ablished item of export, would have bad better chances of 

sale abroad than the newly produced cotton cloth, the indue

trial transformation of cotton hae resulted in a decrease in 

the foreign exchange earninge of the country during the period 

under study. It seems that, owing to the stringent exchange 



- 91 -

control, expenditure on the import gf cotton oloth, on the 

average, would have remained below the 1951 peak figure, in 

any case below the usual earnings from raw cotton exporta. 

Under the present oircumstances, the exportable supply 

of raw cotton has been considerably reduced, and it is 

doubtful whether cotton cloth can take the place of raw 

cotton in the foreign trade of the country. This argument 

may seem to iaply that Pakistan should have continued 

to rely on the export of raw cotton as one of her major 
34 

sources of foreign exchange. On the contrary, our main 

purpose is only to emphasise the problems created by the 

development of cotton textile as an export industry, parti

cularly with reference to the futüre commercial policy of 

Pakistan. 

The world trade in raw cotton and cotton cloth bas 
35 

been on the decline since the Second World War. If this 

trend is any guide to the future, the trade prospects of 

both raw cotton and cotton cloth may be regarded as extreae

ly uncertain, or perhaps dim. The continuous decline in the 

world. demand for natural fibres in general has been due to 

34. Perhaps it is on the basie of this approach that the First 
Five Year Plan envisages an increase of 38 per cent in the 
total production of raw cotton as against a nominal in
crease in the textile spindles. The Plan, op. oit. See 
Appendix C for details. 

35. International Trade in 1956, General Agreement on Tariffs 
and Trade, Geneva, 1957. 
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the technological evolution taking place in the advanced 

industrial countries. With regard to cotton cloth, there 

has been a large scale development of textile industry 

in almost all the countries which have gained political 

independence during the last ten years. It seems, that 

had Pakistan not developed her own textile industry, her 

usual dependence on the export of raw cotton would have 

presented her with an equally uncertain situation. Now 

at least there is a steady home demand for the raw cotton' 

within the country. Perhaps the solution of the paradox 

lies in the development of entirely different kinds of 

products for export to replace cotton. 

v. 

The recent development of jute manufacturing in 

Pakistan introduces an extremely uncertain variable in 

international trade. This is mainly due to the unique 

position of jute with regard to India and Pakistan, who 

are the main producers of the fibre. One of the major 

consequences of the partition of British India was the 

division of the total area of jute production along with 

the division of the province of Bengal: East Bengal was 

left with about 70 per cent and West Bengal about 30 per cent 
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of the total supply of jute. Before partition, East 

Bengal, which is now known as East Pakistan, supplied 

jute to manufacturera in Calcutta. With the creation of 

Pakistan this situation changed and the Indian jute mille 

were left without adequate indigenous supply of raw jute. 

Today, after about ten years, India's jute supply has sub

stantially increased. At the same time, Pakistan's share 

of total world production has fallen to forty per cent, 

but there has been a rapid increase in her jute manufact

uring. The prospects of a severe competition or a cartel 

in jute, therefore, loom large on the horizon. It is very 

difficult to predict the ultimate situation and the ad

vantages or disadvantages that it will hold for India, for 

Pakistan, for the rest of the world, or for the world as a 

whole. It is, however, necessary to understand the main 

trends of the story. 

The atmosphere of hostility that existed between 

the two countries during 1947 and after, directly affected 

their jute policies. From August 1947 to September 1949 is 

the period of customs warfare. There were two main factors 

operating in the background of this warfare. First, as 

mentioned before, the Pakistan supply area of raw jute was 

eut off from the Indian centre of jute manufacturing. This 
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breakdown of the established pattern of jute production 

and distribution created a tension between the two 

countriee. Second, East Pakistan was left without a 

proper port to cope with her foreign trade including ~e 

export of raw jute. Calcutta was lost and Chittagong did 

not possees sufficient capacity to handle any large ecale 

arrival and diepoeal of goods. This situation forced Pakw 

istan to use port facilities available at Calcutta, part

icularly for the export of raw jute, until Chittagong was 

properly developed. India imposed export dutiee on the raw 

jute sent abroad by Pakistan via Calcutta. Pakistan demand

ed a share in those duties. This created a deadlock as 

India refused to accept the demand and Pakistan reacted by 

impoeing her own duties on raw jute moving by land to India. 

India, on the other hand, immediately imposed duties on the 

export of jute and jute manufactures to Pakistan, and later, 

decided to impose her full customs tariff on Pakistan trade. 

In the meantime. the supply of raw jute to Indian jute mille 

was eeriously hampered. An effort wae made to resolve the 

deadlock through a trade agreement signed in May 1948. 36 

This agreement lasted for one year from July 1948 to June 

1949. Both countriee however, were diseatiefied with ite 

36. For further discussion of this and other trade agreements 
see Chapter VII. 
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actual implementation. But during this period Pakistan 

developed and expanded port facilities at Chittagong for 

direct export of jute to foreign countries. Another trade 

agreement to ensure, inter alia, supplies of raw jute to 

India came into force for one year from July 1949; but 

with the non~devaluation of Pakistan's currency in Sept

ember 1949. trade between the two countries stopped and 

the unhappy economie relations which existed since 1947 

now became critical. It was not until April 1950, when 

another trade agreement was signed, in which India vir

tually accepted Pakistan's rate of exchange, that trade 

again started flowing between them. By this time, however, 

Pakistan had already started her huge program of jute 

manufacturing. 

The continued tension between India and Pakistan 

including the non-devaluation of Pakistan•s currency, had 

a direct effect on jute production on both aides of the 

politioal border, as shown in Table XXIV. While in India 

the area of production increased continuously from 1947 to 

1956 except for a small reduction in 1952-53; in Pakistan, 

on the other band, the trend has been erratic both with 

regard to the area under cultivation and production of jute. 

The first obvious impact of the customs wa•fare and the 
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unsatisfactory trade agreement was a sharp reduction 

in jute production in Pakistan, from 1,222,000 tons in 

1947-48 to 595,000 tons in 1949-50. In India, however, 

there was a considerable increase in jute production from 

296,000 tons in 1947-48 to 553,000 tons in 1949•50. The 

situation, therefore, certainly affected Pakistan's jute 

position unfavorably. The port facilities .were insuffic

ient and the stocks of jute were rapidly increasing. There 

were only two alternatives available to the country: either 

to reduce production or to revert to the pre-partition 

position of sending the raw material to India. 

There were serious obstacles in the way of adopt

ing the latter course of action. India was planning to 

become self•sufficient in her supply of jute and Pakistan 

was commi tted to her own declaration 1tD.. start jute man-

ufacturing in East Pakistan. In the light of her industrial 

plans, Pakistan's jute policy perhaps cannot be regarded as 

short sighted. 37 It is said that Pakietan's export of jute 

would not have increased as it did between 1950 and 1952, 

if the Korean war boom had not occurred at tbl~ time. 38 

This may not be true, as the Indo-Pakistan Agreement signed 

37. For opposite views see F.C. Shorter, Jute Production 
Policies of India and Pakistan, in the Indian Economie 
Journal. Vol. III, 1955-56. p,l8-49, 

38, Ibid, Hewever, see Chapter V, p. 156. 
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Table XXV 

Area and Production of Jute 

AREA. 

1947-48 1949-50 1950-51 1951-52 1952-53 1953-54 1954 .. 55 1955-56 

Pakistan. 2,059 1,561 1,711 1,779 1,907 965 1,243 1,634 
India. 652 1,163 1,454 1,951 1,817 1,196 1,250 1,581 

PRODUCnliON. 

Pakistan. 1,222 595 1,073 1,131 1,218 447 484 999 
India. 296 553 590 835 822 559 523 739 

Source: Central Statistica1 Office, Karachi, op. cit., Her Majesty's Station-
ary Office, London, Eng1and. 
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in February 1950 had in any case removed the major 

obstacle in the way of the jute trade. The acceptance 

of statue quo as a guide to future policy at the time of 

independence would have meant, for Pakistan, a continuoue 

dependence on India'e demand for her raw jute; in which 

case, India would have continued to use East Pakistan's 

superior fibre for manufacturing and her own inferior and 

middle varieties for export to foreign countries. To Pak

istan, this would have meant a great loss of foreign ex

change , other than Indian currency, which would have been 

disadvantageous to her interests with particular reference 

to international transactions in hard currencies auch as 

the u.s. dollar. But her ability to export raw jute to 

countriee other than India was limited by the relatively 

meagre jute manufacturing facilitiee available in those 

countries (see Table XXVI). Therefore, from the point of 

view of export expansion. the only solution for Pakistan 

was to establish jute manufacturing facilities within the 

country. 

Table XXVI indicates the development of jute in• 

duetry in Pakistan and givee a comparative data for India 

and other countries. Pakistan's ehare in the world manuf· 

acture of jute is 12 per cent on the baeis of 1955·56, as 
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against 50 per cent for India and 38 per cent for the 

rest of the world. The jute industry of Pakistan had 

an installed capacity of 3,000 looms in 1955, which is 

expected to increase to 12,000 looms by 1960. At that 

time, the total production of industry, at full capacity, 
39 will be about 440,000 tons of manufactured jute. The 

share of Pakistan in the world market by the end of 1960 

will be determined by two main factors: the growth of the 

Indian jute industry and the growth of jute industry in 

other countries. 

As Pakistan is the main supplier of raw jute to 

'other countries', the progress of their manufacturing 

will depend mainly on Pakistan's capacity to export raw 

jute to them, which will certainly decline with an in• 

crease in the consumption of jute by her own jute manufact-

urers. Indian industries, however, are working below their 

total capacity and any ecope for further increase in her 

production will depend on the increase in the production 

of raw jute in India through intensive methode of cultiv

ation, and/or ~ the importe from abroad, which means from 

Pakistan. At present, India enjoys a virtual monopoly in 

the supply of manufactured jute in international trade. 

39. Karachi Commerce, (Karachi), Annual 1955, p.24. 
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Table XXVI 
(Million Rs.) 

July-June. In dia Pakistan Other Value of Value of 
(000 tons). (000 tons). Countries India's Pakistan's 

(000 tons). Jute manu- Jute manu-
facture facture 
Export(lnd. export(Fak 
Rs.). !1 Rs.). g/ 

1947-48 1,076 -- 416 

1951-52 983 1 566 2,401 --
1952-53 928 16 676 1,622 

1953-54 901 49 678 1,106 3 

1954-55 1,029 75 697 1,238 17 

1955-56 1,131 130 772 1,183 68 

1956-57 1,060 145 616 1,192 93 

Source: Her Majesty' s Stationary Office, London, England;- Central-Stat],.sti-
cal Office, Karachi; International Monetary Fund. 

Notes: 1. Figures for April-March of the year. 
2. Figures for calendar year. 



- 101 -

This monopoly apparently is in danger owing to Pakistan's 

entry in the world market with her own manufactured jute. 

It is expected that by 1960 Pakistan's share in the 

world trade of manufactured jute will substantially increase. 

Let us suppose that Pakistan's share of manu

factured jute in the world trade, by 1960, will be 25 

per cent, and India's 75 per cent. What will the pros

pects be for jute under these conditions? Though real 

in terme of the future, it still is a hypothetical case 

and difficult for an e~'ercise of prediction. Apparently, 

it is an oligopoly situation; and the imponderables about 

the situation are noteworthy and may be classified as 

follows: (1) The nature of the demand curve ( or curves) 

facing the two producers; (2) The prospects of priee 

leadership; (3) The nature of priee changes and their 

effect on priee leadership; (4) Relative differences in 

the products produced by each due to differences in 

variety; (5) Production policies as persued by each 

oligopolist. 

At present, the important markets for manufactured 

jute are the U.S.A., Australia, Argentina, South Africa, 

Cuba, Canada, and Egypt. If the jute manufacturing 

activity declines in 'Other Countries' group, there will 
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be a further increase in the world demand for manufactured 

jute of India and Pakistan. Most of the consumera of 

jute are countries which are extensively engaged in agri-

cultural production, and their demand for the commodity 

comes from their requirements for packaging material. The 

elasticity of demand for jute due to low coat of packaging 

in the total cost of production of a good may be regarded 

as low in the short period. In the long run, however, 

the actual or potential substitutes available in the 
40 

world may seriously affect the market for jute. 

The manufactured jute, in being a single product, 

cannot be used as an independent variable for the deter

mination of the world elasticity of demand for jute. Its 

own priee is directly determined by the raw jute pred~oti•• 
41 

policies and priees, other things remaining the same. 

This does not only complicate the analysis but also 

confuses the issue of priee leadership. If India, on the 

basie of her predominant share in manufactured ~ute, ie 

taken as priee leader, then how is her position going 

to be affected by raw jute policies of Pakistan? The 

40. For further d~scussion of elasticity of demand for jute 
see T.P.Chaterjee, On the General Law of Demand for Raw 
Jute, Sankhya, Vol. VIII, 1947, PP• 271-74. Also, T.P. 
Chaterjee and A.R.Sinha, A Statistical Study of the 
Foreign Demand For Raw Jute, Sankhya, Vol. V, 1941, pp.433-3 

41. Shorter, op. cit. 
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world market behavior indicates that Pakistan's priee 

policies exercise a. significant influence on the world 
42 

priees of raw jute. On this basie we may say that 

India is priee leader in manufactured jute amd Pakistan 

in raw jute; and that there will be no fundamental 

differences in their respective positions during the 

next five years. The situatïon perhaps will call for 

oligopolistic strategies between the two producers. 

Will it lead to priee rigidities and result in an in

determinate behavior •~ the jute market? 

Diagram III. 

A 

c B 
/ 

----+--- -;v/ 
1 
1 
1 
1 

j~E 

The demand curve faced by the two countries 

will be different from the monopolist's usual demand 
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43 
curve. It could be a kinky demand curve (Diagram III), 

if the entrepreneurial behavior of the jute industry in 

both the countries indicated that priee increaees by one 

country'e industry were not followed by the industry 

of the other country, but priee reductions were followed. 

On the contrary, the rival industry may decide to 

follow priee increases of the other, at least up to 

a point, with a view to increasing the foreig• exch~e 

earninge. In that case there will be little priee 

rigidity and the kink in the demand curve may tend to 

disappear. 

In the Diagram III, MM' is a continuous 

marginal coat curve. However, it may become discon-

tinuous if one of the two countries is able to affect 

the coat of production and, therefore, the priee of 

jute. It ia, for example, highly probable that 

43. The Diagram from Paul M. Sweezy, Demand under 
Conditions of Oligopoly, Journal of Political 
Economy, 1939, reprinted in Readings in Priee 
Theory, American Economie Association. 

In the Diagram, P ie the kink, CDE ie marginal 
revenue curve, and MM' marginal coat curve. 

See also G.J. Stigler, The Kinky Oligopdly Demand 
Curve and Rigid Priees, Journal of Political 
Economy, 1947, reprinted in the Readings in Priee 
Theory, op. cit. 
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Pakistan as an oligopolist-oligopsonist will be able to 
44 

influence the jute priees. 

The poasibility of priee cutting policies 

cannot be ruled out, although the monopsonist position 

of one of them may introduce an unusual factor in a 

situation of over-all preparedness for an oligopolistic 

war in which, spart from financial resources, control 

over raw material priees may be used as an exclusive 

weapon. The complex situation, as soon as it ripens, 

will be an excellent case for an application of the 

theory of games. 

In spite of uncertainties of the future, it 

is not very difficult to see where the benefit lies 

for both India and Pakistan, and for the rest of the 

world. Looking at the situation from the point of 

view of Pakistan's advantage, her jute policy will 

have to be auch as to allow the country to hold her 

own share vis a vis the existing rival, notwithstanding 

the actual or potential substitutes available in the 

44. In view of the possible erratic behavior of the 
marginal coat curve, it may be said that the usual 
kinky demand analysis is incapable of representing 
the jute case. For further discussion of the limi-
tations of the kinky demand curve see G.J. Stigler, op. cit. 
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world market. In this policy, the security motive will 

have to be given the pride of place as the profit maxim

ization approach might lead to disaster for all concerned. 

It is possible, at the present time, to charge higher 

priees for manufactured jute as the supply has been far 

short of demand since the Second World War, and it is 

possible that a collusion may take place between the two 

rivale. Either of the two alternatives will offer 

temporary gains which will harm the future prospecte of 

jute and encourage the use of substitutes and the tech

niques of large-ecale and bulk packaging. 

VI. 

The case of jute with all its uncertainties is 

no different from that of cotton as considered above. The 

transformation that is taking place in the composition of 

Pakistan 'a foreign trade through lher udustrial:-exj>dsie• is 

not going to be a painless process. There will be no lees 

serious problems to solve when, instead of exporting raw 

material, the country would prefer to export mu- ·: 

l.d'actured goeda. - .. There is a disadvantage to late .. comers 

in the realm of international trade, as it is usually diff

icult to break the existing distribution of markets. This 
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disadvaatage ceuld, however, be everceme by develGpi-s 

extraerdi.ary efficie•cy aad high productivity together 

with aggressive salesma•ship. At prese•t, tgese factors 

seem te be a far cry for a backward ceuatry auch as Fak

ista.. 

I• i•ter.atie•al trade, the substitutie• of a 

precessed er a fully ma•ufactured preduct for a raw material 

e•tails serious difficulties. A ceuatry may •ot waat to 

import ma.ufactured preducts from the same couatry from 

which she receives her raw materials. Therefere, a •ewly 

i•dustrializi.g couatry may be faced with the pessibility 

of breakdown ef the existing direction of her fereign trade, 

and a consequent disruption of her export earnings. This is a 

serieus preblem which the newly industrializing ceuntry 

cannot semve merely by adopting a policy of import-sub

stitute industries in •rder te save the foreign exchange. It 

will be necessary to take measures j• maintain the 

existing level of exporta, if not to raise it. In 

Pakistan, the emphasis fer industrialization has been 

laid mainly on the savings of foreign exchange, whereas 

the increase of foreign exchange is equally an important 

matter. 

The establishment of cotton textile industry in 



- 108 -

Pakistan has been a source of stabilizing influence for 

the domestic producers of raw cotton, who no longer 

have to depend on the shrinking opportunities of export. 

The jute manufacturing, on the other hand, provides a 

challenge and an opportunity to the country to establish 

good~ markets abroad. The situation is full of high 

stakes, but offers greater ecope for economie gain than 

if the country had decided to remain merely a raw jute 

exporter. The economy, however, would not be faced with 

the predicament of foreign exchange earnings if, parallel 

to the development of jute and cotton industries, a 

comprehensive industrial and trade policy had been 

devised to introduce new products for export. Obviously, 

the role of the so-called minor products and goods 

produced by cottage industries is in need of proper 

emphasis, with regard to the expansion of exporta of a 

backward country auch as Pakistan. 

The only measure of export promotion taken 

by the Government of Pakistan until the middle of 1950 

was a series of bilateral trade agreements with various 

countries; then the Import and Export (Control) Act of 

1950 was enforced replacing the Import and Export (Control) 
45 

Act of 1947. It established four categories of export 

45. The &ct of 1947 was one of the British India Acte which 
were adapted by Pakistan. Its main purpose was to give 
controlling powers to the government. 
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control: (1) Where export wae altogether banned; (2) Where 

export wae liceneable; (3) Where export was under the 

O.G.L. (Open General License); and (4) Where export 

was not controlled at all and no export license was 

needed. This Act, at beat, was a negative approach to the 

export promotion, particularly clause No. 3 which 

related to goods available in excess of local require

ments and whose export was subject to regulation in 

terme of quantities and destination. The export O.G.L. 

remained the basie of export policy until 1954 when an 

Export Incentive Scheme wae put into force. 

There was a general diseatisfaction with the 

working of the O.G.L. scheme. The Export Promotion 

Committee appointed by the government to examine the 

export policy,in ite report submitted to the govern

ment in September 1952, summarized the situation as 

follows: 

"In a world of regulated economy it is 
perhaps not possible to get away from 
the shacklee of control but the present 
Export Control Order as it is being man
aged ie not in keeping with the economy 
of this country •••• No doubt, it may be 
necessary to regulate exporte in the case 
of food stuffs or certain essential raw 
materials but certainly the present wide 
control on exporte of major items of raw 

( Cont. • •• ) 
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and manufactured products cannot be 
regarded consistent with the declared 
policy of the Government to develop 
and diversify its export." 46 

The Committee made its recommendation for a 

plan according to which exportera of certain commodities 

"should be entitled to receive a certain percentage of 

the foreign exchange which they earn for the country •••• 

(and this) 9~~9 should be utilized for the import of 

those items which are not eseential to the country and 
47 

are generally termed as 'luxury items'." The suggee-

tion of the Committee was based on the assumption that 

auch a scheme will promote exporta on the one hand, and 

on the other, it will ensure the suppliee of goods not 

generally imported from abroad due to the shortage of 

foreign exchange. 

The Export Incentive Scheme wae introduced as 

a temporary measure in June 1954 with a view to increasing 

the trade of commodi ti es, other than the, items '•f · ex·pert 

'the movement of which to foreign markets has hitherto 
48 

been diêappointing.' According to this scheme, the 

export items were selected and, on the basie of their 

46. Pakistan Trade, Government of Pakistan, Karachi, 
September, 1954, pp. 26-27. 

47. Ibid. 

48. Pakistan Trade, Vol. V, No. 7, pp. 11. 
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earninge, 30 per cent of foreign exchange was allowed 

to be used by exportera to import goods within the · scepe ef 

a prescribed import list. The scheme was extended for 

one year in October 1955 with important amendments. There 

were now two categories of export: primary commodities 

and manufactured products. A retention of 15 per cent of 

foreign exchange was allowed on the former and 25 per 

cent on the latter for import of specified commodities 

by individual exportera. It was to expire in September 

1956 but was extended for another year and was renamed 
49 

Export Promotion Scheme. 

It is very difficult to examine the degree to 

which the scheme has been successful as no breakdown of 

the relevant data is available. The ecope of the scheme 

is limited as the clause of foreign exchange retention 

cannot be expected to provide sufficient encouragement 

to exporte. Perhape a better approach would be to 

establish a proper relationship between the producer, the 

exporter, and the government advisory or regulatory 

agencies, with the sole purpose of keeping in touch 

with the latest trends in the foreign markets. The .la.ck ef 

49. Economie Survey of Asia and the Far East, 1956, United 
Nations, op. cit., pp. 151-52. 
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business adventure and initiative on the part of the 
50 

business firme can be a serious problem in export trade. 

Also, it is necessary to introduce administrative effi

ciency, to standardize the customs procedures, and 

enforce proper grading of export commodities. 

VII 

The basic assumption of our analysis in this 

chapter bas been that, from the long run point of view, 

the ecope for expansion of world trade in raw materials 

and primary products is limited. Perhaps the division 

of countries into agricultural and industrial has 

already become obsolete, and perhaps the new emerging 

pattern is in favor of mixed agricultural-industrial 

economies. In the new world economy, the main sources 

of international exchange will be perhaps the semi-

processed, processed, and manufactured goods as well 

as machinery and services. 

50. 'Canadian sources complain that Pakistani firme lack 
the habit of initiating new transactions and it has 
been suggested tbat exportera should visit Canadian 
International Faire and see for themselves as to how 
they could aeet outside competition.' Reported 
in the Pakistan Trade, op. cit., Vol. VI, No. 11, p. 19. 



CHAPTER IV 

IMPORTS 

I. 

Pakistan's importa oan be olassified into 

three groups as consumer goods, raw materials and fuels, 

and investment goode. All importa of the country are 

subjeot to government control, and the total value of 

import lioenees iesued by the government in any, given period 

of time is determined by the availability of foreign 

exchange during that period. 

As shown in Table XXVI, the average propenaity 

to import of Pakistan waa at the highest point during 

1952, from where it fell oonaiderably during 1953 and 

Table XXVI 
(Million Ra.) 

Year. National Importa. Fer cent of 
Inoome. National Inoome. 

1950 1711828 1,333 1 
1951 17,873 1,817 10 
1952 18,043 2,083 11 
1953 18,758 1,217 6 
1954 19,086 1,152 6 

Source: Central Statiatioa1 Office, op. oit. 

1954, partly due to a riae in her national inoome but 

mainly due to the fal1 in the value of importa. The 

importa of the country fol1ow the exporta in their 
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upward er downward moaements as indicated by a comparative 

study of the Tables XIII (Chapter II, P• 50), XVIII 

(Chapter III, p. 69), and XXVI (p. 113). 

The movements in the balance of trade of 

Pakistan, therefore, seem te differ from those suggested 

by the classical mechanism ef international adjustment. 

According to that mechanism, the exporte should riee 

and importe fall in slump and the importe should rise and 

exporte fall in boom conditions. In Pakistan, the exporte 

and importa rise almest together when active balance of 

paymente eccure (experte fellewed by importe), and fall 

tegether when the balance of payments ie passive ( importe 

falling lees than experte). This may be due te the impert 

restrictions, but they are net an independant factor 

themeelves, as they change according te the ch~ee in 

the foreign exchange assete, The basic explanatien ie 

previded by the nature of the ecenemy: the expert inceme 

generates demand (fer censumptien and investment) which 

has a very high impert-content ratio• and the capacity 

of the country te buy geode abread is determined by 

her ability te sell geode in the foreign markets. 

The abeve pattern of the expert-import movements 

seems te cenform with the Keynsian scheme. If we take 

experts as multiplicand, as dees Harrod, there will be 
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1 
a pesitive cerrelatien between the imperts and the experte. 

The explanatien ef this cerrelatien is that imperts are a 

fmnctien ef the natienal inceme and the natienal inceme, under 

the assumptien, is a functien ef experts. We may express 

the same idea in a different form as fellews: imperts are 

the functien ef fereign exchange reservee and the fereign 

exchange reserves are the functien ef expQrts. 

Fakistan'e impert restrictiene de net influence 

her experts. In ether werds, there are ne induced 

experts in Fakistan's fereign trade: in terme ef the 

aize ef the exporta te Pakistan ef each fereign ceuntry, 

Fakistan's imperts are tee small te affect the natienal 

inceme ef the fereign ceuntries and hence their demand 

fer her experts. 

II. 

The impert pelicy of Pakistan may be divided into 

five periode: ~1) August 1947 to September 1949; (2) Sept

amber 1949 to June 1950; (3) June 1950 to March 1952; 

(4) March 1952 to July 1955; and (5) July 1955 to Decem

ber 1956. The first period started with large ecale 

economie dislocations, but as ~soon as the commercial and trade 
·, J 

1. R.F. Harrod: International Economies, Chapter VI, 
London, 1948. 
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agencies began to operate the demand for importa rose. 

As mentioned earlier, the import policy of this period 

was fairly liberal. The procedure of import control was 

similar to the rest of the sterling area, and there were 

restrictions on importe from the 'hard currency' area. The 

second period ~egins with the non-devaluation of Pakistan 

rupee and a virtual trade deadlock with India. Substantial 

import restrictions were imposed immediately after the non

devaluation and the previous open general license was sus

pended. The new open general license issued in October 1949 

contained a smaller list of importable goods. Machinery, 

drugs, medicines, and selected chemicals were allowed free 

from the sterling area but were made subject to license for 
2 

import from the 'hard currency' area. 

The third period is dominated by the Korean War 

boom. The import restrictions in this period were relaxed as 

a result of substantial increase in the export earnings. It 

is said that about 70 per cent of importe in value were made 
3 

free from any kind of license. The priees of consumer 

goods, particularly textile cloth and drugs, soared high 

during this period, and by placing them on the open general 

license, the government took steps to ameliorate the 

2. Economie Survey of Asia and the Far East, 1950, United 
Nations, op. cit., p. 289. 

3. Ibid. 
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conditions of the ordinary consumera in the country. 

By March 1952, however, the boom conditions had faded 

and the fourth period started under the shadow of import 

restrictions. There was a tightening of licenses, part

icularly for the dollar area, followed by further redw 

uction of importe in August and November 1952. Whatever 

foreign exchange was available was mainly earmarked for the 

import of machinery and materials required for industrial

ization and development. Also, credit, loan and barter 

arrangements were made to supplement inflow of capital 

goods. 4 For example, an agreement with Japan facilitated 

importa valued at Rs.55 million on a deferred payment 

basie and an agreement with the U.K. resulted in a loan, 

repayable over 10 years, of Rs.92 million to purchaae 

capital goods from that country over a period of 2 to 3 

years. 5 Total importa, however, fell considerably in 

1953 and marked a further fall in 1954. In the first half 

of 1955 there waa no sign of improvement in the situation 

as the jute exporte remained constant and cotton exporte 

recorded a substantial reduction, perhaps more due to the 

decrease in physical volume of the commodity than its priees. 

4. Economie Survey of Asia and the Far East, 1953, Economie 
Commission for Asia and the Far East, op.cit., pp.l06-107., 
See also Economie Survey, 1954, pp.l62-163. 

5. Ibid. 



- 118 -

The period came to a close with the devaluation of the 

Pakistan rupee on 31st July, 1955. 

After the devaluation the unit value of importe 

rose sharply as the priees rose by 49 per cent, compared 

with the preceding year, whereas the total value increased 

by only 13 per cent. Import controle continued after the 

devaluation in spite of some increases in foreign exchange 

earnings. This was mainly due to the uncertainty about the 

future of export markets. Also, the possibility of food 

shortage in the country kept the foreign exchange authorities 

in a mood of suspense. In this period one notable develop

ment took place: the discrimination in import licensing 
6,7 

against 'hard-currency' area came to an end. 

6. Economie Survey of Aeia and the Far East, 1956, pp. 151-52. 

7. Againet the background~the above eurvey of Pakietan'e import 
policy, it will be ueeful to keep in mind the changes that 
have taken place in the composition of her importa during 
1947·55. These changes are partly due to the continuoue im
port restrictions and partly the result of domestic indue
trial progress. For necessary data see Chapter II and the 
table below: 

Importe by Principal Commodities 
Monthl avera es Re.) 

1948 1951 1952 195 
Mineral oil. 2.3 6.1 8.5 8.3 
Cotton piece goods. 22.4 27.5 23.0 1.2 
Cotton twist & yarn. 9.4 18.0 16.0 4.0 4.0 0.9 
Machinery. 4.7 11.6 14.6 10.0 22.9 20.8 
Transport equipment. 3.9 5.6 7.0 2.1 3.7 4.1 
Iron & Steel manufacture -- 7.2 14.0 4.9 5.6 8.1 

Source: Economie Survey of Asia and the Far East, 1956. 
Note. Year beginning April. 
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III. 

The import policy for economie development may be 

discussed with reference to two main problems: (1) The 

need for a proper evaluation of the foreign exchange require

ments of a developing economy; (2) The need for a proper 

allocation of the available foreign exchange to various 

items of iœport. 

The total requirements of foreign exchange may be 

divided into two parts: the normal requirements of the economy, 

and the special requirements of development. Both interact 

on each other and determine each other's ecope. For 

example, more can be made available for the developmental 

importe out of a given amount of foreign exchange, by 

restricting and rationing the other importe of the country. 

The success of auch a policy, however, will depend on the 

aize of the existing foreign exchange resources in the country. 

The main sources of foreign exchange of a country 
8 

are the exporte and foreign capital. The export earninge are 

determined by the elasticity of supply as well as the elaati

city of domeatic and foreign demand for the export goods. 

The availability of foreign capital is determined by more 

complex factors, economie and non-economie. The forcee 

s. Also, until recently the much publicized post-war sterling 
balances partly took care of the import requirements of 
some sterling area countries auch as Pakistan. 
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which determine the utilization of foreign exchange are 

the same as those which determine the importe, ordinary and 

developmental. In the previous chapter we mentioned five 

categories of factors which determine the marginal propensity 

to ~port. We shall now diseuse them with reference to 

the foreign exchange requirements. 

For a simple evaluation of the requirements of 

foreign exchange, we need only to take into account the import

content ratio of a given increase in the volume of consump-
9 

tion or investment. Then we may introduce the induced 

effects of each. To bring the analysis nearer to reality, 

we may take into account the total export earnings as affected 

by the supply and demand conditions, the total losa through 

an increaee in domeetic consumption of exportable producte, or 

the total gain through an increase in consumption of import-

substitutes. Thue, it is necessary to evaluate, on the one 

hand, the consumption9inveetment-export-~port habits of the 

economy, and on the other, the prospecte of export markets. 

We may, therefore, reorganize our previous five categories(p.61), 

and present them along with the additional factors in a 

summary form as follows: 

1. The marginal propensity to save, to 
consume, and to invest. 

I 
9. It may be repreeented as f : ~ , where f is foreign 

èxchangé requiremên~ ,and M importa. 
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2. The import-content ratio of investment 
and induced investment. 

3. The import-content ratio of consumption. 

4. The marginal propensity to consume 
(a) export goods, (b) non-export goods, 
and (c) import substitutes. 

5. The elasticity of supply of export goods, 
non-export goods, and import substi
tutes. 

6. The elasticity of foreign demand for 
exporte. 

Under full employ.ment, the increase in the production 

of export goods will involve diversion of resources from other 

industries producing non-export goods or import substitutes. 

There may also be some diversion of resources among the export 

industries, but perhaps it will be far lees in matnitude than 

the former kind of diversion. The result of these diversions 

may be a reduction of priees of export goods as against other 

goods, and consequently, a shift in the domestic demand from 

non-export goods to export goods, which may affect the country's 

capacity to export. On the other band, there may be a rise 

in the priee of the import-substitutes which may result in 

the increased supply of import goods. If, however, the export 

industries are in a position to produce in sufficient quantities 

so as to be able to increase the export supply in spite of the 

increase in the domestic demand, the net export position 

of the country may improve. 
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The situation may be different if there is 

unemployment in the country. The export industries will now 

be able to increase their production without affecting 

the supply situation of the other industries. This may be 

the case with a developing economy, with two important 

exceptions. As mentioned earlier, the increase in the 

production of export goods of a developing economy may 

depend on the import of capital goods or machinery. Second, 

in spite of large ecale unemployment there may be a paucity 

of skilled workers and prope~~J processed factors of 

production, and the initial increase in the production 

of export goods may be possible only if the properly 

trained staff or the properly processed raw material can be 

diverted from the non-export industries to export industries. 

This may involve all the problems similar to the case of the 

non-competing groups. However, the time element is important 

for the improvement of the eupply conditions as proper 

facilities for training and education may be inst~tuted 

in due course, and the supply of the proceased raw materials 

may alao he increased. But this program too may have a high 

import-content ratio, at least in the initial stages of 

economie development. 

In order to reduce the pressures on the foreign 

exchange, it may be necessary for a developing economy to impose 
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temporary import restrictions and to make sure the 

availability of capital goods required to improve the 

domestic supply situation. The justification of auch 

an action may be found in the relative importance of 

priorities from the point of view of economie welfare. 

By sacrificing some of its present demanda for consumer 

goods and, therefore, by releasing foreign exchange 

for education of personnel as well as import of capital 

goods, the economy in fact may be preparing itself to 

reach a higher level of prosperity. After reaching 

that level of prosperity it should be able to compensate 

for the losses incurred during the process of change. 

IV. 

This is, however, one aide of the story. The 

other aide is equally important. Import restrictions 

will release the already earned foreign exchange for 

use in mattere of prioritiee, but they will not solve the 

problems of induced demand for importa both for 

consumer geode and producer goods. This raises some 

pertinent questions about the criteria of investment 

from the point of view of foreign trade. The import

substitute industries, for example, may not be able 

to pay for themselves in terme of the coat of imported 
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machinery and raw materials, not to speak of other 

induced importa. The domestic industries may put still 

higher pressures o~ foreign exchange, as they will 

create demand for imported machinery, parts, and other 

induced goods without creating any saving of foreign 

exchange similar to that of import-substitute industries. 

The development of export industries may be 

regarded as the most important objective of trade 

policy of a backward country. But given the elasticity 

of supply of export goods, the increase in exporta will 

depen& on the elasticity of foreign demand for importa. 

The elasticity of foreign demand may be higher than, 

equal to, or lees than, the ratio of change in the 

foreign exchange requirements of the country. In the 

first case, there may be a surplus on trade account; 

10 

in the second a balance, and in the third case, a deficit, 

other things remaining the same. It is in the third 

type of a situation that import restrictions become 

necessary. 

If we assume that our developing economy adopte 

the policy of severe import restrictions on consumer 

goode, then the pressure on her foreign exchange will 

come mainly from the economie development programs. 

10. For further discuss ion of this problem see Chapter VIII. 
Domestic industries are those which produce goods 
neither to replace importe nor for export. 
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The more ambitioua the development plan, the higher will be 

the pressure on foreign exchange. Being an open economy, 

the developing economy cannot, therefore, ignore the problems 

of external mechaniam arising during and after the 

development process. From the point of commercial policy, 

this is an important limitation on the targets of 

economie planning, for if the pressure on foreign 

exchange is too high and the import restrictions are not 

accompanied by a proper export program, the net result, 

in terme of economie welfare, may not be favorable to 

the country. The country, in auch a situation, may be 

willing to make her import policy more restrictive, 

whereas the proper course of action may be to adopt 

a 'go-slow' policy with regard to economie development. 

The availability of external aid, however, is an 

important variable which may reduce the existing burden 

of development in terme ~ the external mechanism. 

It is generally recognized that backward 

countries are in need of external aid to carry on their 

economie plans. The question is not about the external 

aid as auch, but its magnitude and aize. Various 

estimates are available according to which the size of 

foreign assistance required for the economie development 

of backward countries has been measured. A United 
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Nationé' report diacusses the problems of an annual 

net increase in national income of 2 per cent in under-
11 

developed countries. The report comes to the conclu-

sion that a little more than half of the total capital 

required by underdeveloped countries will have to be 

procured from external sources to enable them to fulfil 

their objectivesof development. The dependance on 

external finance in the First Five Year Plan of India 

was 10.8 per cent; it is 16.6 per cent in the Second 

Five Year Plan. In both plan periode, therefore, the 

dependance on external finance is much lower than the 

estimated ratio given in the United Nations report, 

particularly in view of the fact that the Indian Plan 

envisages a 3 per cent rise in the per capita national 
12 

income as against 2 per cent of the United Nations. 

Pakistan's First Five Year Plan envisages a 

4 per cent increase in the growth of the national· income 

per capita during the plan period. It assumes dependance 

on foreign finance to the extent of 36.3 per cent, a 

figure lower than the United Nations estimate but higher 

than the Indian ratio. The actual dependance of the Plan 

on external finance would have been 45.6 per cent if the 

11. Measures for the Economie Development of Underdeveloped 
Countries, United Nations, op. cit., 1951, p. 79. 

12. Methode of calculation in either case are not known. 
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expected earnings of Re. 1.1 million in terms of foreign 

exchange had not been accounted for in the calculations 

(See Table XXIII, Chapter III, p. 78). As mentioned 

before, the Plan is based on the assumption that the 

total foreign exchange earnings will be the same during 

the plan period as they were during the five years 

preceding the plan. This seems to be the most important 

limitation of the Plan. Table XXVIII gives a break

down of the foreign exchange position as expected by the 

Plan during the plan period. It is clear from the data 

that cotton and jute together are expected to provide 

73 per cent of the total foreign earnings, with raw 

cotton and raw jute as 56 per cent and manufactured 

cotton and jute as 17 per cent. In other words, these 

two commodities will continue, according to the Plan, to 

hold the same position in Pakistan's foreign trade as 

in the previous years. We have already examined the 

trade prospecte of theee commoditiee in the previous 

chapter,and on the basie of the conclusions drawn there 

we may say that the approach of the Plan towards the 

foreign trade problems of Pakistan is unrealistic. 

Nevertheless, the Plan hopes that by 1960 there will be 

eubstantial increase in the foreign exchange earninge 

derived from theee commodities, about Re. 400 million 
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Table XXVII 

I. 
Item. 

1. Public Savings. 
2. Private Savinga. 

Total. 
3. External Finance. 

Grand Total. 

II. 

1. Total import content of 

Amount. 

1,500 
5,900 
7,400 
4,200 

11,600 

Development Plan. 5,300 
2. Foreign Exchange Avai

lable(net of non-devel
opmental requirementa) 1,100 

3. Net Deficit. 4,200 

(Million Ra.) 

Per cent pf 
total amount. 

12.9 
50.8 
63.7 
36.3 

100.0 

45.6 

0.10 
36.3 

Source: The First Five Year Plan, op. cit. 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

Table XXVIII 

Expected Foreign Exchange Earninga 
1955-60 

(Million Ra.) 

Raw Jute. 3,675 
Jute Manufacture. 1,190 
Raw Cotton. 2,020 
Cotton Manufacture. 600 
Wool. 250 
Hidea & Skina. 155 
Te a. 270 
Other Commodities. 1,090 
Invisibles. 950 

Source: The First Five Year Plan, op. oit. 
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more than the total earnings derived in 1955-56. It is 

claimed by the Plan that with this increase in earnings 

the country will be able to finance its future economie 
13 

plans. It is, however, assumed that .the- ·i11lport re strictions 

imposed by Pakistan will remain severe and rigorous for 

an indefinite period. 

It is doubtful whether the increase in the 

foreign exchange earnings as expected by the Plan, 

even when actually realized, will be enough to cope with 

all the requirements that will continue to expand in 

the country. The anticipated industrial development 

will create, by 1960, partly direct and partly circuitous 

increases in the import requirements, and perhaps it will 

not be possible for the country to reduce them by means 

of import restrictions without endangering the develop-

ment process. Also, there will be the problem of 

inflationary ~piral in the economy. In either case the 

reeult will be the widening of the gap in the already 

unfavorable balance of trade. The Plan somehow seems to 

ignore all the secondary repercussions involved in 

the development of the country. Its forecast for 

13. The First Five Year Plan, Vol. 1, op. cit, pp. 15-18. 
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replacement parts and spares as well as the imported raw 

materials is based on the estimates of current consumption, 

which in itself is below the normal level owing to the fact 

that many industries in the country are working under 
14 

capacity. With an increase in production, the requirements 

of stocks will tend to increase and the result will be 

an increased pressure on the foreign exchange. There are 

no provisions in the export sector of the Plan to take 

care of auch expected increase~ in the demand for importe. 

It does not mean that an economie plan should 

envisage big changes within a short period of five years 

or so, but it should seek to establish the foundations for a 

future expansion of exporta, at least corresponding to the 

expected increases in the import requirements. The only justi

fication for the import restrictions is that they provide 

temporary relief to the country from the external pressures, 

and an opportunity to correct her external disequilibrium. 

The Plan doee not seem to care for this point of view, as 

it 'cannot now foresee the time when the country will be 
15 

able to abandon import licensing and exchange control.' 

In most areas of production the targets of the 

14. The First Five Year Plan, Vol. 1, p. 200. 

15. Ibid. 
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Plan are negative in so far as they concentrate mainly on 

the earnings of foreign exchange by substituting domestic 

goods for imported goods. Within its limitations, it 

is a useful and an essential objective to fulfil. For 

example, if the country can be made self-eufficient in 

food supply, it will he undesirable to a let a situa

tion develop in which the food importe become necessary. 

Perhaps this can be said for some other targets of 

economie development as well. But an emphaeis on import 

substitution without a parallel scheme of proper export 

promotion will lead to a contraction of foreign trade. 

v. 

It is obvious from the above analysis that the 

import policy cannot be taken as an independent factor 

in foreign trade, and the import restrictions, on 

their own, cannot solve the balance of payments problems. 

These restrictions are not a cure but only the symptoms of 

the maladjustments existing in the economy. They may 

provide short term palliatives, but in the long run the 

balance and stability will be achieved only through the 

export expansion. If a development plan faile to give proper 

emphasis to the export orientation of the economy, it 

may be regarded as visionary rather than practical. Thus 
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the task of raising national income in a backward 

country is two-fold: on the one hand, it is necessary to 

reform the pre-capitaliat sectors of the economy in 

order to raise their standard of efficiency and, on the 

other, it is important to establish and expand industries 

specializing in easily marketable gooda. It is the 

export industry aector which, due to the subaistence 

nature of the economy, will be loaded with responsi

bility for capital formation. 

VI. 

So far we have assumed that the estimates of 

foreign exchange requirements are based on the given 

data. However, the given data may not repreaent what 

is called the irreducible minimum. In the first place, 

the calculations of investment ratio in relation to 

time may be over-estimated. There are frequent instances 

in Pakistan where the imported machLnery or technical 

services had to wait a long time before they could 

get properly placed in the development process. This 

leads us to the second point; foreign capital can be 

assimilated in the economy at a rate determined only 

by the domestic economie activity. Industrialization 

is a long process; the time limit may be two generations 
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as set by some writers or longer, but certainly it is 

not the foreign capital that will accelerate the speed 
16 

of induetrialization. 

The second limitation is population. Generally 

epeaking, higher targets are set by underdeveloped 

countries with regard to their development plane in order 

to raiee the standard of living of the people as well as 

to provide for the futü.rè,. increase'. in population. This 

duality of purpoee in fact resulte in very high eetimatee 

of development neede and pute extra-ordinary pressures on 

the interna! and the external sources of finance. One 

obvious step required to reduce this burden seems to 

be the adoption of conceivable meane to control the 

present rate of hyper-increaee in population. Almoet 

nothing ie being done in Pakistan in this regard, and 

whatever has been done in other backward countriee is 

equal to the scratching of the surface. Population 

control is a complex problem and one is bound to encounter 

social and religious pre:,.udices as well as economie 

difficul ties in i te solution. But like other a.spects of 

economie development this aspect also presente the people 

and the governments of backward countriee with a challenge 

16. D.T. Lakdawala, International Aspecte of Indian Economie 
Development, Bombay, 1951, p. 29. See also A.J.Brown, 
Induetrialization and Trade, London, 1943, p. 27. 
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that they have to meet. 

VII. 

Before concluding this chapter we may briefly 

mention the invisible importa of Pakistan. The main 

items of the country'e invisible expenditure abroad are 

travel, family maintenance, agency services, education 

expenses, profits on foreign capital, interest and 

dividende, apart from government expenditures on 

embassiee and missions in foreign countries, etc. The 

invisible receipts are income from ehipping, foreign 

government offices and staffs, profits and loesee of 

business, commissions, income taxee, etc. As Table 

XXIX indicates, the balance on invisible account in 

Table XXIX 
~Million Rs.l 

Item. 1951~52 1952-53 1953•54 1954-55 

Receipts. 219 179 119 123 
Pa.yments. 354 233 227 211 
Balance. -135 -54 -108 -88 

Source: The First Five Year Plan, op. cit. 

Pakistan's balance of payments ha.s been unfa.vora.ble 

from 1951-52 to 1954-55, the period for which complete 

information is available. This unfavorable balance has 

persisted in spite of severe control on foreign travels 

and other payments made by the people. All these 
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payments are, in large part, connected with foreign 

trade; therefore, it is extremely difficult to reduce them 

below a certain level. The receipts too are associated 

with the economie development of the country, and they 

will tend to increaee with an increaee in national 

shipping, insurance, and banking. The regulation of 

invisible importe hae a direct bearing on foreign trade 

as well as on the prospects of external finance; and 

the pereietently unfavorable balance of invisible payments 

is in need of a more positive solution than a mere 

imposition of import reetrictions ~ on it. 

VIII. 

The main conclusion that we may draw from our 

analysis of this and the previous chapter ie that the 

solution of a backward country's economie problems lies in 

a dynamic export program. Import restrictions may 

be beneficia! only when they are adopted as a eupple

mentary measure. The export program itself will be in 

need of changes with regard to the composition of 

exportable products, as well as the administration 

and the procedure of foreign trade. Such a trade policy 

will be compatible with the aime of national and 

international welfare. Of course, its effectivenese 
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will depend on the techniques of trade policy. There 

is the exchange rate regulation to determine the external 

priees of goods, as well as exchange control to allot 

foreign exchange to various items of import on a 

preferential basie. There ie the problem of favorable 

terme of trade and their role in economie development. 

There are quota systeme, quantitative restrictions, 

eubsidiee, and international and bilateral agreements. 

All of these are in need of a critical examination from 

the point of view of commercial policy for economie 

development. As mentioned in Chapter I, exchange control 

has a unique position with regard to commercial policy. 

We now propose to study its role in the foreign trade 

of a developing economy. 



CHAPTER V 

EXCHANGE CONTROL 

I. 

The problem of the allocation of foreign ex-

change resources was discussed in the previous chapter, 

and there it wae emphaeized that cont~ol over foreign 

exchange wae neceesary from the point of view of econ

omie development. We made an attempt to establish a 

case in favor of preferential allocation of foreign ex

change to various types of importa. There remains the 

question regarding the most suitable methode of exchange 

control. 

Let us suppose that a country divides ite foreiga 

exchange budget into two partes (1) the developmental 
1 importe and, (2) the non-developmental importe. Now the 

precise requiremente of the developmental importe, on the 

basie of a development plan, may be known to the administrative 

authoritiee and it may be a simple matter for them to issue 

licenses for the import of goods. However, auch is not the 

case with the non-developmental importa, as decisions about 

them may imply serious difficulties. In the first place, 

1. The non-developmental importe include the consumer goods as 
well as the raw aaterials required by various industries, 
outside the ecope of the development plan. See Table XXIII 
and Table XXVII. 
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there ie the problem of selection of various categories 

of importe; secondly, it ie necessary to determine their 

quantities, and thirdly, it is essential to decide who 

will import them. Under free trade all auch decisions 

are made through priee mechanism. Under exchange control, 

the foreign exchange. authorities usually prefer to decide 

e.ll these ma.tters themselves. 

If the government is the final authority in det-

ermining the volume and composition of non-developmental 

importa, then the foreign exchange administration will 

have to predict accurately the needs of the economy, det

ermine quantities of importa, and decide about the list 

of authorized importera. This may involve complicated 

administrative machinery and may call for a double-coin

cidence between government decisions and the needs of the 

individual consumera, producers and importera. As these 

needs cannot be entirely fulfilled due to the shortage of 

foreign exchange, the quantitative import licenses mayereate 

'the · ; problems of scarcity-value of imported commodities 
2 and reault in windfall profita to the importera. 

Priee mechaniam can be introduced in the admin-

istration of the non-developmental importa. The entire 

2. H.S. Ellis, Exchange Control in Central Europe, op.cit. 
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foreign exchange budget for the non-developmental importe 

may be allocated to various importe through auction sales 

of import licenses. Or to make the price-effects die

criminatory, the non-developmental importe may be divided 

into various categories and premium may be imposed on 

each category according to the relative essentiality of 

the imported goods. 

II. 

Pakistan's foreign exchange system is of a type 

which doe·e not allow priee mechanism to operate. The ad

ministration of the control is carried on by the State 

Bank of Pakistan as an agent of the central government, 

under the Foreign Exchange Regulation Act of 1947. The 

ministry of commerce of the central government makes actual 

allotments of import licenses twice a year, in January and 

in June, on the basie of ite latest import policy. Only 

authorized importera may apply for import liceneee which 

are granted according to a quota fixed separately for East 

Pakistan and West Pakistan. Normally the announcement of 

the policy is made before the shipping period opens and 

licenses are iseued in time to allow shippers and importera 

to arrange for their coneignments of goods. There are, 

however, instances when delaye in this machinery of control 
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have taken place and have caused abnormal difficulties 

to foreign exportera as well as the domestic importera. 

Severe penalties are imposed on those Pakistan 

residents who make irregular use of foreign exchange. In 

order to deal with evasions and exchange frauds, the assis

tance of special police and the intelligence branch of the 
3 

government is employed. In spite of all the measures 

taken to tighten up the control, the aima of the control 

authoritiee have not been fully realized. It is almost 

impossible to regulate the usual practice of under•invoic• 

ing of exporte or over-invoicing of importa. It ia also 

difficult to impose effective control over the fgreign 

exchange earnings of residents which they derive from 

trade commissions, etc. The result is a multiplication 

of administrative machinery. Although it is difficult 

to estimate how far the evasions outstrip the enforcement 

of control, the heav.p social and economie coste involved 

in the control system are imperative. 

There is a strong element of unpredictability 

in the exchange control system. When the import license 

ie issued only for a specified shipping period and the 

import list is subject to bi-annual revision, there is 

3. Exchange Control in Pakistan, State Bank of Pakistan 
Bulletin, February, 1955, Karachi, PP• 5-9. 
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no certainty that a commodity once imported will be 

imported again and in the same quantity. This, for example, 

is the case with the imported raw materials and fuels used 

by various industries in Pakistan. It would be advan

tageous to the economy if certain items of consumer and 

producer goods were imported once a year but in greater 

quantities rather than twice a year and in smaller 

quantities. The present system of exchange control, 

therefore, does not seem to fulfil the purpose for which 

it was primarily instituted; neither from the point of 

view of the consumer nor the producer. 

In order to be advantageoue to Pakistan, the 

exvhange control system should be devised in auch a 

manner that the economie forces are given a chance to 

play their part without hindering the allocations within 

the ecope of the total foreign exchange budget, and 

without allowing abnormal profits to traders. It may be 

said that the windfall profite which accrue to the importera 

under the exchange control system can be reduced with 

the help of import taxes and priee control. In the 

first place, the effectiveness of such a policy may be 

doubtful in view of the well-known limitations of 

taxes and priee controle. Secondly, even if the windfall 
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profits are successfully regulated, the situation will 

not improve as the final decision for fixing up quantities 

of importa will still be left with the administration. 'It 

is much better to specify the total amount which can be 

spent on importa and then auction the import licenses.' 4 

III. 

Importa can be regulated through auctioning of the 

import licenses without incurring the high administrative 

coste involved in the exchange control system. In auction

ing, the revenues derived from the scarcity-value of the 

imported goods will go directly to the public treasury, 

and can be made available from there for developmental 

purposes. 

There are two main factors which determine the 

scarcity-value of imported goods and whether the benefit 

from the scarcity-value will accrue to the importing country 

or to the exporting country: (1) the location of lioense 

holders as between the exporting and the importing countries, 

i.e., whether the import license is issued to the importer 

or to the exporter: (2) the extent of competition among 

foreign exportera. 5 With regard to the first condition, 

4. Colin Clark, Report on Pakistan Economy, The Pakistan 
Economist, op.cit. 

5. J.E. Meade, Theory of International Economie Polioy, Vol.ï, 
Balance of Paymente, London, 1951, Chapter 21, p.285. 
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the import licenses are noraally iesued to the importer 

and not to the exporter. The second condition depends 

on the type of the license, the kind of the product, and the 

extent to which the exportera are organized. If it is a 

special-country license then the exporter fro• the speci

fied country will get a chance to raise his priee without 

any fear of competition from the exportera of other countries. 

I~ its is a global license, there will be free competition 

among the exportera. 

Some products are subject to natural or other 

kinde of monopolistic practices. It is neceesary, there-

fore, to know the type of the aarket with regard to the product 

for which the iaport license ie iesued. Also, an exporter 

may belong to an international cartel and may determine hie 

priees in accordance with hie agreement with the cartel 

regarding his ehare in the world market. 

It eeeas that the foreign exportera of the products 

1 which are imported by the developing countries are highly comp-
6 

etitive. Pakistan, there~ore, would gain by adopting the 

auction system rather than by allowing the present exchange 

control system to cuntinue. 

6. Economie Bulletin for Aeia and the Far East, Vol. VII, 
No. 3, United Nations, op. cit., p. 56. 
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IV. 

The import license auctioning may be done on the 

basie of a global quota if the foreign exchange resources of 

the country allow her to buy her goods anywhere in the world. 

But the country may be suffering from the 'converjibility' 

problem, and the foreign exchange earned by her may not com

mand universal acceptability. There are two major foreign 

currencies which are earned by Pakistan: the sterling pound 

and the u.s. dollar. The u.s. dollar is a scarce currency 

for the country and the sterling pound is inconvertible into 

dollars beyond a certain limit. This means that the import 

licenses have to be issued according to the area in which 

the foreign exchange can be utilized. In other words, the 

foreign exchange position of Pakistan is auch that it necessa

rily involves discr.minition in her impe»*s. 

As we noticed in the previous chapter, Pakistan 

recently withdrew her policy of discr.mination against the 

dollar area. In all probability, this is the result of the 

American Aid received by the country in recent years. Dis

crimination, however, is still being practiced in the form 

of regulation of specified imported goods. 

Convertibility is a world-wide problem whose 
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solution depende on factors which are beyond the ecope 

of Pakistan•e commercial policy. The latest developments 

towards co-operation between the sterling area and the 

European Payments Union have certainly broadened the area 

of trade and paymente settlement for Pakistan. 

v. 

In what respect is the system of import license 

auctioning different from multiple exchange rates? In a 

sense, the effects of both on importe may be the same: 

given the elasticities of supply and demand, the effects of 

priee determination through auctioning of importe may be 

similar to the auctioning of foreign exchange (or of fixed 

rates of exchange for different kinds of importe). Also, 

there is one advantage in the multiple exchange rate system 

as compared with the auctioning system, that it is compar

atively easy to administer. From the point of view of a 

single country, multiple exchanges may provide better and 

more effective resulte. But if other countries aleo prac

tice multiple exchange rates then the cross-section of 

exchange rates may emerge in auch a manner as to counter

balance the mutual benefits derived by the countries pract

icing auch exchange rates. 

This may happen even in the case of quantitative 
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restrictions if the trading countries start retaliating 

against each other. The system of auctioning of import 

liceneee may aleo euffer from the eame weakneee. Never

theleee, there are important differences between the multi

ple exchange rate system and the system of import licenee 

auctioning. In the firet place, the fluctuations of 

exchange ratee, to borrow a phrase from Haberler, 'leap 

to the eye' far more effectively than the changee in bids 

under the auctioning system. Secondly, the multiple exchange 

ratee lead to the evasion of foreign exchange and encourage 

disturbing speculation of capital. The system of import 

license auctioning is free from auch flaws as the rate of 

exchange under this system reaaine fixed and uniform. It 

is, however, by no means an ideal system but seems to 

possees some advantages which may be summarized as 

follows: 

1. The system of import licenee auctioning 

will shift, from the importera to the govern

ment, all profits which are derived from the 

scarcity value of importe. 

2. There will be full ecope for adjustments 

in the rate of exchange without involving 

any changes in the auctioning system. 

3. The system will allow and encourage the 
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more efficient importera to outbid the 

lesa efficient ones. 

The system of import license auctioning can be 

used to transform detailed import restrictions, imposed 

on innumerable items of import, gradually into restrictions 

on broad groups of commodities. In this manner, the 

system can be made more flexible and can be dispensed 

with intime, or reduced to the minimum level. Moreover, 

the system can be improved from the point of view of 

priee mechanism. The auctioning of import licenses can be 

done on the basie of quantity quota or a value quota of the 

imported commodities. It is the quantitative quotas which 

are popular with the backward wountries. First, auctioning 

may be introduced for these quantitative quotas and then 

the quantity quotas may be turned into value quotas. 

The exchange control system has a tendency to 

perpetuate import restrictions, but under the system 

of import license auctioning the gradual liberalization 

of foreign trade may be achieved without dieturbing the 

process of economie development. 

VI. 

What part can the exchange rate variation play 

in the foreign trade of a developing economy? The 
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question has short run as well as long run implications. 

We have aesumed a fixed rate of exchange throughout our 

analysie. The fixed parity, however, ~ay be changed 

as an emergency meaeure; it may also be changed to 

bring about currency adjustement in the light of the 

secular movements taking place in the world economy. 

This may be called a policy of 'adjustible peg.' The 

downward adjuatment of exchange rate (depreciation) may 

make exporte cheap and importa dear and, vice versa, 

the upward adjuatment ( appreciation) may make exporta 

dear and importe cheap. Thus changes in priees of goods 

followed by changea in the exchange rate may cause an 

increaae or a decreaee in demand for exporta and importa. 

The final outcome of theae changes will depend on priee 

elasticities. Four elasticitiee are involved in the 
7 

process of adjustment: the elaëticity of domestic 

supply (net of domestic demand) and elasticity of foreign 

demand (net of foreign eupply) of exporte; elaeticity 

of domestic demand (net of domest~c supply) and elasticity 

of foreign aupply (net of foreign demand for importa). 

Also, the eubatitutes available in the domeatic or foreign 

markets and the quality of goods involved may be taken 

into consideration for a proper evaluation of the exchange 

rate adjustment. 

7. D.B. Marah, op. cit., Chapter 15, P• 203. 
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Under conditions of full employment, it may 

not be possible for a country to increaee the domestic 

supply of her export goode with the help of depreciation. 

The priees of goode in terme of domestic currency may 

increaee and it may become neceesary for the country 

to keep them low by adopting the financial policy for 

internal balance. It may be to the advantage of such a 

country to use import restrictions inetead of depreciation 
8 

in order to improve her balance of trade. If, however, 

there is unemployment in the country, exchange depreciation 

may accelerate domeetic production and thue improve the 

balance of trade eubject, firet, to the foreign elaeticity 
9 

of demand, and second, to the net income•induced effecte 

of increaeed exporte on domeetic demand. The final 

reeult will depend on the effect of depreciation on the 

national income of the importing countries and the 

consequent repercussions on the national income of the 

depreciating country. 

If, for example, the importing countriee adopt 

neutral financial policiee, the improvement in the balance 

of trade of the depreciating country may be lese than if 

they had decided to adopt inflationary financial policiee. 

s. s.s. Alexander, Devaluation veeus Import Restrictions as 
an Instrument for Improving Foreign Trade Balance, 
International Monetary Fund, Staff Papere, Vol. 1, 1950-51 , 
PP• 379-396. 

9. S.E. Harris, Exchange Depreciation, Cambridge, Maas., 1936. 
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There are, therefore, many factors involved 

in currency depreciation which determine its net effects 

on the depreciating country's balance of trade. If 

import restrictions and import regulations remain constant, 

then with the sum of elasticities of foreign demand for 

exporta and domestic demand for importa as greater than 

unity, the currency depreciation should improve the 

balance of trade of the depreciating country. But in 

the real world, not only the problem of elasticities 

becomes complicated, the existence of currency blocs 

and vast differences in aize and growth of countriee 

add to the hazarde of exchange depreciation. 

In order to apply the theory of exchange depre

ciation to Pakistan, it ie neceesary to modify eome of 

its aesumptions. Jute and cotton are the major exporte 

of Pakistan. The situation regarding jute production, 

as explained in Chapter III, calle for remediee funda

mentally different from exchange depreciation. The same 

is the case with cotton: if the world production of 

cotton wae lese than the international demand, perhaps a 

country auch as Pakistan, with a small share in the world 

trade of cotton, could have been able to increase the priee 

of the commodity and derive greater revenue from its 

export. Under the present circumstances, the currency 

depreciation will reouce, instead of increasing, the 
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foreign exchange earnings of the country and will also 

turn the terme of trade againet her. 

The other aim of exchange depreciation M making 

importe more expensive in terme of domestic currency - has 

also serious limitations for Pakistan. As the importe are 

already severely restricted by the country and as the 

imported goods already possess a high scarcity-value the 

net result of depreciation (given the rate of fall in the 

external value of the currency) on non-developmental im• 

ports will depend on two factors: (1) how much reduction 

the importer (or the auctioning authority:) is ready to 

bear in his margin of profits; (2) to what extent is the 

consumer ready to bear a further increase in the priee of 

imported goods as a reault of the depreciation. With a mild 

depreciation the importer may be willing to aell the same 

quantities of his imported goods as before, at the former 

priee. If, however, the depreciation ie large, the importe 

will be reduced as the importer will try to ahift the 

burden of higher coat to the consumer, and the consumer 

will reduce his consumption unless his demand for the good 

ie inelastic. In that case, even if depreciation faile to 

accelerate exporte, it will certainly increaee the inflation-

ary pressure in the economy. Also, it will affect the 
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industrial activi ty by increasing ~he priees· of the impo·rted raw 

materials, fuels, and capital goods. 

The situation seems to be worse when we take into 

consideration the effects of depreciation on the develop

mental importa. After depreciation, the developmental 

importe will become more expensive, and in view of the 

limited foreign exchange budget available for them, either 

more foreign exchange will have to be made available to ihe 

developmental importe at the coat of non~developmental 

importa, or the developmental importa too will have to be 

reduced. In either case the effect on the process of econ

omie development will be unfavorable. 

It seems that depreciation is not a satisfactory 

deviee to solve the foreign trade problems of a country 

auch as Pakistan. The main purpose of this deviee is to 

improve the balance of payments situation through price

effects. And price-effects do not operate effectively in 

the foreign trade of a developing economy. 

What is, then. the ecope for currency appreciation? 

Currency appreciation may not result in increased importe; 

the priees of imported goods for the domestic consumer may 

remain unchanged and the profit margin for the importer may 

increase. This is quite possible when a large ecale machw 
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inery of import restrictions existe in a country, as it 

does in Pakistan. Also, as a reeult of currency appreciation 

it will be difficult for a developing economy to eell àer 

exporte in a highly competitive world aarket, Thus a case 

againet depreciation doee not establish a case in favor of 
10 

the appreciation of currency. Each will stand or fall 

on its own merite. 

Perhaps there is no single point where the rate 

of exchange of a developing econoay may be said to be in 

equilibriua. Possibly, it is a series of points. The 

rate of exchange may be fixed at any one of these points 

after taking account of the relevant external and internal 

factors, and may be kept there until the extraordinary 

circumstancee compel the country to appreciate or depreciate 

her currency. Tke beat guide for a developing econoay 

seeas to be the existing pattern of her foreign trade, and 

the beat policy eeems to be the maintainance of the old

establiehed parity with other countries, part1cularly the 

advanced countries. For an illustration of this point, 

we may diseuse the non-devaluation decision of Pakistan, 

following the devaluation of the sterling pound in 

Septeaber 1949. 

10. Cf. R.F. Kahn: The Dollar Shortage and Devaluation, 
Econoaia Internasionale, Vol. 3, 1950, pp. 89-113. 
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VII. 

The following reasons were given by the Government 

of Pakistan iB support of its non-devaluation decision: 

(1) Pakistan's balance of trade w&th the dollar area was 

favorable; (2) The priee elasticity of foreign demand 

for her products was low; (3) The non-devaluation would 

increase export earnings and lower the coat of importe 
11 

to the country. 

The statistical information on Pakistan's balance 

of payments for the period 1949-50, released by the 

Government of Pakistan in 1951, does not indicate any 

Dollar 

Table XXX 

Pakistan's Balance of Trade 
1949-50 

area: 
Exporte. 
Importe. 

July-December 
1949. 

20.8 
63.7 

Sterling area: 
Export s. 128.9 
Importe. 307.4 

(Million Rs.) 

January-June 
1950. 

56.1 
91.4 

185.0 
301.6 

Source: Pakistan's Balance of Payments, Government 
of Pakistan, Karachi, 1951. 

11. Foreign Trade of Pakistan, Government of Pakistan, 
Karachi, 1949, pp. 50-51. 
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favorable balance of trade of Pakistan with the dollar 

or the sterling area. As Table XXX shows, neither during 

the period July-December 1949 (which includes the date 

of non-devaluation), nor in the following sis months, 

was there any improvement in Pakistan's balance of trade 

with the dollar or the sterling area. After June 1950, 

the Korean Was suddenly boosted the world demand for 

her exporte and her position improved. 

With regard to the elasticity of foreign demand, 

it is necessary to take into consideration the position 
12 

of Pakistan's competitors in the .world market. The 

important factpr is her membership of the sterling area. 

When the rest of the sterling area countries devalued 

their currencies in terms of the u.s. dollar, their 

products became cheaper in terme of the u.s. dollar, as 
l3 

compared to Pakistan's products. Also, within the 

sterling area, Pakistan's non-devalued rate of exchange 

became, in effect, an~ver-valued' rate, as all other 

member countries devalued their currencies to maintain 

their previous parities with the sterling pound. Under 

the circumstances, it would have been difficult for 

Pakistan to sell her products either in the sterling 

area or the dollar area markets if the Korean War had 

12. See also Qhapter III. 

13. Particularly when the priees of cotton, wool, tea, and to 
some extent, jute are determined in the international 
market. 
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not intervened. In the short period between the non-

devaluation decision and the Korean War, the priees 

of most of the export products of Pakistan remained dull 

at a lower level, according to the quotations available for 
14 

Karachi and Dacca. This meant a loss to · the dealers 

in terme of the domestic currency, and a losa to the 

government in terme of foreign exchange. 

How did the non-devaluation affect Pakistan's 

importe? The priees of most of the imported goods 

either remained stable or increased and did not show 
15 

any sign of reduction. The importera in the country 

explained this situation by saying that the foreign 

exportera had raised their quoted priees for Pakistan. 

This might or might not have been true. At the time, 

the daily press almost unanimously blamed the importera 

for profiteering and for not letting the consumer 

enjoy the benefits of the non-devaluation. 

It seems that Pakistan should have devalued 

her currency in September 1949 in arder to maintain the 

old parity of her rupee with the sterling pound. From 

this point of view, the recent revaluation of the rupee 

(July 1955) was only a move to restore the statua quo ante. 

14. Economie Appraisal Committee Report, op. cit., particular1y 
Appendix 10. 

15. Ibid. 
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We may now summarize our argument of this 

section: It is desirable for a country auch as Pakistan 

to maintain, as far as possible, the parity between 

her currency and the currencies of important countries, 

e.g., the United Kingdom. It is difficult to determine 

an equilibrium rate of exchange for Pakistan. Perhap~ 

it is indeterminate within a fairly wide range in which 

the functions of the rate of exchange as a connecting 

link between foreign and domestic priee levels is 

uncertain. This does not mean that the exchange rate 

variation is of no consequence for the country. Along 

with other measures, it is a useful deviee for providing 

some relief to the country from extraordinary inflationary 

pressures. Such pressuree are never a remote poseibility 

for a developing economy. 



CHAPTER VI 

TERMS OF TRADE 

I. 

In Chapters III and IV we discussed various 

aspects of the problem of foreign exchange earnings and 

of import capacity. This problem can be described in 

terms of the earning. power of exporta in relation to 

the expenditure on import requirements. The priees of 

exporte and importe have a direct bearing on this 

relationship. We propose to examine them from the point 

of view of commercial policy for economie development. 

The terms of trade are an elusive concept, and 

perhaps more elusive is their role in international 

trade and national income. In other words, it ie very 

difficult to estimate the real gains or lossee that may 

accrue to a country with favorable or unfavorable terme 

of trade. However, their importance cannot be ftenie~; 

in recent times, the movements in them have been given 

considerable attention with regard to the exposition of 
1 

the process of economie development of backwa.rd countries. 

The concept is used in various meanings. There 

1. See, for example, Instability in Export Markets of Under
developed Countriee, United Nations, 1952; Commodity 
Trade and Economie Development, United Nations, 1954; 
Measures of Economie Stability, United Nations, 1951. 
See also the Bibliography attached to this study. 
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are four well known varieties of terme of trade: (1) Com

modity terme of trade, (2) Single factoral terme of trade, 

(3) Double factoral terme of trade, and (4) Income terme 
2 

of trade. 

The commodity terme of trade are the ratio of 

export priees to import priees. A fall in this ratio 

from the base year signifiee deterioration in commodity 

terme of trade, and a rise indicatee an improvement in 

them. If we assume that production, costa, taetes, 

composition of exporta and importe remain constant, then 

an increase in the index of terme of trade may reflect 

a net gain to national income. These are, however, 

heroic assumptions, particularly if the period of time 

taken into consideration is long. 

It is possible that the commodity terms of 

trade of a country may improve due to scarcity of an 

export product caused by floode or fire. This cannet be 

regarded as a real improvement for the economy. Similarly, 

priee indices may not indicate changes in productivity 

which is the sine qua non for determining the real gain. 

The concepts of single and double factoral terme 

2. See Jacob Viner, Studiee in the Theory of International 
Trade, New York, 1937; w.w. Rostow, The Procese of Eco
nomie Growth, op. cit.; G.S.Dorrance, The Income Terme 
of Trade, Review of Economie Studiee, 1948-49. 
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of trade seek to correct some of the above defects of 

the commodity terme of trade. In single factoral terme 

of trade the commodity terme of trade are corrected for 

changes in the productivity of export goode; and in 

double factoral terme of trade the commodity terme of trade 

are corrected for changes in the prodmctivity both of 

exporte and importe. Robertson calls the double factoral 
3 

the 'true' terme of trade. The double factoral or the 

true terme of trade are preferable to the single factoral 

terme of trade. They are the most relevant indivator of 

real gain to a country. If productivity of A.'s export 

industries increases at a faster rate than the productivity 

of B's export industries, then the commodity terme of trade 

of A will deteriorate but her factoral terme of trade 

will improve. 

Income terme of trade are so called because they 

indicate the behavior of the volume of exporte in relation 

to the volume of importa over a period of time. They 

are derived from the multiplication of net barter terme 

of trade by vol ume index of exporta, or what amounts to 

the same thing, the value index of exporte divided by the 

priee level of importe. This concept is also called 

3. D~H. Robertson, Terme of Trade in Utility and All That, 
London, 1952, Chapter 13, pp. 174-181. 
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4 
the 'import capacity.' The income terme of trade, like 

other variations of the concept, have their limitations. 

They are just as incomplete a measure of changes in real 

income as commodity terme of trade. For example, 'if the 

export priee level remaine unchanged while the quantity 

of exporte increases and the priee of importe also increases 

proportionately, the index will not change,' and yet 

these are precisely the conditions under which the country 
5 

would be worse off. On the other hand, it is possible 

that the capacity to import may increase while there are 

losses, instead of gains, from the change in the terme of 

trade. This may happen when the percentage increase in 

the quantity of exporte is more than the percehtage 

decrease in the export priees, import priees remaining 
6 

unchanged or decreasing lees than export priees. It is 

difficult, therefore, to determine conclusively the 

resulta of movements in income terme of trade unless 

all the relevant information on the value and the volume 

of exporte and importe is kept constantly in view. 

4. See Chapter IV. See also Gains from Trade in the ECAFE 
Countries - July 1950 to June 1953, Economie Bulletin for 
Aàia and the Far East, Vol. V, No. 1, United Nations, op. oit. 

5. R.E. Baldwin, Secular Movements in the Terme of Trade, 
American Economie Review, Papers and Froceedings, 1955, 
p. 265. 

6. Economie Bulletin for Asia and the Far East, Vol. VIII, 
No. 1, United Nations, op. oit., p. 19. 
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Table XXXI 

Pakistan's Terms of Trade 

Unit Value of Importa Unit Value of Exporta 
Year. Total Food, Raw Manufac- Total Jute Cotton Wool Tea Terms of 

Drinks & Material tured Trade. 
Tobacco. products. 

1949 90.1 91.0 91.6 90.1 95.8 91.8 106.9 103.3 101.2 106.2 
1950 75.0 85.9 77.0 71.8 88.6 78.7 115.1 124.7 107.8 118.0 
1951 95.8 110.7 78.5 91.1 119.4 99.4 175.6 204.6 85.7 124.5 
1952 83.9 99.8 88.5 79.8 87.6 72.5 130.8 104.6 84.6 103.4 
1953 82.5 94.0 76.7 80.6 61.5 60.1 84.3 158.3 84.4 79.9 
1954 82.2 116.9 73.6 74.0 65.9 52.2 92.1 154.9 113.1 81.5 
1955 98.3 150.0 79.9 89.2 75.2 60.2 92.1 137.3 166.8 75.4 

Source: Central Statistical Office, op. cit. 

~ -Note: Base - April 1948 to March 1949 - lOO. 
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II. 

Pakistan's commodity terme of trade are given 

in Table XXXI. These terme of trade were most favorable 

to the country in 1951; they fell considerably during 1952 

and became greatly unfavorable during 1953, and continued 

in the downward trend for the rest of the period under 

consideration. The breakdown of data in the Table confimms 

our previous statements regarding the violent fluctuations 

in the value of jute, cotton, wool, tea, hides and skins. 

The unit values of importa indicate that both raw materials 

and manufactured goods remained stable as compared to food, 

drinks and tobacco. The total import unit values moved 

within the range of 75.0 to 98.3 during 1950-55. The total 

export unit values moved between 61.5 and 119.6 during the 

same period. It is clear, therefore, that since the end 

of the Korean boom the terme of trade of Pakistan continued 

to be unfavorable to the country. The main explanation of 

this phenomenon seems to lie in the behavior of export 

priees. 

Before we diseuse the priee changes in exporta and 

their causes, we shall examine the income terme of trade of 

Fakistan, i.e., the country's capacity to import. Table XXXII 

gives data on Fakistan's capacity to import in terme of the 
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u.s. dollar, at 1949 priees. The Table shows that there 

was an increase in import capacity of the country during 

1950; during the rest of the period, there was a continuous 

decline. This trend in the import capacity of Pakistan is 

very much unlike the trends of most developing economies 

of Asia. For examp1e, Ceylon, Burma, India, Malaya and 

Philippines indicated short term fluctuations in their 

import capacity, but no continuous decline. 7 

Table XXXII 

Pakistan's Import Capacity 
Million u.s.$ 
1949 priees 

1949 351 

Increase in capacity over 1949 

1950 410 
1951 270 
1952 143 
1953 50 
1954 44 
1955 70 

Source: Economie Bulletin for Asia and the Far East, 
Vol. VIII, No.l. 

Like most other backward countries, Pakistan's 

terms of trade are determined by priee changes in a small 

number of export items which dominate her foreign trade. 

7. Economie Bulletin f or Asia and the Far East, op.cit. 
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The priee changes in importe are distributed over a 

fairly wide range of products, and usually the upward 

movement of priees in one category of importe is counter

balanced by a downward movement of priees in another, and 

consequently the import index number remains stable. 

Changes in export values are of two kinds: 

cyclical and structural. The former may be tl1e direct 

result of short term movements in supply and demand. The 

structural movements, on the other hand, may be due to 

long run changes in demand, productivity, technical knowl

edge, and in the co-efficients of production. 

If the exporte consist of raw materials and primary 

products, their supply in the short period will be limited. 

Any fluctuations in their demand will have greater effect 

on their priees than on the priees of manufactured goode 

whose supply is relatively more flexible and therefore, more 

easily adjustable. This phenomenon may also partly explain 

the long term movements in terms of trade of backward 

countries. 

Historically the trends of ter me of trade have been 

against thoee countries which specialize in the production 

of raw materials and primary products. From the point of 
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view of precision, there aay be flaws in the data which 

are usually presented to support this argument, 'but the 
8 

general story which they tell is unaistakable.• The 

cyclical fluctuations pushed the priees of priaary goods 

to the bottom every tiae and, in this aanner, deprived 

them of any gaine which they had otherwise achieved. The 

production of manufactured goods, on the other hand, 
9 

stopped auch before their priees tended to reach the bottom. 

Other factors reeponeible for the long run deterio

ration in the terme of trade of backward countries are 

no lees important. The most important seems to be 

the lack of diversification of the economy. It appears 

in the fora of the overwhelming predominance of agriculture: 

the lack of industrial atmosphere in the developiag 

economies leade them to a situation where the productivity 

of their agriculture remains either static or tendsto 

deteriorate at a rapid speed. Under tbese circumstances, 

the supply responses to the market phenoaena reaain weak. 

Thus the static nature of the economies of the backward 

B. H.W. Singer, op. oit. p. 477. 

9. Raul Prebisch: The Economie Developaent of Latin Aaerica 
and its Principal Problems, United Nations, op. oit., 1949. 
The perverse behavior of the income elasticities of the 
importing countries, i.e., the greater than unit elasticity 
during depression and lower than unit elasticity during 
boom conditions, may also be taken into consideration with 
regard to this point. See Chapter III. 
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countries engaged in agriculture has continuously limited 

their capacity to shift resources from one kind of 

production to another. I~ïexibility of domestic resources 

may be an advantage during the upward pressure of foreign 

demand, but it is a serious defect if the long run trends 

of the world market are unfavorable, as they have been 

for backward agricultural countries. If an economy is 

not capable of adjusting itaelf to the long run trends 

of the world economy, it will be faced with unfavorable 

priees for its exporta and hence unfavorable terme of trade. 

For adjuatments to short term fluctuations, there is 

a need for greater flexibility, vigilance and foresight. 

III. 

We may now examine the remedies of the aecular decline 

in _. _the ' terme of trade. Usually the terme of trade 

are discussed with reference to a two-country model. 

J.S.Mill's formulation of the equation of international 

demand gives the impression that the terme of trade are 

solely influenced by one factor' the interaction o« demand 

of two countries for each other's goods. The assumption 

of constant costa further aimplified the matter for Mill 

and his followers. The formulation of Mill's theory in 

terme of Marahallian reciprocal demand curves improved 

the analysis but did not change the basic weakness of ita 
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assumptions. The Marehallian approach helped to establieh 

the fact that, given certain demand conditions between 

two countries, the imposition of a tariff by one of them 
10 

will improve her terme of trade. The actual circum-

stancee of the world do not seem to confôrm to the 

rigorous assumptions of this kind of analyeie of the 

terms of trade. In the first place, it ie neceesary to 

keep in mind the associated effects of a third or a 

fourth country in a two-country model. The outcome of 

auch associated effects on the terme of trade of a country 
11 

might appear in the form of an indeterminate situation. 

Secondly, when a large number of commoditiee enter into 

export and import trade, the index of their unit value 

is affected by too many diverse factors. It is a bit 

unreal to lump all theee factors into a •two-commodity' 

analysis. 

The terme of trade, like other economie values, 

are determined by the interaction of supply and demand. 

10. See, for example, Tibor De Scitovsky, A Reconsideration 
of the Theory of Yariffs, Review of Economie Studiee, Vol. 
9, 1942, pp. 89~110. Reprinted in the Readings in the 
Theory of International Trade. American Economie Associ
ation, 1949. 

11. For further discussion aee F.D.Graham, Theory of Inter
national Values, Princeton, 1948; G.A.Elliot, Theory of 
International Values, Journal of Political Economy, Vol. 
58, 1950, PP• 16-29; G.s. Becker, A Note on Multi-Country 
Trade, American Economie Review, Vol. 42, 1952, pp. 558-68. 
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In the short period, the demand may be a aore important 

factor in relation to supply, but in the long run the 

supply determinee the terae of trade. In other words, the 

terme of trade are deterained by the shiftability of the 

resources of aupply, given the change in demand. Trans

lating this idea in terras of the above analysis, we ll8.Y 

say that the terme of trade are deter.ained by the extent 

to which the two countries are capable of adjusting their 

supply situation in relation to changes in their reciprocal 

demand. Obviously, a backward agricultural country has 

a lese flexible supply than an advanced induetrial country. 

This may be regarded as a reaeonable explanation of the 

secular trends and of the cyclical fluctuations of 

primary products as againet the manufactured goods. This 

means that the teras of trade are not a matter of priaary 

products versus manufactured producta, but of primary 
12 

producing countries versus aanufacturing countries. If 

the primary producing countries could improve their 

overal1 supply situation by diversifying their econoaies, 

even the primary products would command better priees, 

unless of course they were under the shadow of a secular 

decline in demand. 

12. C.P. Kindlebe~ger: Terme of Trade - A European Study, 
New York, 1956, Chapters 9, 10, and 11. 
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Looking at the problem from this angle, we may 

say that the terme of trade belong to the field of domestic 

economie policy rather than commercial policy. Commercial 

policy may provide a temporary gain to a country suffering 

from unfavorable terme of trade, that too only if there 

is no retaliation from other countries. All countries 

cannot improve their terme of trade simultaneously, to 

the same extent. If a country's terme of trade are 

unfavorable, the proper remedy may lie in the improvement 

of her domestic economy, bfth by means of short term and 

long term measures. 

One of the main causes of deterioration in·the teras 

of trade of a backward country may be the pressure of 

demand for developmental importa. Such a deterioration 

in terme of trade may be regarded as a consequence of 

the dynamic repercussions of the international sector on 

the domestic economy, and the long run effect may be a 
13 

noticeable increase in national income. 

The main purpose of the terme of trade is to 

show a net gain or losa to national income from foreign 

trade. The favorable or unfavorable terme of trade will 

affect the standard of living of the people if all other 

13. Baldwin, op. cit. 
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contributing sources remain unchanged. However, if the 

domeetic economy ie dynamic, there will be no eecular 

decline in the terme of trade, and it will be then easier 

for the country to remedy the short term fluctuations 

in her foreign trade as well. 

IV. 

We may now come back to Pakistan'e terme of 

trade. Her terme of trade have been unfavorable, parti-

cularly since 1953, owing to a decline in the export 

value of her goode. Before 1953 the country wae able 

to derive huge benefite from favorable te~e of trade 

as a result of the Korean War boom. Most of the export 

duties at that time imposed on cotton and jute were 
14 

considerably traneferred to the foreign importera. 

The data given in Table XVI indicate that, 

in the short period, the changes in Pakistan's terme of 

trade affect her capacity to import more than her national 
15 

income. It seems that during the process of economie 

development, there should be no emphasis on favorable terme 

of trade in Pakistan's commercial policyJ the main emphasis 

should be on increasing the import capacity by increasing 

the export earnings. In Chapter III, we have a1ready 

discussed the poss ible methode that Pakistan can adopt to 

increase her export earnings. 

14. See Economie Survey of Asia and the Far East, 1951, op.cit. 

15. See Chapter II, p. 53-54. 
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CHAPTER VII 

TRADE AGREEMENTS 

I. 

The trade agreements play a predominant part in 

Pakistan's commercial policy. It is, however, difficult 

to examine their effects on her foreign trade owing to 

the paucity of statistical information. We shall make 

an attempt to formulate a general trend on the basie 

of the available data, and then draw some tentative 

conclusions. For this purpose, we shall first give a 

brief his~ory of Pakistan's trade agreements along with 

the hecesaary explanation of the trade procedures involved 

in them, and then analyse their place in the commercial 

policy for economie development. The way seems to be 

difficult, but perhaps well worth trying. 

Pakistan and India started their independent lives 

in August 1947 with a stand8till agreement which, in 

matters of trade, meant the maintenance of the statua quo ant& 

1. The main sources used in the preparation of this chapter 
are The Pakistan Trade, op. cit., Board of Trade Journal 
of Her Majesty's Stationary Office, London, The Economist, 
London; also, considerable information was obtained 
from the publications of the Economie Commission for Asia 
and the Far East, and General Agreements on Tariffs and 
Trade. 
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According to the agreement, no custome duties or any other 

kind of prohibitions were imposed on the movement of 

goods and services between the two countries. The pattern 

of domestic trade that existed before the partition 

of the subcontinent continued after the partition ~til 

the agreement expired in February 1948. 

It is said that at the time of the partition a 

close cooperation in mattere of trade between India and 
2 

Pakistan wae taken for granted. The well known fact, 

however, is that after the partition the political atmoe

phere was very unfavorable for such a cooperation between 

the two countries. Pakistan, certainly wae in no mood 

to continue the existing pattern of trade with India, 

as both in the official and the business circles large 

scale plans for the industrialization of the country 

were brewing. It seems that India was anxious for some 

sort of customs agreement with Pakistan; in March 1949, 

it was revealed by the then commerce minister of India 

that the question of customs union had been raised by 

the Indian delegation at a meeting held between the two 
3 

countriee in April 1948. The question was raised 

again at the Inter-Dominion Conference held in ~cember 

1948. According to the Minieter of Commerce, it wae 

2. Colin Clark, op. cit. 

3. The Commerce (Bombay), March 26, 1949, p. 568. 
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agreed that both countries shou1d examine separate1y the 

feasabi1ity of a customs union between them. Sinve then, 

nothing has been beard of the proposa1 in either of the 

two countries. 

With the termination of the Indo-Pakistan stand-

eti11 Agreement, Pakistan was free to decide her new trade 

po1icy. Three trade agreements were signed during 1948 
5,6 

with Japan, India, and Czechos1ovakia respective1y. 

The trade agreement with India was signed in 

May 1948, and was made effective for one year from July 

1948. Under this agreement, India agreed to supply the 

specified quantities of various goods including coa1, 

cloth and yarn, steel, pig iron and scrap, paper and 

board, jute manufacture, chemica1s and pharmaceuticals, 

asbestos and cement sheets. Pakistan, on the other hand, 

was to supply raw jute, raw cotton, food grains, raw 

hides and ekins, rock salt and potassium nitrate. The 

commodity composition of the agreement reflected the 

mutual needs of the two countries as the sources of supply 

were now separated by the partition of the subcontinent. 

5. The trade agreement with Japan was never ratified by the 
two countries. 

6. Pakistan - 1955-1956, op. cit. 
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A payments agreement, for one year, was also 

concluded between India and Pakistan with effect from 

July 1948. Its main features were as follows: (1) There 

would be no exchange control between the two countries; 

(2) The contral bank of each country would hold the 

currency of the other up to Rs. 15 crores as against its 

own currency; (3) When payments from one country to the 

other would exceed the limit of Ra. 15 crores, the settle

ment would be made in the sterling pound up to Rs. 10 

crores; (4) The deficits exceeding Rs. 10 crores between 

the two countries would be settled in blocked sterling. 

This payments agreement was signed mainly with the intenw 

tion of ensuring that payments difficulties should not 

hamper trade between the two countries. 

The Inde-Pakistan trade agreement did not show 

signa of success from the very beginning. Pakistan's food 

supplies were damaged by floods and she could not fulfil 

her commitments to India. The Indian jute mills were 

slow in buying Pakistani raw jute and their total purchases 

weee far below the agreed quota. The stocks of raw jute, 

therefore, were rising in Pakistan and were depressing the 

jute market. The Indian supply of coal to Pakistan was 

also far below the original commitment. The situation was 

worse with regard to other commodities. îhe agreement 
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was renewed and revised in October and December 1948. 

The trade agreement signed with Czechoslovakia 

in September 1948, for one year, provided for the exchange 

of geode on the basis of agreed quantities. Pakistan 

agreed to export raw cotton, raw jute, hides and ekins, 

as against import of 74 items from Czechoslovakia which 

included cotton textile, eugar, chemicale, shoes, woollen 

yarn, woollen fabrice, motorcycles, cycles and parts. 

In 1949, trade agreements were signed with Egypt, 

India, Japan, Poland and France,respectively. The agree

ment with Egypt was a mutual declaration by the two 

countries regarding their desire to expand their foreign 

trade to each other. The agreement provided for the moet

favored-nation treatment between the two countries. 

The trade agreement with India (July 1949) was 

the second agreement that Pakistan signed with that country. 

The first agreement failed to fulfil its objectives and had, 

by the time the negotiations for the second agreement began, 

reeulted in a huge surplus of Re. 50 crores in favor of 

Pakistan. The main hurdle in the way of real improvement in 

the relations between the two countries was the lack of good

will between them. It was thought that the second agreement 

would remove that hurdle; it was hailed by the optimiste 

in both countries as the beginning of a new era in the 
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Indo-Pakistan relations. However, this trade agreement too 

was destined to be a failure, though in a different manner. 

The devaluation of the sterling pound followed by Pakistan's 

non-devaluation of the rupee gave a severe blow to all 

hopes for the settlement of trade issues between the two 

countries. India refused to accept the new rate of 

exchange of Pakistan's currency, and all trade and pay

ments between them stopped. The second trade agreement, 

however, provided for the exchange of goods between the 

two countries as follows: India was to export 23 items 

to Pakistan which included coal, cloth, cotton yarn, jute 

manufacture, railway stores materials, sea salt, tobacco, 

and chemicals; Pakistan was to export to India raw jute, 

raw cotton, hides and skins, mustard seed, and rock salt. 

As mentioned earlier, there was a surplus of 

Rs. 50 crores for Pakistan as a result of the exchange of 

goods provided in the first trade agreement. At the 

suggestion of Pakistan, the Indo-Pakistan payments agree• 

ment wae revised to provide for larger margina for the 

settlement of the rupee account between the two countries, 

in terme of the sterling pound. 

The Japan-Pakistan trade agreement, for one year, 

was signed in July 1949. It provided for the export of raw 
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cotton, raw jute, wool, bides, and animal by-products 

from Pakistan to Japan, and the export of cotton piece

goods, cotton yarn, textile machinery, hydro-electric 

appliances and equipment from Japan to Pakistan. It is 

very difficult to examine the actual resulta of this 

agreement as the relevant data are not available. It 

seems, however, that Pakistan•s supply of raw cotton was 

almost equal to the agreed quantities; but the supply of 

raw jute was far below, and of raw wool far above, the 

d t •t• 7 agree quan ~ ~es. 

The agreement with Poland was also signed in 

July 1949. It provided for the export of raw cotton, raw 

jute, wool and cow hides from Pakist~ to Poland; and var-

ious items including coal, iron and steel products, cotton 

and wool textiles, chemicala and textile machinery from 

Poland to Pakistan. The actual exporta of Pakistan, as 

compared to the agreed quantities, were higher for jute 

~d 

the 

8 
lower for cotton. 

agreed quantities. 9 
Importe from Poland were below 

The France-Pakistan Trade Agreement was signed in 

1. Foreign Trade of Fakistan, op.cit.,p.45. 

8. Ibid. Foreign Trade of Pakistan, op.cit. 

9. Economie Appraisal Committee Report, op.cit., Appendix 7. 
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November,l949; it provided for a bilateral exchange of 

10 items of Pakistan for 92 items of France. Pakistan's 

exporte consisted of raw jute, raw cotton, raw hides, 

cotton seed cakes, woel, breeding bulla, tea, hand-made 

sports goods, herses, and cotton seeds. Exporta from 

France included machinery, consumer goods, pharmaceuticals, 

and patent medicines. The actual trade ended with a 

surplus for Pakistan as a result of lower volume of trade 

between the two countries. 10 

In 1950, Pakistan concluded trade agreements with 

ten countrie,s: Germany, Czechoslovakia, India, Poland, Italy, 

Switzerland, Japan, Austria, Hungary and France, respective-

ly. The agreement with Germany was signed in January 1950 

and was valid till September 1950. It included a provision 

for the most-favored-nation treatment. The specified 

commodities in the agreement were as follows: raw cotton, 

raw jute, animal by-products, crude drugs, food and 

agricultural products, and chromium ore from Pakistan; and 

chemicals, finished metal products, iron and steel products, 

textile ~d paper mill machinery, optics and fine mechanics, 

electrical goods, etc. from Germany to Pakistan. The value 

of Pakistan's exporta was U.S.$42 million as against U.S.$41 

10. Foreign Trade of Pakistan, op.cit. 



- 180 -

million of Germany's exports. No detailed account of the 

actual working of the agreement is available, but it seems 

that the actual volume (and value) of trade was much below 

the stipulated quantities in the agreement. 

The agreement with Czechoslovakia was the second 

trade agreement of Pakistan with tbat country. It was 

broadly similar to the first agreement which ended with a 

trade surplus in favor of Pakistan. The second agreement 

provided for increased importa from Czechoslovakia to 

Pakistan. 11 The values and the quantities of goods to 

be exchanged were agreed upon in the agreement, with 5 items 

from Pakistan against 117 items from Czechoslovakia. This 

agreement, too ended with a surplus in favor of Pakistçn. 

The trade agreement witb India was signed in 

February 1950 and ratified in April 1950. It was Pakistan's 

third trade agreement with India and perhaps more important 

than the other two, in being a first step towarde breaking 

the trade and payments deadlock existing between them, 

following the non-devaluation of the Pakistan rupee in 

September 1949. The agreement was valid for four months 

only and provided for the supply of raw jute from Pakistan 

against payment in the Indian currency. With these Indian 

11. See Article I (b) of the Agreement, Pakistan Trade, op.cit., 
April 1950. 
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rupees Pakistan agreed to purchase a number of 

commodities from India. This procedure of payment was 

adopted to avoid the exchange rate controversy which wae 

still very much alive between them. 

Pakistan's trade agreement with Poland was a 

renewal and an extension of the previous agreement between 

the two countries. However, the new agreement, contained 

the provision that contracta made during the period of 

the agreement for the purchase of machinery and other 

capital goods would not be rendered void until six months 

after the expiry of the agreement. The actual trade that 

took place under the agreement was below the agreed quant

ities with Pakistan's exporta exceeding her importa. 

In July 1950, an agreement was signed with Italy 

which was valid until June 1951. According to this 

agreement, exporta from Pakistan were to consiet of 18 

items against 124 items from Italy. Pakistan wae to eupply 

goods such as raw cotton, raw jute, raw wool, chrome ore, 

sports goods, and handicraft articles; Italy was to supply 

various goods including textiles, iron and steel manufact

ure and stationary. It was provided in the agreement that 

'if either party considera that the flow of goods is taking 

place in a manner which would seriously affect the balance 
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of trade between the two countries ••••••••••••••••• 

••••••• consultations will proceed on the following lines: 

a) to leave the adverse balance una4justèd 

with a view to correcting it during the 

b) 

c) 

following year; 

to increase immediately exporte from the 

country that has run into an adverse 

balance of trade, and 

to curtail immediately exporte from 

country with a favorable balance of 

trade. t 12 

the 

It was further provided that 'any one or more of 

the above mentioned measures may be adopted to meet the 

situation after due consultation.' l3 

The trade agreement with Switzerland was signed 

in September 1950. It was agreed that Pakistan would supply 

raw cotton, raw jute, wheat, rice, hides and skins, sports 

goods, tea, carpets and rugs, guts, dried fruit, resin, 

turpentine, and handicrafts; Switzerland was to supply 

chee se, condensed milk, chemica.ls and drugs, electrical 

instruments, optical instruments, watches, small and millwork 

12. Pakistan Trade, op.cit., October 1950, p.20. 

13. Ibid. 
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machinery, cotton and rayon piece goods, etc. The agree-

ment required that the two contracting parties consult 

each other in the event of a serious dislocation in the 

balance of trade. It also provided for extra importa of 

cotton and rayon piece goods by Pakistan if the balance 

of trade did not deviate from the estimated quantities of 

goods given in the agreement. The actual trade was below 

the agreed value of goods and resulted in a heavy deficit 

in Pakistan'e balance of trade with Switzerland.
14 

The agreement with Japan was signed in October 

1950. This was the third Japan-Pakistan trade agreement. 

It provided for a ba1anced trade between the two countriee 

based on the exchange of goods valued at 34.8 million from 

each aide. According to Article IV of the agreement, Japan 

agreed 'to make avai1able technical assistance, qualified 

technicians, tools, machinery and other producte required 

for Pakistan 1s industrialization. 115 The trade agreements 

with Austria and Hungary, concluded in October, and with 

France in November 1950, provided for a bilateral exchange 

of goods between Pakistan and each of these signatory 

countries. The actual trade resulted in a favorab l e 

balance to Pakistan with Austria and France, and an 

14. Economie Appraisal Committee Report, op.cit. Appendix 7. 

15. Pakistan Trade, op.cit., February 1951, p.16. 
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unfavorable balance with Hungary. 

The year 1951 saw some important developments 

for Pakistan in the area of her trade agreements. The 

previous agreements with Czechoslovakia, France, Germany, 

Hungary, Italy, and Japan were extended for another year 

in each case. New trade agreements were concluded with 

Spain, Iraq, Norway and Ceylon, apart from two important 

agreements conc1uded with India and the U.K. 

The Pakistan-Spain trade agreement was made 

effective from January 1951, for one year. The agreement 

contained provisions for the processing of raw jute in 

Spain on behalf of Pakistan. The raw jute to be exported 

from Pakistan for this purpose was in addition to the 

quantities of jute otherwise specified in the agreement. 

This step was perhaps taken to fill up the needs of jute 

manufactures, importe of which had stopped due to the 

Indo-Pakistan trade impasse referred to above. 

The fourth Indo•Pakistan trade agreement, conw 

cluded in February 1951, brought to an end the 18 month 

olà battle between the two rupees. It was hailed in India 

as a 'welcome improvement in the economie relations between 

the two countries, 1 and in Pakistan as a 'vindication of 
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Pakistan's non-devaluation decision of September 1949."16 

The agreement was made possible by the declaration of 

the Government of India that, "they were prepared to 

have exchange transactions conducted on the basis o~ 

the existing par value o~ Pakistan currency. tt.l7 But 

the agreement on the new exchange rate brought with it 

the extension o~ exchange control on all paymente between 

the two countriee. The eettlement o~ their dispute, 

however, gave them a chance to establish, once again, the 

normal trade relations between them. 

The Pakistan-U.K. trade agreement signed on 

April 2, 1951 rep1aced the twe1ve year old Indo-U.K. trade 

agreement of 1939. The 1939 agreement was signed by the 

then Government of India and the U.K. to adjust and revise 

seme of the provisions of the Ottawa Pact o~ 1932, popul

arly known as the Imperial Pre~erence. When Pakistan 

inherited the agreement o~ 1939 there wae a feeling in the 

country that it was in need o~ modifications to suit her 

requirements. The then commerce minister, in his speech 

delivered in the Pakistan Constituent Assembly, in April 

1951, put the matter as ~ollowe: 

"The fact that some of the concessions 

16. Pakistan Trade, op.cit., March 1951, p.l3. 

17. Ibid. 
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granted by the United Kingdom to 
the Indo•Pakistan subcontinent 
ceased to be of any consequence to 
Pakistan while the concession 
received by the United Kingdom in 
return remained intact, was suffic
ient to realize that the 1939-
Agreement had lost its balance to 
our disadvantage."l8 

The main factor which forced Pakistan to seek 

revision of the pact was the development of her textile 

industry. "Both from the point of view of the volume of 

trade and loss of revenue, cotton textile constituted the 

most important item in the Agreement."l9 In the new 

agreement, preference was abolished on more than 30 items, 

including cotton piece-goods. Since this agreement, most 

of the tariff concessions have been negotiated by Pakistan 

through the G.A.T.T. 

In 1952, Pakistan concluded trade agreements with 

Austria, Italy, Germany, Czechoslovakia, France, India and 

the u.s.s.R. The previous trade agreement with Spain w~s 

extended for another year. The agreement with Austria 

provided for Pakistan's exporte to Austria consisting 

of raw materia1s, and of Austrian exporta to Pakistan 

consist~ng of meta1s, manufacturing, e1ectrica1 app1iances, 

18. Pakistan Trade, May 1951, p. 3. 

19. Ibid. 
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machinery and scientific instruments. Pakistan-Italy 

trade agreement was broadly similar to the previous 

trade agreement between the two countries, as mentioned 

above. The Pakistan~France agreement was also based on 

the previous agreement signed by the two countries. 

The agreement with Germany provided for the exchange 

of raw materials from Pakistan with iron, steel, and machi

nery from Germany. The agreement with Czechos1ovakia 

provided for the exchange of 4 Pakistani commodities for 

11 Czech products. The trade agreement with the U.S.S.R. 

was a barter contract, and it was signed in August 1952. 

It provided for the supp1y of 150,000 tons of wheat from 

the u.s.s.R. in exchange for 22,000 tons of jute and 

13,150 tons of cotton from Pakistan. The value of the 

goods involved on each aide was abouti6 million. The 

Indo-Pakistan trade agreement of 1952 contained fewer 

items for trade, signifying the contraction of trade 

between the two countries - a trend which continued in 

spite of (or because of?) various trade and other agree

ments. 

Pakistan concluded trade agreements again in 

1953 with various countries auch as France, Indonesia, 

China, India, Japan, and Italy. Perhaps only two of these 
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are worth mentioning here. The agreement with India 

was the first long term agreement made by Pakistan with 

any country. Its contents were never published. 

The agreement with Japan was the first to 

provide credit arrangements for Pakistan's importa. 

The agreement was aimed at facilitating, inter alia, the 

import of capital goods and machinery from Japan to Pak-
20 

istan. Article III of the agreement reade as follows: 

"In respect of the capital goods to be exported 
from Japan to Pakistan, the Government of Japan 
and the Government of Pakistan agree to give 
facilities to exportera and importera for con
cluding contracte for the supply of such goods 
on the basie of deferred payment. For this 
purpose the priee of capital goods shall be 
fixed in sterling •••••• " 

The method of deferred payment was explained in Section A 

of the Article VII as follows: 

(1) "The Government of Japan agree to permit: 

a. the exportera of capital goods in Japan to 
export such goods to Pakistan and to eettle 
payments therefor by receiving remittance in 
sterling in instalments extending over a 
period of five years from the date of the 
contracte, provided such contracte are 
concluded within the currency of this ~rade 
Agreement at commercially competitive priees. 

b. the exportera of capital goods to open a non
resident rupee account in a bank in Pakistan, 

20. Pa.kistan Trade, op. ci t., March 1953, p. 17. 
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and in order to wnsure the fulfilment of 
the terme of the contracte, to receive 
deposits from the importera to that account 
in auch instalments, as may be mutually 
agreed upon between exportera and importera 
concerned. 

c. the exportera, if they so desire, to invest 
the amount available in their non-resident 
account in Government of Pakistan aecurities. 

d. The Government of Pakistan agree to permit the 
importera of capital goods in Pakistan upon 
due authorization by exportera of auch goods, 
to make remittancea to the exportera in 
Sterling out of the amount held in non-resident 
account of the exportera till the full C.I.F. 
value of the capital goods in sterling has 
been remitted in instalments over a period of 
five years from the date of the contract 
as follows: 
a. about 10% of the c.i.f. value of the 

capital goods at the time of placing the 
order; 

b. about 15 % of the c.i.f. value of the capital 
goods on proof of shipment of auch goods 
from Japan to Pakistan and, therefore, the 
balance in approximately equal half-
yearly instalments over a period of five 
years from the date of the contract." 

In 1954, trade agreements were concluded with 

Germany, France, Yugoslavia, Italy, and Japan, respectively. 

Apart from the agreement with Yigoslavia, the other trade 

agreements were similar to the previous ones signed by 

Pakistan with those countries, respectively. The agreement 

with Yugoslavia provided for Pakistan's exporta to Yugo

slavia to the value of J_ 2. 995 million and importe from 

Yugoslavia worth 1.:3.098 million. 
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In 1955 the previous agreement with Japan 

was extended and a new agreement was signed with India. 

The trade agreement with France, like the previous Pakis

tan-France trade .agreement, provided for the bilateral 

exchange of goods between the two countries. 

In April 1955, Pakistan signed separate agree

ments with the Govermments of the U.K. and Hong Kong, 

providing for the import of cotton textile and yarn worth 

$7.7 million in exchange for primary commodities made 

available to Pakistan by the United States. S±milar agree

ments were also concluded with six other countries. 

Pakistan concluded about 16 trade agreements in 

1956. The countries with which these agreements were signed 

included the U.S.A., Japan, U.K., and the U.S.S.R. Two 

types of agreements precominated throughout this year. 

According to the first type, the primary commodities re

ceived from the u.s.A. were bartered for manufactured 

products from other countries. The second type of agree

ments were concluded mainly to procure food for the country, 

Such agreements were signed with Burma, the u.s.A., and 

the u.s.s.R. 
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II. 

Our main purpose in presenting the above survey 

was to bring out the bread trends of Pakistan's commercial 

policy as indicated by her trade agreements with ether 

countries. We may now summarize these treads as follows: 

1. Most of the trade agreements were state

ments of intentions rather than binding 

commitments for exchange of goods. Some 

agreements included provisions for the 

single country license; 

2. The trade agreements concluded up to 1954 

provided mainly for the exchange of Pakistan's 

raw materials with manufactured products of 

ether countries; the agreements signed during 

1955 and 1956 included substantial quantities 

of jute manufacture, sports goods and cottage 

industries products; 

3. Most of the agreements did not allow credit 

margina or credit provisions, short term or 

medium term. The agreement with Japan, with 

the single exception of the U.K., is unique 

in this sense; 

4. The agreements did not ensure and guarantee 
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the supply of goods as there was disparity 

and fluctuations in their deliveries from 

the contracting parties; 

5. In most cases the agreements provided for 

the stipulation that trade in goods would 

take place through normal private channels, 

and that, it would not be confined to commodi

ties mentioned in the trade agreements. 

III. 

The importance of trade agreements depends on 

the functions they are supposed to perform. During the 

early thirtees, when most of the European countries 

including Germany were suffering from payments difficulties, 

bilateralism grew as a solution to their trade problems. 

The commonest deviee for securing trade balances between any 

two countries was compensation and clearings. Germany, 

under the Schacht plan of the thirtees, disoô.vered an 

oppprtunity to sell her goods in exchange for the much 

needed raw materials and primary products, through 

bilateral agreements. Other countries auch as the U.K. 

made an attempt to improve their share of the world trade 

through milder forme of bilateralism, i.e., imperial 

preference. 
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Since the Second World War, bilateralism has 

flourished partly due to the rise of planned economies, 

and partly as a result of exchange and payments diffi

culties faced by various countries. Pakistan has her own 

reasons for turning towards bilateralism. Apart from the 

perennial scarcity of foreign exchange, there was the 

problem of ensuring the supply of goods for which India 

had been the main source before partition of the country. 

The policy of trade agreements was started with a view to 

solving this imme<' iate problem. It was referred to as the 

diversification of trade in the official policy state

ments. Moreover, there had been the general problem of 

finding markets for the primary cownodities and of 

procuring essential consumer and producer goods. In some 

casee, the solution to these problems was sought in single 

country licenses; but in most cases, trade agreement was 

used to make propaganda in the business communities of 

the signatory countries and thereby publicize what each 

country could export or import. Apart from a few 

barter agreements, the agreed quantities were never taken 

to represent the binding commitments. 

The main advantages to Pakistan from such trade 

agreements seem to be as follows. In the first place, 
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the trade agreements indicate a possibility and scope 

for relaxing the import restrictions, at least up to 

the specified maximum limite of the goods mentioned in 

the agreements. Secondly, in some cases the country 

has been able to get essential goods through barter, 

which it would have been difficult to get otherwise due 

to the payments difficulties. Thirdly, the supply of 

capital goods on credit has been made possible by trade 

agreements. However, all these advantages are of a limited 

nature. The trade agreements have failed to solve the 

problems of Pakistan's foreign trade. 

The dilemma of Pakistan's foreign trade will 

not be solved by bilateralism or good-intentioned trade 

agreements. Bilateralism requires a double coincidence 

of wants a.s well as willingness on both sides to buy 

almost equal quantities of goods. Also 1 the other 

contracting party may not necessarily be the cheapest 

market to buy from or the best market to sell to. These 

are all the disadvantages for a newly industrializing 

country. It is in the best interests of a developing eco

noroy to seek participation in a competitive world market 

rather than take refu.ge in bilateralism. 

We are now in a position to discuss the role of 
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commercial policy in economie development with a view to 

establishing some criteria of international economie 

policy for a developing ecpnomy. 



CHAPTER VIII 

TH! ROLE OF COMMERCIAL POLICY 

IN ECONOMIC DEVELOPMENT 

I. 

The main purpose of commercial policy for 

economie development is to stimulate the domestic capital 

formation through varioue national and international 

meaeures. The choice between these measures, or the forma 

of commercial policy, depende essentially on the nature 

of the domestic economy as well as the goals of economie 

development. In order to proceed with our analysis, there

fore, we muet mention briefly the sort of domestic 

policy for economie development that we have at the back 

of our mind. 

Economie backwardness is a complex phenomenon. 

The backward countries, almost in all cases, are predo

minantly agricultural; a large number of them are also 

faced with the problem of over-population. Most of the 

advanced countries are predominantly industrial, and most 

of them do not suffer from the pressuree of population, 

in relation to their economie growth. It has become, 

therefore, almost a matter of faith with the developing 

countries that, in order to break the vicious circle of 

their poverty, they must industrialize. Some economie 
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experts in the West are skeptical about the role of 

industrialization in raising the standards of living 
1 

of the backward people. They would like the 

developing countries to concentrate mainly on agri

culture as it is the present source of livelihood 

for them. 

Why is agriculture inefficient in the backward 

countriee? In Chapter II, we mentioned varioue factors 

reeponsible for the low productivity and yield of agri

culture in Pakistan. We noticed that the land tenure 

system of the country is defective, the methode of culti

vation are primitive, and the labor force engaged in agri

culture euffere from malnutrition and ill-health. Above all, 

we noticed that the agricultural sector of the country is 

over-populated. Now if through some state action the land 

tenure system could be reformed, the methode of cultivation 

could be modernized, and action could be taken to improve 

the health of the people, would agriculture become more 

efficient and productive? Perhape theee measuree would 

somewhat improve the production of land per acre; the 

production per capita would not improve as there would still 

1. See for example Jacob Viner, International Trade and 
Economie Development, Oxford, 1953, F. Benham, The Colombo 
Plan and Other Essaye, London, 1956. 
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be too many workers on the land.. 

This problem is often referred to as 'disguised 

unemployment' or 'under employment.' Whatever termi-

nology one may wish to adopt, the problem poses different 

questions from those of unemployment known in the 
2 

industrial societies. The disguised unemployment or 

under-employment in developing economies is a struc-

tural problem of a static variety. It is not a tempo

rary phenomenon which is caused by the cyclical fluctu-

ations of economie activity; it is a long run problem. 

We may define the agricultural under-employment as a 

situation where, with given techniques and factors of 

production, the elimination of some workers may not 

cause any decrease in production. As long as the elimi-

nated workers can be put to better uses elsewhere in the 

economy, the under-employment will exist. If the 

techniques of production are changed then this under-

employment will become more serioua. 

Due to the abundant supply of cheap labor, many 

processes of agricultural production in the developing 

economies have become labor intensive over &he period of 

time. In order to increase production substantially 

2. Joan Robinson, Disguised Unemployment, Economie Journal, 
1936, pp. 225-237. 
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it may be necessary to introduce seme capitalistic 

techniQues in agriculture, and to dispense with seme of 

the laber intensive methode. It is clear, therefore, 

that no improvement in agriculture can be made effective 

without reducing the surplus workers from land. The 

problem might be simple if ether avenues of employment 

were available to the workers. Then, there will be only 

the marginal shift of factors of production involved, 

from one sector to the ether, and the marginal gain will 

be determined by a zero loss to agriculture on the one 

hand, and on the ether, at least seme gain to the non-
3 

agricultural sectors. If opportunities for alternative 

employments are meagre, or nil, there will be only two 

solutions available to the country: either the surplus 

population be allowed (or persuaded) to migrate to other 

countries where more laber is needed, or to establish and 

develop the alternative employment opportunities for it 

3. It may be said that this argument ignores the consequences 
of breaking up the family unite attached to the agri
cultural land. But, in the first place, it is not necess
ary to divert all the surplus workers to cities; away 
from their families; it ought to be possible to develop 
some kind of occupations for them within the rural areas. 
Secondly, when the unnecessary duplication of work in 
agriculture is as great as the writer himself has 
witnessed in his native surroundings of what ie now West 
Pakistan, perhaps the social complications arising as a 
result of the elimination of the present duplicity of 
work may be nothing as compared with the economie gains 
from the proper use of the manpower resources in the 
country. See also Chapter II, pp. 26-27. 
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within the country. Large ecale emigration may be 

regarded as out of question due to the racial, ethnical, 

and cultural problems involved in it. More often than 

not, migration means a losa of better kind of people who 

may be more useful in their own countries than elsewhere 

abroad, particularly from the point of view of the 

backward countries. 

The second alternative, perhaps for the lack 

of proper terminology, is often referred to as 'industrial

ization', by the apokesmen of the backward countries. We 

may at this stage define this term. By industrialization, we 

mean the expansion of commercial, financial, and manu-

facturing activities as well as the personal services in 
4 

the country. If we divide' the economy into agricultural 

and non-agricultural sectors, we may call the develop

ment of the non-agricultural aectors as industrialization. 

The manufacturing aspect of industrialization is the most 

complex and diff icult to decide. There is an obvious 

choice there between what is . known as the heavy industries 

and the light industries. Perhaps the problem can be 

4. For further discussion see Eugene Staley, The Future 
of Underdeveloped Countries, New York, 1954; Singer, 
op~ cit., The Mechanicà of Economie Development, 
Indian Economie Review, Vol. 1, 1952•53. 
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determined with reference to the specifie circumstances 

of a country. 

The industrialization of a developing economy, 

as seen in the context of the above pbservations may be 

regarded as a supplementary economie activity in the 

country, not a replacement of agriculture. Agriculture 

as auch has no causal relationship with poverty; it 

becomes a problem wheD, inetead of being a commercial 

persuit, it turns into a mode of living' for familiee 

which may be increasing in numbers as well as aize. In 

other worde, the real problem is the 'poor' agriculture, 

and it is not possible to visualize any suitable means 

of improving it without the help of the non-agricultural 

sectors. At times, objections are raieed against the 

emphaeis on the industrtalization of backward areas, and 

Denmark, New Zealand, Australia, Iowa or Nebraska are 

cited as the outstanding examples of high-income agriculw 
5 

tural areas. But perhaps the example of these countries 

supports our contention. There is a vast difference 

between the percehtage of economically active population 

engaged in agriculture in the se countries and in the 

developing countries. It ranges from 21 for New Zealand 

5. Viner, op. cit., International Trade & Economie Develop
ment, pp. cit., p. 44. 
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6 
to 29 in Denmark. "The high income agricultural 

countries or areas are no longer 'agricultural' in the 

sense in which underdeveloped countries are agricultural, 

for, in the latter, 50 to 85 per cent of the working 
7 

population gets its living directly from Land." 

Agriculture and industrialization, therefore, 

cannot be taken as two alternative measures with a strict 

choice between them for the backward countries. In fact 

both are interdependent. Industrialization will help 

to make agriculture more productive; more efficient 

agriculture will mean higher national income which will 

have induced effects on the demand for industrial goods 

and services. A proper coordination between agriculture 

and industrialization will result in the widening of the 

domestic market; it will also increase the capital 
8 

endowment of the country. It is eaid that the industrial-

ization, instead of solving the problem of population, will 

6. Statistical Year Book, United Nations, op. cit.; w.s. 
Woytinsky and E.S.Woytineky, World Population and Pro
duction, New York, 1953. 

7. Staley, op. cit., p. 303. 

8. It is said that in order to industrialize, a backward 
country should firet put the agricultural sector in 
order, and then with the help of agricultural surplus, 
try to foster industrialization. This argument is 
correct only insofar as it emphaeises the need for extra 
food production in a developing economy. 
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aggravate it, because the general health and life 

expectancy of people will 1mprove. and consequently the 

rate of population growth will increase. But these 

resulta will follow with any kind of improvement in the 

backward countries. It becomes then possible to argue 

thB,t, 'if only misery can check the growth of population, 

all improvements are worse than vain, for they only 
9 

permit a large population than before to live in misery.' 

Population is a serious problem in backward 

societies, and perhaps even the crual shadows of the 

Malthusian devil,whioh often looa~large on the horizons 

of these societies, have not been able to cijeck the 

consistent growth of their population. If economie 

equilibrium can be achieved only by fubther promoting 

the abominable activities of the devil of death through 

misery, it becomes difficult then to decide whether our 

goal is the economie equilibrium or mankind. However, 

population cannot be taken as an inelactible fact in any 

analysis of economie development. For the sake of their 

own progress, the people of backward areas will have to 

reconcile themselves wi th the need of making bi rth 

9. K.E.Boulding, Economie Analysis and Agricultural Policy, 
Canadian Journal of Economies, August 1947, p. 442. 
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control as an integral part of their industrialization 

programs. 

II. 

In Chapter II, we surveyed the progress that Pak

istan has made since her establishment. Following the 

jargon of modern economie planning, we may divide the 

economy into two sectors: public and private. In the 

private sector of the economy the major event has been the 

establishment of heavy and medmum size industries. In 

the pmblic sector the achievements are difficult to 

judge, but the 'planned' targets as mentioned in the 

development plans do give a broad indication of the govern• 

ment activities. The Six Year Plan was based on the 

following targets of economie development: out of the 

total funds estimated as the revised oost of the plan, 

25 per cent was allotted to agriculture, 17 per cent to 

industry, 23 per cent to fuel and power, 24 per cent to 

transportation and cammûnications, and 11 per cent to 

social capital development. The First Five Year Plan 

envisages public expenditure in various sectors of the 

economy as follows: 

1. Village Aid and Rural Development 3.0 % 

10. The First Five Year Plan, op. cit. 
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2. Agriculture. 10.9 % 
3. Water and Power Development. 32.0 % 
4. Induetry. 13.0 % 
5. Transport and Communications. 20.0 % 
6. Housing and Settlement. 9.5 % 
7. Education and Training. 7.1% 
s. Health. 3.5 % 
9. Social Welfare. 0.4 % 

10. Labor & Employment, & Miscella-
neous. 0.2 % 

The Plan gives more emphasis to water and power 

development, as well as transport and cvmmunications, than to 

ether aspects of development. Public expenditure in the 

industrial sector is low, as it is the private enterprise 

which is mainly responsible for its development. Similarly, 

agriculture is the responsibility of the provinces , and 

so is education and welfare. The contributions of the 

central government to these items are low, as they are in 

addition to what the provinces will spend on them. The 

general purpose of the plan is only to supplement the 

efforts of the private sector and the provincial govern-

mente towards economie development. 

Both agriculture and industrialization are 

being emphasised in Pakistan's planning. Perhaps enough 

is not being done in each direction; may be, the main 

cause for this is the lack of economie organization. 

However, the country needs food in order to keep her 
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people away from starvation, and industries in order to 

increase her exporta. 

The above discussion brings out the importance 

o~ adopting a coordinated plan of economie development 

in the country. This coordination of various aspects of 

planning, however, involves structural changes, no~ 

marginal calculus. It is similar to the problem of a 

mountaineer who, in order to reach the highest peak in 

a mountain range, may have to abandon the mountain which 

he has already climbed, or is in the process of climbing, 

and go to the next mountain. We can best illustrate 

this point in the words of Professer Meade: 

(The mountaineer) ....... can always get higher 
as long as he moves uphill, whenever, he is 
on a elope, the marginal conditions for maxi
mising his height are not fulfilled; by moving 
a little way in the uphill direction he can alwaye 
reach a higher point •••• (but) he may not be 
on the highest peak of the mountain range; he 
might be able to get still higher if he came 
down again and went up the next mountain.«!l/ 

III. 

What part can commercial policy play in bringing 

about the structural changes in a backward country? In 

ether words, what resulte will follow when free trade 

policy is adopted by the country, and on the other hand, 

11. J.E. Meade, Trade and Welfare, op. cit., pp. 119-20 
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what gains or losses, if any, will accrue to the country 

if she adopte the policy of conscious direction of her 

foreign trade? 

The free trade argument is based on the assump

tion that the 'unrestricted international exchange of 

goods increases the real income of all the participating 

countries. The priee mechanism, under competition, 

automatically ensures that each country specializes in the 

production of those goods, and only those goods, which 

it can obtain more cheaply, taking account of transport 

costs in this indirect manner, than by producing them 
12 

itself.' The case for free trade, then, is the case 

for efficiency of competitive priee system. 

The efficiency of competitive priee system implies 

certain important conditions the fulfilment of which is 

a necessary pre-requisite of free trade. These conditions 
13 

may be stated as follows: 

"(1) Given productive resources within each 
country, all fully employed, and no 
mobility of factors of production between 
countries; 

(2) Given tastes and technical knowledge; 

(3) Perfect mobility of factors betwean industries 

12. Haberler, op. cit., p. 221. 

13. Joan Robinson, The Pure Theory of International Trade, 
Review of Economie Studies, 1946-47. p. 98. 
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within each country; 

(4) Perfect competetive conditions within 
each industry. 

(5) Annual value of importe and exporte 
equal for each country." 

We may include surplus labor in the productive 

resources available in a backward country. As long as 

this surplus labor exis~there is no full employment. Now 

if a small capitalist sector existe in the economy aide by 

aide the subsistence agricultural sector, productivity in 

the capitalist sector will be higher than that of the 

agricultural sector. In the agricultural sector the 

labor productivity may fall to zero, or near zero, but 

wages will not fall below the subsistence leve1.14 The wages 

in the capitalist sector will be slightly higher than in the 

agricultural sector. In spite of surplus labor available in 

the agricultural sector, the labor may never become a free 

good. How will this situation affect the foreign trade of 

a backward country? Let us illustrate the problem with the 

help of our two countries A and B. Talking in terme of 

marginal productivities, if one day's labor 

in A produces 3 food or 3 cotton manufacture 
in B produces 0 food or 1 cotton manufacture 

14. For further discussion see Harvey Leibenstein, Theory of 
Underemployment in Backward Economies, Journal of Political 
Economy, Vol. 65, April 1957, pp.91Ml03. 
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then the Law of Comparative Coat thus stated would require 

that the backward country (B) specialize in cotton man-
15 

ufacture a.nd the advanced country (A) in food production. 

This is how the existence of surplus labor will affect the 

prospects of specialization in the backward country. Of 

course, the use of labor-cost in the classical framework 

of the argument implies that labor is a scarce factor; it 

ie the surplus labor which keeps the productivity of 

agriculture low in a backward society, by whatever standard 

we may wish to measure it in real terme. The conditions of 

agricultural over-population seriously distorts the 

classical argument for free trade, at least for trade 

between over-populated agricultural countries and the ad-

vanced industrial countries which are also rich in agricul-

tural land. 

The assumption of constant tastes and constant 

technical knowledge is unreal with regard to a developing 

economy. In reality, auch an economy is in a traneitional 

phase: the taetes are conetantly changing, and consumption 

and economie habits are shifting their patterns. If we 

abandon the assumption of constant technical knowledge, 

the aesumption of given factors Of production ~hen becomee 

15. W.Arthur Lewis, Economie Development with Unlimited Suppliee 
of Labour, The Manchester School, Vol.22, 1954-55, p.l85. 
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irrelevant. Any improvements in technical knowledge will 

have direct bearing: on the factor endowment of the 

country. 

The aasumption of perfect mobility of the ~actors 

of production implies that their allocation in the economy 

should take place in auch a manner as to equalize their 

rewards according to their marginal productivity in each 

sector. In the real world, the element of non-competing 

groupa, ignorance of the market, prejudice in favor of a 

place or a position, and auch other social and economie 

factors may hinder perfect mobility. Above all, the existw 

ence of surplus labor and the lack of diversification of 

the economy may be considered as the most unfavorable con

ditions for perfect mobility of factors of production. The 

assumption of perfect mobility implies that the economy has 

reached a certain level of growth in various sectors so 

that marginal shifts from one sector to the other can 

operate to equalize priees and wagee. such conditions do 

not exist in a developing economy. 

The last of the above assumptions ie the most 

formidable for a developing economy. It entails that the priee 

levels in the trading countries are flexible eo that automatic 

mechanism succeede in establishing an equilibrium between them. 
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Now this machanism will operate either through wage level 

fluctuation or exchange rate variation. If we assume that 

the rate of exchange is fixed and the trading countries are 

on the gold standard, the country with the favorable bal

ance of trade will suffer from higher priees and the 

country with unfavorable balance of trade will have 

deflationary pressure on her economy. The exporte of the 

former will be diecourageà, and similarly, the exports of 

the latter will be encouraged. Now if the latter country 

becomes a surplus country the same process will operate 

again, starting with a reduction in her exporta. 

Two conditions are necessary to make this mechan-

ism possible: first, the banking systems of both the 

countries whould allow full impact, on their economies, 

of the surplus or deficit in their balance of trade; 

8econdly, the banking principles followed in both the 

countries should be identical. Both these conditions are 

difficult to fulfil. 

Accordi ng to the classical argument, the rate of 

interest regulates the economie activity in the economy. 

In fact, the use of the interest rate policy may be limited 

because of the lack of interest sensitivity of investment 
16 

and capital use. In a backward country, interest rates 

16. Joan Robinson, op. cit. 
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may be still lees effective; ~he subsistence sector may 

be completely insensitive to changes in the rate of interest, 

and in the capitalist sector there may be serious limitations 

on its use as an instrument of economie policy. 

We noticed in Chapter III that it might be difficult 

to establish foreign trade equilibrium between country 

A and country B if a serious disparity existed in their 

income elasticities for each other's goods. From this 

point of view, the fifth condition of competitive priee 

system aLso has its limitations. In fact, the priee 

and income elasticities cannet operate effectively in 

the foreign trade of a developing economy unless she iè 

in a position to expand her monetary sector, to increase 

the production of her import-competing geode, and raise 

the level of national investment. 

We may conclude this section by saying that 

free trade is an ideal which cannot be completely f ulfilled, 

for, the conditions which are necessary for its fulfil

ment may never exist in their entirety in any country, 

at any level of economie growth. The above observations 

have been made mainly with a view to emphasising the 

weaknesses and difficulties of free trade. They may 

not be taken as an argument in favor of the abandonment 

of the ideal. A developing economy cannot derive the 
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full benefits of free trade unless it reaches a certain 

stage of maturity in her economie development. The 

assumptionsof free trade in fact indicate the lines of 

action that a developing economy should adopt in order 

to achieve the goal of economie development. Various 

factors are involved in such a line of action which may 

be summarized as follows: 

1. The priee mechanism cannot be expected to 

operate effectively in a developing eoonomy 

unless the agricultural sector is modernized 

and the non-agricultural eectors are 

expanded; 

2. The incoae and priee effects may be erratic 

in their behavior owing to the lop-eidedness 

of the economy. The demand and supply may 

aleo lack shiftability and substitutability 

due to the same reason; 

3. In order to make the economie system of the 

developing economy properly competitive, the 

problem of the surplus labor must be solved; 

4. Stated in terme of the marginal coat, the 

Law of Comparative Oost requires an agri

cultural country with a surplus of population 

to specialize in goods produced in her small 

capitalist sector (i.e. manufactured goods) 
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for export rather than goods produced in 

her agricultural sector. 

IV. 

We may now make an attempt to answer some other 

aspects of the question that we posed at the beginning of 

Section III. 

The modernization of agriculture and industriali

zation are the two desirable objectives of economie 

development that a country should adopt in order to raise 

the standard of living of her people. Industrialization 

will not only provide the new avenues of employment, it 

will also bring with it new techniques and skills for the 

people. "A purely agricultural country is likely to be 
17 

unprogressive even in its agriculture." However, 

industrialization has its complexities, and it entails 

various difficulties and bottlenecks; we may call them the 

controlling factors of industrial progress. First, there 

are the problems regarding the urbani:Jatl,.on ofthe surplus 

rural population, which have a1ready been pointed out in 

this study. The other controlling factors may be 

enumerated under five heaàinge: (1) Machinery; (2) Entre• 

17. J.K. Galbraith, Conditions for Economie Change in Under
Developed Countries, Canadian Journal of Economies, 
November 1951. 
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preneural ability and management; (3) Skill; (4) Social 

over-head capital and external economies; (5) Long run 

economies of production. These five categories do not 

exhaust the list, but they serve as a basie for a 

discussion of the problem. 

Capital deficiency is a serious matter for a 

backward country. The poor classes, who form the bulk of 

her population, live on a subeietence level; usually their 

capacity to save ie almost zero. The upper classes may 

consist of the landed ariet~cracy, or the nouveaux riche or 

a combination of both, depending upon the country's social 

framework. They may lack investment traditions or may 

confine themselves to occupations which bring them quick 

rewarde. 

The inetitutional framework is an important 

limiting factor for the growth of financial resourcee. 

It may be unsuitable for mobilizing savings for medium 

and long term investments. Also, technical know-how is 

an integral part of capital, and if the country i.S · deficient 

in this respect the prospective investors may be discouraged. 

The solution of the problem may lie in improving the 

financial system on the one hand, and on the other, in 

establishing corporatio~like the Pakistan Industrial 
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Development Corporation to serve as pioneering entrepreneurs. 

Also, the capital and technical know-how may be imported 

from abroad. The foreign capital may, however, hesitate 

to participate in the industrial development of the country 

if it suffers from social and political instability. These 

are all important aspects of industrial development, but 

they essentially belong to the domestic economie policy. 

Commercial polioy may, however, have a direct 

bearing on one aspect of the above problem. The country 

may decide to impose tariffs on foreign products with a 

view to fostering the domestic industrialization. It may 

result in the import of capital in the form of maaufacturing 

activity behind the tariff walls by the producers of the 

'proteoted' good. In this manner, the proteotive measure 

may succeed in inducing foreign capital to set up what 
18 

Nurkse calle the 'tariff factories.' But the movement 

of this kind of capital may not take place in large volumes. 

Essentially, the real inducement to foreign capital ia the 

nature of the domestio market, as well as the relative 

efficiency of economie organization in the country; and if 

these factors are favorable, there may not be any necessity 

to encourage the 'tariff faotories.' 

18. Nurkse, op. oit., p. 106. 
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The import of machinery can be facilitated with the 

help of suitable meaeures of trade policy. As we mentioned 

in Chapter IV, the country's importa can be divided into 

developmental and non~developmental; the developmental 

importa can be encouraged through preferential regulations. 

It is neceesary, however, to add that this approach 

assumes that the domeetic economie policy is sufficiently 

dynamic and that the export expansion program is being 

vigorously implemented. 

The entrepreneurial ability and management are 

outside the scope of commercial policy. The entrepreneurial 

functions can be divided into various elements, and in the 

advanced countries there is a tendency for each of theee 

elements to be carried out as functions by separate persona 

or groups. In the backward countriee, these entrepreneurial 

functions are, in most cases, performed by one person; he 

is rarely a technical innovator and 'more frequently his 

task is one of technical adaptation - the app~ication of 

technologies evolved. in the industrial countries to the 
19 

particular conditions of the lees developed country.' 

Obviously, the development of entrepreneurial ability is a 

social as well as an economie problem; in a backward 

19. Processes and Problems of Industrialization in the 
Underdeveloped Countries, United Nations, op. cit., p. 30. 
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society, the government as an entrepreneur or promoter of 

entrepreneurship can play an important role in this regard. 

The skill and training of manpower which are 

important aspects of industrialization can be promoted 

directly by the domesttc economie policy. The lack of 

industrial development may be the cause as well as the 

effect of scarcity of skill and of trained manpower; 

but the problem is outside the ecope of commercial policy. 

Social over-head costa and external economies are 

important elements of economie development. They are 

in fact the solid foundations on which a progressive 

society is built. In this study we have often referred 

to what is known as the proper atmosphere for economie 

development. The creation of this atmosphere is essentially 

a part of the general problem of over-head capital and 

external economies. Now the building of roads or the 

digging up of canals may only require the use of simple 

capital and labor, but the bridges, buildings, and 

schools may require the type of capital which may only 

be obtained from advanced countries. The development 

of the social over-head capital, in this sense, may imply 

extra pressures on the foreign exchange resources of 

the country. 
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The long run economies of coat are a complex 

phenomena. The ecope of these economies is determined 

by the above factors auch as the over-head capital, the 

entrepreneurial ability, akill, etc. When these factors 

are themselves undeveloped, the problem becomes more 

complicated. It is necessary, however, to mention that 

the economies of production, in so far as they are part 

of the total external economies, imply an interdependence 

of various sectors, or of various industries, in a country. 

We propose to diseuse this problem with reference to the 

role of protective measures in a developing economy. 

v. 

Two main structural arguments for protection are 

relevant for our present study: (1) The infant industry 

argument; (2) The diversification argument. The infant 

industry argument says that an industry deserves protection 

in which a country possesses no experience, or in which 

the country lacks sufficient experience, but otherwise 

may be better suited to its development. The argument 

has been so widely used and interpreted that it might be 

better to recall the actual words of John Stuart Mill, 

who originally propounded the proposition as follows: 

"The only case in which, on mere principle 
of political economy, protecting duties can 
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be defensible, is when they are imposed 
temporarily ( especially in a young or a 
rising nation ) in hopes of neutralieing a 
foreign induetry, in itself perfectly auitable 
to the circumetancee of the country. The 
euperiority one country over another ~ 
branch of production often arises only from 
having begun it eooner. There may be no 
inherent advantage on one part, or dieadvantage 
on the other, but only a present euperiority 
of acquired ekill and experience. A country 
which has this skill and experience yet to 
acquire, may in other respecte be better adapted 
to the production than thoee which were 
earlier in the field ••••• it cannot be expected 
that individuale should, at their own riek, or 
rather to their certain losa, introduce a new 
manufacture, and be ar the burd en of carrying i t 
on, until the producere have been educated up 
to the level of those with whom the proceases 
are traditional." gQ/ 

Mill's argument underliee the fact that the industry 

eeeking protection ehould be able to dispense with pro

tective duty after a time. Though he mentions young 

industries in paranthesia, Mill'e main exposition is in terme 

of skill and experience which always take time to acquire. 

That Mill had in his mind the problems and difficulties 

of what Taussig calle the 'false starte and initial lasses' 

is clearly indicated by the last sentence of the above 

quotation. It is to solve these difficultiee that the 
, 

infant industry argument wae developed. To what extent 

can the protective duties be effective in this regard is 

another matter. An uncompromiaing free trader might 

20. J.S. Mill, Principlee of Political Economy, Book V, 
Chapter X, para 1. The underlining provided. 
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say that if an infant induetry can•t grow without 
21 

protection, perhape it is not worth bothering about. 

Aleo, it is said that infant induetry may never grow 

properly behind the tariff walls and the protective 

duties may thus perpetuate. In spite of auch objections, 

it eeeme, that within ite limitations, the argument ie 
22 

valid and applicable. The first objection is baeed on 

the implicit assumption of perfect competition which may 

never exist. Under the impact of various imperfections 

and the time-lags, many a new venture : may remain buried 

and hidden, and it is only a monopolist or eemi~monopoliet 

large eized firm with huge financial sources at its 

diepoeal which may be inclined to etart a new line of 

production. A firm which is relatively competitive will 

certainly hesitate to come forward unless eome sort of 

guarantee is given to it ensuring the market for a reason

able period. The ultimate test of infant-industry 

argument is that the firm receiving protection should be 

able to stand on its own feet after the expiry of 

protection. There are many instances in the induetrial 

history of the u.s.A. and other countries when the 'infant' 

industries have firmly established themselves; not only 

21. Haberler, op.cit., pp.280-283. 

22. Kindleberger, op.cit., p.l90. 
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that, they succeasfully compete in the international 
23 

market. A case againat infant induatry argument, 

therefore, cannat be eatablished on pure deductive 

reaaoning in international trade. As Taussig aaya, 

"••••••if the industry does accept the challenger, or 

is clearly able to do so without danger of defeat, then 

the free trader who maintains that all the protection was 

unnecessary, and that the same development would have 

taken place in any case, is fairly called on to show just 

how and why it would have taken place,"24 

The infant industry argument is not fully 

applicable to a developing economy, particularly if this 
25 

country is on the very first stage of her development. 

The argument assumee that all conditions of development 

exist in the country except a particular kind of skill in 

which she may be lagging behind. A developing economy 

suffers from a general backwardness in almost all phases 

of economie life. In other words, when the whole economy 

is 'infant' the structure of the argument changes .basically. 

In that case, the main stimulus to the economy will have to 

23. Kindelberger, op.cit, 

24. F.W. Taussig, Some Aspects of Tariff Question, Cambridge, 
Masw., 19-, p.27. 

25, i.e. in a pre-take off period, 



- 223 -

be provided by measures taken mainly within the ecope 

of the domestic economie policy. In the field of 

commercial policy selective import controle can play 

an important role provided they are properly coordinated 

with the development plan. However, there may be a case 

in favor of protection to an industry on the grounds that 

its establishment will encourage the growth of other in• 

dustries. Particularly, if the pioneer firm, or industry, 

falls outside the scope of the development budget in the 

foreign exchange resources of the country, it might be in 

need of sorne encouragement through protection against 

foreign competition. Such a protective policy will be 

justified on the grounds that the growth of one infant 

will help the growth of other infants as "it is difficult 

for one infant to learn without thereby affecting the 
H26 

knowledge of other infants. 

Another possible case may be of an industry 

which, if established, could serve as a supplement or a 

subsidiary to another industry already established, and 

thus help increase the economies of production as well as 

contribute towards the widening of the market. Here again 

protection can provide the necessary impetus to the new 

26. J.E. Meade, Trade and Welfare, op.cit., p.256. 
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industry if the policy is properly integrated with the 

general economie plan. 

The infant industry argument, when modified for 

the purpose of establishing a case for protective policy 

of a developing economy, does not remain an infant 

industry argument. It becomee an argument for external 

economies. These external economies are of a special 

kind, and can be coneidered in terme of a simultaneous 

development of all the basic factors of industrial devel• 

opment as mentioned in section IV of this chapter• These 

factors may not get eufficient stimulus to grow if the 

industrial plans regarding different kinds of plante are 

uncoordinated, and investment decisions are made at 

different points of time. The external economies will 

take place merely becauee of the simultaueity of inveet

ment decisions and not neceesarily due to their being 

better foresighted or superior. 
27 

The second structural argument regarding the 

diversification of the economy aleo needs to be specially 

adapted to the requirements of jconomic development. In 

ite usual form, the argument favors measures taken to 

27. T. Scitavsky, Two Concepts of External Economies, 
Journal of Political Economy, Vol.62, 1954. 
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reduce the dependence of a country on a single export 

(or a emall group of commoditiee with the largeet percentage 

ehare of exporte). The purpoee of diversification policy, 

as mentioned in Chapter III, ie to minimize the uncertaintiee 

of foreign mar~ets and to avoid the economie fluctuations 

that the above k±àd of specialization involves. The role 

of protection in the diversification policy will depend 

on the nature of economie changee required for the ful

filment of auch a policy; for example, it may be coneidered 

neceeeary to foeter a mixed agricultural-industrial economie 

structure in the country, ahd protection may play only 

a secondary parc in it, the main burden being en the 

dcmestic economie policy. 

Sorne important points emerge out cf the above 

discussion, which may now be suœmarized: 

1. Protection should be granted mainly to 

those industries whose establishment will 

encourage and aeeiet the establishment cf 

other industries. 

2. Protection pQlicy ehould be flexible, favoring 

ad valorum ~ather than specifie dutiee, and 

eubject tO periodic revisions. 

3. The aim of the policy should be to withdraw 
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protection from an industry at the expiry 

of a given period of time regarded as 

sufficient to indicate whether the industry 

has grown out of infancy, or whether it is 

incapable of establishing itself. 

VI. 

We may now turn to Pakistan's policy of 

protection. The policy began with the establishment of 

the Tariff Commission in April 1950. The Commission was 

set up 'to (1) consider and recommend protective measures 

or other forma of assistance necessary for the protection 

of an industry and (2) to report from time to time on the 

progress made by the industries in implementation of the 
28 

approved recommendations. ' The 6ommission was empowered 

to study the case for protection to an industry only 

where a reference was made to it. 

The Tariff Commission holds public enquiries 

on industries seeking protection, and gives opportunity 

to all interests involved in the production or import of 

the relevant goods _to present their case. Then the 

Commission makes its own study of the case keeping various 

28. Pakistan, 1955-1956, op. cit., p. 106. 
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29 
criteria of judgement in mind, which are as follows: 

"1. the industry should possess certain 
natural advahtages auch as the availability 
of raw materials, existence of inte~al 
markets and requisite supply of labor ••• ;" 

"2. the industry should be essential to the 
security or economy of Pakistan •••• ;" 

"3. the industry should be able to expand and 
yield increasing returns within a reasonable 
period of time. tt 

"4 •••••• the industry must be established on 
sound lines and conducted with reasonable 
efficiency •••• ", "It should, however, be 
mentioned that in applying this condition 
the normal difficulties which an industry 
may experience in its infancy have to be 
taken into consideration." 

"5. the industry should be able to stand on its 
own legs after the protection period is over •• J" 

"6. the industry should be protected against 
foreign dumping." 

These criteria are somewhat overlapping. However, if an 

industry fulfils them satisfactorily, there will be no 

need to protect it from foreign competition. It seems 

that the eommission hae been interpreting these criteria 

in a broad manner; otherwise, most of the industries which 

received protection would have failed to win favors with 

it. The period since 1950, in which the Commission has 

been working, is too short to al1ow detai1ed commenta 

on its achievements or shortcomings, but it is interasting 

29. Protection for Pakistan Industries, Dr. Nazir Ahmad, 
Karachi Commerce (Karachi), May 31, 1952. 
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to note the type of industries which have received 
30 

protection (or simi1ar assistance) since 1950: 

A. Industries granted protection during 1955·56: 

1. Incandescent electric lamps; 
2. Gripe cure mixture; 
3. Pulleys; 
4. Fire bricks; 
5. Ivory producs; 
6. Berets; 
7. Beer; 

B. Industries granted protection during 1950w55: 

1. Grinding wheel; 
2. Lathes; 
3. Paints, Color and Varnish; 
4. Bidi; 
5. Industrial type of power board; 
6. Electric fans; 
7. Hurricane lanterne; 
a. Motor car and cycle pumps; 
9. Leather footwear; 

10. Steel rerolling; 
11. Umbrellahs; 
12. Macaroni, Spaghetti, and Vermivilli; 
13. Fruit preserving; 
14. Sodium sillicate; 
15. Locke; 
16. Steel casting. 
17. Matches; 
18. Wire netting. 
19. Washing soap; 
20. Toilet Soap; 
21. Canvae footwear; 
22. Cycle tyres and tubes. 
23. Diesel oil engines; 
24. Battery parts and battery platee; 
25. Iron safes and almirahs; 
26. Plastics and fountain pene; 
27. Brushes; 
28. Woolen textile and carpets; 
29. Cotton textile; 
30. Cutlery; 

30. The list has been prepared from Pakistan 1955-1956, op. cit., 
and Karachi Commerce (Karachi), op. cit. 
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31. Sewing machines; 
32. Pharmaceuticals. 

The above list contains a great mixture of industries; 

eome are small ecale and cottage industries, others are 

established on factory basie. It is very difficult to 

examine the work of the Commission with reference to 

these industries, as detailed information on the Commission's 

analysis and conclusions regarding each industry is · not 

available. The reports of the public enquires, however, 

held by the Commission from time to time, bring out 
31 

the following facts: 

1. In most cases the methode of production 

useà by the industries seeking protection 

were seriously out of date and outmoded; 

2. The quality of goods produced at home was 

very low, in most cases, according to the 

importera, aa · compared to . the imported 

goods of the same kind. Only some manu

facturera admitted that the quality of 

the good produced by them was low, but they 

said that this was due to causes beyond their 

control; 

3. Most industries seeking protection used 

. 31. See Appendix E for some relevant extracts from public 
enquires of the Commission as reported in Pakistan Trade 
from time to time. 
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imported raw materials, and their represen

tatives complained of higher priees of these 

raw materials which, according to them, 

resulted in higher priees for their products; 

4. In some cases, it was said that the coat of 

production was high because the market was 

small for the good, and was being held by the 

imported goods, and that if this market 

could be protected the coat of production of 

the domestic good would fall; 

5. Many manufacturera complained that they 

could not compete successfully with the 

imported goods because they did not enjoy 

a.ll the facilities that they expected in 

their business, e.g., financial assistance, 

banking, technical know-how, etc. 

If a ·domestic good cannat compete with an imported 

good due to the difference in quality, it is obvious that 

it is not protection but business organization and research 

which will remove the defect. The solution does not lie 

with the ~ariff Eoard, it lies with the development of the 

modern business administration in the country, Similarly, 

the methode of production cannat be improved through 
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protection; they can be improved through competition. 

The question of establishing industries on the 

basie of the imported raw materials is a tricky one. The 

success of auch a policy will depend on the extent to 

which the country possesses. or can develop, other 

advantages to compensate for the disadvantages of having 

to import the raw materials required for the production of 

a good. For example, the high coat of the imported raw 

material may be counterbalanced by cheap and productive 

labor. From the complainte of the manufacturera, it 

a,ppears that the imported raw materials become expensive, 

i~ terme of the local currency, because of the import 

controle and customs duties. Obviously, the customs 

tariffs and procedures of the country are in need of 

simplification and revision from the point of view 

of her industrial requirements • 

The fourth case eeems to belong to the protection 

proper. A tariff imposed on an imported product may 

give a chance to the domestic induetry to expand ite 

production and establieh itself on a competitive level 

before the expiry of protection. But the fifth case 

has no direct .relation with the policy of protection. There 

is one aspect of the problem, however, which may have 
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direct bearing on it. The complainte in the fifth 

category in fact refer to the difficultiee experienced 

by various industries due to the lack of external economies 

in the country. From this point of view, protection aay be 

granted to auch industries during the transitional period, 

in which the external economies may be developing, but may 

not yet be in a position to play their part effectively. 

The Tariff Commission's recommandations consist 

of ad valorum duties in general, but the rate of duty 

suggested by them in most cases is higher than 45 per cent, 

and in some cases as high as 100 per cent. Such high 

rates of duty are liable to provide crutches even to 

the permanently infira industries. As Pakistan exchange 

and trade control system already provides considerable 

incidental protection to the domestic industries, it seeas 

econoai.cally unnecessary to impose high protective 

duties on top of that system. Moreover, the constitution 

of the Tariff Commission is defective in the sense that 

its role is merëly advisory, and it bas no permanent 

organizational functions of carrying on researcà in its 

field by keeping in touch with the trends of industrial 

developaent, national and international. The Commission 

should be part of the developaent authority, and it should as 

auch work in coordination with the requirements of econoaic 

development as envisaged by that authority. 
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So far, we have only dealt with the protective 

duties. We may now offer a few commente on the other form 

of protection, i.e., subsidies. Technically speaking, 

the effects of a tariff or a subsidy may be the same for 

a domestic industry, as far as foreign competition is 

concerned. However, there are important differences. 

In the first place, the impact of a tariff is more general 

than that of a subsidy, unless the good on which the 

tariff duty is imposed is highly epecialised. 

With regard to tariff, the distribution of 

the final burden of duty between the domestic consuaer 

and the foreign producer will depend on the supply and 

demand situation. Unless the foreign producer is faced 

with the inelastic supply at home and a highly elastic 

demand in the protected market, and unless the protected 

market is an important market for him, he is unlikely 

to share much of the burden of duty imposeà on the protected 

good. In such a case, the main burden of the duty will 

fall on the consumera. 

The subsidy• being more specifie than tariff, 

may be given out of surplus funde available to the 

government. In that case there will be no burden of tax 

on the people. If, on the other hand, the amount for 
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the subsidy is raised through taxes, the immediate loss 

or gain will be determined by the effects of the new tax 

on the economy. If the burden of the tax is equal to 

the amount of subsidy, the effect of the tax may be 

neutralized. However, if the gain that accrues to the 

people from buying the subsidized product is higher (or 

lower) than the loss incurred by them as a result of the 

higher taxes, then the final outcome may be a gain (or a 

loss) to them. In subsidy, therefore, there is no problem 

of scarcity value that exista in the case of tariff, but 

there is the problem of the direct burden of taxes. This 

leads us to the second difference between tariffs and 

subsidies. 

Subsidy is a direct aid to industry; it is 

usually more visible than tariff. Subsidy, therefore is 

unlikely to be continued indefinitely.
32 

And the main 

difficulty with tariffs is that they tend to linger, and 

do not disappear so easily once they become part of a 

country's trade policy. 

In many respects, therefore, subsidies are pref

erable to protective duties. However, there are eerious 

limitations on their use in a developing economy. The 

32. D.B. Marsh, op.cit. p.351. 
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main limitation is financial; the existing financial 

resources may be insufficient even to cope with the 

direct expenditure of a development plan; there is 

hardly any ecope to include extra expenditure of sub

sidies in them. 

If the matter of choice between subsidies and 

tariffs is confined only to a few industries, the sub

sidies then may not involve very heavy expenditures. But~ 

in the case of a developing economy, there is need for 

government action in almost all sectors of industrial 

activity and it may not be possible to depend on subsid

ies alone for the industrialization of the country. 

We noticed in the previous section of this 

chapter that most industries receiving protection in Pakw 

istan are small ecale and cottage industries. The amount 

of subsidy involved in helping these industries cannet be 

too great, and it may be possible for the government to 

adopt a policy of subsidization of small ecale industries. 

The policy can be planned in such a way that only pioneer~ 

ing firme receive government aid. With regard to heavy 

induetries, or large-sized enterprises, a combined policy 

of tariff-subsidy can be instituted. In all cases, sub

sidies can be administered by the Industrial Development 
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Corporation or Cottage Industries Corporation. 

If a country adopte the policy of protection 

in order to develop her economie resources, her 

departure from the free trade position may not be inter

preted to mean a conflict with the international economie 

arder. It is sometimes argued that protection is undee

irable because it has a tendency to arouse retaliation 

from other countries. Now the other countries should 

differentiate between protection for economie development 

and protection of vested interests. If protection is 

used to raise the standard of living of the people, then 

it should benefit not only the protecting country, but 

other countries as well. 

VII. 

We have almost reached the end of our story. 

However, before closing this chapter, we propose œo make 

a few commente on the investment criteria for economie 

development and their relationship with commercial policy. 

It is a problem which belongs to economie planning proper; 

also it has a direct bearing on foreign borrowings and the 

repaymP.nt of foreign loans. We have abstracted from these 

issues throughout our present study. Therefore, we shall 
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diseuse the problem only within the scope of our analysis. 

Perhaps we can best explain the importance of the invest-

ment criteria by tracing the argument as it has developed 

during the recent years. 

We may begin with J.J. :Polak. His "Balance of 

Payments Problems of Countries Reconstructing with the 

Help of Foreign Loans" is an attempt towards dr:eating a 

'better understanding of the interrelations between 

capital importj domestic expansion, and commodity importa 

than that which was commonly shown by the statesmen and 
33,34 

the financial experts of the twenties.' He says 

that 'the crucial problem attending foreign lending is 

the solvency of the debtor country on international 
34 

account.' When the foreign capital is invested in the 

economy it affects the country's trade position with other 

countries, including the lending countries. The investment 

may take place in industries which, as they grow, may 

further increase the demand for foreign capital. Or, it 

may take place in industries producing import-substitutev. 

The execution of investment, therefore, will affect the 

country's foreign exchange position. In order to consi der 

this problem, Polak divides the industrial activity in 

33. Quarterly Journal of Economies, Vol. LVII, February 1943; 
reprinted in Readi ngs in the Theory of I nternational 
Trade, American Economie Association, op. cit. 

34. Ibid. p. 459. (The page numbers are from Readings). 
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the borrowing country into three sectors producing the 
35 

following three types of goods: 

1. 1Goods additionally sold for export or 
sold on the domestic market in place of 
goods previously imported.' 

2. 'Goods sold on the home market replacing 
similar goods previously sold on the home 
market, and goods sold abroad replacing similar 
goods previously sold abroad.' 

3. 'Goods sold on the market in addition to 
those previously sold, and in excess of 
the increase in demand owing to the rise 
of income.' 

If the type I goods are produced, they will have 

favorable effecte on the balance of trade; type II will be 

neutral and type III will create deficit in the balance 

of trade. The net result of investment through foreign 

borrowing will depend 'on the relative proportions in 

which operation is divided between groups (1) and (3) 

whether it will result in a net export surplus or a net 
36 

import surplus. ' 

The type III goods are defined by Polak as 

'durable consumer goods which a~e sold by an extension 

of consumer instalment credit', public utilities, and 

slum clearing projects. ( •• !or a municipality may invest 

money in public utilities or slum clearance projects, which 

35. op. cit., p. 468-469. 

36. Ibid. P• 470. 
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it operates at a loss without covering this loss by 

taxation.'). The argument may seem to discourage the 

investment in transportation and public utilities in 

countries in need of reconstruction in these sectors. 

The author dispels this impression: 'In such a case, 

though the railroad which makes transport possible may 

charge only a moderate rate and thus show a low rate of 

turn-over, the rtee in the value of the crop should, in 
37 

fact, be calculated in ite economie yield.' 

Polak concludes that, "given the magnitude of 

the capital investment ••••••• it is desirable, from the 

point of view of foreign exchange, to maximize output 

and thus the rate of turnover; and also, given the 

possible output of a certain good •••••• it is desirable 

to minimize the investment required in order to keep 

the cost of the service of the debt down."3S 

Polak's argument was oarried forward by Frof-
39 essor Buchanan. He describes the three types of 

investmente as follows: 

(1) Type I investments oall into existence 

37. op.cit. p.471. 

38. Ibid. p.470. 

39, N.s. Buchanan, International Investment and Domestic 
Welfare, New York, 1945. See Chapter 6, pp.95~108, 
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industries which either take the place 
of goods previously imported from abroad 
•••••• or make goods for export in excess 
of what was previously sold abroad." 

(2) Type II investments are mainly those made 
in response to technical improvements in 
production methode or because already in
stalled capital equipment is worn out • 
•••••• It seems best to assure that auch 
investments are neutral in terme of their 
effect upon the foreign balance." 

(') Type III investments are those which add 
nothing to the foreign balance; at least 
they add nothing directly •••••••• While 
Type III production investments may add 
nothing directly to the available foreign 
balance, their indirect contribution may be 
substantial." 

While broadly following Polak's three-fold class-

ification of productive activities, Buchanan has rephrased 

each type of investment in his own words. Type I and Type II 

remain similar to those of Polak, but the Type III invest-

mente in Buchanan's scheme remain only apparently similar 

to that of Polak; in reality they are different, as auch 

investments do not result in the production of exportable 

goods and when completed they produce income and partially 

result in increased demand for foreign goods. This leads 

us to the second stage of the argument about investment 

criteria. 

The Polak~Buchanan criteria of investment were 
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criticized by Alfred E. Kahn in hie "Investment Criteria 

in Development Programe~"40 According to him, "The 

6orrect criterion for obtaining the maximum return from 

limited resourcee is marginal productivity • or, from 

the point of view of society as a whole, social marginal 

productivity (S.M.P.) ••••••• n41 The social marginal 

productivity is determined by the relative abundance of 

factors of production; in other words, 'China will and 

should in general specialize in industries and use tech-

niques requiring a lower capital:labor ratio than the 

United States. 1 This doee not mean however that the 

capital:labor ratio as such should become a criterion; 

the s.M.P. viewpoint prevails, and 'the S.M.P. of capital 

is not corelated with the rate of turnover. 1 In some 

cases, 'substitution of capital for labor becomes possible 

and desirable. •42 

Kahn contends that the Type III investment (as 

defined by Buchanan) does not involve any indirect threat 

to the balance of payments. His position may be 
43 

summarized, in his own words, in the f ollowing propositions: 

"tl) I t is possi bl e for investments to yield 
additional products for domestic consum-

40. Quarterly Journal of Economies, Vol. 65, 1951, p. 38-61. 

41. I bi d. P• 39. 

42. Ibid. p. 41. 

43. Ibid. P• 43. 
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ption, and to increase real national 
income, without increasing money income 
available for expenditure on (additional) 
importe; 

"(2) It is possible for such investments to 
yield additional money as well as real 
income wi t.hout increasing importe; 

"(3) If it is assu.med that the conditions neces
sary for the outcome above are absent, or 
that only those investments are imcluded 
in the dangerous type III which do, ex port, 
increase national money income freely 
disposable for the p~•e of (additional) 
importe, the thesis is tautological: the 
definition of type III necessarily implies 
a threat to the balance of payments, but 
provides no assistance in ascertaining, 
ex ante, whether any given investment 
which is i~té•ded to increase and which 
does indeed increase, the supply of pro
ducts for the home market will turn out, 
ex port, to h~ve fallen into this category. 
Yet !.rofessor Buchanan implies very 
clearlyt and erroneously, that all invest
ments with this intention and consequences 
are almost certain to result in a weaker 
balance of trade. 

In short, Professer Buchanan makes 
the appatently reasonable assumption of a 
marginal propensity to import greater th~ 
zero. Our argument reduces to the apparently 
surprieing contention that hie assumption 
is not reasonable." 

The basic difference between Polak's defiDition 

of type III investments and Buchanan's type III investments 

is Polak's proviso with respect to the inflationary 

financing of the type III, which apparently escaped 

Buchanan's attention. If auch investments are financed 
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through inflation, their pressure on the balance of 

payments will be similar to tgose anticipated by Polak. 

Acco~ding to Professer Kahn, this is the only aspect of 

type III investments which will be dangerous from the point 

of view of balance of payments. 

If the type III investments are financed in a 

non-inflationary manner, then according to Kahn, an i~crease 

in money incomes as a result of these investments will be 

matched by the relative increase in output. In other 

words, the increase in money income of the factor of 

production w F - will be equal to 'the absorption of 

purchasing power from G - G being the government providing 

for the investment, by reducing their expenditure on other 
44 

goods equivalently.• In auch a situation, the net affect 
45 

on importe will be indeterminate, according to Kahn. 

So far the analysis of the investment criteria was 

purely theoretical. H.B. Chenery made an attempt in 

his "The Application of Investment Criteria" to bridge 
46 

the gap between theory and practive. The countries on 

which lits analysis is based are Greece, Turkey, Portugal 

44. Kahn, op. cit., p. 44. 

45. Ibid. 

46. Quarterly Journal of Economies, Vol. 67, 1953, PP• 76-96. 
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and Southern Italy. The basic tool used by him is an 

approximation to the social marginal productivity. Three 

effects of investment projects have been taken into account: 

effects on national income, dm the distribution of national 

income, and on balance of payments. He uses the formula: 

S.M.P. = ( V ) ( V ~ 0 
) ~ !: ~ In the formula V is 

K v A 

social value added domestically, K is increment to capital, 

C is total cost of domestic factors, B is total balance 

of payments effect, r is the marginal rate of substitution 

between Y (national income effect) and B, and meaeures the 

average over-valuation of the national currency at exieting 
47 

rates of exchange. 

Chenery takes his position nearer to Kahn than 

Polak and Buchanan in emphaeising the desi»ability of 

adopting investment projects with low capital turn-over 

ratio. However, he modifies his formula with regard to 

the balance of payments criterion, and agrees with Polak 

and Buchanan, 'because there are relatively few investments 

which increase production for domestic use without at the 
48 

same time increasing the requirements for producer importe.' 

47. Chenery, èp. cit. p. 83. 

48. Ibid. p. 93. Chenery believes, however, that the 
balance of payments effect is of limited value as a 
ceteris paribus test. 
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The conclusions reached by Kahn and Chenery 

were examined by w. Galenson and H. Leibenstein in their 

paper "Investement Criteria, Productivity, and Economie 
49 

Development." They are of the opinion that per capita 

output must be considered as an appropriate index of 

economie development as there are serious difficulties 

in adopting the maximization of per capita income or 

per capita level of consumption as indices for this 

purpose. They take into consideration the corollaries 

which may be deduced from the social marginal productivity 

rule: (1) to maximize the current output/investment 

ratio; (2) to maximize the labor/investment ratio; (3) 

to maximize the export goods/investment ratio. They 

confine themselves to the first two corollaries only. 

With regard to output/investment ratio, Galenson 

and Leibenstein consider that capital turn-over corollary 

is an inappropriate cri*erion of investment: "•••• the 

capital-turnover corrollary would appear to favor •••••• 

short-lived over long-lived capital. But if national 

capital is to be maintained, and the total eff ect on income 

stream is to be considered, then the length of life of 
50 

any individual capital good is an irrelevant consideration." 

49. Quarterly Journal of Economies, Vol. 69, 1955, pp.343-370. 

50. Ibid. pp. 346-347. 
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And again, "if.here industries of increasing return with 

respect to ecale are among the possible alternatives, it 

is likely that the capital-turnover criterion will result 

in the wrong choice. A conctant or decreasing retürns 

industry may have a higher capital-turnover ratio than 

an alternative increasing returns industry, but the 

increasing returns industry may in the long run make a 
51 

greater contribution to national product." 

The second cor~llary of labor/investment ratio is 

also unacceptable to Galenson and Leibenstein. They 

consider that if an investment alternative absorbs less 

labor but adà_s more to tote.l output, then that alternative 

is more consistent with S.M.P. than an investment which 

absorbe more labor and adds less output. 

The wri ters claim that e. likely consequence of 

the abvve two corollaries will be that the low labor 

productivity will be perpetuated. The solution, according 

to them, lies in increasing the capital/labor ratio 

which will determine output per capita. They take into 

consideration the problem of population growth in underdeve-

loped economies: 'the urban, industrially and commercially 

developing sectors, rather than rural agricultural areas 

51. Galenson and Leibenstein, op. cit. p. 347. 
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52 
provide the environment conducive to falling birth rate." 

This leads them to conclude that the initial effort towards 

increasing capital must reach a critical minimum, 'so 

that it is not possible for population increases to reduce 
53 

the average amount of capital per worker.' 

argument: 

We may now summarize the main points of the 

1. Polak and Buchanan offer two criteria of 

investment: (1) capital turnover criterion; 

(2) balance of payments criterion. 

2. Kahn says that Social Marginal Productivity 

as determined by the availability of the 

factors of production is the best criterion. 

In ether words, if an economy possesses more 

laber and less capital, the investments 

of that economy should be laber intensive. 

3. Chenery accepte Kahn's criserion that high 

capital turnover ratio is not consistent 

with the social marginal productivity. But 

he comes to the cnclusi on that the balance 

of payments considefations are very important 

for judging alternative investments. 

4. According to Glanson and Leibenstein, the 

52. op. cit., p. 363. 

53. Ibid. p. 366. 
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best criterion of investment is capital 

intensity. They regard per capita increase 

in output as the basic goal of economie 

development, and for this purpose, they 

recommend extensive use of modern machinery 

in underdeveloped countries. 

The above discussion indicates two distinct 

trends of thought: the balance of payments criterion of 

investment, and the S.M.P. criterion of investment. Within 

the scope of the S.M.P. there are differences as to the 

beat combination of various factors of production, i.e., 

capital and labor. The main question is not which of the 

two criteria are more appropriate for underdeveloped 

countries; it is rather, are the two criteria incompati

ble? It seems impossible that either of them should 

independently be able to solve the problems of investment 

in underdeveloped countries. The S.M.P. principle, on 

its own, might lead to a blind alley. The balance of 

payments criterion might involve sacrifice of industries 

which may not directly expand the export sector, but at 

the same time auch industries may be essential for the 

economy as a whole. 

The social marginal productivity criterion 

requires that development should take place in such a 
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manner as to increase the external economies in the 

country, as well as encourage other factors of economie 

progress. The balance of payments criterion favors 

the establishment of industries producing export goods. 

The growth of such industries, however, will depend on 

the general economie env&ronment of the country, i.e., 

the S.M.P. criterion, the external economies and all that. 

Now if a country devotes all its energies to the fulfilment 

of the S.M.P. princip~e, then until the time when the 

economy is capable of producing export goods there will be 

balance of payments difficulties; these difficulties 

might hinder the implementation of the S.M.P. principle 

itself. Therefore, it may become necessary for the 

country to encourage export industries side by side the 

development of other sectors in the economy. The higher 

the import-content ratio of capital goods required by the 

country, the greater will be the need to expand export 

industries; otherwise, the balance of payme~ts deficits 

will not only create problems of their own, they will also 

affect the country's capacity to import capital goods. 

The social marginal product principle and the balance of 

paJ~ents principle are interdependent. The simultaneous 

consideration of both criteria seems to be an essential 

condition of economie development. 

From the point of view of commercial policy, it 
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ia neceesary for a developing economy to increase not 

only the output or income per capita, but also to 

maximize the export/investment ratio. This conclusion 

conforme with our observations about Pakistan economy 

that we have made throughout this study. 

We may now conclude this chapter with a summary of 

its main arguments: 

1. It is necessary for the over-populated and 

backward agricultural countries to diversify 

their economies and to find solution to their 

problem of under-employment. 

2. The diversification of the economy will create 

favorable circumstances for a developing 

country to enjoy the fruits of freer trade,and 

at a higher standard of living. 

3. Commercial policy can provide strong indirect 

stimulus to industrializatiou with the help of 

techniques auch as tariff-subsidy program, but 

the main stimulus must come from within the 

economy. 

4. The commercial policy measures can be most useful 

when they are coordinated with the domestic 

measures. 
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5. With regard to the investment criteria, both 

external economies and export industries 

should be given equal importance. 



CHAPTER IX 

CONCLUSION 

I. 

International policies are largely deterained by the 

nations which have power and independance. Power is 

deterained by complex factors auch as the economie circum

stances, the geography, the political institutions, the 

business organization, the social traditions, and last but 

not least, the quality of leaders and the capacity of a 

nation to produce good leaders. Similarly, independance 

aeans not merely independance from foreign rule or domination; 

it is auch more than that. Are power and independance inter

related? How do they interact on each other? The answers 

to these questions are difficult; they belong to the field of 

sociology, history, politics, and anthropolgy. 

The role of a backward or a developing country in 

what is called The International Economies is, at beat, vague; 

perhaps even passive, and sometimes defensive. Only one 

thing is clear: the backward countries do notset the tone 

of international policies. In view of this fact should 

we,then, under the title of "Commercial Policy and Economie 

Development", rather study how the 'big' nations formulate 

the international economie policies, lDw how do theee 

policies affect the economies of underdeveloped countries? 
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That will not be the proper approach. It is true 

that the ecope of world trade depends on how the important 

trading nations influence the international regulation of 

trade, the establishment of an international currency 

system, the future of the sterling and the u.s. dollar, and 

many such other matters. But it is perhaps because of 

this state of affaire that it is necessary to determine 

the ecope of commercial policy of a saall nation; to 

study how she can safeguard her interests in a world of 

free competition of 'national' interests. The fulfil-

ment of the ideals of world trade depends on those who 

have the capacity to do so, in terme of power and indepen

dance. However, a small nation, within the limitations of 

practicability, can derive many henefits froa a policy of 

'freer trade', irrespective of whether the other nations 

practice free trade or protectionism. This has been our 

approach throughout this study. Therefore, we have 

avoided the direct discussion of international circumstances, 

and international institutions, as they affect a developing 

nation. We have emphasised only how the methode of 

trade control should be adjusted, from the point of view 

of the national and international welfare, to suit the 

requirements of an underdeveloped country. 
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II. 

Pakistan is economically backward; her perccapita 

income is below U.S.$100.00. Her foreign trade is un

important from the point of view of her national income, 

but as a means of procuring essential goods from abroad 

for her economie development, it is extremely important. 

A notable characteristic of her trade is the sudden and 

wide fluctuations in it. But if this were the only 

problem, it could be said in consolation that, in the long 

rUh, the country does not lose very much; the losses of 

downward fluctuations are compensated by the gains from 

a boom, even though the gain, as we mentioned in Chapter 

VI, is smaller than the loss from the cyclical fluctuations; 

in most cawes, the commodities which are subject to a 

sudden fall in priee are a.lso subject to a sudden rise in 

priee. A great deal has been written, particularly in 

the United Nations publications, on how the primary pro

ducing countries suffer from trade fluctuations because 

their capacity to accumulate foreign exchange reserves is 

lees as compared to the changes in the value of their 

exporte. This may be true, but the solution of trade 

fluctuations seems to lie not merely in increasing the 

size of the re s erves but in diversifying the exporte. The 

analysis of Pakista:n's foreign trade problems supports 

this point of view. 
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The industrialization of a developing economy 

poses two important problems: the processing of an 

exportable raw material may or may not improve the 

country's capacity to export; it will depend mainly on 

the quality of the goods produced by the country and the 

prospects of international demand. This leads us to the 

second problea. The country may experience a breakdown 

in the existing direction of her foreign trade, if she 

starts processing the exportable raw materials at home; in 

other words, the countries which import raw aaterials from 

Pakistan may not necessarily be inclined to import aanu

factured goods froa her, made from the same raw materials. 

This is equally true of a different situation: 

Pakistan's raw cotton has been subject to a decline in the 

world demand since the end of the Korean boom. The estab

liShment of cotton textile has in no aanner iaproved her 

export prospects. The ~ute, of course, is a special case. 

This does not lead us to the conclusion that a backward 

country should discourage the manufacturing activities. The 

basic need is to develop the export industries which should 

produce goods tha t the count ry can sell in the world 

markets. In this sense, the criteria of economie develop

ment may require a little adjustment in favor of what is 

call ed the balance of payments point of view. 

j 
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In the world of expanding national incomes, a 

country specializing mainly in the agricult~al commodities 

may not be able to derive full benefits from world trade. 

The low income-elasticities of demand for her commodities 

may tend to limit her capacity to expand her exporta. A 

foreign trade model consisting of two countries, with one 

specializing in the agricultural products and the other in 

the industrial products, may not indicate, in reality, a 

situation of etable foreign trade equilibrium, particularly 

for the agricultural country. Even by the simple logic 

the prospects of trade equilibriua will be better for two 

countries with mixed economies. The facts of world trade 

tell us that the foreign trade between two induatrial 

countries is greater in value and volume, than between an 

industrial country and an agricultural country. 

Commercial policy plays an important part in 

regulating the importa of a developing country. The exporta 

depend mainly on the factors which cannot be changed basically 

through trade regulation. The import policy for economie 

development may be devised in such a manner as to encourage 

the essential importa as againet the non-essential importe. 

Now, the total volume of the essential importe required by 

the country will depend on her absorption capacity, her 

marginal propensity to iaport, the tempo and the rate of 
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economie development~ the targets of economie planning, 

and the export capacity including the rate of foreign 

exchange earnings. All these elements will determine 

each other's scope, and their combined effects will 

indicate broadly whether the rate of economie develop

ment of the country, from the point of view of foreign 

trade, is fast, normal, or slow. 

The above import policy for economie development 

will be flexible, according to our assumption; the 

distinction between essential and non-essential importe 

will be gradually removed, as the country becomes more 

developed. The present system of allocation of foreign 

exchange to various importe is defective and undesirable. 

We have suggested the auctioning of import licenses, to 

replace the present rigid and arbitrary restrictions. As 

far as the administrative efficiency is concerned, there 

may be ecope for corruption in auctioning as well, simil~ 

ar to the corruption generally associated with import 

restrictions. But it is very difficult to find a system 

which is perfect and ideal. It is clear that auctioning 

will introduce the element of priee mechanism in the 

allocation of foreign exchange to various importe. On 

the whole, auctioning will be more flexible than the 
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existing system of import controle. 

The role of rrotective tariffs, subsidies and 

trade agreements in economie development is of a limited 

nature. Usually it is the strong political forces that 

shape them as well as sustain them. In the case of Pak-

istan the industria.l vested interests are not yet strong 

enough to exert their full influence. but the economie 

benefits derived from tariffs, subsidies or trade agree-

ments have been either nil or insignificant. It is not 

the intention here to deny the effectiveness of these 

weapons: particularly, tariffs can play a part in 

creating andexpanding the benefits of external economies 

in the country. but they will have to be used as an integral 

part of the development plan, and only as a temporary 

measure. 

Commercial policy can play no significant role 

in improving the term.s of trade, if they are deteriorating. 

The solution lies. again, with the domestic economie policy • 

.And in orà.e r to improve the domestic economie situation, it 

is the import capacity and not the terme of trade w~ich seem 

to be important; in other words, the country must. sell more 

even on disadvantageous terme, a.nd thus earn more foreign 

exchange. than wait for the priees to become favorable. 
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III. 

The foreign trade of a developing economy 

such as Pakistan presents two transitional problems: 

first, the search for export markets for domestic 

goods 1 second, the search for a solution for the balance 

of payments difficulties. As we noticed during the course 

of our study, it is easier to find export markets for new 

products in the multilateral system of trade than in the 

bilatere.l system. Like free trade however, complete 

multilateralism is difficult to adopt for a country such 

as Pakistan unless her economy is in a position to dis

pense ''~i th trade restrictions 1 and to bear the shocks of 

external forces. Practicability, again, points out a 

compromise solution. Such a solution is nowadays referred 

to as the economies of regional cooperation. 

There are various forme of regional cooperation: 

customs union, economie union, pa~~ents union, common 

market, and free trade area. Uuder the present circum

stances1 none of these forms of economie cooperation seem 

to have much scope for Pakistan. There is a great national 

enthusiasm abroad, in the countries of South and South-East 

Asia including Pakistan. Also these countries are devel

oping almost identical indus trial activi ties ,. and 
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are not in a mood to care for the supposed or apparent 

benefits of a regional ûnion. 

The other alternative is the payments agreements. 

Pakistan, as a member of the sterling area, wnjoys a 

wider trade contact with the world than she would otherwise. 

Usually she has a deficit in her balance of trade both 

with the sterling and the dollar area. This deficit is 

normally compensated by her favorable balance of trade 

with 'other countries' including Japan. It seems that 

the deficit with the dollar and the sterling area is 

mainly the result of Pakistan's desire to import large volumes 

of essential goods ( including the capital goods) from ·th•se 

regions. The dollar deficit is more complex, as it can be 

settled only in dollars, unless there is a free convertibility 

of sterling into dollars, or there are special arrangements 

for clearing auch deficits through commodity trade or aid. 

The non-dollar deficits, however, may be settled through 

multilateral payments and credit arrangements, within the 

ecope of the sterling area system. This may be done in 

the following manner: 

1. As far as possible, to carry the annual trade 

deficits to the years following, until they 

are cleared through mutual trade. 

2. To extend credit to each other so as to 
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import geode from each ether on deferred 

payment basie. 

3. As far as possible, to settle deficits by 

arranging for greater importe to the surplus 

country from the deficit country, or by 

partly reducing importe to the deficit 

country and partly increasing importe to the 

surplus country. 

4. To try to settle deficits with the surplus 

country through settlement of trade balance 

with a third country, when the third 

country happens to possess independent trade 

relations with beth the countries concerned. 

The above system of payments settlements could 

also be extended to the dollar area, with eome adjust

ments. Apart from the international obligations that 

Pakistan has to fulfil as a member of the G.A.T.T. and the 

I.M.F., the above approach may become the basie of her 

commercial policy, and the aime of expanding her foreign 

trade by removing payments difficulties may be largely 

solved. 
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1. Pakistan's rate of exchange. 

2. Area of Pakistan: 

East Pakistan. 

West Pakistan. 

Ra. 4.76190 : US$1. 

365,907 Sq. miles. 

54,501 Sq. miles. 

311,406 Sq. miles. 

3. East and West Pakistan are about 1,000 miles apart; 

East Pakistan being on the south~east of India, and 

West Pakistan on the north-west of India. 

4. 1 lakh (or lac) = 100,000. 

1 crore = 10,000,000. 



APPENDIX B 

SIX YEAR DEVELOPMENT PLAN 

The Plan was prepared in the middle of 1950 and 

became part of the Colombo Plan for Cooperative Economie 

Development of South and South-East Asia. The original 

targets of the Plan were as follows: 

Rs.Million Per cent. 

Agriculture. 820 32 
Transport & Communications& 

Rai1waya. 200 0 
Roads. 100 ~ 
Ports. 140 530 20 
Telecommuni- 0 

cation. 90 0 
Fuel & Power. 470 18 
Industry & Mining. 490 19 
Social Capital: 

0 Housing. 40 
Health & Medical. 40 0 
Education. 100 0 290 11 
Technical training 0 

and polytech:niq- ~ ues. 90 
Water supply. 20 0 

2,600 100 

The 1argest contribution of the Plan was made 

to the agricultural sector. The aim was to develop and 

improve, in order of precedence, irrigation, land sett1e-

ment, anti-waterlogging measures, varietiea of seeds, 

fertilizers, mechanization, animal husba:ndry, fiaheries, 

and other miscellaneous schemes. 
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In Transportation and Cammunications section, 

the Plan provided for repair and replacement of railways, 

building of roads, and the development of 6hittagong port. 

In Induetry & Mining, the Plan contemplated the 

establishment of six jute mille with a capacity to produce 

130,000 tons of jute goods a year. The other major 

industries were cotton and paper. 

The greater part of the total expenditure in the 

Plan was to be incurred by the central government owing 

to the nature of the schemes to be financed, i.e., 

electric power, transport, ports and irrigation. In the 

industrial sector, the Plan envisaged independent invest-

ment and participation with government financed projects 

from private individuals. The following is the summary 

of the sources of finance for the Plan: 

Internal and External Finance for Investment. 
195lw57. 

Development program 
of which -

Rs.(Million) 
2,600 

Public Investment. 2,200 
Private Investment. 400 

Private investment outside the program 
and resettlement expenditure. 450 

Total investment. 3,050 
Internal Financial Resources 1,700 

of which w 

Private savings. 
Public fûnds. 

1,200 
500 

Cont ••••• 
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Balance of Payments deficits. 
Financed by sterling balances. 

Other external finance required. 

1,350 
150 

1,200 

Some of the targets of the Plan were later 

revised, particularly in 1952. They are mentioned 

in their revised form in Chapter VIII. 
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BROAD OUTLINES OF THE FIRST FIVE YEAR PLAN 

The Plan is designed to achieve the following 

objectives: 

"1. To raise the national income and the 
standard of living of the people; 

2. To improve the balance of payments of the 
country by increasing exporte and by 
production of substitutee for importe; 

3. To increase the opportunities for useful 
employment in the country; 

4. To make steady progress in providing social 
services: housing, education, health and 
social welfare; and, 

5. To increase rapidly the rate of development, 
especially in East Pakistan and other 
relatively less developed areae." 

The Plan is divided between the private sector 

and the public sector. The estimated coste of the 

schemes in the public sector are as follows: 

Village AID and rural development 
outside village AID area. 

Agriculture (lncluding colonization, 
animal husbandry, forestry, and 
fishing. 

Water and power development. 
Industry(including fuels & minerale 
Transport & Communications. 
Housing & settlement 
Education & training. 
Health. 
Social welfare. 
Labor and employment, and Miscell. 
Reserves. 

lesa likely shortfall 
Estimated net expenditure. 

Rs. (Million) 

243 

886 
2,601 
1,076 
1,642 

771 
581 
287 
33 
16 

1,100 
9,236 
1,236 
8,000 
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As against the estimated net public expenditure 

of Rs. 8000 million, the private investment was estimated 

at Rs. 3,600 million during the plan period. The total 

amount of Rs. 11,600 million was to be financed as follows : 

Public savings. 
Frivate savings. 

Total savings. 
External finance. 

Total sources. 

Rs.(million) 
1,500 
5.900 
7,400 
4,200 

11,600 

The ville.ge AID (Agricul tural e,nd Industrial 

Development) is aimed at provid.ing the rural areas with 

increased production in agriculture and village industries, 

and thereby to increase the income of the rural people. 

With regard to agriculture, the Plan enviàaged increaeed 

production of food and cash crops of the country, develop-

ment of fisheries, animal husbandry, soil conservation, 

extension of rural credit, research in agricultural 

problems, development of water and water-power, and reforme 

in the tenancy system. 

Industrial development, under the Plan, is expected 

to consolidate the progress already made, and f urther 

expand the country's capacity, leading to an estimated 

70 per cent increase in production. In making various 

schemes for industrial development the Plan gave particular 
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consideration to foreign exchange problems and development 

of industries which would support those now in existence. 

The plan envisaged reconditioning and improvement 

of railways. In regard to roads, the expenditure was 

almost equally divided between new construction and improve-

ments of the existing mileage of roads. Also, the develop-

ment of inland water transport, port facilities, air 

transport facilities, and improvements of postal services 

were given due consideration. 

In housing and settlement the Plan emphasises 

survey, planning, designs, research and education. Improve-

ments in urban facilities and of rural towns are also 

provided for in the Plan. In education and training, the 

emphasis bas been laid on technical education, scientific 

research and teacher training. With regard to health, 

social welfare and labor the plan envisaged necessary 

improvements during the plan period. 

Table 
Agricultural 

'Food grains: 
Outpu~ Targets 1955-60 

Rice. 
Wheat. 
Maize. 
Others. 

Fibre crops: 

11 % 
17 % 
25 % 
13 % 

Miscellaneous: 
Fruit & Vegetables. 
Sugar cane 
Tea. 
Tobacco. 
Fish. 

Forest products: 

17 % 
38 % 
1.3 % 
1.6 % 

30 % 
Jute. 
Cotton. 

15 % 
38 % Timher(sawn & Square) 750 ~ 
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Projected Large Scale Industrial Development 1955-60 
Table. 

Industry. Installed Installed Investment required 
capacity, capacity, for increased capacity. 
April, '55. April, '60 (crores rupees.) 

Agricultural 
processing: 
Cotton ginning 

(lak.h bales) 
Tea manufacturing 

(crores pou.nds) 

20 

Food products: 
Sugar (tons) 115,000 
Cigarettes 

(crores) 
Textiles: 

Cottôn Textile: 

450.0 

Lakh spindles. 16.8 
Looms. 20,000 

Jute manufacture 
Looms. 3,300 

Paper: 
Newspriut.(tons) nil 
Card/straw board 

(tons.) 
Hard-board 

(tons). 

nil 

nil 
Chemicals: 

Sulphuric acid 
(tons). 12,330 

Caustic soda(") 6,000 
Rayon & Cellephane 

(tons). nil 
Penicillin(lakh 
mega-units). 

Fertlilizers. 
(tons.) 

Cement & Glass: 

nil 

nil 

22.5 

6.0 

235,000 

750.0 

20.5 0 
33,000 0 
12,000 

23,000 

35,000 

12,000 

18,330 
26,000 

5,400 

) 80 

162,000 

Cement.(tons) 670,000 1,280,000 
Glass(hollow-ware 

and sheet). 
(tons). 

Iron & Steel: 
20,000 

Steel re-rol1i~: 
(tons). 125,000 

44,800 

155,500 

0.6 

22.59 

3.10 

21.26 

17.30 

10.74 

4.98 

1.92 

0.25 
4.09 

7,02 

0.91 

7.72 

7.94 

1.50 

1,35. 
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PAKISTAN 'S BALANCE OF PAYMENTS 
million Rs. 

1948 1949 1950 1951 1952 1953 1954 1955 

A11 Countries 
Receipts. 766.8 1,051.2 1,363.0 2,878.5 1,916.0 1,554.9 1,274.6 1,767.7 

Jute export. 210.8 375.7 521.2 1,226.1 729.5 579.1 555.6 774.3 
Cotton export. 345.2 282.6 549.3 1,092.5 807.1 638.0 369.8 431.4 
Other export. 148.8 182.0 178.6 377.8 165.7 186.6 223.7 366.4 
Other receipts. 62.0 210.9 113.9 182.2 213.6 151.2 125.4 195.6 

Payments. 796.9 1,500.5 1,511.4 2,361.2 2,766.6 1,432.5 1,436.7 1,482.0 
Importe on pri-

vate account. 365.5 849.7 975.8 1,521.1 1,859.9 823.5 806.8 716.4 
Importe on other 

payments and 
government 
account. 352.0 473.1 333.4 563.2 591.9 382.9 418.6 498.2 

Other payments. 79.4 177.7 202.4 276.9 314.9 226.1 211.3 267.4 
Balance. -30.1 -449.3 -148.4 517.2 -850.6 122. 4 -162.1 285.7 

Dollar Area 
Receipts. 111.0 113.6 137.8 139.1 101.3 130.5 113.1 213.4 
Payments. 142.0 267.1 183.7 383.7 236.0 200.4 127.9 184.4 
Balance. -31.0 -153.5 -45.9 -244.6 -134.7 -69.9 -14.8 29.0 

Cont •••• 
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Sterling Area 
Receipts. 220.8 497.2 . 491.6 . 1,20~.3 •. 659.2 .575.2 546.2 735.5 
Payments. 525.8 835.7 848.5 1,172.3 1,565.9 872.6 869.6 905.6 
Balance. -305.0 -338.5 -356.9 36.0 -906.7 -297. 4 -323.4 - 170.1 

üther Countries. 
Receipts. 435.0 440.4 733.6 1,531.1 1,155.3 849.3 615.2 818.3 
Payments. 129.1 397.7 479.2 805.3 964.7 359.6 439.0 390.4 
Balance. 305.9 42.7 254.4 725.8 190.6 489.7 176.2 427 .9 

Source: Central Statistical Office. 
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SO~Œ DETAILS OF PROTECTION 
TO 

INDUSTRIES IN PAKISTAN 

Name of Industry. Measures of Protection/Assistance. 

1. Grinding Wh~els 

2. Lathes. 

(a) Protective duty of 80 % ad valorum 
imposed on grinding wheels of sizes up 
to and including 14" diameter with 
immediate effect. 

(b) Synthetic abrasive grains and bondiug 
material known as 'bond' both used in 
the manufacture of grinding wheels 
exempted from customs duty leviable 
the re on. 

(c) Bed of the river Chenab to be sur
veyed to find out whether carborandum 
of good quality used for manufacturing 
grinding wheels is available in adequate 
quantities. 

(d) Electrical power and technical 
advice and assistance to be provided to 
grinding wheels manufacturera to enable 
them to work e.ll their machines to 
capacity. 

(a) A survey to be made of the different 
types and sizes of lathes at present 
installed in the factories and workshops 
in Pakistan and of the future aunual 
requirements of the different types and 
sizes of lathes. 

(b) Every lathe manufactured, whether it 
is against government order or for the 
civilian consumption to be inspected at 
govermnent oost. 

(c) An account of the importe of lathes to 
be kept separately by customs authorities. 

(d) A rebate of duty pai d in excess of 
5 % ad valor um to be all owed on raw 
materials used by the industry. 



- 273 -

3. Paints, Colgur & A rebate of duty paid by the manufacturera 
Varuish. of the paints, colour and varniehes in 

excess of 15 % to be granted on raw 
materials imported for the industry. The 
period of protection has now heen extended 
to March 31, 1956. 

4. Bidi. (a) Protective duty of 50 % ad valorum 
imposed on all typee of imported bidis. 

5. Industrial type 
Power Switch 

boards. 

6. Electric Fane. 

7. Hurricane Lanter
ne. 

(b) The excise duty on locally produced 
unmanufactured tobacco intended for use in 
bidis reduced from 12 annae to 6 annas 
per lb. 

(c) Special attention to be paid to the 
development of types of tobacco available 
for bidi industry and to provide facili
ties for the flue curiRg of tobacco in 
East Pakistan. 

(d) Experiements to be made to find out if 
Tandu plant or any other plant whose leavee 
are euitable for bidi making can be 
grown euccessfully and economically in any 
part of Pakistan. 

A rebate of duty paid by manufacturera of 
industrial type power switchboards in 
Pakistan granted on raw materials actually 
consumed by the industry. Protection 
period extended upto ;ecember 1955. 

The duty of 45 % ad valorum ou electric 
fans convettèd into a protective duty. 

(a) A protective duty of 40 % ad valorum 
impoeed on the imported Hurricane lanterne. 

(b) Full rebate of duty to be allowed on 
raw materiale consumed in the manufacture 
of Hurricane lanterne. 

(c) Special consideration to be given to 
the licensing to raw ma terials ueed by 
the industry. 

(d) Special shipping facilities to be 



8. f.Iotor car and 
Cycle pumps. 

9. Leather foot
wear. 
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granted for the transport of Hurricane 
lanterne in East Pakistan. 

A protective duty of lOO % ad valorum 
imposed on (i) foot pumps and hand pumps 
for motor car and (im) cycle pumps made of 
metal or plastic materials. 

(a) The revenue duty of 40 % ad valorum 
converted into protective duty. 

(b) A pilot plant to be set up within the 
Central Technical Institute at which 
facilities for imparting training in 
modern methode of shoe manufacture. 

10. Steel re-rolling (a) Protection to be gra.nted to the industr 
if at aJY time it finds itself faced with 
serious competition from imported goods of 
the type and class which it is able to 
manufacture. 

11. ITmbrellas. 

(b) The services of an expert on steel 
re-rolling industry to be ohtained for 
the work of revamping and modernization 
of steel re-rolling mille in Pakistan. 

The customs duty on umbrella cloth of the 
description given reduced to 26 % ad valo
rum if imported from U.K. aRd to 30 % ad 
valorum if imported from other sources. 

Description: cotton umbrella cloth, dyed 
fast black not more thau 22" in width with 
edge borders not lesa than 1/4" in breadth 
beginning at a distance of l" or more from 
the edge borders and covering in all a 
breadth of not lese than 1-174". 

12. Macaroni, Spag- The revenue duty of 45 % ad valorum conver
hetti, and Vermi-ted into a protective duty. 
celli. 

13. Fruit Preserviug (a) A rebate of duty at the rate of Rs. 7 
per cwt. to be allowed on sugar consumed 
in the manufacture of fruit preserves 
exported out of Pakistan. 

(b) Provision to be made of adequate 
number of refrigerator vans on the 
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Railways for transportation of fresh 
fruits and vegetables and measures to be 
adopted by the Railway administration to 
stop pilfrage of fresh fruits etc., in 
transit. 

(c) Arrangements to be made with shipping 
companies for the provisio~ of cold eto
rage facilities in ships plying between 
East and West Pakistan. 

(d) Facilities to be provided to the 
industry for import of labels. 

14. Bodium Silicate. A protective duty of 60 % ad valorum im
posed on the import of sodium silicate 
from abroad. 

15. Locke. The 40 % ad valorum duty raised to 80 % 
ad valorum duty. 

16. Steel Castings. (a) Priee control on steel scraps to be 
reimposed if necessary and the priee of 
melting scraps of different categories to 
be fixed to the industry at reasonable 
priee. 

17. Matches. 

18. Wire Netting . 

19. Washing Soap. 

(b) The question of the grant of a subsidy 
to the industry to be investigated by the 
Ministry of Industries in consultation with 
the Tariff Commission. 

The present system of excise duties and 
import duties on diff erent typee of 
matches to be s i mplif ied a s soon as 
possible. 

The revenue duty of 30 % ad valorum chauged 
into a protective duty. 

(a) Private indi viduals to install a tallow 
rendering plant . 

(b) The scheme of the Government of East 
Bengal for the establishment of the Copra 
crush ing industry to be speeded up in order 
to free the eoap industry f rom the necessi 
ty of i mpor ting coconut oil f r om abr oad. 
(c) 
(c) The import of soap stone, which is 
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used as an adultrant in the eoap industry 
to be discouraged. 

(a) The toilet soap manufacturera to be 
afforded facilities to enable them to get 
their labels printed in foreign countriee 
until such time as adequate facilities for 
quality printing become available in 
Pakistan. 

(b) A qualified eoap technologist to be 
appointed whose services shall be freely 
available to the toilet soap induetry. 

(c) The local manufacturera to be persua4ed 
and encouraged to install Glycerine reco
very plant in their factories and if for 
this purpose technical or financial assi
stance is required from the Government, 
this is to be provided as far as possible. 

21. Canvas Footwear. (a) The present protective duty of 40 % 
ad valorum on boot and shoes to continue 
upto March 31, 1956. 

22. Cycle tyres and 
tubes. 

(b) Facilities to be provided for the 
regular supply of raw materials to the 
industry as far as possible by issuing 
licenses for the purpose. The local 
industry to be persuaded to use as much of 
the local raw material and semi-finished 
products as possible. 

(a) Standard specification for the indige
nous cycle tyres and tubes to be set out 
b y the Governmen.t. 

(b) Facilities to be provided in the Gov
ernment Laboratories for carrying out all 
kinds of tests on indieenoue cycle tyres 
and tubes and on the raw materials used 
in their manufacture. 

(c) The test laboratories to be empowered 
to issue certificates of quality in terme 
of standard speeifications, if required 
by the consumera. 
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23. Diesel Oil Engines (a) The existing rate of revenue duty of 

24. Battery and Bat
tery Platee. 

5 % ad valorum enhanced to and conveted 
into a protective duty of 35 % ad valorum 
on imported diesel oil engines upto 50 
H.P. both horizontal and vertical and 
their spare parts. fhis, however, does 
not apply to marine engines and diesel 
engines coupled with electric generators. 

(b) Satisfactory arrangements to be made 
for importing blooms. The concessions al
ready given in respect of railways freight 
on pig iron, cast iron, scrap and billets 
to be extended to blooms. 

(c) A representative of the Department of 
Supply and Development to be associated 
with the authorities responsible for 
giving electric connections and fixing 
quota of electric supplies to the industry. 

( d) A testing labors,tory to be set up and 
testing facilities to be made available 
to the industry free of charge. Govern
ment to appoint also an expert to give 
technical advice to the industry. 

(e) Suitable arrangements to be made for 
grading the diesel oil engines maRufact
ured in the country for making the graded 
engines. 

(f) Government arrange to give guidance to 
the diesel oil engines manufacturera for 
maintaining accounts in the proper manner. 

(g) Government to puchase their require
ments locally, as far as possible. 

(a) Government to provide technical assi
stance to the industry by obtaining tech
nical experts under the Technical Assis
tance Programme. 

(b) Facilities to be given to the induetry 
for the import of raw materials viz., leaq 
oxides, containers and separators. 

(c) If lead is purchased locally, 
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manufacturera to be allowed to move 
lead from their buying centres to their 
factories consistent with the regulations 
in force and having regard to their 
previous production. 

(a) The present revenue duty of 30 % ad 
valorum on iron safe, steel almirahs, 
filing cabinets, cupboards and wardrobes 
converted into protective duty. 

(b) To establish a branch laboratory at 
Gujranwala or a section in any laboratory 
in Lahore to enable the manufacturera to 
determine the quality and the strength 
of their raw materials and fiRished produc 
s. 

(c) To appoint a Technical Expert for 
helping manufacturera in acquiring know
ledge of the latest developments in this 
field and making his services freely 
available to the home m~~ufacturers. 

(d) To send promising Pakistanis engaged 
in the industry to visit manufacturing 
centres of this industry in the United 
Kingdom and other places. 

~e) The principal raw materials required 
by the industry to be made available to 
it in adequate quantities and at reason
able priees. 

(f) Government Departments to patroRize 
local prpducts provided they come up to 
the prescribed~ specifications. 

(g) Recommendations regarding industries 
presale and post-sale service also accepted 

Electric Lamps. (a) The existing revenue duty of 60 % ad 
valorum converted into a protective 
duty. 

(b) Liceuses for importing raw materials 
to be granted liberally. 
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(c) Facilities to be provided by 
Government for conducting research into 
the quality of raw materials, either in 
Government sponsored institutions or in 
collaboration with local industries. These 
facilities to be made available to all the 
manufacturera of incandescent electric 
lamps. 

(a) A protective duty of 60% ad valorem on 
switches and 50% ad valorem on plugs and 
cut•outs, ceiling roses and pendent 
holders' imposed. 

(b) The revenue import duties on the under
mentioned plastic goods:-

(i) 
(ii) 

(iii) 
(iv) 

Combs, Hair elidee and gripe; 
Bangles; 
Tooth-bruehee and 
Soap boxee, buttons and conical 
tubes, converted into protective 
one. The import duties on 
fountain pene and ball•point pens 
will also be changed into protect
ive duties. 

(c) Import duty of 37t% ad valorem OR 
moulding powers abolished. 

(d) Full rebate of duty paid by the 
manufacturera of fountain pens and ball~ 
point pene on importe of fountain peD nibe 1 
gold plated nibs and re-fills consumed in 
the industry granted. 

(e) The Department of Supply and Develop
ment to provide technice.l assistance and 
advice to the factories manufacturing 
electrical accessories and fountain pene 
and ball-point pens. 

(f) Government Departments and canteens to 
purchase locally produced products. 
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(a) The present practice of exempting all 
sorts of bristles (including Mexican fibre) 
imported for the manufacture of brushes 
from abroad, from customs duty to continue. 

(b) The existing revenue duty of 30% ad 
valorem on brushes converted into a 
protective duty. 

(c) Import licences for hog bristles and 
other raw materials to continue to be 
granted liberally to brush manufacturera 
as well as to the local importera of the 
bristles (who supply cottage scale workers 
with these rnaterials). 

(a) The Provincial Governments concerned 
to be required to provide adequate staff 
for the enforcement of Drugs Control Act 
and its rules to ensure the quality of the 
products. 

(b) Facilities to be provided for the 
import of such essential equipment as 
cannot be manufactured in the country and 
for the import of raw and packing material 
required by the industry, subject to the 
availability of foreign exchange and 
competing demanda from other industries. 

Protection granted. to the indigenous 
industry manufacturing pulleys for a 
period of three years ending August 31, 
1958. The Government have also imposed 
with immediate effect a protective duty of 
30% ad ve.lo-r:-em on all sizes of American 
type and wrought iron pulleys imported as 
such. 

The Government have also accepted as a 
measure of assistance to provide facilitie 
at Karachi. Lahore . and Dacca for testing 
the "trueness" of the pulleys products by 
local manufacturera; and also to provide 
adequate supplies of raw materials. steam 
coal and hard coke to the industry for 
manufacturing pulleys. 
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Thf'! Government of Pakistan have on th 
recommendation of the Tariff Commission, 
decided to grant protection to the fire 
bricks industry for a period of three year 
ending September 11 1 1958. They have 
imposed a protective import duty of 30% 
ad valorem on Fire Bricks having al~.ina 
content upto 50 per cent. 

The fire bricks having alumina conten 
exceeding 50 per cent will be allowed to b 
imported duty-free as usual. 

The following are sorne of the other 
recommendations of the Tariff Commission 
for the protection to the industry that 
have been accepted by Government. 

(a) The Department of Supply and Develop
ment should advise the industry regardiug 
the additional equipment and testing 
apparatus required to be installed. Facil
ities should also be provided in the 
existing laboratories for carrying out mor 
elaborate tests on fire-clay and finished 
products. 

(b) The Department of Geological Survey 
should carry out complete tests on Bauxite 
available in Azad Kashmir. 

Copied from the Pakistan Trade, Vol. VI, No. 12. 



APPENDIX F 

EXCERPTS FROM PUBLIC ENQUARIES HELD 
BY 

THE PAKISTAN TARIFF COMMISSION 

1. Lathe Industry. 

a. 'I"lr. Latif of the Batala Engineering Company said that 
his firm could manufacture up to 25 lathes per month, 
but that in spite of his best efforts he was unsuccessful 
in selling any lathe in Pakistan to private industry, 
though the quality and performance of his machines were 
equal to any imported similar lathes •••• ' 

b. 'The representatives of the Sind Industrial Corporation 
said that his firm was using Pakistani machines and 
were "quite satisfied" with their performance, though 
they were not fit for precision work.' 

Pakistan Trade, Vol. 1, No. 4, Sept:l950. 

2. Hurricane Lantern Industry. 

a. 'He (representative of manufacturera) appealed for the 
complete ban on importe of hurricane lanterne. If that 
were not possible, he suggested. that the following 
measures to assist the industry to stand against the 
imported article:-

1. Hinimum possible ceiling for importe of lanterna. 
2. Protective duty to be charged on imported articles. 
3. Reduction in customs duty on raw materials 

imported from abroad which go into production of 
hurricane lanterna. 1 

Pakistan Trade, Vol. l,No. 4. 

3. Electric Fan Industry. 

a. 'The representatives of the importera stated that although 
the priee of some of the imported fans was higher, there 
was a large unsatmsfied public demand for electric fans, 
so rouch so tha t orders had to be refused. They further 
stated that the quality of the imported fans was superior 
and that was the main reason why the buyers preferred 
foreign fans even at higher priees.' 

Pakistan ~rade, Ibid. 
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4. Glassware Industry. 

a. '••••• The Commission (~ariff Commission) found that 
the glassware industry in Pakistan had not adopted modern 
methode of production, and that the greater portion of 
their products are produced by mouth blowing, which does 
not give the same uniformity in aize, shape and weight 
as automatic or even semi-automatic methode.' 

b. 'The Manufacturera' representatives stated that the 
main reasons for their inability to compete with the 
~oreign glassware were scarcity and high priees of 
raw materials and fuels ••••• ' 

Pakistan Trade, Vol. II, No. 7,July 1951. 

5. Fruit Preserving Industry. 

a. Pleading their case the Manufacturera represeAted that 
whereas the c.i.f. priees of sugar was Re. 17 per maund, 
the import duty was Rs. 14-ll-3 per maund, i.e., 87.2% 
•••••••• The Commission was informed that in Australia, 
for example, where industry was helped by the Australian 
Government, sugar was supplied to it at the lowest world 
rate with the help of a subsidy from Government, if 
necessary.' 

6. Plastic Industry. 

Pakistan Trade, Vol. II, No. 8, August, 
1951. 

a. 'Priee Issues: As for electrical accessories, it was 
found that apart from G.E.C. products, the accessories 
imported from Japan, West Germany and the U.K. were 
cheaper in priees than the local products. The 
reason given for this by the manufacturera was that they 
incurred overhead charges on account of smaller pro
duction, and had to pay import duty, in seme cases, sales 
taxes on raw materials.' 

Pakistan Trade, Vol. II, No. 8. 

7. Rayon Industry. 

a. 'Enumerating the difficulties experienced by them in 
running the power looms, the manufacturera said that 
they had to pay higher wages per unit of production as 
compared to wages in other countries, for example, in 
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Japan, where the labour efficiency was very high •••••• 
Secondly, rayon yarn for home consumption in foreign 
countries was available at lower priees as compared to 
the priees they had to pay which included packing and 
freight charges and customs duty at 35 %. Thirdly, the 
industry in Japan was organized into various branche~ 
industries auch as winding, warping, bleaching, dyeing, 
finishing industries which they said proved more efficient 
and more economical. Fourthly, the capital outlay in 
Pakistan was much higher owing to the currently high 
priees of machinery •••••• the running coste were also 
high owing to higher electric rates, higher priees of 
mill stores etc ••••••• ' 

Pakistan Trade Vol. III, No. 6, June 1952. 

8. Toilet Soap. 

a.'The manufacturera did not agree with the Departmental 
(Department of Supply and Development, Government of 
Pakistan) estimate regarding capacity but they admitted 
that the actual production had been low. They, however, 
contended that this was because of difficulties in the 
procurement of raw materials and the high duty imposed 
thereon, as also because of the low duty on the imported 
toilet soaps.' 

Pakistan Trade Vol. III, No. 8, August 1952 

9. The Lock Industry. 

a. 'Discussing the difficulties and demande put forward by 
manufacturera of locke, the chairman of the Tariff 
Commission, Dr. Nazir Ahmad, explained to the represen
tatives of the industry about the availability of loans 
from Industrial Finance Corporation, the incidence of 
sales tax on an annual turn over exceeding Rs. 36,000 and 
the technical assistance being made available to industria
lists by Development Wing of the Central Ministry of 
Industries. Other aspects of the industry such as 
co-ordination of manufacturing and marketing, abolition 
of import duties on raw materials, welfare arrangements 
and amenities for workers, difficulty of bank advances 
against finished products, inadeQuacy and irregularity 
in supply of water, electric power and technical advice, 
grant of facilities for licànsing the import of raw 
materials and relaxation of bank deposits for bona fides 
manufacturera were set out in a memorandum which the 
Commiàsion examined in detail.' 

Pakistan Trade Vol. III, No. 12, Dec.,l952. 
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10. Brush Industry. 

a. 'Representatives of the manufactmrers very strongly 
pressed that although they had enough capacity to meet all 
the requirements of the country in toilet brushes, house
hold brushes and even in paint brushes, it wae mainly 
because of the non-receipt of import licensee for the 
re4.uired q_uantities •••••• of nylon and bristles tha.t they 
were unable to produce up to even half of their 
production capacity ••••• ' 

Pakistan Trade Vol. V, No. 1, Jan. 1954. 

11. Drugs and Pharmaceutical Industry. 

a. ''rhe manufacturera brought to the Com:cüssion 's notice the 
following main difficulties faced by the industry and 
asked for their removal: 

a. high rate of duty on raw materials, 
containers and packing materials, 

b. short supply of raw materials and delay in 
the issue of import licenses, 

c. high priee for suear for use in SJTups, 
d. imposition of salee tax on almost all the 

raw ::naterials s,nd the accessories as 
against exemption from sales tax of imported 
finished drugs and pharmaceuticsls. 

e. high excise duty on rectified spirit and 
variation in excise duties in the different 
pro vinees , . 

f. non-issue of import license for further 
development of the industry, 

g. keen competition from some countries 
enjoying a preferentia l rate of duty. 1 

Pakistan Trade, Vol. VI, No. 1, Jan. 1955. 



Commodity groups. 

Fuels. 

Ores & Metals. 

Textile Fibres. 

Rubber. 

Sum of Materials 
listed. 

Other l'laterials. 

APPENDIX G 

NET IMPORT OF RAW MATERIALS IN WESTERN EUROPE 
AND 

NORTH AMERICA 

1953-55 and 1973-75 
000 million dollars,f-•.b· 
at 1953~55 priees. 

Western Euro12e North .America Total 
1953-55 1973-75 1953-55 1973-75 1953-55 1973-75 

1.5 4.3 0.4 0.5 1.9 4. 8 

1.0 2.2 0.65 0. 8 1.65 3. 0 

2.1 1.7 -0.15 /-0.5 - -0.95/ 1.95 /1.55--0. 75/ 

0.35 • • 0.35 ... . 0.7 0. 75 

4.95 (8.7) 1.25 1 1.40- 0.60/ 6.20 /10.1--9 .3/ 

1.25 (1.9) -0.1 0 1.15 1.9 

Total Raw Materials 
and Fuels. 6.20 (2:0~6) 1.15 /1.40-(0.60)/ 7.35 /12.0--11 .2/ 

Copied from International Trade 1956, G.A.T~T~, Geneva, June 19~7~-P~~l 
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