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FOREIGN AID AND THE BALANCE OF PAYMENTS:

A CASE STUDY OF PAXISTAN

Most of the developing countries have been
Tacing the problém of persistent deficits in their balance
of payments, The nurpose of this study is to analyze the
problein in the context of foreicn-resource inflows to
Palistan,  The concept of the "eiport-import gap" provides 
the basic.framework for this analysis.

Foreign aid has been found to be partly a source
of, and partly a solvtion to, the problem of external |
deficits in Pakistan, Debt-servicing and tied project
ald contributed to the baTanCP of-payments strain,
Cormmodit:r aid, on the other hand, brought substantial
relief from these pressures,

Closing Pazistan's export-import zap poses
serious d;fflcululo The scope for reducing non-develop-
ment imwports, inereasing exports of primary goods, and
expandins lmnort substitution in manufacturinz industries
arpezrs to be very limited. In the short run, larger,
"softer" and more flexible inflows of foreign ald may well

be the only route to ranid economic growth,




However, a maior Pa'tistan objective is o reduce

and eventua’lly eliminate derendence on foreign aid by the

n

end of the Perspective Plan (198%), The study suggests

<

that amonz the most imrortant means to this end are the

following:

"~

increased exports of manuf-ctured goods;

mere diversified maritets for such exports; self-sufficilency

in food; great

{
3

aa

import ‘substitution in agriculture; and

expanded inflows of private foreisn capital,
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PART I: THE THRORETICAL FRAMEWORK



Chanter 1.

TETRODUCHI0Is OXJICLIVTS AVD RPASIC PRo=Imis OF THE STUDY

The present st udv aime at an analysis of econonic
development of & developing cconory in 2 setting where the
hirh dependence on foreign aid as 2 wezy of meeting the per-

sistent halance-of-payments deficit ascumes crucial impor-

political nposition has been lergely responsible for attracting
substentisl foreign aid, Severzsl though ‘(‘,-provcﬂzl"r7 works
this diresction assert the iuwrortance of the role of foreion

- .

aid in the develonment process of underdeveloped countries
Pa¥istan offers an excellant oprortunity for this
ind of analysis for the followinz reszsons: (1) One of the

princinal obicetives of the Third Plan of Paistan

- -

*Jl

s to
"strengthen the bQTanco of payments of the country LY

increzsing the country's foreizn exchonse earninss at a rate

See T, Brecher and S,4., "Thze, Toreisn 4id and
Tndustrisl Develo-ment in Paliictan (fontreals Centre for
Devalornins-Area Studles, Decewnar 19458), (Mimeographed.)

e Bs Chenery ané Ak, Stfout Worzizn Assistance and FTcononic
Develorment " Americen Fconoric Review, September 196635 and
m.S, Yeson, Iconornic Develorment in Indie znd Palkistan
(Cambridges Barvard Univercity Press, 12G4),



‘ ‘ faster than the G.N.P. and by driving ahead with import
substitution."2 (2) One of the "“explicit" aims of the‘u
Perspective Plan of Pakistan is "the elimination of depen-;
dence on forelgn assistance."3 #nhlle these are the state-
ments of intentions, no adequate reasons and/or well-defined
ways have been suggested in the Plan to achieve thesé'
objectives., This study is an attémpt to provide an insight
into the problems involved in reaching the targets énd an

understanding towards possible solutions.

Basic Problems

'Threé basic problems are usually faced ﬁhénJaﬁf_‘
attempt is made to analyze the role of foreign aid in the
process of economic develorment of a developing economy:
(1) the identificaﬁion problem in constructing foreign aid
models; (2) reliability of the available data; and
() adequacy of the length of time for the valid appli-

cation of the statistical Techniques of estimation.

A, The Identification Problem

811 the foreizn aid models so far developed to

analyze the role of aid in develoring countries have not

2rovernment of Pakistan, Planning Commission, The
Third Five Year Plan (Karachi: Government of Pakistan Press,
July 19€5), p. 50. (Henceforth ®“Third Plan',)

31pid., n. 17.




shown any awareness of the problem of identification.h It
is needless to point out that no technique of estimation of
parameters is as yet available in the case of non-identifia-
bility of the model., Tt is interestinz to note that the
model-builders often find the "degree of simultaneity"
exactlylto the extent that it does not bar them from iden-
tifying the parameters of the model in question. However,
there is.hardiy any reason why the degree of simultaneity
should always exactly stop short of 'ereating the real

5

troubles, " Ranis and Fel have rightly pointed out:

While the theoretical part of the C-S ﬁﬂmmmry—strouﬂ
thesis is based on somewhat indefinite behaviouristic
ssumptions marginal to the domain of economic theory,
the empirical part is s%ddlea with an as yet unsolved
identification problem. (Underlining added.)

B. Reliabilitv of the Data

Current statistics of developing countries are

notoriously unreliable and the measurement technigues of

ey

Ahmnd, Toreign Aid and TWeconowmic Development (a

papor presented 1in a graduate seﬂlnur, Department of Fconomics,

MeGill Un1vorc1ty, 19€7), It may be noted that this point has
been taken up independently by Ranis and el and has been
discussed in the light of the Chenery-3trout model. See
J,.C.H, Tei and G, Ranis, "Foreizn Assistance and Ticonomic
Wﬁvelopmenf' Comment," Awerican Tconomic Review, September
1968, ». 210,

5Ta Chung Ziu, "Underidentification, Structural
mation and Forecastln; " Beconometrica, October 1966,
g
5¢ v

Ul
CT

Wstin
p-8
6

Ranis and Fei, on, cit., n. 910,



gzrowth and change are highly unsatisfactory. Hence there is
no reasonable basis on which to draw any meaningful con-=
clusions. Rosensteln-Rodan, in his ambitious pioneering

study, admitss

Tven . . . vague estimation was not nossible in case of
Africa where, in spite of studies 1n recent years, most

figures about national product (gross), investments, 7
and savings, are more or less enlightened guess estimates.

As -regards Burma, he points out:

The national accounts of Burma show consistently high
investment estimates in recent years, It is difficult
to believe, hc ever, that they do not involve a con-
siderable overestimate,

As for'Pakistan, the situation 1s not very different. Tims

- states:

At the statistical side, the wea%tness . . . was
“initially a severe handicap, even more so when under
the Constitution of 1962 a major nart of the statistical
wort was transferred to Provincial Bureaus of Statistice
that had hardly any capability for handling the large
assignments in their area.

In a predominantly agrarian econony lile that of Palkistan,
the bulk of national income originates in the primary sector

of agriculture and allied activities. In spite of the over-

riding; significance of this gector, the available data are

7P.N. Rosenstein-Rodan, "International 4id for Under-
developed Countries," Review of FTconomics and Statistics,
May 1961, p. 121, Txplanatory Hote to Tables 2a-3c.

8114,

%, Tims, Analvtical Techniaues for Develonment Planning:
A Case Studv of Pakistan's Third Five-~Year Plan (Karachi:
Pakistan Institute of Development Economics, February 1968), p. 8.




defici

basic

under

accmu

been

Ul

ent in precision, coverace and scope., The lack of
and relisble statistics thus makes it difficult to
take this kind of study. Fortunately, the national
nts and related statisbical cerics of Pakistan have

improved considerably under the aegic of a National

Income Comrission appointed by the President of Pakistan in

noteds:

amber “CW and the final report was issued as a Gove

=kcistan nublicat

1993. The Commission subnmitted an Interim Report in

roment

("1

ion in Hoverber 12¢5, The Commilssion

-

In our oninlon, there is a great and

immediate need for
setting up an intezrated system of national accounts, . .

“While maling this recommenda twon, ve are conscious of -

the existing insdequacies of data nd fesources in |
skilled manpower. . . . Stens will have to be taken to
collect basle data through special sample surveys and
other means, ’

..'OOI'l..l0.0..."ll‘.lll.'...l.."'.l'l'.l'..’.'.....
Tesnorlic steotistics of Paliclan do not meet the minimum
reaulrenents of 2 national scecounts system which nlaces
ricorous demands on the cuality of the bvasic daiz and
on tha hamncf in which these dnte cre collected, O
(Underlining added,)

Desplte these obvious defliclencics in dntn, some woris sre

in the aveilshle dota will br revealed

han none at ally as The worke nro_ress, nore

cans
Lax

1

Tnterim Lenort of the st

10

y]
R
)

Covermient of Pa’ﬁwf'm_, Waticnal Income Comalssion,
nol Tncome Copmission (Islamsbad,

" Sente

Indiz

io
mher 1064Y, v, W, For eimilar criticisms resarding
and otheor develoning countries, see P, Stresten and

¥, Tinton, (eds.), The Crisis of Tndlqn Planainaj Teonomic
Policy of the 19£0's (LOLFOL: Oxford University Press, L969),
pe 73 end 0,7,0.0,, dotional Afcconnte of Tess Develoned
Counfries ) 7.95'0—]_96(.» (Paris: 0.0.Cu0,, July 1868), . b,



C. Adecuacy of Wime-ILensth and Data

Foreign ald operation, in the rodern sense, 16

of ralatively recent orising o congideraple arount of Lime

5 RIS LS

mist elapse before sufflcient data are avallable for valid

-y

quantit: TlV” an2lysis, Adelnan and hnnovy‘conf ends

Tests on Greece and other less developed countries
suggest that it will not be possible to secure satis-
factory statistical estimstes . . . uptnl there has
been a greater accumulation of data,+

It was noted vltn éwssaflsfﬁctwon that dafa for
the economy of Isra01 were “1naﬂooaa+e for time- sorles

escima\,ion.“l2

Oreanization of the Study

The stﬁéy has béen organized asvfollows. C*épﬁ@r
2 is intended to provide a fair idea of the mzjor concerts
and definitions nsed for the nurnose of this study; a broad
evolution of foreisn aid has also been discussed, In

Py

Chanter 2, a critical review of 2 few geolected Toreipgn sid

models has besn presented; models have been claszified on t

snrrnsches involyed: 207 o new annrozch hased on

s / e

-' n - ’ [y e

”1F B Chcnerv znd I, Adelmwan, "Foreign ALd and
Feononilc Develonments The 'Cage of Groaco " Review of
Teonomics and Stathbwcu, Tebruary 19€£, p. 2, n. &

2y Do Do
a
121154

t,.:p-. ].7 1'1. 20’
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the CES prdduction function has been suggested to analyze
the role of foreign aid. 1In Chapter 4, a survey of balance-
of -payments problems in Pakistén has been made with special
reference to the role of foreign aid in order to provide a
historical perspective., Chapter 5 deals with the problems of
the burden of debt-servicing; the Hayes-Wyes-Hussain test has
been appiied to evaluate the debt-servicing capacity of
Pakistan. Chapter 6 is devoted fo'the anaiysis of the tied
ald problem and its implications for Pakistan., Chapter 7

has been"designéd to provides a strategy to close the export-
import gan iﬁ the economy of Pakistans the analysis closely
-follows the Chenery-Strout avproach of "trade-~limited growth"®
where, because of uncertain, varying flow of foreign sid, a
continuous ad;ustment in imports aﬁd exﬁorts is required by
the economy to equate the export-import gap with the savings-
investment gap; simple statistical techniques have been used
to support some of the contentions in this chapter. Tinally,
Chanter 8 has been allocated to draw the "loose strands®
together by describing the limitations of the study, summar-
izing the major findings and mating some general policy

recommendations,
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Chenter 2

MAJOR CONCTRTS ATD DEETITTITONS

The purpose of this chapter is two-folds: (1) to
explain the basic conceplts and definitions involved in this
studys and (2) to describe briefly the broad evolution of

foreign aid, S ,
Quite a large number of the developing countries

have beéen experiencing persistent deficits in their balance
of pavments,” To meet this
2 Chenery and Strout point out:

heavily on foreign aid,

eflcit most of them depend -

-

a

ependence is the net flow
ar from advanced to less
is ecual to a quarter of

A crude measure of this de
v third of theilr

3 . i
of some 59 billion per ye
1

developed countries, wh
their gross: 1nvp°tmont

1mnootu.3

ich
and nﬁarly

thus understandable vhy development economists have

much attention to fore j in recent vears.

given so xion 21d

lTnb\JD uWOISI Pionetary Tund, Annual Revor:
le 4G, oD, 12?-12\ Tnited Nvinonu,
1 < qfﬂ\

(lashinston, 19683),
z 1 1

'J'__)
HEeYY \_,

~
)
-

Y

C(frenr v vz,

\
Teonoric Bulletin fo sfrjc
%/CIT, 14 /%00, Vol. &, To. 2, nn. 1-2k,

2“. Ginor, "The Impact of Canital Imnorts on the
Structure of Dﬂvw*Oping Countries," Ivitlos, Fasc. 1, 1249,
D. 10,

? T 1 2 - ‘ el 4 2

“11.B. Chenery and 4,M, Strout, "oreign Asscistence

,cononmic Uave3o>ment,' fmericen Ticonomic Review

and 7
Sentomber 1966, p. 679,



Definitions and Concepts

The terms ﬁdeveloping countries’, "economic
develonment", "balance of payments" ahd "foreign aidh
a&e been used above without beingudefinéd.,vSince no
standard (widely agreed) definitions.oﬁmthese terms are
availeble in the veluminous development litérature, it is
necessary to defineé them‘for‘ﬁhé-purpose of this study,

A, Developinz Countries

Tﬁe.developing couﬁtriés are’aefined as those
whose pef capité G.N.P. falls below the world averége of
5200, affigure which haskrecenﬁly.beenfestimateqwgn‘thé
basis of}ninety-six countries bf the x-forid_.,5 Dne éhould,
however5‘kee§:in miﬁd that the low per capiﬁa income (below

3200) ig only one of the many vital aspects of the problem

of underdevelooment, Ience, this is sufficlent to realilze
: 6
the limitation of ©the ahove definition, It is therefore

The terms such as "developing', "underdeveloped!,
"less developecd™, Ybackward" and "“poor" have interchangeably
been used in this study. The choice of the term often
cepends on "the sensitivity of the auvdience and the sensi-
bility of the analvst.Y

5J. Bhagwati, The Tconomics of Underdeveloped Countries
(Hew York: licGraw-Hill Book Company, 196£), pp. 1h-15.

H. liyint, The Economics of the Develoring Countries
(3rd ed,; London: Hutchison Tmiversity Press, 19€7), p. 10;
C.P. Kindleberger, Iconomic Development (Wew Yorks HeGraw-
Hill Book Cowmpany, 1253), pp. 1-5.




not a surprise that Kuwzit, whose per canita income is over

7

32000, is still considered an underdeveloned country.

Tack of arpropriate alternative criteria has conpelled

ch

=]
O
165

of the development economists to be contented with the
, g

per-capitaz-income criterion as cold cownfort,

~

B, Teononmic Development

Tt is necessarvy to distinguish economié develdpmenﬁ
from econonic growth, The Tormer necessarily irmplies the
latter, but not vice versa, While economic growth mérely
:implies an lncre se in the ¢.1,P. and/or an incre epe‘in ner

canita income, economric o~vn10nmnni roL@ne to a "material

adva Lhr zh changes in g1l of 1ts ingredients, nomely,

)

resources, carnital, technclogiczl advonce, and soclal

N

s
canselli, (Tnderlining added,) The wrocesz of these

Hehonzostt 1o brechnicon1ly Rnoun 1n the fevala rment Literature

ag Mastructursl tronslformation,!t

FR) 1

It 1e thug clear thet any atiompt to define econornic

7
‘ T Ve Sz also yuaij,"wrnﬁt is
iorlots i Tluent Socloty,W Jrerrent lations, lodern
Tuaadit, Avburm 1069, e, Wo-hh,
ST . , . - ,
J. Viner, "The Zeonowmics of Underlcovelo ment, Ihe
Teonordes of Davelonment, ed. AL, Ageruals spnd 2,P, Singh
flew Zort: Oxford Tniversity Press, 1993), n. 13

o, clt

Y et ® )

Chape. 2-7,
10

‘Chenery and Strout, on, cit., n. Co2,



development in terms of one or some of its "inzr=fientsh
will be mi "1caﬁLn Harrod-Domer's emphasis on "eanttal
formation® or Schummeter's on Hinnovation" or Hagen's on
"social canacity" should not lead one to idehtify economic’
development with any one of them alone, 'Haitéré cites
Liberies as aﬁ example of an econony experiencing MGrowth

without Development.' ¥e statess

Tnormons groyth in prima r* compnodities produced by
Torelzn concessions for export has been unaccompanied
either by structursl chenzes to induce copmlnwenta Yy
grouwth or Dy 1ngtvtutwoncl chances to diffuse gains
in real income_among all sectors of the nopulaulon»
[in Alb”rlﬂ] L (Underllnlng added, )

Fuwait also has Wot witneised any significant “structural

transformetion go far despite its nhenomenal rise in the:

retroleun. exports resulting in a StO“‘OriﬂQ ner capita
- = (D b - -
income figure,
To understand the process of econonic- developnent

’_l-

t 1s very essential to realize that the underlecvelonred

countries are not onTV of  different tvnes but also are at

different stages in thelr levels of development. Tailure

to recoznize this-vital noint led many cconomiste ton make

1 K] v .

TUALA, Yalters et al., Growth Without Develovment:
an Teonomic. Survev of Liperia (Illinols: Forth University
Press, 19G6&), p. vi. o -




. . . 12
wrong generalizations and faulty policy recommendations,
One of the common manifestations of this sort is often found
in atfemﬁts to apnly theories and policies suitable for an
over-populated labour-surplus economy to different types of
counﬁries which are, for examplé,.yét to feel the heavy
pressure of population. Myint has rightly énd strongly-
emphasized the need for fejecting the idea of déveloping
a "monolithic“'theofy to eﬁébmpéss all the developing
countries and for searching'"alternative theoretical
models to suit different tyves of underdeveloped countries."l3
This brings us to the need for a classification of the
develoPing'countries on the basis of_certain identifiable
features, Galbraith contends that an "effective remedial
action--a sound develonment strategy——fequires a classi-
fication, i
Unfortunately, ne satisfactory classification of
the underdeveloped countries is as yet aveilable. It will
be recalled that the Rostow stage-analysis throws much light

on the levels of develorment but fails to focus on the types

{. Galbraith, "Underdevelopment: An fArproach to
on," Tiscel and llonetarv Problems in Develoring
eedings of the Third Rehovoth Conference), ed,

Tew York: Frederic &, Praeger nublishers, 1967),

LBiyint, or. cit., p. 1.

zey I

1”Galbraith, op._cit., p. 36.




.
of the developing countrl,o." In the light of his analysis,

Il

the developing countries differ from each other "as a child
differs fromn an adolescent and an adolescent differé from
one on the verge of maturity,®

Forﬁunately, Galbraith's recent classification
of the developing countries, though not comnletely satis-
factory, appéars to be a significant sten ﬁowards understanding
the problems of underdévelqpment in their prOper pefspectivé.
ralbraith suggesfs three models of'undérdevelopment: (i) The
Sub-Sahara African rmodel (the identifiable feature being

the absence of mininum cultural base); (ii) the Iatin-

American model (the distinoulsnlna cha”acter being the
pfesonce of non-functlonal ellto ~group- blased power—otructure

and of an economic structure with bu11 -in 1nflaf10narv bias);

and (1iii) the "Fouth-Lsian model (the distinctive feature

beinz the existenee of a labour-surplus capifal-shortage

16

econony with hish nonuletion pressure).

In this study we are concerned with I “"klstan, which
. . - : \ . L . -
1e a "typical case'" of the "South-Asian model,V 7 It is

interesting to note that Xindleberger also has distinguished

15500'ﬁ.ﬁ Rostow, The Stases of Tconomic Growth
(Cambridges Cambridze Unlvercsity Press, 1080),

Oty sy .
1 Falovraith, op._cit., n. 22.

171pia., p. 30.
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two types of economy in Asizs (1) the Sparselyfsettled
}rice—exporter type economy (viz.:}Burmé, Thailanﬂ); and
(2) the densely-nopulated export-oriented plantation type
economny (viz.: Pakistan, India, Ceylon).

Thus, the Galbraith-Kindleberger classification
throws much light on the nature and types of problems one
is likely to_enéqunter in analyzing the process of econonic
development. of cbuntries like Pakistan, India and Ceylon,
In effect, according to both Galbraith and Xindleberger,
countries like Pakisten and India represent the typical
Lewis-type labou?-surplus ecdnomies, éuffering from the
heavy pressure of persistent population growth against an
extremely limited nétural resource bése.;g In the language
of thn current development literatﬁre,‘the economy's supply

curve of labour is infinitely elastic (that is, the supnly

¥

curve ig parallel to the labour-axis on a lahour-wage plane)
at a constant level.of real wages close to the subsistence
lavel, |

The crucial problen for the policy-makers in these

countries is not meraly to explore the ways and means to

18C.P. ¥indleberzer, Ioreign Trade and the MHatlional
ncononmy (Mew Haven: Yale University Press, 1964), »., 107.

S

l/ﬁccordlnb to some calcuTationu, the value of an
avoided birth in India amounts to $114%. See J.L. Svmon,
"The Value of Avoided Blrbhs to Uhdofdrve]onod Countries,
Ponulation Studies, March 1909, p. A8,
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increase per capita real income, as is generally thought,

but also to find channels to plow back a large portion of

=
®
e
3
Q
=3
D
Y
n

e in per capita real income, if and when it takes

place, into productive investment in order to escape the
"Malthusian trap" and put the economy on the path to seli-
sustained grouth,

For the purpose‘of this,study it is useful to
distinguish conceptually tﬁo major.asbécts‘of économic
development: (1) the micro—economic develonments; and (ii)kthé
2 ero-econenic development.go The f@rmér relates to the

eneral process of "raising the sectoral efficiency level®

0]

Yo

G

ané -ths latter constitutes the aggregati§0 aspect of economic
developrent, e.2., the savings-investment, the balance of
pavmentz, ste. In this stuly we are concernsd with one of
the macro aspects of econowic development--the balance of
nevments,

)

C. Balrnce of Pavments

his 1s, as already noted, a macro aspect of eco-

nomic development, A balance-of-payvments study is not merely
an angtorical study oi an =sconomlc structures, it ic more

than thet: it cives an insicht and clarity wileh pormit a

C -

son, Boononic Policice towards Less

"H.G., Johnson,
Developed Countries (Washington: The Jrooitings Institute,
1967y, ». 52,
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comprehensive view of the economy. However, one can harcly
avoid a sense of disappointmént in this ind of study when
faced with the rultitude of data and the multiplicity of
conceptual ir“ﬂe*or\o. The challenge has, however, been

accepted by many economists and organizations. One notable

example is5 the Ralance of Payments Division in the Research

rand Statistics Department.of the Internztional Monetary Fund.

The owtput of the research i1s being published regularly

through the succescsive volumes of the Balance of Payments

Yearnooik., Tt 1s being increacingly recognized that the

LQ

balance—of-paymenfs study is essential for understanding the
implicavions of govermment policies, the impact of the trans-
mission of "development impulses" from the developed to the
develoning countries and so on, Isard contends that the
balance-of-payments study can be of much greater value if
fadditional and higher quality of data are made available

C. particularly regarding canital inflows and outflows by
type and sourco."gl n narﬁial fulfillment of this require-
rent, a balance-of—payﬁents table for Pakistan for the

period 1951-197¢Q has been construoted.22

liost of the discussions on balance of payvments

21

an Introduction to Recional Secience (Cambrid
Press, 19£0), pp. 172-172

Walter Isard gt _al., Methods of Regional Analvs
iges

The ¥.TI, f.

.i
e

2286e Anpendix &, Table I.



in the development literature are disappointing because of
the conspicuous absence of a precise definition of "balance
of rayments." TFallure to identify the type of balance of
payments under discussion has often resulted in confusion

and misleading policy recommencdations,

1. Iypes_of Balance of Pavments

In order to make the balance-of~payméhﬁs discus-
sions'meaningful it is necessary to distinguish between
fhreé diétinct types of balance of payments: a) an acéounting
Balénce of‘payments; b) a ﬁrogramme balahce of paymentsg‘and

23

c) a market balance of payments.,

a) The Accounting Balance of Pavments

-An accounting balance of payvments is deflined as
Ha .system of accounts covering a gilven period that 1s intended
to record systematicelly (a) flows of real resources, includineg
the services of the original factors of productinn, between
the domestic economy and the rest of the world, (b) changes
in the country's foreicn assets and liabilities that arise
from economlic transactions, and (c¢) transfer payments, which
are the counterynart of rezal resources or financlal claims

provided to, or received from, thz rest of the world without

s - . : o
2oFritz Hachlup, International Pavments, Debts, and
10ld (lew York: Charles Scribner's Sons, 12¢4%), n. €9.
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any quid pro guo."
Since the accounting bslance of payments is based
on a double-entry system which provides for each debit to be
matched by a credit, there can be no surplus or deficit in
the balance of payments as a wholej the only possible differ-
ence bétweon debits and credlts (assuming that the donations
offset the unilateral transfers)gcan~be nothing but Y“errors
and omissions®,  These are “statistical deficlencles, not
econoriic phenmmena.”25 However, some economists may choose
to present the accoﬁntjng balance of payments in such a way
‘as to reflect a surplus or deficit in some meaningful sense.
For instance, H@st- 1ad°en daiv d. the accounting balance of
payments into two segments to facilitate considerations of
the "problems of the Fund"--"above the line" and '"below the

line., The two components add to zero ref19ccﬂnf the ch"“

al =
. s . ) 26
acteristics of The "“necessary brlance's,

It is worth noting that a

e

deficit in the balance of

paymente on current account is the most widely used variant

of the accounting balance of payments. And this corresponds

to Hfst-ladsen's "above the line! items reflecting negative

ol

\*.N.F.,.5878PC of Pavments Yearhool, 19€2-£6
(Washington, October 12¢/7), Vol. 19, Sec. 8, n. 6.

25, -
)Machlup, op. cit., p. &2,
26P Efst-liadsen, "“symmetries betwoon Balance of
Payments Surnluses and Deficits," ILM.F. Staff Papers
July 1062 n. 184, See also P, Hgst-¥adsen, "A Deficit
in the alanco of Payments," Finances and Development,

Iy

J(\‘l)t’"]’ﬂ’ oy 1 o(l l’\' 171




- 19 -

el

v}

y defieit on current

%)

balance, In the zccounting zensc,

o

account is an ex post concept and it is therefore descrip-

tive i1n the senses of "historical development." - In Chanter
4, the concept of the accounting balance of rayments has
been need in discussing the halance of payments of Pakisten

in historical persnective,

. b)Y The Programmne Balance of Pavments
mhe prograrme halance of payments is defined as

"g statement of the sources and uses of funds, expected or
. ‘ 9

-

nlanned, over a future neriod of one or more vears, based
’ .

upon the nation's capital and consuwmtion reguirements and

on a programme of meeting an excess of reguirements over

* _ ' 27

resources by recourse to foreign finance exvected ox sought.!

(Unferlinins added,) This concent is fundamental to the study

Tt is strikine thet nost of the development

economists apnear o be concerned with the capital reguire-

ments of a developinz econowy, while nou giving adequate

to its co n wrrtion reguirementas, It ie hardly

on the "eflcient fronticr® of socirl chnl e the desire
to rossess more real capital assets and the desire to

increase the conswvjt Lon standard are conflicting social
objectives, Tt follows that the cholce of the lonz-run

27

taeh "11,, op. _cit., n. 70,
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direction of growth (i.e., the Ugrowth target™) will
depend upon the assets preference as_well as the con-
- sumption preference of the economy, 2 (Underlining
added,) ‘

1
e

t is well known that the social values, the nolitical
ideology.énd the economic considerations would largely
determine the '"consumption-real assets" preferencé function
of a country., Once a certain growth rate is selected as

the target reflecting the‘absorptive capacity of the economy
and‘welfare of the community, and givén thé éapiﬁal—outbut
ratio (assuming that it is possible to determine it with
feaSonable‘accuracy), the investment reguirements are
mnlquely determined., A deficit vill emerge if,paftef
resisting the ihevitable‘politiéalvpreésure"for-an”upward

ad justment of the éonéumpﬁibn standard &t the subsistence
level, and after meeting the existing consumption réquiteF
ments, the amount of domestic resources to be channelled
into investmeht falls short of the Winvestmnent require-
ments’™, This ex ante deficlt 1s expected-to be met '*by
recour se to foreigh finance expecte? or sought.," In Chapter
7, the concept of the prbgramme balance of payments has been

used in the analveis of a strategy to close the exnort-

28John C.H. Fel, "Per Canita Consumption and
Growth," Quarterly Journal of Tconomics, February 196%,
po. 53-5k,
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¢) The Market Balance of Pavments

The market balance of payments is defined és a
"model of a gziven situation in the foreign exchange market,
characborleed by the effective demand and supply of foreign -
exchange at the given exchange rate and at alternative
hypothctlcal ratos."29
While tﬂe accowntln baléncp of payments is an ex
post concept, the programme balance of payments and the mer-
ket balance of pavment are ex ante., These three concepts
are "fundamentally differentt froﬁ each other.30 In usﬁal
discussions on‘the balance of payments these distinétions
haﬁe’often béen»ignored, resulting in confusion and misunder—
_tandin@ Tor example, the Renort by the Secrétary Géneral
of U,K.C.T.2.D, in 196k records: | |
¥mplication of the 5 per centigrowth target 1s that
exnorts of the deVP1OT inz countries would also have to
rise at the rate of € per cent ner annum, in order to

reintain balance of rmavments ecuilibrium.31l (Underlining
added.) ‘

Here the term “"balance of payments equilibrium' ic essentially
a nrozramne belanca-of-payments concept, but no delinition

» acequate exnlonation is avellable in the report,

29Nach1up, op. Cit., n. 62,
3071pia.

Slynites iationg, Renort by the Secretary General
the United Nations Conference on Trade and Develonment
JL.C.TLALD, ), Towards a lew Trade Policy for Development
ew Yor', 1964),'E/CONF. 4€/3, p. 40,

of
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2. The Concept of "Deficit" in the Balance

of Pavments

The meaning of a Ydeficit" in the balance of nay-

mente depends upon which of the threec concents is being used.

+3
o
i..h
n

i..h
0

a—ard

because a deficit under one concept, say, market

~m

balance of payments, may be a surplus at the same time under
ansther concent, say, the programme balance of payments, ot
only that, %ven within each concept there may be Mseveral

-

different defic]

rJa

te depending on a number of arbitrary . defi-

nitiong, assumptions, h"uotnoues,audromont or objectives
32 : . . | | e
e e o0 W It is not surprising, therefore that the definition

of -surplus or deficit‘"is by far the most controversial =
question. in the halance of payments methodology;"33 ’Perhapé
no term has been so loossly and ‘indiscriminately used as
"hbalance of payments"'iﬁ the current develonment literature.
To avoicd confueinn and misunderstanding, 1t is thus éuggested
thet an exnlicit definition of the type of balance of
na"mhnt be m2de when 1t 1s used.

s already nointed oul in this study, the accounting

balance-of-navments concent has been used to provide a

&

jay

igtoaricel confirmation of the fact that Palristan has long

"‘3

been facinc a deficit in the accounting balance of payments

-
32Machlup, on, ¢it., p. 70,

23
““P Hgst-tiadsen, "4 Deficit in the Balance of
Payments," Finances and Develonment, Sentember 1966, 1. 172.




on current account and that it has heen able o 1live partly

gn assets and/or secure foreign loans and grants,

<

on forel
Turthermore, the prograrme balance-of-payrents eccncept

also heen used, a

w0

note? csrlier, to show the existence o

the potential deficit which the econory of Pzzisten is likely

=

b

to face in the future. & deficit 1s said To be "persistent®

[

f the programme of meeting the excess of lnvestment requiré—
ments over resources by recourse fo external finpance is made
repeatedly over a longer period of time., The use of the
concent of the mariet Dzlance of »nayments is extremely limited

in the case of the devoTOplng countries like Pzizicstan, where

a free'foreign exchange market hardly exists.

D. Foreign Aid

The confusion concerning the meaninz, nzture and
tforeign ald" is quite prevalent iz the Toreign
ald literature, Perhans the source of confusior nrizinates
from the Ymultinclicity" of motives of ths donors 2nd the
uncertainty of the economic and political imnzet of the forelig:
aid on the recinlents, 4A1id 1s indeed an zmbizucus word.
Shenld grants and loans be lumned together unfsr foreicgn 21d?
Little and Clifford arc of thr ominion that Wit isg cli=arly

misleading to lump these . . . together. . . . loney-lenders

+ 9

1may benefit their clients, but we do not thinz of thenm as

(lt

T, Clifforsd,
a1<“n° Puhlichin~-

(imericeon
ne 12,



Anpperently Little and Clifford have not attached much impor-

tance to the distinction bpeltween a loan on commercial terms

and a loan on

,_.

concesslonary terms., In the latter case there

ig an elenment of grant involved in the loan, To the extent
that the grant element 1s involved it must be considered as
economic aid, 4gain, it is often suggasted thet Yeconomic

";,‘ '_r.‘ ' 35

aid" pust be distinguished fro "“forel i oaid", In theory,

thisg is, of course, desirable but in practice 1t is virtually
impossibles Tor instance, military aid is usually considered
to be non-economic aif. But is it really possible to exclude

]
e Bt e

defense support entirely from economic 2id? The answer is no.

Lo
P33

1s-1s well known,; defense sunport is often provided

in the form of commodities and there is no reason why these

-

should not he considered “investwent zoods®™ in the same or

26
similar sense as 2nv other net addition to domestic resources.”
Defense, after all, 1s essentially concerned with

the prevention of war and gurvival of the free political

i

nstitutions of a country, It 1s therefore understandable

that a certain sizs of wmilitary establishmwent will always be

’_!-

rmintained irresnective of foreign military aid, However,

+

the size and cowrwosition of the establizhment woulé largely

3 .
“SP ¥, Rosgenstel 0

Undoroevolonpd Counirice," Review of Mconomlco and Statistics,
Vay 1961, pp. 106-110,

3636‘ G, Renis, "International Aild for Underdeveloped
Countriess A Comment," Review of Fconomics and Statistics,
Vol., hb, 1962,




depend upon the ability of the country's econony to supvort

it, and the nature of its security problem. For example, the
hostile relationship between India and Pakistan would have

compelled them to divert a substantial amcunt of domestic
resources to the defense sector even witnoubt any r qvlltqry aid.
It is thus clear that a realistic assessment of

el
|

the size ol a military sstablishment in the absence of any

military aid will give a fair idea of the amount of the
domestic resources -releacsed due to the availability of
military aid., To that extent, military aild nust be con-
sidered economic aid..

511 these problems and a host of others (e.g.,
the status of government-guaranteed private investment,
short- and medium-term loans, export credité, étc.) create an
insurmountable "terminological difficnlty" and hencé precise
definition of foreign 2id i¢ herd to find., For operational
purposs 2, this study‘finds the 0,7.C.D, definition of foreign
21ld snitable., ficcording to this definition, foreign aid
constitutese: (1) cash grants and srants in kind (including
technical assistance)s; (2) sales of commndities against
local currenciasy (3) government lending for periods exceedin:
one vear (net of ropaymeﬁt of princinal); and () grants

and capital subscriptions to multilateral aid agencies and

37

net loans from these agencies, In short, foreign aid

2 . . -

~7Organ1zatlon Tor Economic Co-Operation and Developmnent
(0.m,C.D.), The Plow of Financial Resources to Countries in
Course_of Teonomic Development, 1950-19¢1 (Pariss 0,T.C.D,,
1961) ’




comprises that part of the foreign resource inflow which

has thé following basic characteristics:s (i) it 1s a function

of the decisions of the governments and/or international
SSIING 1 < RO - s C s .
agenciess” (i1) it is of a "oublic non-military" character;

40
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and (iii) it is not dictated by "normal market incentives,™

Conceptually, it is useful to distinguish between
two major éspects of foreign aid: the macro aspect and the
micro aspect. The former deals with the applicatidn of
agzregative economic analysis to the problems of.determining

total "aid requirements for achieving target growth goalsh and

! . * .
the latter concerns “the assessment of aid for marticular

orojects and programs in relation to specific objectives" and

evaluation of Malternative forms of aid available for achieving

L

these objectives., (Underlining added.)

o - T
Tvnes of o

Broadly spea’ting, foreign aid may bhe classified into

four mzjor categories: (1) Project Aid; (2) Programme or

Cormodity 4£ids; (R) Technical Assisbance; and (&) Hvhrid &id.
2 . - . s s .
~880ﬁ Goran Ohlin, Toreirn 33i¢ Policies Deconsiderad
(Parise: 0,%5.C,D., 1543, Chsr, IT, up, 9-13,
Q97'4-'-19 and 015 P Taed - s 1
~7Little and Clifford, on. cit., D. I,
l.o"'v -t— A 3
Rosenstein-Rodan, op. cit., bn. 109,
Hlﬂ o Nikeso]l, The 1 conowi cs_of Foreisn $id (Chicacs
Aldine Publ: »hln Cormpany, 1770), n. 127, See alzo 0¥,
Sinzer, ‘LXCﬁrn°1 41lds Tor Plans or Projects?", Beconomic
7 -~
Journal, Septembher 19¢5, n, 542,
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plicltly lin'ted

-

mxternal financial aid which is

I

with specific nrojecis is called project aidy the donors

-

examine the economic and technical feasibilitilies of the
projects nut forward Dy the recirients and select those
ble projects which fit in with their priorities bhefore
allocating the aid, TForeign aid which is given in general
sugnort of annual budgets cr longer-term plans without refer-
ence to specific projects is known as programie or commodity
aids; the recipients have a relatively greater amount of
freedom to dismose of it according to their own priorities.
Of all the forms ofvdevelopment aid, t@chnical,.
assistance seems to have thé'most immediate appeal to the |
donnr countries. Technical assistance refers to the transfer

of skills and Xnowledze through the despatching of experts,

consnltants andé teachers, the training of students, peace
corns nrejects, ete. Apart from these three distinct forms

of aid, there is a great variety of intermediate forms

between project aid and prograime aid. These forns of
ald may be called hybrid aid,

Tt 1s indeed important to realize that different
forms of foreign aid have different implications both in the

the tot=1 aid and the amount of

=

sense of the net value o
freedom with which the recipient may use it. TFrom the point

of view of the donors, tlese different forms impose different

degrees of bpurden on them. Sore major issues concerning the
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forms of financial assistance are briefly discussed along
these liness: (1) Project versus Commodity or Programme Aidj
(ii) Grants versus Loans:; (iii) Tied versus Untied Aid;

(iv) Bilateral versus Multilateral Aid,.

Project versus Programme Aid

The project approach in giving aid predominated
through the fifties and came under fire by 1960. One of the
main criticisms iz to point out that the major nurpose of _
aid is defeated by financing the "margzinal" project which the
aid-recipient would have dropped anyway had he not been handed
the additional resoﬁrces.42 The classical exzmple of the
Austrian Government, which secured Marshall Plan aid for
building a power piaht but actually financed the building of
an opera house, is often cited to discredit the project
anproach, 3 It is gradually being realized that economic
develcpment does not depend on the soundness and implementation
of a few specific projects hut rather on an adequate dverall

investrent effort, with resncct to size an

£l

composition,
zain, the "ill-designed" foreign exchanze, rwonetary and

w

Tisecal nolicies may cousailre o frustrate the success of any

Singer, op. cit., ©. 93¢, Ses also R,¥, Bird,

"The Indluence of Foreign Ald on Local Txnenditures,!

Socizal and Tconomic Studics, Vol, 16, June 197,

3. . .. -
L"vBh,agweﬁcl, op._Cit., D. 210,




specific project, It may be argued thét the whole economic
structure becomes foreign-aid-oriented through the successive
undertaiings of those projects with a high foreign-exchange
component, and the commitment of total pooled resources of
an economy to this patfern of development may inject é series

d

of se

Lious biases and perverse incentives into the econony

But the donors 11 prefer project aid to pPO?ramme aiﬂ.

The rationﬁle, pernapg, 11es more’i: pOllTlCS ann in eco-
nomics, Project aid ﬁecessariiy'involves a process which
1eads'to the "pipeline accumlation® which, in turn, creates.

a COnsiderable'gap of time bétwéen ffesh commitment and actual
disbursement. And the Gonors may; and often do;‘UL. iz. the
intefvening time for exefting political pressure. Tor instance,

the United States cancelled a 3%.3 million project loan to

~

build a new airnort in Dacca, on the ground of Pakistan's
. . Lo .. Lk
inereasing "normalization®™ of relations with China.
The role of commodity ald in Pakistan as compared
with project aid derives its snecial significance from "one

of the primary objectives® of the Persy

\J

ective Plan of Patistan,
which is "to distri-ute income equitably . . . between Fast

and West Paistan" and to eliminate over the next twenty

vesrs, nreferably in a shorter period, "the current disparity®

Lk

The New York Times, August 31, 1943, It may be noted
that the United States helped nostﬂonb a "consortiun' meeting
consecutively three times in 1965 on some flimsy grounds.

The main csnse was Paklstan's growing friendship with Chinaj
see The Dawn, July 1k, 1965

s
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between Tast and “fest Pakiéﬁsn.,s_ In this context, the
n@sé to allocste an incréasin; share of tot»2l resources--
internal and erxternal--to Tast Pa'tleten is in order. Since
ject ald conpmitments tend to be of a long-terr nature,
the regilonal pattern of ald is thus Y"frozen'" in the sense
that it ig difficult and soretirves even imnossible to ssitch
project aid from“one'régioh.ﬁo'another without causing a

re-evaluatiosn of the project and a consequent delay in the

3

4"'\

utilizetion of aid., Thus any attempt to shift the bulk
the external resources to Hast Palistan mnder the present

nroject-aid-dominated pattern of inflows is bound to be

‘“’)

-

"rustreted, The allocaticn of commodity aild and its switch-
over frow cne region to another are much easier and simpler

than in.the case of project aid,

Grunus varsus 102nS

The rrcirients prefer grants to loans simply

{al

hecause the former are free end the latter have repayment
obhlirations Loans are made on widely ciffering t@rms——
from soft 40 or S0-yesr loans at "token' interecst rates
with a lons crece pariod, o exrort ereditc Tor 9 yesrs

carrvine intercst rates of per cent with.no grace period,

45 ,
“Government of Pakistan, Planning Conm1551on,

The Third Tive Year Planrn (Ferachls Government of Pakistan
Press, July 1265}, n. 239,
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It is argued thalt loans are generallv superior to grants
as 2 form of aid because the obligation to repﬂv may lead
the recipients to make the hest use of the aid.46 Although
it 1s partly true that rerayment obhlizations may discourase
Mwaste, the Opﬁimal utilization of foreign aid is surely
not a function-of repayment dbligations but of the efficiency
of ho planners and. of the executive hody of the country.

Tt ig¢ &also assérted»that loans are preferable %o
srants because the-lattcr give =some sénse'ofl"inferiority
and hu iation® to the rocwwle nts while the former are more
"businesslike." 1In practice, this ig not true., 'The recip- E
ients are just as much aware as the donors of thé‘factbrs,
responsible for aid inflow;:they znow that "humanitarian®

considerations (and therefore charity) do not play a major

Tied versus Untied A4id

At nregent, two-thirds of all bilateral aild to the

develoning countries is tied elther to commodities or sources
or both sources and commodities., Tt 1c needless to say that

untied aia is superilor to tied aid becausce the latter tends
the natlonal "priorities." However, there is little

poin® in comparing tied with untied ald if the recipient is

L{'C\Z\i’.‘lﬁ‘.’ Schmidt, "The Tconomics of Charity: Loa
versus Grants," Journal of Political “conomv, !L ust 1
n. 334, See also 2.B. &sher, Grantc, Loans and Tocal
Currencies (Heshinzton: The Broorinzs Institute, 1964).

ns
o6k,




given the choice between tied aid and no aid at all, The

problem of tied aid is discussed in detail in Chapter €.

Rilateral versus Iultilaterasl Aid

The proportion of multilateral as combared with
biléteral inflow is still inSignificant. Since the sunnply
of foreign aid is strongly entrenched in the political reality
rather than in economic considefations, the tendency for

"hilateralism® is naturally stronz. Only less than 5. of the

l_h

total foreign aid consists of multilateral aid. This is

A

shown in Figure 2,1.. Host of the aid from the international

- agencies 1is given in the form of untied loans, It is again
the donors who dictate the terwms: either an increase in
bilateral =21id or no increase at 2all, Once agsin the recipients
havé no choice hHut to accent the donors! terms. Brlogh

poinﬁs outvthat e Wswiteh from bilateral foreivn aid to multi-

- ok
lateral foreign aid would lead to the decrease of total aid.¥ 7

A Brozd Twoluticn of Foreien Aid

Thar~ 1s n»n general agreement that the primary:

s 0

objective of Toreicn aid is the “"development™ of the poor

%7T. Balozh, "ultilateral versue 3ilateral Aild,"
Oxford Tconomic Papersg, Hovember 19067, w. 2234, Sec also

%.0,. Asher, Multilateral vs, Bilateral Alc: An 01d Controversy
Revisited (Washington: the Broolings Institute, 1064),



Estimated net inflow of long-term capital into underdeveloped
countries: percentage shares of bilateral and multilateral aid, 1951-61.
The proportion of multilateral inflow is still insignificant.
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IGURE 2,1

Source: Jagdish Bhagwati, The Economics of

Underdeveloned Countries (New Yorlk: MeGraw-Hill
Book Company, 1966), pe 217.
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countries, Th

j=e

s 1s fairly obvious from the theme of the

O i
Clay Renort,u/ the Jeanneny Rgportso and other studies

and reports, Perhaps it is fair to say that the lacit of

»

theory of foreign aid fails %o p:ovide standards of judge-
ment for both the donors andé the rec ents regarding the
foreign aid prograwme, Morgenthaﬁ sharply criticizes the
dbnors for never mansging to "develop an intelligible theory
of foreign aid that could proVide'standards Of jﬁdgement

.+ . [for] a perticular mmasuré."sl Then why did foreign
2id start in the first place? Perhaps the answer lies in
the undeniable fabt that it must have "apneal" to both
"natlonal and trans-national® interests. What sort of
interestsiare they? KWhile it is impossible to isolate a
single objective, a package of Objéétives is‘often nut for-

ward as follows: (1) to strenzthen political ties where an

1

*80 D,T., Report of Iﬂu@rnaulonal Conference on Voreﬂcn
&3id held in Aonﬂon, June 1966, Effective Aid (London, 1947),
n. 101,

9 . .

L"'Ccmarm.t'tee to Strengthen the Security of the Free
Horld, Report to the President on the Scone and Distribution
of the United States 1iiiitery and FEconoiic 4SS is cance Prograns

(W= shinston, 1962).

50 nistdre ar Ttat chﬁrﬁg,oe 1a RETnrma R 1ﬂvstrat1ve,
Ia DolLfloao de Coonération avec les Pavs en Vole de DEvelonne-
nent, Rapnort de la Commiscinn ¢' Ttude institude nar le
Déeret du 12 msrs 19€3, remis au Gouvernement le 18 juillet
1963 (Paris, 1263)

51

(J

. 3

E. }orgonthau, "A Political Theory of Foreiwn Aid,
Americen Politicel Science Review, LVII, HWo. 2, June 1962,




alliance already exists or to prevent a neutral country
from becoming'noaneutral by Jjoining the other side of the
balance of power; to moderate the criticisms of some Com-
monist or pro-Communist countries 1f and where western 2id

is accessible; (ii) to preserve 1ntern01 and external security;

N

1ii) to explore and expand thefdonors' investiment opportu-
niﬁies; to promote export eXpansion; to subsidize the ineffi-
cient industries of the donor éountries; and (iv) to help
accelerzte the econonic deveiorment of poor countries,

The objectives arc well sumed up in the words of

) )

Brecher and Abbasi "Scceurity, world-economic'cn,11a,ma~f

the donorts purden of sur;luslresourcesz,iﬂéﬁiogy,-humani-
tarianism--all these make up the hvurn ﬁhich‘pumps’out the
aid to the depres scd reriong of the global econemnic body.“53
Howaver, the different donors attach differant weichts to
these onjsctives and these waights thereelves very with time
and changing clrcurstances,

ha Torm of transactions beltwean rich

3.1

. vhile aid

cr

in

and poor countrics with the univeﬂiéﬁﬂy announced intentions

m )

of h@lping the noor way anpe:=r to He of relstively recent

orizin, the history of using "finence' as a powrrful diplo-
matic instrument hes ilts roots far baclk in hicstory., Liska,

52 - . : o oqr e
<G, Ranis and J,l, Nelegon, l acurcs to Tnsure the
Bffective Use of 3id, A.T,D, Discussion, Paner 12, p. 7.
.5 I. #recher and 38,4
Develonment in Pakistan (7
(3imeograrhed. )

o

. &bbas, oreisn Ald and Incustnqa*
treal, December 19G8), n. 21,




noints out bluntly that modern foreign ald does not very

macy, particnlarly before the 19th century.sh The "climate
of opinion" from which stems the obligation to assist the
under-develoned countries has served as a good'pretext to
putv"the old wine in a new bottle." The Renaissaﬁce princes
in Iﬁaly used the "offer of subsidies” to the ﬁeaker states
as one of the most effective instruments in mainfaining the
balance of power, Little and Clifford comment that "this
is as true of military and relafed economic units today as
it was'l:hen.."g5 However, the difference lies in the fact
that under the -"subsidy" system it was possible'to claim
repaymént of alfeady-diébursed apounts, but this is not
possible now. How cén the Gonors ask for repayment what
they have offered in the form of grants and in the name of
humanitarian service when their political purwosé is not
served? At best, they can only comment that the country
is not grateful or lament in closed-door meetings that
forelsn aid nolicy needs a drastic change,

The strategic moves on the chess-hoard of inter-

national nolitics often malke the donors inconsistent so far

as their role in maintaining the humanitarian approach is

See ¢, Liska, The New Statecraft (Chicagos
. ? £
of Chicago Press, 1960).

Little and ClirTford, on. cil., ., 22,



concerned, For example, it i¢ inconsistent for the Tnited
States to pley a military role in Vietnam‘and, at the sare
time, 2 humenitarian vole in other Sgutheast Aslan countries,
Similarly, very few people in Paizlstan and Indis would be
prepara2d to believe fully in the humanitarian appfoach of
the United wlnvdom, which kept undivided India under sub-
jugation for a century. Only those few countries which

hzave been able to show a grest degree of consistency heve

zained both nrestige and influence, One notable examvle

ig Canada, Higgl

;3
143}
(o]
O
e
]

te outs “The na jor motives for

,E%Imda] seem to be a feeling That all advanced countries

share the responsi ili ty of helning the poor ones and

Y s . 6
a general é¢esire to he 'in on the act.'"s Unfortunately,

tho contributions of these few countrics do not form a

IJ

icantly large portion of the total aid given to the
underdeveleped countries, Two~thirds of all de K“TO“mﬁﬂb
assictance comes frowm the United States, end this forms

lens than 19 of that countryis 0,10,7. "lhe United 3ta

)

,—v!-
<
m

o k4 . .
snend s over 1007 of 1te grocs neitlonsl rroduct on

(S 0 I R L EAEN tal LU L

pro-rars crimseils aired st ireroving oure nebicnzl gocnrins

«

Somavhe® leesa then 1,/20%h of thics snount, and loss Thon

of our =zross natlonol nroduch, osz ‘nto the nutunl asstlstance
57

TTONTaM, W . W07 (nderlinin: addad,)  The Clar Renort (1942
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B, Hissine, Beonomic Develo:r aﬂni Tlav, of,3 i=v

Yoriie U0Y, Forton and » T, TNC,, 197LY, v, BT,
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cives an exnliclt recngnltion of the fact thot 2id does
éervo tha.interasts of the nited States and maintains

that the Yisele! rurrose iz self-explanato *yiﬁécausé of the
hizh concentration of foreicn oid to the unfer-develoned
countrims 2lon; the Sino-Soviet border, which recelved

72:7 of the tobtal military and cconomic assistence.

Chauvel, one of the merwpers of the Commission of

Inguiry who prenared the Jeanneny Rernort (1962), in a memo-
randum included in a separate volume of studies and rerorts

.

onn snecizl asnects of foreign aild, ﬁointed out thet French
foreign 2i1d vac primarily used as a Hdiplomatic instrument®
for influence., |

In short, French foreign =210 hes benn essentially
an instrument for nolivicel influence, while German, Itéiian

and Jepanese assistance hag served the nurpose of econonic

Since 19¢0, the vattern of fore

o
o}
]—h

i \}
=
I )
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o
i_l
[

$b]

2
-
O
[
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merkedly, The risc of the non-colonial

O
O
-
o
O
=3
2
—
A,
;g‘
D
He

v overtalting of the coloniel and cx-colonial

donors (il.e., B2lgium, Frence, the Netherlandes and ths
Thited Kinﬁﬁom); and the decline in the relative dowrinance ’
of the Tmited Statces in surnnlying a2id characherize the
chanza. TFrom 1957-50 to 1981-72, whiln the total aid (net)
of the coloniél end ex-colonial powers grew 277, it grew

31 for non-colonianl groups (exclndine the Tnited States),

Tittle and CLifford, or. cibt., n. 50.
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Tntroduction:

The purpose of this chapter is to review criti-
cally a few selected planning modelsl which set forth
tslegantt theories of foreign aid based on any combination
of the following basic anproacheés:

‘

(1) the absorptive capacity approach;
(i1) the savinge-investment gap (Gap I) approach;
and (iii) the exmort-immort gap (Gap IT) approach.
The planning mocfels desisned to analyze the role
of foreicn aid are classii

the following versions:

¥fhil: & zgrowth mo ST by the usual
absence of ”poliov varlo Ty 28 nly a ¢losed
podel where only "long-run eguw el tiong are
exnlorzd, a »larninz model is sical onen mndel
incorporating "nolicy variables,® forelgn ald and trace,
an¢ focusging develorment over a plannine neriod.
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The Harrod-Domar Version

A,  The Rosenstein-Rodan iodel (iMay, 1261)
B. The lMcKinnon Model (June, 196L4)

C. The Fei-Paauw Model (August, 1965)

D. The Chenery-Strout Model (September, 1968)

The Tinear Programainge Version

*

A, | The Chenery-Bruno Mbdel (March,.l@éZ)"'

B, The Chénery-MacBwan iodel (Summer;. 1966) -

The Eeonowetric Version

The Chencry-Adelman Model (February, 1966)

The Cobb-Douzlase Version

o formal model of this vercion has emersed

as yet but some wmeaninzful hints are available,



The Harrod-Dormar Vergion

p) <
k. The Rosenstein-Rodan lodel”

3

1. HNotations

Vi = G l.P.

Sy < Gross domestic savings‘

It = Investment

K - Capital stockv

Ft = Foraign capital inflow = IJG - St

>

1]
M-
. !':J
ct

= Total amount of foreign aid required

4 = Sz Avera

rage savings rate
t
7/

o - A8 = larginal savings rate

Ay
r = Tarecet growth rate of G,i7.P., = AV

v

[
I = F - Capital-outrut ratio
t = Time period (zero suffix denotes the initial

period)

%p, 1, Rosenstein-Roden, "International Aid for
Underdeveloped Countries,'™ The Review of Tconomics and
Statistics, ey 19¢1, Zxplenatory WNotes for Tables 4-A
8n{:" L‘.__B'

3Symbols are slizhtly altered from Rosenstein-
Roden's original model,



a)

b)

al

e)

¥ = = = oK
Vv g{f—\'
xrv ee. (2)
t AKX = Ay
It - St oo (2) or I = krv
=
’ where r = AV
-] ————
v, dEfl=l o oy T

2. Assumptions of the Model

Savings and investment functions are linear,

Capital-output ratio and growth rate of G,N.P,
are assumed to be constant.and known over a

rlanning period.

Five years have been assumed to be the iength

of the planning period.

There exists a minimum level of consumption and
hence g certain level of income at or bhelow which

savings would be zero or negative respectively.

The savinges geap is the only constraint on economic

growth,

L4, Solution of the Model

Substitutionz (1} andé (2) into (R), we gets
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-~

Ft = It - S.t

eV, - &V,

—

(er- &)V

IR
L

HNow summing over the nlanning periods

pe

= E
t=o t
u &
: X + kyo__q/
IR

tH

5\/0 (0(’_ _E_/:> + (kw_ a(l)
= S(oa-a))/,

5
e
+ (kv_q')\/o [(_'%L)s-_'] e (5)
ot t:=0

So= -7 +d/V

™Y =&

-_[,( ,{5/03
, (- WV
Y ¥ - 5(0{’-—0()\/0

L/\

. ’ / - : .
Given o 4, o 5 < and r , the total required

foreign aid for an economy can be unicuely determined.

Sensitivity of T <©o changes in the parameters
is obtained by partially differentiating Tquation (5)
with respect to the rarameters,

kK, A and &’



(i) 24 = vV, [(__'_)__1+I' : '.l.:[

2k
(i1) A = -5V
D4 0 -
(111) @A = 5V -V, E-———)—l*r —-——‘1]
O o’ o r

Total foreilgn canital inflow, therefore, is nore
en31tlve to changecs in the capital-output ratio and in

the average saV1ngu raue thah to changes in the marginal

savings rate.

. Crit

L\
1_.
l—’
Q
=
@

Although seﬁeral studies)+ prior tc 1961 are
avallable regarding ﬁhe éstimation of external capital
requirewrents of the nnderdeveloped coﬁntries, perhans the
most ambitious attemnt ig that of P.N. Rosenstein-Rodan,”

He has bullt up a sinnle model of the Harrod-
Domar tyne, in which he assumesz that the only constraint to
growth 1g sevinse, He has completely ignored the aspect of

the foreizn erxchange constraint on economic oovelonment

See United lations, licasures for the Fconomic Develon-
nent of Underdeveloped Coununio% (Revport by & group of “imerts
avrnolnted by the Secretary General, iew York: Tnited kations,
1?51;,‘%” Hostow and lax “11]ikan, A Proposals ¥ev to an
Eff~citive Forelsn Policy (lfew York: Herper &t Brothers, 1957).

5T’avwond ', lilkesell, The Economics of Foreien Aid
(Chicagon: Aldine Pub11sh1n' Company, 19C&), n. 79.

,'1 sa3e
}.J-




His assmntion that the cavital-output ratio (k = 3.1)
remains constant over bh@ planning period is highly question-
able; He has argued that the tarset grovth rate (r)
reflects the "absorptive canscitvy! of the economy but no
clear-cut method of measurement of the absorptive capacity
has bLeen given or suggested, DBecause of these and many other
limitations, his empirical con cl:SLons appear to be far from
satisfactory, His comments--"India seems to be in a 'take-
of ft stage., . . . Pakistan's tempo of doveiOpment appears to
be somewhat lower, but it 1s promising. . . . Indonesia is
an erample of limited absorptive capacity.'.‘; o+ In the
Middle Tast . . ; theré afe symptoms of developmental vigour
which mey show some results in five years!'! time"--are too
general to be accentable as the outcome of a serious study.
Rosenstein-Rodan's model yields the solution that

foreizn capital inflow is lighly sensitive to changes in

the capital-outnut ratio., He estimates that, given a W

v

-

srowth rate, a f2ll of the capital-ontput ratio from 3 to
2.7 (that ig, ronghly a 107 reduction) would inply a 219
raduction of foreign canital recuilre mhnta.7 Since the
meagsuremnant of the cerital-output ratic is hardly accurate,

any analysis colely based on it may result in wmisleading

U]

nolicy recommendiations,

Rosenstein-Rodan, op. cit., v.

-

[
4
(@]
L 3

‘1pid., p. 117.

e



The central mesgsage of his model is that the
sévings function has to be convex with respect to the
income~axis, i.e., the marginal savings rate should be
higher than the average savings rate. "A marginal savings
réte considerably higher than the average 1s the main
1éver,of economic development of. underdeveloped countries,"8
However, he believes that once the economy attains self-
sustained growth with an average savings rate of 12-15%,
the marginal savinse rate need not be higher than the
average savings rate, The Nosenstein-Rodan model appéaré
to be useful as a stepping-stone towards comprehensive

analysis of foreign aid,

8 1big.



- L7

R . g
B. The ¥McXinnon iodel”

s 1

1. HNotations™®

PO = Rudimentary starting point for the economy

P . = Potential domestic output canescity of the econony

v = Domestically generated income resulting from the
use of domestic output capacity, P (for planning pur-
poses, V = P by assumption, and also 4V = 4P )

dat 3t

M = Current foreign materials reou1rem9nts

(maintenance imports)
~ - . - .. 11
Kﬁ = Domestically produced capital goods

Foreign-produced capital goods

A
1§

K% 4+ ¥ = Total imports

Yax St = laximum potential domestic savings
St = Domestic savinzs

Max Et = laxinum potential export earnings
B = Export512

9? I. lic¥innon, "Forelgn Txchange Constr
Beonomic Development and mfricient A1d Allocati
Journzl, Tune 106k, »n, 283-4k00,

0 ) . . -
Syribels are slightly chanczed from the originael model,

-] ] Pal T ot -

~1Unlts for X, and K are chosen such that one unit
a f

of output P can be used to construect one unit of Kg or

buy one unit of Kf at the fixed current terms of trede,

12, n R .
“xports () are mezsured in the szre units as
X K. and P

_...d ] f'\ v GARY Y



m

Txoports net of

Foreign capital transfers

Total amount of aid reauired

- . .
ITt = Level of investwent in foreign c

Marginel export rate

Proportion of current outnput in excess of current
materials needs, which can he exported to obtain

foreign capital goods

Agzregate output-ceplital ratio

dzeregato canital-outrut ratio

Tarsat growth rate
A &

-3

Date of aifd~-terninstion

Domestic canital-outnut ratio

Donestic output-canital ratio

Toreisn output-canital ratio

Hewrreont needgh

b

S, + Ft = Total anount of investment

pital g




2. The Models

Mocdel I : Todel II
(Sevinee Conctrnint Toen) (Te-e Conehroint Cooc)

| Mo S&,: o(’[\/ ~\/] () 'Ma,x S{: = o<\/£ (1

kaexe 0<d’ <1 aumd \/ >\, where o¢x £
, —

w;\e‘;:pt;n [{9 K., F*l(; ,B,MJ . P-R - Trnn[@, PK Fle o

Br 20,85 51 pud P >B he e

—_ b
{i - I"’ B Sla I Ma.x Eﬁ =
Pk = P evt wheye

o

g0, B20,8551 and ﬁ) >

«[R-2] . w
W F=1 -
Vy = V g P P&:\é I Et Co )
=k,

1L
"L )

(@S]

. Assummitione nof the Models

a) Txports are adegquate to purchase foreizn capital

goodg and cover maintenance inportc acs

uired

by the conestic nroduction Tunction

“Production fmction for new outrut above P

ihere r. 1s chosen to be the ie _
rete conegistent with development possibilities
dotﬂfwinﬂ@ outside the °V(L01. However, r &ox/ vhere o= I:’T“
or¢‘l/(@ +?) and r <& g is the "necessary" condition,
according to dMc¥innon, for rrwching seli-sustained growth
at r. See lcFinnon, on. cit., p. 296.




b)

da)

e)

)

- 50..

pe - Pq = min l:{s,Kd, ﬂKfv F,M}

where @ >o , Y 2d and P,, > Py

fs?1 implies that the value of output in the
econony exceeds the value of inputs from foreign

sources,

The economy starts with no savings and no new
capital formation since the population lives at

subsistence level.

There exists an initial output capacity of the
economy--a starting noint from which industrial
growth can begin--and a stationary level of income

v,).

Aid is offered on the assumption that the capital
inflow will have a "pump-priming® effect so as to
eliminate the economy's dependence on foreign aid

over a period of time,

Consistent with development possibilities in view of
the expected external carital inflow, a maximum

growth rate ig chosen as a target (r).

Average savings rate and average exnort rate are

assumed to be rising.



»,Model IT

a) Assumption (a) of Model I is relaxed and it is
assumed that there exists a constraint on export
possibilities and hence available domestic savings

cannot be fully utilized,

b) All other Assumptions'of Model I are retained.

Gennoral Assumptions for Both Models

a) The structure of international prices is exogenously

determined.
b) A& fixed coefficient production function is assumed.

c) Foreign capital inflow enters as a “separate" input

in the domestic production function,
a) Zabour supnly is unlimited.

e) NWo substitutional possibility (i.e., use of import

substitution as an al

PR

cernative to export expansion,
or relaxation of the assumption of fixed coeflicient
nroductinn function, and/or introduction of more
factors of production) is incorporated in the model,

L, Solutions of Models

Solution of Model I3

From (2), (%) and (%), the time-path of foreign-

I.Ja

capital inflow is determineds:
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The condition for the Torciin 2ld to decline over time is

that the first term in the richt-hand side of Teouwation (6)

nust be new anive
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Given a growth rate (r) and a cervital coel7icient (o),

. . ’ . . .
marginal savines rate (o) must cxcead the aversoe savings

rate () in order that foreizn aild (F ) may decline over a

. n . . ’ 5 :
period of time. The more o eXceeds & ,» the more

quickly the econony woulld generate ensugh s-vings and the

w1ller the time interval for eliminating dependence on

X

f":
x-s

e¢icn aid,
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Solution of l'ofal I1:s

Taking use of (1), (2), (3) in (%), we gets
/
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In order for Ft to decline, the firzt term of the risht-
hand side of Tlquation (%) has to he increasginzly negative

as time progresses, The condition for this is:

d o /
-— - &
2 <o
/
or T4 e
B

/

o7 T A < P,_E

Total aid reqguired (4) to reach self-sustaincd growth is:
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where t 1is the woint of terminatlion of foreign

- =35

capital inflow,




Bxamining (5) and (7), it becomes clear that the larger

€ (= ¢ _ﬁé Y, i.e., the larger the proportion of current
outrut in excess of current meterials needs, which can be
exported to obtain foreign camnital goods, the smaller will
be the time interval for aid termination (E) and canital

transfer ( % R
0

The findings of KeKinnon are summarlzed below
(hy integrating his Table I and Table II):
a/
ITABIE 3,1
AID-TERINATION DATE, MA ’”IHAL SAVINGS LWD BXPORTS RATE

g

¢ 7 o’ 7 e’
(no. of years) o o
(1) (2) (3) (%) (%)
27 2.3 0,25 O Nol2
13 2,2 0.20 65 .08
11 1.2 0140 . 28 10
L It 1.00 L1 .20

g/ Theo following are the values of the parameters:
I 0,303 A = 0,205 r = 0,065 win Cq (Mininmum
o - P -
Imports of canital goods) = 257 of total capital goods,

2 R.I, lieinnon, "Foreign ”Achange Constraints in
“cononic Development ano nEficlent 4ié Allocation,"
Teconomic Tou,nﬂl, June 196+, Table T n. 390 and Table IT
. 402,

Py



Resultes

< s /
a) % is inverselv related to oA
0
A s 2 T - . 7
b) 7 is stronzly inversely related to €
o]

c) Comparing Column (2) and Column (4), it is evident
that a lesser amount of foreign aid is requifedv
to malntain a A% growth rate of the G.H,P; when
trade constraint rather than savings constraint
is binding. |

5. Critigue

1.

The McKinnon model belongs to the Harrod-Domar

. 15 4os . . : . .
family. 7 Being divorced from "behavioural" equations, it

reflects only the Ypotentialities'" of the eéonomy. One of
the mzjor contributions of McKinnon is the explicit recog-
nition that "'foreign goods' enter as an input into the
ﬁomostié nroduction function."16 The productivity and allo-
cation of this input provide Yone of the central problenms

17

for-a modern theory of develonment,!

15

= .
“The model is a Ygrouth model of the Harrod-Domar
type which incornorates in a crude way the effectz of inter-
national trade on the growth of newly develoning countries.®
See Meinnon, op. clt., p. 3692,
16.. .
IThid.,

L7chenery ana Strout, on. cit., pn. 679.



The ¥cKinnon model incorporates all the three
constraints--saving s-investment, foreign exchange and
absorptive capacity, The model suggests that the foreign

capital inflow must £ill the dominating gap in order to

¥

inject a Y"pump-priming' effect. His mechanism of equating

the two ex ante gaps (savings gap and export-import gap) is
based on the arbitrary assumption that all marginal rates

(except marginal savings rate and marsinal export rate) are
constants, o argument ig given as to why these two excep-
tions should necessarily perform thelex ante gap-equating
taslk..

In the cagse of discrepancy between Gap I and Gap IT,
the lcKinnon model suggests that either exports would £all’
belowu fheir maximmm potential level (when Gap I > Gap II).

or savings woulé fall below thelr maximum potential level

(when Gap 7T 5 Gar I}, but he does not see the other possi-

.
-t
<

bhilities

e

for instance, increases in "maintenance imports"

b}

or decrezse in investment requirements may be recommended
when CGavn I exceets Gap 1T, and increacse 1n irport substi-
tution and/or exwort promoticn way be suggested when Gap
IT exceerds Gen 1.

However, it must he admitted that McKinnon has

brought out guite clearly the fundamentsls of the "dual

gap" problems,
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The Fei-Paauw lodel

19

G.N.P.

canita F

1. otations
- * v . .
v = G, P, voo= 7 = Per capita
- . E » - I — PN
I = Investments I = 3 ° Per capita I
- e ant + _ S . .
S = Savingss s = P - Per capita S
- . . .
I = Foreign capital inflow; ¥ = P Per
k =  Capital-output ratio = %
g = Output-capital ratio = %
S* daae_ - .
u =-=2=-= Per capita marginal savings rate
v* AV At -

o = Initial average savings rate
- , . \ - S
o = Average savings rate = 2
v
20
gp = p (Rate of grovth of nonalation)
18 e -

J.C.,H, Fel and D,5, Paauw, "Foreirn Assistance
and SeTF-P 21p, "t deviey of Tecnorics and Statistics,
tugust 1965, pn, 251-207,

l . CONL ST R I N, § L1 PR

“Symbols are slishtly alteraed from the original
model,

20 —~ . . -

g_ V¥ denotes that the rate of erogth nf any

variable x7 is g :oant g, 1g defined as‘% 2% or -
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1

v3

]

H

r (Rate of growth of per capita Z.17.P.)

I , n . .
T (Rate of growth of capital)

4o (Initial grovith vate of G,¥,P, and capital)
ke

% (Long~-run growth rate of G.¥,P., and capital)

Population
Target growth rate

Population growth rate
2. The liodel

It - S.t ' LI N (-])

L - . - 9t
I{ AR - E . . . (3) or K had Koe
0t
D e oo (B or B = Poep
rt
T e e o (5 or V* = Vge

LV )
>0 ) . (8

. )

wr¥ )

"4
>
Vv

O



a)

b)

c)

a)

_60_

3. Assummtions of the liodel

Exports are adeguate to purchase foreign capital
goods and foreign current materials., In other

words, exports are not a constraint on growth,

The only constraint on economic growth is the

savings constraint.

r and p are constant,

The assumption that u > «,> O ensures that «

increases through time.

4, Solutions of the Model

a) Savings Time-Patih

Integrating Bquation (6), we haves

* *
- . _CH *
S-b- lk\é 4+ 6 ’.Q—St-—(t\/t
DY' X * aU("f=O
VY Y
= ol —U * = ét’:__ ¥
[“*7{5]\4 &t Vil A

1
~~
°9\
|
=
N’
<
*

= [M-% }\4\“

t
o K =y Mr%
u — 7)

1See also lcXinnon, on. cit., p. 295.
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D)  Time-Path of Toreicn Aid

Dividing both sides of Tquation (1) by Vt ,

R _L s

(r+p)t
v, &)
Chtpo g Ltk oay gy al%

dt .
¢+p)
(re®)V, V=V, €

\/é = k.(‘("f“f’)

- [kmm—(u-—““e:io)]\/t e (®)

Toaid Uervinotion Date

At vt =t , by definition, T =

O

The left-hand side of Tguation (O
1.e. 0 - [: k U= &

’ = ~+P) — - 0o L

( Y- (u - \/£

b R (rib) - (o Yo%

éﬁz ) = 0 \C #0
ré z
o ELrH)E :-u€¢+(u_d)
Ty /%) _




- £2 -

Or  k(rep gb _ et

+E .
+(U=do) = O e %o
e | k (- T
L ( P —u e = o(o_[,(
R (rep)—u
U— L
= -
=R
“u %
- k —-_k—
— \
u
® ~ (r+R)
L ~ u o
ot OQ:‘—E,—?O o d é=%—(—w+k)
thew, BT i s
T4 N
e = __._——ﬁ
Taking the log on both sidess:
ocg e 03 (Tg—
¢ e %
T = — k
° ] R
o X = 0 [ o~ (’f‘+P)]
ogo_ e %Q
%o
V3 . =
;- L [ e k ]
o e 032 -"‘E — (Y+P
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~

3) Total 2id Recguirenents

| >
H
v TN —,

\
C—
—
—~N—
r~
.‘
+
Y
=5
ey
+
~N
&\&
}
& lo&
R ]
1
*
g
+
T
¢§.
(-‘-

v 2
. "K t r+p)E
= A 0 € — é\ Ko
0 o
R oy A|+'—"‘;
_ <é_> b (7-) — (rEP)
POrE®) )

in Anpendix B in order

r to have a clearer grasp of Feil 3

an
22
Paawy's celebratad Dguation (24),

See Tel and Paauww, op. cit., .

N
ha
G



5, Criticue

e G et e

hile the MeXimmon model deals mainly with Gap
II, the Feil-Paauw model deals exclusively with Gap I. The
latter model puts emphasis on concepts implicit in the "self-

help®" problem. The analysis follows:

i) The interaction beiween foreign aid and domestﬂc
austerity efforts;

ii) assurance that a reasonable termination date be
built into the assistance program;

ii1i) the nrospect that foreign aid will achieve its
primary economic objectives of providing an
adequate rate of growth of per capita income
and consumption; and

iv) confidence that the accurulzted volume and annual

flow of foreign aid to_gatisfy these conditions

will be within reason.,23 (Underlining -added.)

Fei-Paavw clain that by emrhasizing these elements
their znalysls is capable of yilelding both quantitative and
gqualitative results, In the context of their analysis, it
has been shown that Tthe usual Herrod-Domar rodel ylelds
the conclusion that the direction of capital movement

. o - 2% | X
will continue for ever. . . % Then Fel and Paauw

have modificd the model in such a way 2s to yield the

point of fermination of carital movemant.

9 . 2 LR . el
23Fci and Paawr, on., cit., n. 221

2Ll'.“ibid., n. 255,



N
(2}

The Tei-Pasuw model, like the Rosenstein-Rodan
model, attempts to explain the savings gan. The mejor

>

difference between the two is that TFei and Paauw have dyna-

mized the Keynesian tyve aggregate savings function, while
Rosenstein-Rodan has used it without any change. Bauation

0

(6) is the fupdan@ntaW equation in the Tei-Paauwv model it
assumes that the incremental pﬁr capita savings (S_) is a
constant fraction (u) of the increment in per capita
incoms (%‘),“i.e.,r'é‘ = U§‘; The béauty of the Fei—Péauw
model lies in its ability to disﬁinguish three distinct

)
kta
o

Y3
M

¢ of underdeveloped counﬁries: (1) the unfavourable case
[éee Figure 3;1(aﬂ : countries which would require foreiszn
aid for an in@ofinite period; (2) the intermediate case

E";‘ee Ticure 3 ](o)] countries which would requife foreizn
21d for a certain finite period of times and (2) the favour-

able case [See TMigcure 3.1(0)] ¢ countries which would not

. . .. 25 . . e s .
reqguire any foreizn ald,”™ Fel an? Paaur further distinguish

two sub-casece in the nnkormnﬂwwbo cases (i) where foreign aid

first rises, reaches a "neai™ and then declines (the “humn-

sczla" case)s and (il) where foreisn aid declines from the

o=

outset continuously (the "glide-nath" cage).

FTor identifying the above three wa jor

<

Condition

n

cazses arn civen bys

25"‘mi and Pasuw state that their model "brings out
a sirnificant ¢distinction between the intermediate and un-
favourable cases" while in the Herrod-Domar closed-econony
mofel, these two cases remain undifferentiated." See Fei
and Paaws, on., cit., n. 254,
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FIGURE 3.1(a)

CASE I: PERPETUAL EXISTENCE OF
(UNFAVOURABLE CASCE)

R

Réeip)

—

JJLJ X = u— S

S
N
\—
0N

e———

GAP I

FOUATIon(7)

PIGURE _3.1(b

CASE II: }"XISTI‘NCJ' OF GAP I FOR FINITE TIME 'PI‘RIOD

(INTERMEDIATE CASE)

| “ I \vEery

k(vip

GAP T A Z=:|;10<j(—‘€-

/\'—t = [Reren - (u- B2 )V, <olirion (5)

—

EQUAT‘ION (#)

" EBUATION (a)

- BBuATIoN ()p)

-t

r' “h Y
| 3 y

Source: J.C.H, Fel and D.S, Paaur, "Foreign
Assistence and Self-Help: A Reappraisal of
Development Finance," Revieuw of Iuconomics and

‘Statistics, Aubus‘c 1905, pp. 25

and 2




iEIGURE 3.1(c)

- CASE III: NON-EXISTENCE OF GAP I
(FAVOURABLE CASE)

| .
& = u__jﬁ:{?L....Emmnou(n
A
k(wi»)
dq
173
3¢ .

Source: J.C.H, Fel and D.,S. Paauw, "Foreign

Assistance and Self-Help: A Reappraisal of

- Development Finance," Review of Feconomics and
Statistics, August 1965, p. 256.




(1) prr Y g (= 2) , the unfavourable case;

(2) ol prr L gul= %) , the intermediate case
O(U .
3

where g =
o Ie

and

26
(3) p+r < go(;' °<°) , the favourahle coae,

. whewe %V::P-H' i.e., V V (per)t

Fei and Paauw find that countries in case (1) nust raise
the per canlta marginal savings rate with "greater self-
help efforts® if they want to achiesve a constant growth rate
with a terminel date for for ign aid; the aid must produce
"1everace effects” on the dbmestic'savings rate, In case (?)
forel~n aid acts as "complnmenta”y" to the country's own
self-help efforfs.27 In subcase (1) of case (2), a nerlod
of time must elapss before Gap I can be narrowed because the
domestic savings rate hes to reach a certain minimum level,
In subcasa (ii) ofvcase (2),-the domastic savings rate is
hizh enouzh to reduce denendence on foreign aid at once.

o

It may be noted ths

v

ther the Rosenstein-Rodan

[
‘..J-

T ne

model nor the TeXinnon model brines the “ononulation factor!

into the analysis, The explicit inclusion of tihis factor in

the Tei-Pasuwr model makes it more realistic. The exclusion

of the ponulation Tactor,

v

articularly in dealing with the
South Asian countries where poPulation pressure is very high,

is likely to ma2ke any such approach only partially effective,

Fel and Paauw give an explicit recognition of this factor,




They make two most important observationss

a) Within a certainjrange bf variation, an increased
| rate of population growth of 0,57 will cost a
country a reduction in its target rate of growth
of per capita G.N.P, of 0.5% as well as a post-
ponement in its aid termination date of roughly

four to five years,

b)  Holding §0pu1étion constant, successive increases
in targets of onec-half of one per cent will lengthen
termination dates by approximately_seyen to nine
years., On the other hand, holding targets con-

stant, porunlation rate increases of one-half of.

one per cent will reise terminotion dates by about

i [$21
28

12 to 15 years, (8ee Table 3.2.)

RSN ]

n

From is analysis 1t Deconmes guite evident that

the norulation srowth rats has a sreater influsnce on the

lenetih of

thne Yiermination period®™ thsn the per capita

e - o - g1 . J-
tarzet ~rowth rale.

countriscs, The resulis are summarized as £H1lowss:




AID TERMINATION DATES (L\ FOR "GLIDE PATH" CASE IN CASE (2)

POPULATION : .
GROWTH TARGET GROWTH RATE (v)
RATH .
(P) ',F; l.o :‘..5 2-0 205- 3‘-0 3.5‘ )_*'.O )+05'
1.5 0 0 0 8 15 23 30 L2 100
2.0 0 0 12 20 27 35 4§ 100 -
2.5 o 17 26 33 L2 (5 o & -
2/  Given A= .10 , m = ,20 andé ¥k = 3.2
. - wo_d
Tauation (2), namely, © = L log el il - is
- r . % - (rip)

solved and fabuleted for different values of

o
)
[
3
1 ]

Source: J,C.1, Fel and D,S, Paswi, "Foreizn Assistance
and Self-Help,! Zeview of Tconowics Qnﬁ Statistics
August 1967, p, 2€0, Table 1.




a) The unizvoursbl

4.1 21

e case (where the ald terrination

b) The intermedia’

date is infinity)s 22 out of 31 conuntries fall

. This is a very pessimis tic

te case (with a .finite termination

date):

(1) The hump-scaling cases Taiwan.

(2) The zlide-nath cacse: Pa’

tistan, Colombia, Greece,

Mexico, Philipnpines, Thailand and Tunisia,

c) The fzvourzble case (which requires no foreign

aid)s Ywvgoslavia,

29

The mzin conclusion of the TFei-Paauw study may be

summed up in their own wor

that while there is a mar

.Je

¢se MJe tentatively conclude . . .

gin o? doubt as to whether additional

B

domestic austerity (raising of u) is crucial for the 20 per

G

cent savers, there is no doubt that it is an indispnensable

ad justment for the other

'unsuccessful! countries.t

The forei: n exchange aspect 1s consplcuous by its

absence from their analvsi

=

novhere show

»

L awsraness

and most cdisapnointingly, they

-1

of the existence of a To:

-3
Qa
,J.

n

o~
)

exchange constraint on growth, The Fel-Paswr study deserves

arpraciation for s comprehensive analys

countries Taced with the

3,

constraint on gzro-th, of

to elimina

lysis of develoning

problem of savinrs as a binding

ponulation »nressure, and of the need

on foreign aid.




. . .21
Y, The Chenerv-Strout Wolal”"

An econormy with "limited structural Flrxﬂoﬂlﬂf"”

ig charactarized by the fzcet thet the following factor
supnlles represent separate coenstraints on econonic growth
at any given point of time: (&) the supply of skills;

(b) the supnly of domestic savings; and (¢) the supply of

v
3

w P

imported goods and services.

Chenery and Strout have developned three distinct

1G]
—

models based on the above three distinet constraints; these

models are regzarded as three "growth recinesh WP ring in
gowe Mdelinite" sequential order giving rise to the “three-
phased thesig,"  We si discuss briefly the three nodel

<

¥
L2
=
],U

I, = Gross investment
U
St = fGirogs domestic savins
S - Potential zross domectic savings

t - )

-~

21
K]

-~

I
and Fcononi
104, o ¢

32

I.3. Chenery and f,1l, Strout, "Iloreign Assistence
c Developmenﬁ,” American Weonomlic Review, Septembe
70.7232, '

Ihid., p. £62.

31pia., r. 401,

Symhols are slishtly altercd from the orlzinal



11 -

i
-~J
[§%)

i

Imports of goods and services

Required mininum imbort of goods and services
Exports of goods and services

ggg inflow of foreilzn éapital

Consumption

Rate of growth of G.I,P, in year t

Target rate of growth of G.J.P.

S, . . .
“t = Average savings rate in year t
Vi
AS = larginal savings rate
AV
EE = Average imnort rate in year
=
t
AM = Marginal import rate
P
Rate of growth of exports

LT = I = ICOR (Incremental gross canital-
AV AT output ratio)

Vaximum rate of growth of investment (the parameter
A is referrad fto in the model as the "skill limit®
reflectins the skill information reguired of
menngers, skwilled labour, and clvil servanis in
orfer to increase productive investment DS

W

Chenery and Strout, or. cit., p. 686,



2., The Models

Model I todel IT
(renregente &-i11- .

) (represents sovinge-
Timiter -]

ha oo Timited vhaae)

v{;:S£+C“'(') \/ ..
fi

I
“_H
{
—
=
L9720 SN

2.

Assunintions of the liodels

o inducement exists to build up "ercess capacity.®

b) o incentive exists to increase aild by reducing
savings.,



a)

-3

5 -

The "ability to invest® is the dominant constraint

on the increase in G.N.P.

The adjustment procecss 6? the economy does not
affect the magnitude of aid requirements or the
srowth pathy thiec adjustment takes vplace gjther
throughkthe mariet mechéniéﬁlgg through gdverhment

control,

Model TT

a)

by

Assumption (d) of Model T,

The target growth rate becowes the dominant con-
straint replacing the "abilityv to invest'" or the

"absorptive canzcity!" censtraint.

1.

Be-a2llocating of investible resources would eliminate

gV}

any discrernancv betwean the ex snbe savings gan and

the exnort-import gan over a given veriod of time.

Theres exists a nminimum nport level required to

sngtnin a «iven level of G.N,P., a2t tire

i.Q. L M't>/ ﬁ.t

Demand for a large wnroportion of manufactured goods-=

~ticularly canltal goods and internedlate goods--




ig relatively inelastic bocause of the lack of

L

suhetitutable domestic resources,

Nenaral Assumptions (apnlicanle to all three Models)

a.) Foreiegn aid enters as a separate and distinct

input in the domestic production function of an

36

underdeveloped econony,”

b) The availability of foreign aid is not unlimited,

Foreign aild 1s not likely to be available to finance
a growth rate much above & to 7%, even if the econoumy

is capable of reaching this goal.

c) Vo aid is. aValloblo only to increase consumption

without securing sowe rise in the G,N.P,

a) The required amount of foreign aid is at all times

determined by the larger of the tvo jans?

&
]

EGap 1, cap T:] for 211 time.

. Bolutions of the Iodels

Yiodel T (Phase I)” vieldss

Gap T = Fo+4+ (pk - oc’)(Vt - V) WME .
I, =1, rﬂk(Vi—M,
36Ibid v. (79 Sec also lMeKinnon, o, cit
. 289, Loy Do /T e GO, Ll Sabes

37Pho"r I ends in vear m when investment reaches
level sufficient to suprort the target growth rates I = krV .
1 - ] a6 m i
e Chenery and Strhub, op, cit., p. Cot,
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Model TI (Phase II) gives the result:

D

rt

. - 1. / / ’
Gap I = (kv —c()Voe - (ao-o‘)vo

11
Fam
X

~

1
L

<
~_
<:
O
~—~

;‘

H
S

~
~s
<3
O
[0
=

(£ - %)Vo + Qo - a(’)Vt

Y

- Model ITI (Phase IIT) gives:

Gap I = My - H
- y / t
= My, + ,«(Vt - VO) - Eo(l+e)

’

5. Critigue

As already noted, Chenery and Strout!s three

models correspond to three distinet phases of growthe (i) the

skili-limited vhase; (ii) the savings-limited phase  ; and
(11i) the trade-limited rhase, They propose that "with
fixed parameters, the comwonest sequence , . . 1s from

-

e III."°7 Chenery and

=
td

n

Phase I to either Phase ITI or Pha

C

38 .. L - .
“ Tel and Pasuw have adapted the Rosenstein-Rodan

model by assunming that ner capito saving is a constant
fraction of the increase in ner capita income, Both the
Tel-Pazur mod=1l and the Rosenstein~Rodan model correspond
to the Chenery-Strout wodel TT (Phase II), where investment
resources nrovide a 1limit to zrowth, See Chenery and
Strout, op. cit., p. €8¢, n. 13,

2
*91pid., p. €90, n. 23.
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Strout's three-phased thesis renr“sents a hnormal metamor~
hhosisﬁ of the less develoned countrios based on hiz ?v
guestionzble and arbitrary assumntions Mshich are not deduced
otheses in economics &O The Chenery-

41

Strout concept of 'phase" has evoked severe criticisr
They have defended theilr three-phase theSlS by saylng that it
is more Ya plénning device rather than a basis for_historical
aLalysis;" The centrai messaze of the Chenery-Strout
analysis lies not in "the segnence in‘whiéh_the‘sévinas
;. and the trade constraint becomeﬂbinding,? but

in the fact that there does not exlst any Euilt—in mechanismn
g é,uate the two ge»s in the sl‘lor’c—run.”L‘r3

Mne of the fundamentsl defects of almost 21l two-

models is that they do not contain formal criteria for

s and J,C.00 T“oi, Hrorelrn Lfeclctance ond
nent: Comment," imericrn Ticononic Rovisw

9
07,

lor and PY, Tuznets (eds.), Capv
ments and Feoncmic Dovelownant (ffew Yorks St
PT'@SS, -I.C'?) 9 ‘._..o 2

420 o mng

~

I, %, Chenary and A1, Strout, "TForei:n Lfssistance

and cono"c JOVﬁ7dwm~n : ~nw1v," Smericazn Ticononic Neview

21%, Tor further criticisms and comﬂenés
,uﬂou’ and el see Tlenry O Bratn“ ”The
2 wFVﬂTO«Wﬂht: Co pent,
n, B0 and

‘e

O rww 1,0

O 2nd Develr:
K] LR K] ey e
1 Meonouie Heview, Juns 1009

Strout, "oreis:
ez WMeoanntidc




identificetion., Chenary and Strout have swallowed the

de an ohortive atiterpt

escepe it throuzh the zssumptions wihich virtually wiped out

"an escsential aspect of theilr very thesis--i,e,, the sxis-

aggsurntions ar2 ag followss

o
e
0]
18]
B
9]
b
N
L WYL Wl W4
i
[
e
jog
2V
N
=

F.
i
oy
{
L,
b
| o
g

This pernits ue to estimate the exvort ¢rowth rate

Another welor Limitaztion of The Chener:-Stroutb
motel 1s the Fact Shat 1t hee complotely i:nored the sunnly
L 3 P
s P s A R e e
side of g1, end 1t hes not ghtached any irpor-

o

tenece to the Wreoyaprcoo flor' aspect of the economr.
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Despite the limitations, perhaps it would not
be unfair to sav that the Chenery-Strout study is the only
systemaulce analysis of foreisn ald that is available so

far in the development literature.
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The Linear Prozramming Version

0f 211 the planning models, the linear programming
model 1s by far the most cperational, the most complex and
the most elerant. "fssentially, linear programming is a mode
of expressing the vroblem of allocating scarce resources that
has the veculiar virtue of lending itself to statistical esti-
mation and numerical solution, In an ordinery linear nro-
gramming model, an economy is usually assumed to have a limited

. 47

number of activities given linited nunmber of avallable

[0y

resources. The problem is how to allocate the scarce resources

L8 ‘i

ontimally - among this limited number of activities. ILinear
programning is one of the most powerful optimizing techniques

and hance it is often used to tackle this kind of problem.

L&
See Robert Dorfman, "Operations Research", Surve
’ T
of Teonomic Theorv (liew York: St, Martin's Press, 1O 7Y
.\/ 01. .'__.LI’ 131_‘.\3 29"7""0

1
+7ﬂach Tehoice! variable is assumed to indicate the
level of some operation, ltnown as an Yactivity" or Y“process,"
L8 e e . ..
Ortimizinzg is 2 catch-call term for mawimizing, mini-
nizing or findinz a s27d1e w«ina. See X, TqWCQSbOW, ?ﬁthpnmtical
Ternomics (¥ewr Yor'zs The “aclillsn Comrany, 196300 n. 91,

9H.B. Chenery and 1.3, Xretschmer, "Resource Allocztion
Tor "conomic Developmant,!" Tconometrica, Oc*obﬂn 1956, See also

.3, Chenery and M, Zruno, "Develonment Alternatives in an‘Open
Tconnmys the Case of Isra J % Tieonomic Journal, Iarch 19623
=

. 5. Chonery and A, AacPwap, ¥Optimal Pouu,zn of Growth andfid
he Casz of Pakicton," Pakistan Development Review, Summer 1966
\

‘\ .i

t

D, 209-24235 1, Truno, "Optimsl Fatterns of Trate and J“VﬂlOp—
ment," Review of Tieonordcs and Statistics, Fovember 1947,

Po. SHE-ERLy T, Trinoe, "4 Program:ins indel for Israel,” in

T. 2delman and 7, Thorbecle (¢ Yy The Theorv and Degisn of

T [x

iy ]

meonomle Develonment (#al
I. Ldelman anc .70, Snar:
Wlse Linenr Dynemic
7, "horheclhe {eds
ment (Paltimores T

—

e Johns Fonlting Press, 1084
. - ke Linear and Piec
a drraarming Hoﬁolﬂ,? in I.Wﬁdel“f 8

Y, The "heory and Deslsn of conomic Develop-
he Jonne Fonltines Press, 196L), '




A lineer programming model of a standsrd variety
has two parts: (a) the linear objective function; and
(b} the linear congtraints, which are agaln subdivided
into two partss (i) the direct constraints, and (il) the
non-negativity constraints.

e "search! for the alups of the decisinn vari-
ables that maximlvr (or minimize, as the case ray be) the -
v'zlun of the .objective Functlon while satisfying the coﬁ-,
stralnfs. It should aTways be kept in nind that thé
programming, linesr or non-linear, is nothing more than a
mathematical technigue in the same sense as calculus or
any. branch of mathematics, Therefore it has no econonic
conténtSO; any problem which_isféxpressible in terms of
linear equations and inequalities is capable of being

handled'by linear prograrming. It is the responsibpility

of the economists who want to anply linear nro«raﬁmwnw to
be aware of the relevence of the imnlications of such an
aprlication,

Various tynes of ohjective Tunctions have been

used in formulating the line~y progrzmring model for the

analysis of forcicn ald, A sarnonle of them 1s ziven belows:

5 : :

)Oﬁ.J. Baurol, Zconondce Theory and Onerations
snalysis (Wew Jersey: Prentice-Hall, -Incf, Tinglewood,
1{;N ,',r) ) po 70.
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A, The Chenerv-Bruno Model51

Maximize W = W, G, F, X) e . (D)
subject to
1. a) the lsbour productivity constraints;
b) the balance-of-payments constraints;
c) the savingéiéonstraint; and

d) the foreign capital inflow constraint.

2., - Non-negativity constraints
where C = Private consumption expenditure

Government consumption expenditure

o @
H

Foreign capital inflow

o
i

Capital stock

W = Welfare variable

5
B. The Chenerv-lacEwan Model’2

Maximize W = A+B -C e .. (2)
subject to
1. a) the definitional constraints;
b) the behavioural constraints; and

c¢) the policy constraints.

51Ch.enery and Bruno, op. cit., pp. 79-103.
52

Chenery and MacEwan, on. cit.,po. 209-242,



2. Non-neéativity constraints
where A = Discounted sum of consumption
(prior to the terminal year of
plan)

. Discounted sum of consumption

o
H

(for all post-plan years)
C = Discounted sum of foreign
capital inflow

W = Welfare variable

The functionsl(l) and (2) are called-thé 6bjective
functions. Chenery and Bruno maximigzed Equation (1) in the
case of Israel and Chenery and MacEwan maximized Equation (2)
in the case of Pakistan. Both case studies have yielded
reasonable results,

In some cases ve may choose to minimize the
objective function as in the case of the’discounted sum of
net foreign capltal inflows or the average unemployment
level.

However, the real problem does not lie so much
in picking up an §bjective function consistent with a
develorment policy as in combining the various objectives
of a plan (often these are conflicting) into a single
objective function in order to maximize or minimize it, as

the case may be. MNMore fundamental than this is the problem
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of distinguishing an objective from a constraint., As a
matter of fact, these are essentially indistinguishable
and we only separate them to suit our purpose. Dorfman
confesses, "In principle, I suppose it [distinguishing
one frem the other | cannot be done."’> Despite this
limitation, linear programming modéls have been built up
on the assumption that the objective function is separable
from the constraint, and have been used with some usefulness,

We shall discuss Chenery and Bruno's granhical
representation of their linear brogramming model which has
been used in the case of Israel.

The horizontal axis of Figure 3.2 represents
the G.N.P. (V) and the vertical axis represents Foreign
Capital Inflow (F). InAsearch of feasible solutions, it
is often the standard practice of the linear programmer to
impose uprer and/or lower bounds on the ontimal values of
the decision variables,

Fach of the four structural constraints--labour
productivity (,Z ) constraint, savings (s) constraint,
balance of payments (m) constraint and foreign capital

inflow (F) constraint--is assumed to have an upper limit

53Dorfman, on. cit., p. 61.
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and a lower ZL:'LmJ'J:.g)+ These four linear constraints with
their upper and lower limits give the shaded closed feasible
set ABCDEF55 (see Tigure 3,2). The points 4, B, C, D,

E and F are the extreme points (or corners); none of these
points lies on any line jﬁining two points within the
feasible set and every other boundary point is on a line
joining the extreme points and every interilor point is on

a line joining boundary points. Once the feasible set is
obtained, the optimal solution56 is obtained as follows: the
objective function is evaluated at each of the above six

extreme points and then the optimal one is chosen, i.e.,

’uThe following notations are used to indicate the
lower and upvner limits the superscripts Ymin" and '"max"™ represent
ninimum andé maximum level respectively and the subscript "b"
represents the average or intermediate level., Viz,:

prax implies maximum T levels lzb represents average labour
s min o, . ‘s .
prod¢uctivity level, S indicates minimum savings level, etc.

5'51%BCDEZF is called a closed feasible set bpecause every
point such as P which lies within or on its boundary represents
a combination of values which does not violate the constraints,
i.e., any such combination lies within the attainable capacity
of the econony.

56Any voint on or within a feasible region ABCDEF is &
feasible solution. Any feacsible solution is a basic solution
if the roint occurs at a corner; and any basic solution is an
optimal solution if it msximizes (or minimizes, as the case
may be) the objective function subject to the set of linear
constraints, provided it is a "non-degcenerate' case, "Degeneracy"
occurs when more than two constraints pass through any of the
six corners--more generally, if more than n-constraint hyper-
planes coincide at a point in the n-ordinary variable case. In
a Cdegenerate case, the problem becomes complicated. See any
standard textbook on linear programning, preferably R. Dorfman,
P.A, Samuelson and R.M. Solow, Linear Programming and Fconomic
Analysis (New York: McGraw-Hill Rook Company, 1958).
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an optimal solution occurs at any corner of the feasible

set ABCDFF.

Suppose the economy starts at point J where no
foreign aid is available, If the export level ig maintained
constant at an average level (i.e., if the economy moves
along the path Eb) and if foreign aid is allowed to flow
in, the point (H)--an intersection of Fmin and Smin --
is hit., After this point, the savings constraiht is dominant.
It is guite evident from the Figure that the écOnomy would
require more foreign aid if it follows the minimum savings
min)

path (S than if it follows the average export path (Ey)

to maintain the same level of G.¥.P.

As the economy hits A, it arrives at the stage
of maximum attainable G.N.P., with the minimum ?ossible
savings (Smin), the maximum possible foreign capital inflow
(Fmax) and the average level of productivity'CI?b). The
boundary ABC shows the effect on the G.H.P. (V) of a shift
in savings from their minimum path (Smin) to their maximum
nath (Smax). It is clear from the Figure that as the
economy neets B, the labour productivity reaches its

. X . . o R
ximum @an‘) and no further increase in G.N.P. 1is

9]
[¢2]

possible, Any increase in savingzs beyond B would have the
effect of reducing F for the same level of &,F.P.

As the economy hits C,"the process stops" because



e

this iz the reximun savincs bonndery (S ), Under different
hemntheses =2 to the nroperties of the socizl welfara Tunction,
The ontlmam eolution 1ien between_ B and C for the Yonti-
miletic proﬁucfivity agsmntion! or bebween A and D for the

Y

Hintermediate a,suquLﬂn

«Q
=
-
cr
2
o
0]

C.

|

Although the Jﬂnoar ﬂroqumrlnﬂ approach has an

irresistible charm of its own in the operational sense

3

somne of its shaky assumptilons betray its elegance. The

o

L S

weakest point in the linear programsning model is 1
Mlinearlity." The linearity assumption in the production
function of the Leontief variety isg ofton mede in the linear

ogramming model, This assumption not only rules out the

possibility of substitution between alternative fectors of

production, but eliminates the external ané internsl econemins
of scale so fundamenial in ths develonment nrocess.

Again, in the linear nrozramming nndel nrice
level ig agsumed to be constant over the entire range of
production, This assnmrption irmlice that no chan
the "marginal =2nd social uti ity of verious profuctst T

53
plzce,” Put thie 1g a very unrealistic assmwmtinon in th

k)
0]

develor nment contest,

i

7Chon~r" and Bruno, op, cit., »r. 25-9C.
58

Adelmen and Snarrow, op, cit.,
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Another significant limitation of the ordinary
linear programming model is the assumption that there is
Q
no uncertainty element.s’ But 1t may be recalled that

both the scale and continuitzjof foreign aid are essentially

P

functions of non-economic factors which, by their nature,
involve uncertainty. |

As already méntioned, the distinction between
an objective function and a constraint is arbitrary. And
it is often argued that the optimal strategy of an économy
is highly sensitive to the natﬁre of the arbitrary assumptions
of the objective functions. The Sparrow-Adelman study
confirms this. They have found that "both the nature of
the goals the economy 1s assumed to pursue and the shape
of the 6bjective function postulated‘exert significanf
influences upon the optimal results,®

It is suggested that extreme care has to be taken
in considering the assumptions relating to the objective
function before the anplication of the linear programming

technique,

59Stochastic'linear programning has emerged to
tackle the problem of uncertainty and risk,

60Adelman and Sparrovw, op. cit., p. 212,
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The Tconometric Version

The first econometric study of foreign aid and
economic development has been done by H.B, Chenery and
I,-Adelman.él The study is an econometric analysis of
(1) the effects of aid on growth, and (2) the policy problems
presented by dependence on external assistance in Greece.
Their model oonsists of'29 equations in 32 vafiables-and
applied ordinary least squares, two stage least squéres
and limited information methods for estimation with a
sample size of 11, Their model consists of a set of
disaggrega d functions in the f011ow1n~ sectorss (1) con-
sumption by households and government, (2) pr1vate and
‘public gross capltal formation; (2) imnmorts of goods and
serviceg; and (4) ékports of goods and services; They
claim that the "mainbvirtue“ of this econometric model

lies in its ability to make "consicstent'" projections of the

various performances of assumntions, It is not clear how

Chenery and 4delmsn have tackled the trawitWOnal “culprits®
in econometric analysigs "multicollinearity" and "serial
corralation, They seem to have assumed that the Durbin-

“latson statistic is the infallivle detector of serial

correlcstion., Recent studisg show that the Durbin-fatson

)

€
H,B, Chensry and Irma téelman, ”?orelgn Aid and
“conomic Development: The Case of Gre co ' Review of
Tconomics and Statistice, Webruary 196¢€, pp. 1-19
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62
statistic in some circumstances is "useless™,

In Equation (7) -of the Chenery-Adelman model,
gross domestic investwment in non-residential and other
constructions (Ic) has appeared as a dependent variable
and its lagged Ic-l has also appeared in the same equation
as an explanatory variable.63b Chenery and Adelman have
obtained d (Durbin-Watson statistic) = 2.44, implying the
absence of serial correlation. It has been shown that
when lag:sed endogenous varianles are included in an
equation estimated by ordinary least squares, the Durbin-
Watson statistic is asymptoticaliy blased towards 2.64

Again, the Chenery-Adelman model does not incor-
porate population aﬁd labour supply explicitly. This is
an unfortunate lirmitation of the model. In constructing
an econometric model for a developing economy, Klein
suggests, "there must be an explicit set of equations on

onulation and labour supnrly. These may be complicated

- -

623@@ L.D, Taylor and T,A, Wilson, "Three Pass Least
Squares: & Method of Wstimating Models with Taggzed Dependent
Variables," Review of Tconomics and Statistics, Novemper 196k,
pp. 329-3463; K, ¥, Wallis, "lagzed Dependent Variables and
Serially Correlated Trrors: a Reannraisal of the Three Pass
Least Squares,™ Review of Tconomics and Statistics, November
1967, pp. 555-567.

€3

Chenery and Adelman, op. cit., ». €.

L s .

M. Nerlove and X.F, Wallis, "Use of the Durbin-
Watson Statistic in Inappropriate Situations,'" Econometrica,
January 19€&, p. 235, ,
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ficult Lo construct hubt thev are
(ncerlinin- added,)
.Vary recently Adelwan and torris have made ‘an

aconnmetric investization into the socio-aconomic and

66
nolitical changes in the underdevelovned countries, Their
model conslsts of 14 equa tnonc in 10 unknowns wlth a spiﬁle
size of G&. By eveluating miltinliers of the 19 variables
in 7% underdeveloned countries, they have Tound that of 19
variables, 10 are quantitatively significant in determining
the develdﬁmanﬁ prospects of the less develoned COuntries.
Ouu of these ten variables, six are hon-economics (1) modern-

izr110q of outloolzy (ii) decrease in duolismy (iii) increa:

16}

e

20

in the size of the indigenous middle classy (iv) (a) levels

‘

0

of secondary and highsr education, (b) literacy; (V) ncial.

v 2

mobhilityy and (vi) the extent of leadershin cormitment to

3 )
econonic develorment,

At the very:laast, the Adelman-liorris study gives
sorma veeful insizhts regerding the Treguently-susgested

-

hypothesis thot ecrmomic develorment Ffoec not cepend on

65 .
)L . Tlein, Wlhat Tind of lizcroeconometric ifo
Tor Daveloring Teonomi~s?t, Teonoretric funual ol The Ind
Ticonomnic uOUTiQM, Tol., 12, To. (2, 19285, n, 224,

-9
Gé

I. Adelman and C,7T, lorris, "iAn Tconometric

Study of Socio-"icononic and Folitical Chanse in Under-
developed Countries," Amerilcan Teonomic Neview, December
1963, pp. 1185-1218, Tor discussions on thie study, see

also American Tconomic Review, Papers and Proczedinzs,
May 1979, np. 427-434,
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economic forces alone. Adelman and Morris state:

The model suggests that . . . the creation of a
stable political environment, the transformation of
attitudes in a direction favourable to modernization
and a fundamental change in the power elite are the
forces which, in combination, are most likely .to
produce more effec&%ve national efforts to achileve

~economlc progress,
It remains to be seen how useful the Adelmen-~
Morris model would be if it .were to include foreign aid

as an explanatory variable,

571pic., pp. 11921-1192.



The Cobb-Douglas Version

No formal foreign aid model of this vérsion has
vet emerged. Some fragmentary meaningful hints are avail-
able. 8 It has been suggested that a production function
of the Cobb-Douglas type inéorporating foreign capital.
inflow as a "separate input" may yield a meaningful measure
of marginal contribution of fbreign.aid ih a developing
economy.,

This approach is, however, operational, provided
"the assumptions uhderlying‘the production function are
tolerable."69 The two fundamental assumptions underlying
the Cobb-Douglas production function are: (1) constant
returns to scale, i,e., linear homogeneous production
function, and (ii) unit elasticity of substitution. It is
doubtful whether these two assumptions could be maintained
strictly in any realistic analysis.

Here we shall suggest that the CES production

function may do a better job where the Cobb-Douglas function

€8 .
Chenery and Strout, op. cit., p. €85. See also
I. Brecher and S.A&. Abbas, Foreign Aid and Industrial
Development in Pakistan (iontreal: Centre for Develoning
Area Studies, December 19¢8). (ifimeogranhed.)

€9

. 70Klein comments: "For Indian manufacturing corpora- :
tions, a Cobb-Douglas production function seems to fit the data
well, It is less obvious that an aggregative production

Brecher and Abbas, on. cit., p. 37.

function covering the whole economy . . . will fit as well,
showing significant effects of both labour and capital.!
Kl(—‘in, O!J; Cit L3 ] po 324-
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is assumed to be meaningful in analyzing the contribution
of foreign canital, as a separate input, to economic

development,

,Outpuﬁ

Let V =
Kg = Domestic capital
Kg = Foreign capital

and labour is assumed to be a free good., These two inputs,
Kd and Xp , are assumed to be adequate to produce a good.
These variables are measured in index terms with a cormon

base perilod., Then the CES production fnnctionsis given by

« w7
Vo= {5‘<u + (1= é)P<; }

where parameters are the following:

¥ = Scale parameter indicatinz the efficiency
of technology
© = Input-intensity narameter, which is defined
in the interval 04 61
e = THlasticity of substitution of X, for Ky
au X ;QY_
= u where u = 74d - 9Ky
dR Ke R =
“R 2V
2K
= L f
1+ 6

Vv = Homogeneity parameter



It is interesting to note that both the CES
production function and the Cobb-Douglas production function
(and also the Leontief production function) assume constant

elasticity of substitution., The only difference lies in the

valvue of that constant, viz.:

(1) for the Cobb+-Douglas production function o = 1
(ii) for the Leontief nroduction function o= 0
(iii) for the CES production function ¢ = Any constant

value

However, there are four limitations of the
empirical application of the CES production functions:
(i) the CES production fﬁnction is not easily amenable to
data for fitting purposes; (ii) the homogenelty pafameter (v)
is difficult to interpret because two forces--economies of
scale given a fixed technology, or technological change,
given a fixed scale of Opefation-—may affect v such that

71

the two forces become inseparable, In the Cobb-Douglas
production function the situation is more unmanagecable;
(1i1) elasticity of substitution betweeﬁ Kﬁ and K¢ 1s,
by essumption, invariant with respect to the relative factor

72

inputs; and (iv) it is difficult to generalize to n-factors.,

1 o a
7 Murray Brown, On the Theory and Measurcment of
Technolozical Change (Campridge: Cambridge University Press,
1266), n. 60,

72Some attempts have been made to generalize it. See
H. Uzawa, "Production Functions with Constant ®lasticities of
Substitution," Review of Tconomic Studies, October 1962,
ph. 291-299,
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The Arrow-Chenery-Minhac-Solow =~ CES nroduction
function is homogeneous of degree one, i.e., it assumes
constant returns to scale, and so does the Cobb-Douglas
production function. But right from Smith and Ricardo down
to the modern economists, everyone has recognized the
existence Qf increasing and decreasing returns tb scale
along with constant returns to scale. Brown and POpkin7h
and A. A. Walters’’ have attempted to modify the production
function in order to incorporate all three returns to scale.

The best comparison between the CES and the Cobb-
Douglas production functions may be summed up in the words
of Murray Brown: "The use of the CES production functioﬁ
« + . 1s more general than that obtained by ﬁsing the Cobb-
Douglas function, for it can represent all technological

characteristics of the Cobb-Douglas as well as measure the

change in the elasticity of substitution--something that the

Cobb-Douzlas cannot do, The cost of its generality is the

76

burden of fitting it."’" (Underlining added.)

73,

“¥. Arrow, H.R., Chenery, B. lMinhas and R, Solow,
Canital-Labour Substitution and Tconomic T"fficiency,'" Review
of Tcononics and Statistice, August 19€1, pp. 225-250,

74M. Brown and J, Popkin, "A leasure of Technological
Change and Returns to Scale," Review of Rconomics and Statis-
tics, Vol. XLIV, 1962, nr., 402-417,

75A.A. Walters, YA Note on Fconomies of Scale," Review
of Wcononics and Statistics, Vol. XLV, 1962, pp. 425-427,

76Murray Brown, op. cit., p. 140. See also Richard R.
elson, The CL3 Production Function and Ticonomic Growth
Projections (Santa Monica, California: The Rand Corporation,
July 1964),
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The above review of the selected foreign aid
models throws much light on the various implications of
the current treatment of the two-gap analysis. It will be
recalled that while Rosenstein-Rodan, and Fel and Paauw
discussed oniy the savings gap model, McKinnon stressed
rainly the export-import gap. It was in the hands of
Chenery and Strout that both the gaps--the savings gap
and the export-imporf gap--received a fairly comprehensive
treatment. Chenery and Strout suggest that when a growth‘
is constrained by a bottleneck, there is under-utilization
of some factors. Tor example, if foreign exchange is a
binding constraint, unless the bottleneck is broken,
potential savings and possibly skill will go unutilized,
Chenery and Strout shoy that ald helps remove the constraint
and makxes fuller utilization of all resources possible,
Thé doninant ganp, therefore, must be filled if the target
growth rate ds to be reached; the evidence suggests that
in most of the developing countries the export-import gap
deninates The savings gap.77 l"eXinnon, and Chenery and
Strout have nointed out that foreign aid seems to be more

effective when the export-import zap, rather than the

savings zap, 1s a binding constreint on economic growth,

77United Nations, Report by the Secretary General of
the United Wations Conference on Trade and Develonment
T.H.C.TsA.D.), Trade Prosvects and Capital Needs of
Develoninz Countries, (New York, 19¢7), TD/34%/Supp. 1/
Addl. 1, Annex IV, pp. 1-43.
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The economy of Pakistan, with a substantially
over-valued exchange rate, stringent exchange control and
high excess capacity in msnufacturing industries, has long
been facing the export-import gap as a binding constraint,
In the next chapter we shall discuss how this problen
has been tackled so far and in Chapter 7 we shall formulate
strategy to bridge the export-import gap in the future.

At this point 1t is interesting to note that
. recently some economists have cast serious doubt on the
very validity of using the "two-gap'" model of the Chenery-
Strout variety.79 Perhaps the best way out of this
dilenma can be found in the words of Chenery himself:

Although the two gap disequilibrium seems in theory
to be no more inevitable than Keynesian unemployment,
it remains to be seen whether economists will have
greater success in helping governments to avoid 1it.

Up to now the record is not impressive, My own guess
is that the exchange rate alone will prove as inade-
gquate as the interest rate has heen in the ¥eynesian
situation, and that more comprehensive policv packages
will be needed to secure the needed redirection of
resources, Until this trivinmmh of economic science

takes place, there will be some use for two-gav
thinking,%Y (Underlining added.)

78Islam's study reveals that the majority of
industries in Pakistan are worlktingz "below 40 per cent of
their installed capacity." See N, Islam, "Cormparative
Costs, Factor Proportions and Industrial Wfficiency in
Pakistan," Pakistan Develovnment Review, Summer 1967, p. 220.

79Ranis and Fel, op. cit.; see also Bruton, op. cit.

80H.B. Chenery, "The Two-Gap 4pproach to 4id and
Development: A Reply to RBruton," American Fconomic Review,

June 1969, pn. W4€-lko,




PART IT: POLICY IMPLICATIONS FOR PAKISTAN
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Chapter 4

4 SURVEY OF BALANCE-OX-PAVIMENTS PROBLIMS IN PAXKISTAN

Introduction'

On Bugust 14+, 1947, the British-occupied India
was liberated and divided into two sovereign states--
Pakistan and India. The former consists of two provinces--
mast and West Pakistan—ésepmrated from each other by over
one thousand miles of Indian territory. The Partition of
the British-held Indian subcontinent was preceded, accom-
panied and followed by widesnread bloody communal riots
with consequent heavy damasge to life and property. The
mass influx .of refugees from India posed a huge tack of

rehabilitaticn and the large exodus of non-iFuslims from

[
j=e
n

ten drained most of the avallable technical and
nrofessinnal mannower creating an acute shortage of
skilled labour.l Wilcox rightly points out: '"The creation
of Pa'tistan irmplied not only the drawing of administrative
lines but also the largest population transfer in modern

history . . . . Somehow, six and a half nillion people

.7, Papaneiz, Paltistan's Develonment: Socizl Goals
and Private Incentives (Cambridge: Harvard University Press,
19¢7), Chanter 1. See also T.!%, Than, "Patistan's Txperience
of a Decade of Planning," Planning in Pakistan, Review by a
Panel of Tcononists (Harachi:s Government of Pal:istan, 1065),

SN}
_ Lo
T e +’/n
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2
arrived and subsisted in thelr new territory,"w  Pa'istan,

as a developing country, shares the usual fate of such

. 3 .
countries--a balance-of-varmentcs vnroblemn,” Pallistan's

pach
0O

balance-of-pavments nroblem has been one of chronic deficit
on current account, , A deficit on current account is
financed by private capital inflow or by borrowing abroad
or by foreign aid, The "residual" deficit or surplué is
reflected ih moverent s of the country's gold and foreign

-

exchange reserves, One of the basic problems in tackling

the balance-of-maymehts pressure lies in avoiding the
running down of gold and foreign exchange reserves to such
an extent as to undermine national and international
"confidence!, and yet the government must pursue a policy
of attaining a socially-acceptable growth rate. It is

quite evident from the plans and other government documents

of Paltistan that the policy-malers are consrggf?v struzsling

WehA. Vlcor, Patistan, the Consclidation of a Nation
(Mew York: Columbia University Press, parerbac: ed., 1967),
., 53 and 55, Tor political b qc‘ground o Pakistan, see
also J.3, Das Gﬂnta, Indo-Paltistan Relations, 1947~ 1055
(Amesterdar, Djaibatan, l95q 3 C.R, Attles, As IT Harnened
(Iondons ¥, Feinemann, w%),’ilnSuon Churchill, "The Iiinge
of ¥Wate, Vol, IV of Tha Second World “ar (Bosbon. Houzhton
Wiffiin, 1950).

2 N oo sas . o -
“TFor the definition and concevnt of the term "halance
of pavments", see Chanter 2.

This deficit is

deficit. The distinction
nayments and a market, or
should always be kept in m

accnuntiLg balence-of-pavients
etween an accounting balance- of-
rogramre, balance of payments
n

n
bet
D
ind,
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with the problem of persistent deficit in the balance of
payments.,

Table %.1 shows an "unbroken" record of Pakistan's
balance-of-payments deficit on current account since 1951-52,
. The purpose of this chapter is to make a survey of bhalance-
of -payments problems in Pakistan with special reference
to the role of foreign aid,.

For convenience, ﬁe distinguish between the
following phases of the country's economnic development:

(i) the Pre-Plan period, 1948-195%; (ii) the First Plan
period, 1955-1960; (iii) the Second Plan period, 1960-1965;
and (iv) the Third Plan period, 1965-1970.

5

The Pre-Plan Period

The "Partition" distorted the economic structures
of both India and Pakistan.6 In the undivided India, Tast
Bengal (now Fast Palistan) was, for exampnle, a raw-materials
supplier to West Bengal (now a nrovince of Indis) where all
the jute-factories and other factoriec were located. The’

immediate effect of the Partition was that 1t naralyzed

“Unless otherwice noted, all the figures in this
chanter are from the various issues of the Statistical
Bulletin (Government of Paistan, Central Statistical Office).

6G. Myrdal
of Nations (Vols.
1968), Vol, I, Cha

ian Drama: An Bnouirv into the Poverty
I35 New Yorik: Twentieth Century TFund,
s Do 305-

s £8
IT-T1
n. O



TABIE 4,1 a/
PAXISTAI'S BALAICT~-OF-PAVITNNTS DEFICIT/SURPLUS OF CURRENT ACCOUNT

1947-1969
' (;illions of Rupees/Current Prices)

TR AR TXPORTS TITPORTS DEFICIT/SUnPLUS TXPORTS AS A
(July-June) (x) ) (=) (+) ¢ O0F_TIPORTS
1947-48 717 269 (+) LL8 267
1948-49 1870 1487 (+) 383 126
1940-50 ok9 1284 (-) 335 7
1950-51 2554 1620 (+) 93l 157
195152 2368 2789 (-) k21 » 85
1952-53 1490 2032 (=) 542 73
195354 1296 | 1594 (=) 198 88
1954-55 1318 1357 (=) 29 97
1055-5¢ 2047 2067 (-) 20 99
1956-77 1883 2890 (=) 1007 65
1957-56 1£72 32k (-) 3572 51
1958-59 1767 2453 (-) 666 73
1959-60 2128 3038 (=) 910 70
1960-61 228¢ 2859 (=) 1572 59
106162 238 Losa (=) 1675 58
196262 2748 L2905 (-) 1547 64
1962 -64 2785 5933 (=) 3148 L7
196L-€5 3015 €542 (=) 3528 46
1965-66 394 ¢112 (-) 2718 56
1964-67 3580 423 (=) . 28%3 3
19£7-68 3750 7550 (=) 3800 50
1968-49 150 8220 (=) 1170 4o

a/ Bxport-import figures include private unilateral transfersand donations;
Imports Data include Indus Rasin Aid and PL-4380 4id since 1960-€1.

Source: Derived from Appendix 4, Table 1.
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virtually all factories in West Bengal and damaged the
tlargest raw—materiaisxmmket for Pakistan because of the
strained political relationship over a nuﬁber of issues
such as the Kashmir problem, the Hydrabad-Junagarh-Manavadar
problem, the Refugee Property problem, the Canal Waters
problem, Iﬁ effect Pakistan was more severely affected
because the relatively advanced regions were allocated to
India. ‘
Table 4.2 shows that gold, dollar and sterling
reserves (henceforth "reserves'") held on'Jﬁne 36, 19438
totalled only Rs. 518 millionj; by June 30, 1949 they had ‘
risen to Rs. 1.7 billion, During July 1949-June 1950, the
balance of payments regiStered a deficit of Rs. 335
million.7 The "reserves" fell to Rs. 958 million indicating
a decrease of Rs, 697 million, The deficit was, however, '
partly offset by the surn»lus with India under the special-
Indo-Pakistan Payments Agreements.S 4 substantial part of
the surplus still remains blocked because of strained

nolitical relationships,

7Sce Table L. 1.

Shortly after the "Partition', Pakistan and Tndia came
to an agreement to buy and sell each other's currency freely
with the help of the Ban't of “ngland, This agreement was
reached because hanz-notes of both countries were circulating
freely and no records of movements in the accounts of Palis-
tani residents with banks in India and vice versa were main-
taineds; there was no exchansze control hetween the two countries,
Tor detailed discussion, see J.R, Andrus and A.F. lMohammed,
Trade, Finance and Develonment in Pakistan (Stanford:

Stanford University Press, 19¢¢), p. 55.




: TABLE 4,2
GOLD, DOLLAR AND STERLING RESERVES (RESERVES) HELD
AWD COWTROLIMD BY THES STAT? BANK 0OF PAKISTAN
(I 7 JIILDIOI\I £ u.lS)

—.

. - a
_YRAR____ MOUTH DATE ' RESERVES ~  CEAKGE Til RUSTRVES

1948 JUNEG 20 518 e e .

1949 JUNE 0 1655 (-) 1137

1950 JUIE, 20 - 958 (+) €97

1951 JUI 20 1513 : (=) 555

1952 JUIT 20 1046 () 4€7

1953 JUIE 20 669 , (+) 277

195k JUI 20 631 - (+) 38

1955 JUIT 20 696 (-) €5 b/

1076 | JUITm 30 1395 (-) €29 (-271)

1957 JUNT: 30 ' 1200 (+) 195

1958 JUIE 20 . - 881 (+) 219

1059 JUTE, 30 . 1043 (=) 1¢2

1960 JUNT 20 ' © 1169 (-) 126

1961 JUIT, 20 1225 (=) 5¢

1962 JUIS 20 o 1128 (+) 97

1963 JUNE 20 1436 (-) 308

1o6h JUIET 20 ' 1235 (+) 201

1965 JUIT™ 20 952 (+) 233

1966 JUHE, 20 1263 (=) 211

1967 TUNR 20 792 (+) 570

1968 MARCH 21 516 (=) 23

a/ (=) indicates increase and (+) decrease in Gold, Dollar and Sterling Reserves.
b/ Tigures in brackets talke account of the 1955-devaluation effect.

Sources Calculated from Government of Pakistan, iinistry of Finance,
Palzistan Ticonomic Surver, 1067-€8,
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Two interesting features of the Pre-Plan period
were: (1) the heavy dependence of Palistan's foreign
exchange earnings on a single commodity, Jute, to a single
country, Indiaj; and (2) the historic decisioh not to devalue
Pakistan's rupee in September 1942 when the pound sterling
was Gevalued. These two features are interesting in the
sense that they explain greatly the subsequent develoPmént
of the balance-of-payments position during the Pre-Plan
period,

- After the pound sterling was devalued in September
1949, India followed suit with a 30,5% devaluation. To the
surprise of many peovle, Pakistan did not. Arguments in
favour of this historic decision may be put forward along
“several lines: (1) During 194&-49, Pakistan's reserves
showed an increase of Rs. 1.1 billibn?, which might have
instilled confidence in the decislon-making body to take
such a bold stand, (2) In the judgment of the nlanners,
any significant improvement through devaluation or any major

deterioration without devaluation was perhaps considered
10
(2)

=y
-~

unlikely. The domestic price level was expected

possibility of achileving significant improvement in the balance-
of-payments position of any economy through devaluation is To
find out whether the sum of the elasticities of domestic

demand for imports and external demand for its exports exceeds
unity., TIf it does not, there is hardly a chance for improve-
ment threcugh devaluation. Tor an excellent review of this
"test", see G, Harberler, A& Survey of International Trade
Theory (Princeton, 1961).




FIGURE 4,1
FLICTUATIONS OF GNLD, DOLLAR AND STERLING RRSFERVES
ERLD AND CONTROLLED RY THE STATE BANK OF PAKISTAN

INCREASE IN BILLION RUPEER

>

ODOODODODDDO =t~
e & 8 0 o o & s 0 o o »

YEAR

s e & a ¢

PO OO OONT NI D = | 100 AN €00 O = O

HINR OO0 0O0O0 D00

4

DECRELSE I BILLION RUPEES

Sources Based on Tazble 4.2,

1944 50| 51 Yj”ss %6 W'ﬁ %0 % W “ (w/’“ v"g

(0¥ JUNE 30)

v
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to show a declining trend along with import costs.

The consequences of non-devaluation were far-
reaching. India reacted sharnly; she refused to accent
the new exchange rate with Pakistan and, as a measure against
this po 1ﬁcv, she promptly initiated a self-sufficilency

drive in the production of raw Jjute and issued an ordinance

ixing maximum prices (in terms of Indian rupees) for raw

=9

jute, which were deliberately set at lower levels than jute

A

prices in Pekistan, Indian jute-buyers were thereby drivén

away from the Pakistani market., This led Pakistan to
sunport the jute-growers by setting minimum prices for the
jute at 29% below the pre-devaluation level, Fevertheless,

jute exports to India experienced a sharn and lastin

0

jecline., Table Y%.1 shows that export earnings dronped fronm
Rs, 1870 million in 194%8-42 to Rs. 949 million in 1949-50,

registering a sharp decline,

A, The Korean Boom

Some economists argue that since India would

)

have started its "self-sufficiency? driv

l..h

ve in raw jute
anyway, there is no reascon to blame the "non-devaluation™

ll - o . . L
5GC;0 Lon. But this is not entirely true, It can hardly

11
See Parvez Hasan, "3alance of Payments oblems of
I

Pakistan," Pakistan JeVPIOﬂmenT Review, Vol. ’ Ho. 2.
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be denied that Pakistan's M"deeis forced India To work

herd to eliminate her lependency on Paklstan, It seems
doubtful whether India would have really started this
fdrive at all or at least so early,

Indian.measures dealt a severe blow to the jute-
grovers and the jute-businessmen of Tast Pakistan. The

jute exports to India dropned from 4133 thousands of hales

housands of bales in the {ollowing

=

in 19%E-Lo to 1654 ¢
fiscal year and by 1956-59 it stood at onlyv170 thousands
of hales, Within a decade, Pakistan 1o>t her higgest
warket for rew Jjute because of the wrong decision of the
policy-malkers,

At a time when India's %self-suffic iency" drive
in raw jute production brought a sensc of pessimism and
frustration to Paktis stan's nlanners, the ¥orean War came, in

this sonse, as a blassing in dicsgnise, Pakistan's balence

of nayments started to reszain its strength., The balance-of-
payments surnlus on current account registered an all-time

. . 1
racord level of Rs, 92 million in 1° 2

25051, Tnder the
stimilus of incomes swollen by the Torean Boom, imnorts
nearly donbled (Rs. 2789 nillion) in 1951-52 from &n average
level of Rs, 1400 million during the nast three years, It

ig interestin: to note that nearly €97 of the import navments

18500 Tanic 4.1,
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was made for non-develonmental imports;l3 This appears to
be a rather unwise utilization of precious foreign exchange
rarnings. However, given the lact that the development
planning of Pakistan was in its embryonic stage, the situva-
tion was not unexpected. While imports‘doubled in 1951-52,
export earnings slightly docllnod from the 1950-51 level
and as a result a‘deficit of Rs. 421 million emerged. 1In
the next year, while the imports level remained relatively
stable, exrort earnings declined by nearly 40# and the
deficit grew 1afger (Rs, 542 million).lLF Strange v enough,
the non=development imports still contributed roughly 66%
of the total imports, ~

In 1949, the introduction of the Open General

License (0.G.L.) Scheme substantially liberaliged import

policy. The 0.G.7%. was twice amended (February and July)

U)

in 1951 for further liberalization; one of the most signifi-
cant addéitions under the 0.G.L. was cotton textiles of the
value of less than Rs., 1.50 per yard,.

Doubts developed in the minds of businessmen as

to the possibility of a contiauing liberal import policy and

}_lo

consequently a significant portion of imports (durinz 1951-52)

13gee Appendix L, Teble 5. See also Ii. Fébibu]lah,
"Expo ort Promotion in Relation to Pakistan's Balance of Payments
Difficulties," Paistan Tconomic Journal, June 1961, p. 37,

1+See Table L,1,

15See Apvendix 4, Table 5.



went into the "building up of stocks." The drain on
reservés became guite heavy during July 1951-June 1952 and
the 0.%4.%, was drastically curtailed. 1In November 1952,
the 0.G.L, was totally abolished.

The economy was, so to speal, in a trance‘during
the Korean Boom. But soon the dream was over. BJy 1953-54%,
exports earnings had declined by about 42% from their
1950=-51 1evel.l Reserves began running down and reached
an all-time low-level in 195% (Rs. 631 million).17 This
was not even sufficient’ to cover three months of import
payment‘at current prices. Confidence started eroding ;
further running down of reserves was considered undesirable.
Steps were taken to ensure that no further depletion would
take placs, that is, to bring foreisn exchange exrenditures
into line with estimated earninss. Imnort restrictions
were increased, and this in turn gave a tremendous boost

to the cotton textile industry durinz the period 1953-5k4,

B. Other Develonments

T™wo other major developments during the Pre-Plan
period that deserve attention are: (1) a sharp fall in

export earnings:; and (2) a serious food shortage due to

g0e Table 4.1.

l7See Table 4,2,
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harvest failure,  The décline in export prices resulted
ma{nly from falling prices, In 1952-53, the harvest failure
azgravalted the already nrecrrious position of the halance

of payments, . Large food-zrain imports (over Rs. #586 million

followed and 56% of these import payments had.to be met

from domestic resources..

cut in Irmports, There would have been serious adverse
effects had there not heen & large exransion in domestic

LA

consuner coods production during 1952-54 and 1084k-5%,

=3
=
6
ted
)
}—!-
i
1G]
o

Flan

Mailure to develue with Tngland and India in

1942 regulted subsoquently in a eubstantial over-valuation
' 16 ' '

of curraency, As 2 result, "domzatic nrices of ranufac-

ture:t good e waere hisher than the free intarnastional trade

rrlices, Timort earnincc vere increpsingly becowming inade

guate to meet growing import reguirements. On furust 1

1LO5E Paltistan devslued ils curvency =y 20,57 to meet the

balance-of-payments crisic

“he dev-Tuetien ghoyed dAntihial fovanrahle resgnalts

Bt asemine o Aneron anc YT onasm e TV Tod tavra AT Paraien
.x.-'l..:’-_.;,(:).-‘ Coaswnines anereasec o onesar Tty N Larin: OL 200200

18

fecording to some caleulations, the over-
3
i

the ruvee reached nearly 32 wer condt.
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currencies during 1955-5G as compared with the previous

-

vear., But the effectiveness of the devaluation was short-
lived, ¥hile the export-imnort gap virtually disanp r@ﬂ

& i <

during 195%-56, once agein a serious food shortage hrought

[l

t bhack, cansing a severe strain on the balance of payments,
4 careful look at the period from nid-1956 to

n .

mid-1288 reveals that Pakistan's halance of payments was
passing through & very crucial phase, "Monetary imbalance®:
appears to have been one of the major causes of strain on

19

the balance of payments, The deficit financing contributed

heavily to the “imbalance®™ by producing a 35% expansion in
the money-supnly -over thoée years.go The consequences were
quite severe, Industrial expension, as reflected by the
manu|uctur1n~ nroduction index, showed a very striking
contrast betwesn 1952-5% and 1955-55: in the former period
broéuction doubled while in the latter it rose by onl
Agricultural production rerained more or less constant As
a consequence, an inflatinnary situation emarged: this led
in turn, to a sharp decline in export carnings between

1255-5C and 1957-5§

s ~

1911 this comnection, se~ S,R, Lewls, "Implicit
Fxchanze Rates, Relative FPrices and the Iifficiency of -
Industrial Growth in Pakistan," C.D,7, William Collese,
Auzust 1266, (Mimeographed.)

2Q2. Soligo, lonetary Problems of Pakistan, Center

Paper o, 111 (Yale University Tconowmic Growth Center,
1967), p. 639,



., Tmvrort Substituhion

It is ironicAthat:import substitution geve so
much strenzth to the halance of nevmants in 1952-55 and
yet turned out to be a threat to the payments position in
195%-58, The letter result come from the aggravation of

inflationary pressure. The terms of trade nlayed

=
iy
=

D
3
2
)

1
*...

a strong nezative role. This is shown in Figure %,2., The
terms of trade steadily deteriorated fvor 1950-51 to 1959-60

with the solitary exception of the vear 1954~55, in which

veriod the effect of devaluztion improved the situation

Devaluation in 1955 does not secem to have been a

significant factor in the deterioration of the terms of

[

=3

crade, for the reduction in ewyport »rices was not sharp as

fod
O
)

compared with the rise in imnport prices., PRut it is to be

,ﬂ.
D

n

kept in mind thet wnless aporonriate vni~hﬁc are given to

Metructural” changers in exports and imports, no meaningful

conclusion can e drawvn as to the rtalance-of-payments

. 22
nosition,

22 ‘s ‘e
The standard criticism against the validity of

1
historicsal terms of trade (viz., that a different heases
tells a ¢ifferent tale, and Fhau the quality of products
introduction of new products, ete., are not taken into
account in celculatinz the *, ms of trade) may be involked,
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~ INDICES OF IMPORT AND EXPORT PRICES AND TERMS OF TR

BASE t 1934-33.100
200

\MPORT PRICE INDEX
160

140
EXPORT PRICE INDEX
120
100

TERMS GF TRADE
80

60
40

20

0

193435 199336 195607 1937-38 93809 I939-60 ©  1960-6! wol-62 190263 19636

Source: Government of Pakistan, State Bank
of Pakistan, Annual Report, 1969566, pps 2%=25.



INDIC™S 0F UNIT VALUR OF S
1948-1949

B
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IMPORT

AND BYP0OLTS AND TERMS 01 TRADRE
= ]_ : :

YRAR #00D, RAW MNAITU-  TOTAL COT- HIDES TOTAL TERIS
(July- DRINK & HATTR- FAC- TH- JUTE TON WO00L TRA - & EX-~ oF
June)  TOBACCO  IATS TURES  PORTS : SKINS PORTS  TRADE
1949-50 79 78 78 78 8 102 96 10k -7 89 111
1950-51 80 78 76 8 80 162 167 112 93 106 1ok
1951-52 110 Q7 38 23 o 14 117 83 97 111 118
1652-53 91 105 7k 77 50 101 151 8k 92 66 84
1953 Rk 107 77 82 85 51 8o 160 02 ol 6l 75
195455 121 72 73 81 55 8 149 1L 86 €7 82
1955-5¢ 179 93 112 120 £2  .101 187 158 97 82 €7
1956-57 173 a8 Thle 143 80 108 222 135 101 a1 63
1957-58 176 39 192 153 81 102 179 151 108 30 59
1956-59 185 1072 147 154 75 85 160 171 112 82 53
10R9-60 167 N1 163 156 €9 87 182 147 16€ 82 52
1960-£1 168 107 171 163 149 28 181 15% 190 12° 83
1961-62 180 2 166 159 101 o1 181 122 267 107 68
1962-62 190 85 165 170 86 89 186 199 248 95 A0
1062-64% 192 ol 162 164 82 87 220 179 237 ok 58

Source: Derived fror Government of Palzistan, Central Statistical 0ffice, 2

in Statistics, 1947-1967, (¥arachi,

\

March 1¢4G), po.

36-101.
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B, A Turnins Point

"able 4,2 shows that by 1958 the gold, dollar
and sterling reserves reached a very low level of Ts, 847
million, The foreign exchénge crisis, combined with
political instability, had thrown the whole system into
chaos. At this juncture, in October 1958, there was a
military coup. ‘The new regime made én attempt to overcome
the crisis along the following lines: (1) Smuggling was
stopned and hoarders and black-marketeers of foréign
exchange were aszed to deplare their.possessions. Some
Rs, 82 million were declared. »(2) Credit operations in the
government sector were drastically_curﬂailed,'and "ad hoc't
borrowing from the State Bank of'Pakisfan was discontinued,
() The Fxport Honus Scheme (EBS) was introduced in January
1959, Tnder the TWBS, exporters were permitted to import
goods against bonus licences, Manufactured goods were
allowed a 30% bonus, and items like sugar, ricemilling and
jute textiles, 20%. The mein nurnose of the scheme was to
provide a substantial incentive for expanding Pakistan's
xporte, In effect, the scheme was an impliclt partial
devaluation of the currency. It also gave rise to a de
facto system of multiple exchange rates. By this method,
the new regime was successful in avoiding the usuval nolitical
reaction that follows an é191icit devaluation.

These measures adopted by the new regime were
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quite effective. One notable result was a much slower
rate of growth in the money-supvlys it rose by 99 during
the three years 1958-61, as compared with 38% during 1955-
58.23 Then too, manufacturing increased by more than 2579
during 1959 and 1960 as against a rise of 13% in the pre-
ceding two‘years.and the agricultural production index

averaged 114 during 1958-61, as compared with 107 in

1955-58, 2*

Prior to mi6-1957, shortages of imported raw
materials and spare parts remained serious, and industrial
capacity could not be fully utilized. A& policy of progres-
sive import liberalization was introduced at thaf time, and
automatic-licensing in mid-1960. These steps were partially
successful in overcoming the import bottlenecks, Under the
new import policy, it became possible, to some extent, to |
reduce "excess capacity" in the manufacturing sector
and to malke the extsrnal sector much more responsive to

mariiet opportunities,

The Second Plan

"Tn the Second Plan, as in the First, improvement

in the balance of payments position remains an essential

23Soligo, op._cit., p. 639,

2L"Governmelrﬂ: of Pakistan, Ministry of Finance,
Palistan Tconomic Indicators, 1967-68, (Islamabad, lMay 1968),
Granh 3 and Graph 6.




25 : '
objective,! After the Second Plan period, the Planning

Commission noted thaﬁ the objective was attained: "One of
the outstanding features of the Second Plan has been its
sucéess in stabilizing and improving the balance of ﬁayments,
Situaﬁion in the country."26 This conclusion was drawn
because in most cases the Second Plan targets were either
réached or surpa:zsed, whilé the Second Plan had estimated
that foreign exchange earnings would rise at & rate of 3%
per annum from Rs. 2.1 billion during 1959-60 tovRs. 2.5
billion during 19€4-£€5, the export earnings actually
registered an increase of 44¥; as a result, the economyv
was able to exceed the investment targets without relyiﬁg 
as ruch on foreign aid as had been anticipated. |

The question arises as to the validity of the.
planners'! optimism. Some econconists have cast doubt on the
achievemnnt.27 However, in general, the economists tendtto
believe.that Pakistan's Second Plan has been a success.
e shall now examine the balance of payments nosition and the

rate of external assistance during the Second Plsn period.

“Government of Pa¥%istan, Planning Cormmission, The
Second Five Year Plan, 1900-£5 (Islamabad, Tune 19¢0), p. 81.

26Government of Pakistan, Plannine Commission, The
Third Five Year Plan, 1965-70 (Islamabad, May 1963), »n. 79.

&~

273. Glassburner, "The Balance of Payments and
External Resources in Pakistan's Third Five Year Plan,™
Pakistan Develorment Review, Autumn 1965, p. 497. He
thinks that the Second Plan targets are “extremely modesth
and hence "improvement! becomes a questionable proposition,




_During the Second Plan, export earnings increased,
particularly from cotton, fish, rice and manufrctured goods.
nxports of raw cobtton totalled Rs, 1.& hillion (as azainst

al

the Plan target of

03

Rs. 1.5 billion), while export earnings

of "]anvlbjo°" rose to Rs., 2.5 pillion (as against the
28 - .

Plan target of only Re, 1.4 billion). Indeed there is

good reason to believe that Paitistan surpassed the Second

Plan target .growth rate largely because (1) gross earnings

29

Trom invisibles inergased considerably; and (2) rav

cotton production and cotton manufactures increased -markedly

i
iy
o}

‘<

l_h
(j.,l
f)s

ile of the Plan period, But the earnings

from nerchandise exports do not provide a sound base from

h to project, as the policv-malcers of Pakistan have
done, with reascnable confidence and accuracy. Appendiz A4,

Table 1, illustrates the point very clearly. In 1960-C€1,

4

he merchandige exnort earnines fell short of the over-zll

.

Plan periol averazes; in 1272262 and in 190(4-£Y% they exceeded
the tarret rate, "There had been four pasic fretors which

led to the exrancion of These eryortic: larzer productlon

o cotiton, rice an’ misceollaneous nrimcry commodities: a

98

T hovernment of Pailetan, Tlannins Commission,
Bvs.l udimnv of the Second Pilve Very Plan, 1960-/f, (henceforth
"Evaluation 1T”) (Islamabad, Lay 19¢°), pp., 25-25.

"fSee~Anweﬂﬂix A, Table +. Hotice that invisible
export earninge rose from only Rs, 79 million in 10ho-50
to as high as Rs. 742 million in 19755, ihe item,
Morivate remittances and wigrantst LPdH°IFfS," registered
a sharn increase, ~ising from zero level to a level of

Rs, 129 million,



vigorous "export incentives' policy (marticularly the
Export Bonus Scheme); fiscal and monetary measures designed
to curbbconsumﬁtion and divert a high proportion of
increased production to the erxport market; and substantial
diversification of export markets (with exports to developed
countries undergoing a 6%‘increase, exports to developing
countries 85%, and exports to socialist countries 70%).30,
The result was an incroaée in eprrt earnings large enough

to help reduce the reguired foreign aid from the projected

50% to 367 of the projected balanée—of-payments deficit,

A, Imports

"The policy of increasing exports and imports
rapidly coupled with policies that maintained a bias in
favour of the imports of development goods was an important

element in the strategy of the plan for the stimulation of
H3l

to licensing. Strict import restrictions and foreign

exchanze control created a substantial Yexcesz capacity"

l*

n the »rivete sector and the Governrment's resort to

inflationary finance depressed the savings notential

3 . S A
*OEvaluatlon IT, on, cit., D. 224

(W8]




of this sector. During 1963-6% tariffs began rising guite
steadily; the tariff for consumer luxuries was 1#2%; while
the tariff for machinery and equipment was 17?«?.32 As a
result, the attention of the business class turned from

the external trade sector to the domestic manufacturing
industry. - The tariff nolicy gave an incentive to produce
consumer goods (particularly luxury goods), which were

: highly prdtected. High profits were assured even after
covering all landed costs including import duties and sales
taxes. ‘The Licensing Authorities tended to encoufage
indirectly the consumer-gnods industries. The bias did have
~some positive effects: intermediate and capital-goods
industries were stimulated by ”backward_linkage.“33 But
the most notable effect of the licensing system was to
create a Mprice-cost-profit incentive structure' which
encouraged consumer-goods industries and discouraged
investment in producer goods, since the latter could be
imported at very low duties. The composition of imports
throws wuch light on the impact of the import policy
nursueu by the Government of Pa%istan over the Pre-Plan,

the Tirst Plan and the Second Plan periods

3
“QSee Table 4.k,
33, e aas o .
“~For definition and concept, see A,0. Hirschman,
The Stratogv of Fconomic Development (Vales: Yale University
19

%), pp. 100-112.

.-.

Press, ]



TABIE 4.4
AVERAGT RATIN OF DUTY ON IMPORTED GOODS RBY TYPES OF COYMODIWY
(In Percentage)

55/ 1956/ 1957/ 1958/ 1959/ 1960/ 19¢1/ 1962/ 1963/ 1964
¢ 53 59 60 61 62 63 ! E4 / 25 /

Descrintion 19
: 9 57
Consumntion Goods
a) Essentials 35 . 25 35 35 35 55 55 55 5é 56
b) Semi-Luxuries 5l 5L 54 5L+ 54+ - 111 111 111 116 118
¢) Luxuries 99 29 99 99 92  1ho 140 140 142 Tl
Raw Materials for
Consumption Goods : - :
a) Unproces 264 26 26 2¢. 26 - 29 27 27 20 31
b) Processea L3 43 43 43 43 50 50 48 51 €5 :
Raw laterials for fE
Carital Goods . :
a) Unprocessed 23 23 23 22 . 23 28 - 28 21 32
b) Processed 38 38 38 38 0 28 -4 WO 39 Lo 55
Canpital Goods
a) Consuner o ,
durables 71 71 71 71 81 - 8% 85 85 89 91
b) lachinery and '
Tauipment 1k 14 14 1k 14 17 17 17 17 22

Source: Based on Ghulamn Nohaﬂnec Radhu, "The Rate Structure of Indirect Taxes in Palistan,®
Patistan Develornment Review, Autumn 1k64 Table VI,




t
i

Imports of consumer goods Ceclinsad sharply in

the Second Plan perilod, while imports of raw meterials

2l :
rermained fairly stable.”  On the . other hand, imports of

aplta

- .

z00Cs chowed a distinet rising trend during the

(@]
ot

Islam's import functions for major categories of
2

\
-~

goods explain the relati&e growth rates, ‘He found that
consuner good s recofded the lowest growth rate (27) and
caﬁital goodg the~highebt rate (7%). It is interesting to
observe that while the growth rate of raw materials for
consumer goods 1s higher than that of consumer goods, the

reverse is true in the case of capital goods and raw materials

for capital goods, This reflects the greater incentive to

build un consumer goods industries as well as the greater
concern over the ercass caracity in the caritzl goods

lor ™ = 4,04 00,0201

£ ~eo L :

lor R = 0N 0,050t
D -ten -+

yvhers C , B L, R and C denote imports of consumer

. o co ca a -

goods, raw materials for consumer zoods, raw materials for
capltal goode and canitel zoods respectively.
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ndustries. Islam has rightly pointed out that "the
desire to avoid a considerable underutilization of in-
stalled capacity irmnoses a restraint on the fovernment's

abllity to adjust imports to varilations in the availa-
' 36

. 2
v oof foreinn exchange.t

The export-import zap in 1960-61 was Rs.“1.56
billion and external resources (includifig p?lvﬁte f reign
investment) totalled Rs. 1.59 billion; that is, the gap vas

over-Tillad, Reserves rose T

o}

Rs, 1.22 from 1,17 billion.

Aut by 1?6#465, the r£avn had widened by roushly 1257, Tt is

d

notinz that in H,uO 1 capital gooﬁs“consﬁituted

190';0vtn

adly

8.5 of the cev.]cnmPnT wm%o“,u, thile in 1964 -65 tﬂOV Po’o

to L1y and thet Sonsumar gooﬂ Cimports fell from'é?.%m in

37

1960=E1 to €2,27 in 196%-65,  This bears out the propo-
sition that during rapid-growth periods a proportionally

larver increzes tales nlece in the Irmort of canital soo0ds

an’ ray materiale

yitel zoodse whila dn tines of
strincenc (viz., the Tndo-Pgitigtanl War in 1047), the

catesory of congumar Zools Ls selected for compressibilivy.

2,

--i, Islawm, Inrorte of Patigstan: Orowth and
Structure (Tarachi: Palistan Tnstitute of Development
Teonowice, Sertember 1967), w. 5.

See Appendii 4, Table 5,



Vanez's "hard gan® remaine when the export-import

gap cannot be any further narrowed throush compressed

36

irnports or expanded exports,

B, Foreiecn Capital Inflow

In thelﬁlrQL Plan, foreign aid, though only 4
of thn G.A.P., flnuncen one third of Pakistan's s imports,
1xtorn°1 resources in Lhe Second Plan totallec Ls. 1OVbil-
lion, of which 90¢o1rn exchanre resources (prOJect-loans
and granus,>commodity aid, technical assistance anﬂvprivate
foreisn investment) msde up Rs, 8 billion and PL-480
counterpart funds Rs. 2 billion. The total Plan expenditure
(incluéi 1w the Works Programme) vas Rs. 26.3 billion; Thﬁs
external resources accouhted for some 38% of the total
Second Plan outlavs.

| The averaze annual imnmort ﬁaym@hts bill was Hs,

£.0 pillion, almost double the annual averasr foraisn

exchange earnines, These figures include the Indus Resin
C : .
aicd, 3° It has been argued that since the Indus HBasin

“8”Hard cap't refers to the forelzn exchange Yganh
thet carmot be further corpressed 'without cerlous nolitical
or social repercussions," See J., Tenek, fstimalting Toreien
n

ESOHJCl e 1: for ﬂcononic‘Develonment (Few Vorizs Ietrav-
3C)1—\ (el . 03 . 0y »
e S on, Beononlc Develorment in Tndis and

‘T.S. Mas
Pakistan (Center for International Affairs, Hervard
Tniversity, 12¢4), p. 18.




iJ'

nrodect ls essentlclly a renlocement wort, it shonld not
ko .
consicdered develonmental, Ag for PL-4CO imports, in nert

.
o

they have been retained as "emergency stoes this iz, in

/

act, a way of accumnlating foreisn exchense reserves,

e

L-480 has also been used to Tinance rural worlks nrojocts,
deringer points out that, on the one hand, PL-480 checked
entially dangeroﬁs inflationary trends in food prices,
and, on the other hand, eff cr1v01v relieved the bhalance-nf-
nayments pressure, . Vagon, hovever, argﬁes that the réady

oa

availability of PL-420 food shipments postponed serious

attentioﬁ to the guestion of improving the agricultural
productivity.+2 There is sowe evidence that the macsive PL-
480 imports; though thev have relieved substantially the
’balanée—of-paymehts pressufebln the snort—run, have tended to
in@air the proper incentive needed for an adeguate increase in

agricnltural proluctlvity,

Tebhle 4.5 reflects marked variations between

the orizinal and the revised halance-of-payments nrojec-

tions. The latter ilmrort estimatrs are around 20 lower,

%0 o

sndrus and oharied, or. cit., p. £F, “o the
T i he need ©or renlacevant -ror!

ndr
extent that t
it 1s certainl

W1

C. Berincer, The Use of Acricultursl Surnlus
Commocdities for Feonouic Develonment (Fa'-istan Tn tlt“be
of Develorment Teonomics, danuarv Lo6W), Tions 1 12,

, A= R o,
v, 57. Sea also J, Pincus, Trads, 54 anﬂ uovolonn@ﬁb
(ilew Yorlz: ielraw-Fill Inc., 1967).

l‘
2'{¢r- o [p)e]
% wf\ﬂ, Q5 o c—]‘cg _O. e
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TABLE 4.5

BATANCE OF PAYMENTS :
DURING THE FIRST THREE YEARS OF THE THIRD PLAN

~(Rupees in !Millions)

Plan pro- Current % (Col. 23
jection estimates of Col., 2)
(Rs.) (Rs.)
(L (2) (3)

' Total innorts 19,650 18,192 92
Total exports 10,800 10,824 100
Changes in reserves and
other chort-term movements - (=) 134 -

TOF-TICHEAINTT GAP 8,850 7 4234 -

Sources: .

Government of Pakistan, Planning Cormission, The
iid-Plan Review of the Third Five Year Plan, (1265-70)
(Islamabpad, April 19€&), »n. 29, ‘



and the export estimates slightly higher. As a result,
the projected foreign exchange gan for the first three
vears of the Plan fell frow Rs, 8.9 billion to Rs. 7.2

billion,

&, Txports

Foreign exchange earningé came close to the pro-
jected annual increase of 9.5% per annum between 1964-£5
and 1966-67, Raw jute exports averaged Rs. 938 million
and raw cotﬁon Rs. 298 million. Rice exports also showed
a distinct rising trend. For hldes and sklns, raw wool
and fish, on the other hand, the trend was dovnwards. In
ter'mc of manufactures, jute was the highest-earning item,
Along with cotton, it showed a rising trend. Paper and
newsprint,"by contrast, were relatively stable.

The fact is that the major vrinmsry and manu-
factured exports'did not change in accordance with the

S

ThiL Plan expectations and total foreilsn exchanse earning

‘J Q

from the export of nrimary commoditles recorded an annual

. e A o = .L ()+ [‘ . ‘Z.J- .:_h N
increase of 1.5% after 1964-65, as opposed to the Plan
target of 4.5% per annwn. Leather and textile industries
had sprung up and started using hide and skins, raw wool
and raw cotton as inputs; this was partly the cause for the
weak export trend and the clow rate of increase in foreign

43

xchange earnings,
g} gl

43

See fppendixz A, Table 1.



But the sharp increase in the export of manu-

sctured products may well have opened s new chépter in

the trade history of Pakistan., The Plannin: Commiséion

calls it the 'most remerkable® achlinvement during the first
half of the Third Plan, This increase does, indeed,

carry Tthe potentiality for a considerable easing of future

strains in the country's balance of pavments.

B, TImnorts

In 1965-6€ foreign assistance to Paristan declined,

an® the economy absorbed a substantial amount of resources
for defense and food imports., - These developments dealt

a Blow to the policy of import-liberalization. Hevertheless,

inports increased by approximately 287 in 1966-67, as azainst

a fall of 2% in 194%-€4, The result was a cerious drawing-
down of the‘foroign.exchang@ reservess from Hs., 1.2 hillion
on June 20, 1264 to Rs, 793 million in 1967,

In July 1967, the “cash-cum-bonus" list was

introduced to adjust the prices of imports, because the

rovernnent of Palilstan, Planninz Cormisslon,
i lan Reviecw of the Third Five Year DlanJ (7“6 70\
_slanabaﬁ, Appil 1968), n, 26, (Henceforth Miic-Plan IIT

Ylar broke out between India and Pek
aptember 1965, The war was short but inbtens
pension of "defense support' by the United St
the war has created a new problems the 001est
released by such supnort are belng denied o

46

The sus-
following
resources

e aconomy.

D
301

See Tabhle 4,2,

-
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7

].h

lzble resources would permit, In effect, this

schere meant a surcharge of 80-857 on 1mhorts, with a

P

bonus nremium of 140-170%,

C. PForeien Capnital Inflow

Pakistan submitted a request for $500‘million
to the PeXkistan Consortium for 1965-66, 1Tith the out~
breal of the war between_India and Pakistan, the Unitéd
States influenced the postponement of the Consortium
ing. Paltistan manazed to get a commitment fqr only
5250 million, and then only on a temporary basis, Tor
106667 Pa'tistan requected - § 520 miilion; but obtained
only -$ 329 million, |

Tablo 4,6 illustrates the provlem in greater'
detzil, It can De sean that the shortfall in non-project
(corrofity) 217 was highest (W) in 1969-67, and the
chartfoll in rroject 2id hichest (2 2 in 196607,

In truvth, the foral-n ssslstnnce nicture ILs not
’ :

tri-ohh oone for Falilots T nlaedoes end dlsburce-

ranto o Lo e conaldaeraDly bhelow the estinmated neels,

2i6-Plan TIT, onm, cit,, p, 20,

Sy Dl Dol

The notive hehin’ the vostronarent was




TABIE 4.6
AID DISBURSEMENT

1965-67
(¥illion Dollars)
Plan Actuals Percentage
Projections o Shortfall
A, Project Aid
- 1965-66 340 265 | 22
1966-67 353 259 26
. Subtotal (A) 693 5ok oy
B. Commodity Aid
- (Non-Project)
1965-66 210 117 Ly
1966-67 221 193 13
Subtotall(B) 433 210 28
TOTAL (L4 3B) 1,12% 834 - 26

Sources Government of Pa'tistan, Planning Commission,
The ¥id-Plsn Review of the Third Five Year Plan, (19€5-70)
(Islamabad, April 1948), »n. 20.




3,

It ig clear that the Shorﬁfall will have an impact on
imports ant investments, and that the task of mobilizing
internal resources will become increasinzly difficult.

Tt is evident from this balance-of—paymehts
survey that the policy-malters in Pakistan have essentially
been engaged in finding solntions to the balance-of-.
raynents problems generated by the import bottleneck and
sustaineﬁ by the attempts to achieve the ambitious target

miilch caennot normally be supported by the

available domestic resources, Pakistan, as can be seen

from Table W%.1, “able %.2 and FPigure 4.1, was not exposed

. -
!

lance-of-noyvments cerisiz muntil the end of the

1950-51 periody ii had a rising exnort trend, relatively

swaller Torecisn exchangs reculrements and adeguzate fored

r..:

ermchsn o roferves To Iall heoc't upon, With the beginning

of the raricd 10T1.72, thr balanco-o-nnvoonte erisis

Ioomed on the heviscn,  Darins the Tireh Tlon nerlod, thé

y

weront aceount averssed Re, 1.2 DHilliont it

S
(&)
Y
O
o
o

~

o Rz, 2.3 billion during the Second and Rs. 3.f

billion in the Thixd Plon neriod so Tar covered, Although

thne crisls startsd in 19251, forel n =14 714 pot ma’ts any

ai-ni"ilcent convriibntion to relicve the lanee-of

gtrain ontil 1955, Tt w o after 1859 That a wossive Tlow

an teo come in, varticnlarly fron

the Tnited States, Whils forelign aid finenced ¢l less



than 14 of the total investment in 1954-55, it covered 4¢%
in 1959-60. Although the First Plan was not considered
successful in terms of achieving its targets, it certainly
laid down the foundation--through the building of an adeguate
infra-structure and the creation of a '"growth perspective™--
without which thp "successful® completion of the Second Plan
would not have been possible,

Denendence on forelgn aidIWas sicn$Flcant1y 1oqer
then forecast in the'Second Plan period, Over 10 billion
- rupees out of the total plan outlay of Rs., 26.3 billion camne
from external sources, mThatvis, 38%, as opposed to the
expected 50%, of total expenditure was finénced by foreign

‘3j? During the Third Plan period, foreign ald has been
estimated to éonstitute about 22% of the total development
exnpenditure,

It secms reasonable to conclude that without the

nassive flow of foreign aid, particularly Auring the Second

Plan period, Pakistan could not perhaps have shown a hbetter

... .\

performance. But foreign aid has not been an unmixed blessin
The charactér of foreign aid took a drastic turn after 1960,
civing rise to a new problem for Pazistan--the problem of
debt-gervicing liability., Durins 1990-60, the debt-
servicing liability ewmerged only to the extent of around Rs.
80 million, but within five years it rose to Rs. 300 million,

No doubt this increase is alarmnins, e now turn to the nex

chapter to discuss this problem,



Chanter 5

EXTERNALADEBT—SERVICING AND PARISTAN'S

BALANCE OF PAYIENTS

External,debt-sefviciné‘means repayment of loans
-—amortization and interest--to the forelzn countries and/
or internationél agencies according to the terms and con-
ditions mutually‘agréed unon, Why does a developing aconomy

nee¢ to borrow from abroad? The answer 1s sinmple il

developing éconoﬁy seeks a certain socially-accentable
minimum growth rate; given the stage of development and
current domestic savings rate, it is not possible for the
econony to- achiave thp tarno,.“If 1t has to invest more
than it can save in order to reach the target, it must

Hor Precisely at thils point,

i

import more than it can

D

halance-of -payments pr oolon°‘arise. To meet the payments
gan, foreign resources have to be obtained. The foreign
resource inflows--the bHvlll of them constitute official

resources--tale a varicety of forms, ranzing from grants

and free provision for technical assistance on the "soft"
end to loans with hich interest raltes and other strincent
terms on tha %hard end, One may legitimately asik why There

should he any problem of rervayment as Jong ac¢ there 1s an

flow of fresh grants and soft loans, “hat ig not

A%)

rezlized is the fact that it 1g not so much the
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awount as the type of foreipn aid that creates the problem.
The bullt of recent foreign assistance constitutes loans

e, Fost grants are

and credits renaveble in foreisn eschans
not usually ziven in the form of convertible currency and
-most loans are pot free from being tied, As a result, there
exists a very. slim posgsibility of paying off the pastvdebts

from grants and new loans. Naturally, the burden shifts
onto the exnort earni ngs. And thig imposes a serious strain
on the balance-of-payments of an economy. The "gravity" of
the debt-servicing problem has been ¢ xr]3c1 TV recognized

in a numbef of recent studies.l In 1962, the Development.

Assistance Committe (D iC) of the 0.%,C.D. established a

Working Party to look into the problems of debt-servicing

N

In April 1962 ané July 1965 two DAC resolutions-explicitly
recognized "the gravity of the growing debt—servicing
problen. The U, M, C,7T.2,D, Committees on Invisibles and

Pinancing related To Trade algo expressed its great concern

"D, Avramovic et _al., BEconoiic Growth snd Bxternal
Debt (Pnltimorez The Johns Tonzins Prese, 1964)., See also
U.S AT 0., & Studyv on Toans, Terics, Debt Mnrden and Develop-
ment CAQSHlﬂ“”OD Apeil 19GE) s Goran Ohlin, Al and Indebted-
ness (Parics 0,700 SIE Dee eriber 19624) s United Nations,

)3 v .
T, 0. 0. 5D, The Oublook for Dbt Servico, T, M, C, 0, 8, D,

LR B ]
IT Confarence, ilew Delhl, February 100¢, TL/2/Supp. 55 and
United Tziions, Hote by H I1.Co¥e4.13, Sceretariat, The Terms
ol Finsuncial Flows and PLUUlOM of Debt Servicing,
T, 1.C.7.5,0, 1T Conference, rew Delhi, February 1964,
TD/?/Supp. 3.

2The 0,E.C,D. Observer, September 1964, pp. 14-20.
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over the "mounting® debt-service oblizations wnich thresion
. 2 '
R . . 3
to curtall drastically the net transfer of resources,
Tugene Bl2clk, in his presidentisl addressz to the World Rank

in 1961, gave a warning that "the machinery of economic

1)

®

velopment could be over-loaded with foreign debt until
it sputtered to a‘halt amid half-bullt projects and moun-
tains of discarded plans,? |

It is important;forra developing eébnomy‘to‘enjoy:
and maintain the “confid J*ce“ of The msjor 1nterna LonaT
centres»of financé and commerce, "nﬂ confidence is dlrectly
associ ibcc qith;“solvency" or the "creditworthiness" of an
econony. It 1s very difficnlt to build confidence buf very
easy to underﬁineﬂiﬁ. Confidenca‘once 5eétroyed, parti-
cularly through dofﬁﬂlu, is hard to restore. One of thé
traditional ways to meintain "confidence' is fo see that

0ld loans are repaid on time and in full, Paradoxically,

the less a country is able to repay, the more it may stand
in need,

Aut increased deblt-gervieing 1s in itself not

the real nroblem, The real question 1s whelther an econony

g able to

1=

ear the 'pressure,” A dollar paid in debt

service implies that the econnmy is denled a doller'e wort

SUnited Wati
Committee on Tnvi
(Hew Ior1 Februvar

4

ons, i JLCLT,A,D,, The Rewort of the
51 yvlea and Tinencins related to Trade
vy 1966), Ti/B/119,

International lews Survey, September 22, 18€1,

-




of purchasing power for consumption and/or invesiment.
The problem, therefore, is one of striking a balance’ between
these o competing claims on avallabhle resources,

n th3 context, the crucial relstionship is the
proportion between debt service and per capita income,
The smaller the nroporticn, the cgreater thé strength of the
economy and vice versz, Only when the incresse in debt

ice eduals or exceeds the increase in vrer capits income

v

is there no poésibilit? of any rise in investment and/or
consumption, Theﬁ the “1iquidity" crisis begins; and so
does nressure on standa: rds of 1iving and the employment

5.

level, Thus the acid test of an economyt's long-run debt-
servicing canacity is "the continuing grorvh of per capita
production’ and the underlying cepital formation.

It is well nown that since interest and amorti-

zation on u@rnql deht are contrrctually fi: o", the debtor

] 1

country 1lg obligated tec pay off, no mstter what hannens to
the economy. Amortization and interest are, therefore,

the mozt inflexinle el-ments in the balance of navments

o

oL an econnmry,

g . -
“Internationsl lisuidity is "a broadsr and vaguer
concert, encompessing not only dinternational reserves but
also Wﬂ"fv access py monetary authoritiss to accentshle
means of international settlement.® Sea R.N. Cooper, "The
Relevance of Internationzl Lighidity to JPVOTOﬂom Conntrias,!
ny 625, n, 1,

smerican Teconomic Revismw, iay 1908,

‘avramovic et nl., on. 01t., Chanter 2,




- 140 -

An econony facins a "liguidity" crisis is often
bound or tempted to defgult. Creditors hesitate to're-‘
schedule the debl at a time when they must because of a
liguidity cfisis, whieh causes the debtor to delay payment,
which in turn is responsible for the creditor's hesitation.
This is the &ViCiOLS circle" of debt-service and its
exlstence is a constant source of strain on the balance of
vayments of a deblor econony. .

The developing countries have started feeling the
pinch of debt-servicing., By and large, the donor countries
are becoming more ahd more stringent in their terms. of |
assistance,7 Table 5.1 and Table 5.2 summarize the picture
for the Development Assistance Committee of the 0.E.C.D. .
(pacy.° |

Table 5.2 shows that, during 1966, interest and
amortization payment reduced the gross flow of officlal
biléteral lending to the developing countries by 45%, If

the cost of tied loans is taken into consideration, more

9
.than half the gross flow returns to the donors.

7-

H.,W. Singer, Some Practical Tssues of International
neonomics, Sentewber 20, 19¢6, n., 6, (liimeogranhed.)

o :
“The follovwing are members of the DAC: Australisa,
Austria, Belgium, Canada, Denmarlk, Federal Republic of
Germany, France, Italy, Japan, the Netherlands, Norway,
Portuvgal, Sweden, the 7,%, and the .S, :

a .
“Chapter 6 discusses the problem of tied aid in



TABLRE 5.1
GRAWTS AND GRANT-LINE CONTRIBUTIONS IN RELATION TO
GROSS OUFICIAL DISEURSEMENTS OF DAC MEMBLR COUNTRIES
| 1956-66
(Billion US %)

7056 1957 1958 1959 1960 1061 1962 1063  196% 1965 1966

T. Total Official
Gross Disbursements
(including Ronds Trans-

actions,Loans and Parti- iy
cipation on a Fet Basis) 2,5 4,3 L7 L,8 5,3 6,5 64 6.6 6.6 7,0 7.3

TT. Total Official

Net Disbursements 3.2 3.2 W4 4l Lo 6,1 60 6.1 5.9 6.2 6.9
Renayment 0.2 0.% 0.3 0% ok o4 0% 0.5 0.7 0.8 0.4
I7TI. Grants and Grant-Like

Contributions 2.8 3.2 3.5 3.5 4,3 4.6 %7 L.k 4.3 L2 L2
(a) as % of Gross Official - :

Disbursements 80 75 74 72 80 70 73 €7 65 61 58
(b) as % of Net Official :

Disbursenents 85 83 79 78 87 76 78 73 73 €8 61

- "[.l..([ -

Source: United Hations, Report of the U.I,C.T.4.D., Secretariat, ~{New Yaork, October 1967),
TD]?/Suppo 37 p' 12. ’ ’ '



TABIR 5,2

OFFICIAL BILATERAL IOAN DISBURSEMENTS, AMORTIZATION
RECEIVED BY DAC MEMEER COUNTRIES

A1D INTEREST

1962-66
(Million US §)

1962 1963 1964 1965
GROSS LOAN DISRURSTMANTS 1723 2143 2273 2718 2758
I75S8S: AMORTIZATION RICTIVED 423 _hee _6oy _754 . 823
LOANS, NET OF AMORTIZATTON RECEIVED 1300 1677 1579 1959 2135
IBSS: INTEREST RUCTIVED ook 316 4o1 450 N
TOLNS, HET OF &MORTIZATION AND INTERRAT 1006 1361 1158 1509 1641

TUTER®ST AND AMORTIZATION AS % OF

LOAI DISBUR

SOMENT S

42

36 »

s

J.H,C.T.8,D., Secretariat, (New York, October 1967)

Sources: United ¥ations, Renort of the U,¥,C.
‘TD/7/Supp. 3, p. 1l.
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In adﬁltwop, thers will be the debt-servicing

burden arising frowm private copital--equity and lozns--.

which hes flowed into the developing countries., In Pa'tl-
stan, it has flowed at an averasge rate of is, 208 million

a veer (see hprendix &, Table 1). Interest and dividend

payments on private foreizn investment--expressed as a ratio

of export earnirgs.in 49 countries—-rose from an average

-

£ oL’ in 1991-55 to 11,65 in 1956-52 and 12.5% in

Between 1955 and 1/62 the volume of public and

-

public-guaranteed debb trebled,‘reabhing about 520 billion;

- ‘ ' : . ’ . . : l
e outstanding debt averaged 2.5 billion a yenr. e
the outstand debt averaged 52,5 billion a 3 Th.

imensions of- the repayment liabilities assumed a 'serious

o]

proporiion as eixternal debt outstandiny (disbursed and

undisbhursed) rose from nearly 510 Hillion in 1956 to

, s 12 . o s
530,2 billion in 19¢%,” " It is estimsted that if unrenorted

Usunnlier's creditsh are taken into coneidersiion, the

igure 529,2 will become H%5 billion. An eque ally staggering

i
figure is the rate of increase in the pavment of interest

rose from $800 million in 19%6 to

[
3
Dy
b
<
o]
3
o
N
fa s
tte
O
3

L ]

-1
-

=

-| U S 1 () ’ (Y - .

01n this connectlon, see ited Matilons,
Internationsl Floy of don"-mern Canital anc Official
Donations, 1051-503 1059-f1; 10Z0-F2.

Jan1t37 and Offic
1966), op. 43 aLd’HH;

1omiten Nations, U.N.C.T,A.D., Rervort, II Conference,
ew Delhi, Februsry 1962, TD/7/Supn. 2, »h. 10- 14



$3.6 billion in 1965.13

Table 5.2 illustrates the nroblem more clearly.
It is quite evident from the Tables thst the debt-servicing
charges have risen bhoth in absolute and relative terms.
from 1955 to 1964, The debt-service ratio (DSR), as a
rough indicator of the pressure of debt burden on the hal-
ance of payments, clearly shows the "severity" of the

“burden; the DSE has nearly tripled uy rising from 2.W7 in

n

1955 to 9,77 in 1964, The faster the build-up of intersst

and amortization, the lesser the ability to release foreign

exchange to meel these obligations.

A projection of the hesvy financial burden to be
borne by‘the aid-receivers is given in Table 5.4, By
1975, develoring countries in isiz and the 1fiddle Tast
will receive only approximately hzlf the total resource
inflows while Zatin American comntries will surrender
roughly 80% of the gross inflow. Tenle 5.4 further
sugzests that if the énnual exrort growth rate is assumed

to be 4%, the DSk in the Asien 2nd

..
]

l le
“h
e F)
‘v__j
]
&
[6)]
[l

counvries
66, In

will rench 147 4in 1975 as commsres o o7 in
tfrics, the situation is alarwint, 2 1975 the DSH will

18

D

rice from 107 in 1766 4o 2290 in 1877

Since grenits and zrant-1liite contributions declined




TATI

JATGES

0¥ TUBLIC

VoA AFTTIID DRBT
1055 -6l
(37111ion IS »:5)
Tor A11 2}
Developing Commbrics 1055 1956 197 1958 1oRo 1060 1961 19Gp 1963 10tk
1. Debt-Service A
Charzes 451 o006 1119 1h3h 1686 2224 2283 0 2605 3100 3500 ,
2, Total Txports 2N71E 2634F 28077 28516 28208 30669 30950 30283 22117 36093
3. Dmbt \)GI‘V.{CQ 1
Ratio 2. 32 T .03 5,98 7,25 7.38 8,57 9.3 9.70
2/ as classified hy T, .T.0D,

Source: DR, ¥hatihot
Countries,™ Oxforc “conoiic Psners,

te, "ebt-%ervicing a:
az

July 1

to ~Promotion of Trade of Develeoping
o
9



TARIE 5.4

DBRT-STRVICE 4S PERCTHNTAGT OF GROSS INFLOV
AND MRRCHAWDIST TXPORTS, f.0.Db., 1966-75

Asia and '
¥iddle Tast latin America Africa Total
1966 1970 1975 1966 1970 1975 1966 1970 1975 1966 1970 1975
1.Debt-Service as
per cent of ’ , :
gross inflow 20 41 L8 75 77 81 2¢ 43 53 hoo L2 €0 !
‘2.Debt-Service as >
per cent of ex- l
ports, assuming
that exnorts
grow at an an-
nual rate of
(a) % per cent o 13 1k 19 17 18 10 18 22 13 16 18
(b) & per cent o 13 12 19 17 17 10 17 20 13 16 17
Source: U.N.C.T.4.D., Secretariat estimates, and I.M.F., International Fihanci
Statistics, July 1967 ) ’ ' ’ tienclel
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sharply from 307 of gross official disbursement in 1940

of interest and amortimation absorbed 427 of total gross

inflov and 45% of official bhilateral lending in the same

period, It is predicted that 1f gross inflows and average

terms and conditions are maintained at_the 1965 level,
loans net of amortization and interest will becone hegative
by 1970kand thus sﬁart to offset the  rant flow.}u'Further-
more, "if the lender's prices for tied aid averéged 15
per cent more than world nrices, then the effective interest

rote in 1964 would have been about 507 higher than con-
. . 1[: .

tractual rates."”

HY

On the one hand, the recipients, being under

severe pressure of debt-servicing, are strugsgling hard to

w1thstand it. On the other hand, the lenders are not only

.

reluctant to give grants but also are me¥ing the terms of

losn more and nore stringent, For exarple, the official

attituce of the great ne jor donor covntrv--the Tnited 3States--

which has lonz

0
g

been dominating the scene of external assis-

tance in the posgi-Second 'forld “ar neriod, is best reflacted

EY

14United Tationg, V,iL,0.,7,5.0, Report, The Outloo’s
for Debt-Service, IT Confersnce, New Delhl, February 1960,
T™D/2/Surn. 5, p. iv.

lSJ. Pincus, Cost_and Benefits of Aid: An Smmirical
Analvsis, U.¥.C,T.L.D, IT Conference, New Delhi, Februzry
1963, &D,7/Supp. 10, p», iv-v.

1
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in the U.8., Torelizn 4ssistance fLict of 1266, The Act readss

Ho assistance shall be furnished under this Act
to any country which is in default, during a period
in excess of six calendar wonths, in payment to the
United States of nrincinal or interest on any loan
made to such country under this Act.

No .reciplent of a loan made under the authority
of this lct, any part of which 1s outstanding on or
after the date of enactment of this subsection, shall
be relieved of the liability for the revnayment of any
part of the principal or interest on such loans. 6
(Underlining added.) '

The recipients have indeed no alternative but

to accent it as a reality.

Palcistan

The debt-servicing problem in Pakistan is a

relatively recent nhenomennn, Cradually the composition

of foreign résource inflow has shown a merked shift from
grants to loans and from untied to tied loans. Table 5.5

illustrates this trend. Despite the consistent recommen-
.dation of the forld Bank for a proportion of 20 hard loans
and 80% soft for Pakistan, the donors have been maintaining
45252 since 1260, and thus the nroblew of debt-servicing
hee hean setiine dincresgincly nronouncer,

Until 1263, the burden of debti-servicing was,
however, not so hesvy hecause the greater proporition of

foreizn aid came in the form of grants and guite a high

e

fow

16, R
.3., Public Taw 89-583, 80th Congress, M.R.
15750, September 19, 1966,




TABLE 5.5

COIMPOSITION OF FOREIGH AID
1950-1967
(In Percentage)

Period Grants Ioans Total
The Pre-Plan 67 22 100
1950-55 :
The First Plan ‘ 60 4o. 100 )
The Second Plan 1k 86 o 100
19€0-6% :
The Third Plan 6 o 100

- (Currently in its
fourth vear)

Scurce: Derived from Government of Pakistan, Ministry of TFinance, The
Budget in Brief, 1963-69 (Islawabsd: Government of Pakistan, June 197%),
.r.‘l. L-;O' ) ) N N ' .

4




17

proportion of the loang were repavable in rupses, Table

.4 showe that 204 of total interest payments and nearly

X
- ’ s 4

{—

one-Fourth of total lozns contracted ur to December 196

(w0

Palkigtani curvency,
After 1262, not only did the grants decline
draghically, but also almost all the loans (except under

' . : - . 18
PL-480) were revavabhle in convertible forsign currency.

8. Debht-8tructure

Tabhle 5.7 reveals the debt 'structure in Pal-istan

D
|

. as on December 21, 1967, 0Of %$2.€ bhillion in loans disbursed,

%2.3 billion (roughly 97% of the total) are in the form of

loans renayable in foreign exchanze. Perhaps the most

K] sl

trikin: difference bhetwaen tha dedt structure as in

N
i

o

o
-

December 1982 and as in Decrrber 1967 lies in the drast

D
7

.C

raduction of the loans renayable in Peolistan currency in

/

tha latier yesr, Only 27 of the total loans disbursed

da

up to 1247 as azainst nearly 259 in 1963 were repayable in

Pavisheni currenciecs, (See Table 5.5 and comnare 1t with

Table ©.6.)

7 - . . .

“Coverneent of Pa'tistan, Plannine Cowmmilsslon,
hird _Tive ¥ear Plan, 1965-70 (henceforth “Third Plan'),

June 19CF, p. G

]

o 1pig
Q
“Government of Paltistan, State Bank of Pakistan,

Bxternal Tisbility on Foreivn Ioans and Credits (Karachi,

December 1962), p. xii., See also Government of Palistan,

State Ban'c of Palklstan, Bxternal Debt Servicing ILiability

((arachi, June 12965), »n. v-xii,




TABIE 5.6 .

PERCENTAGHR DISTRIZUTION OF REPAYMENT O TLOANS
(CONTRACTED UP TO DECEMBFR 1963)
BRETUETH TOANS REPAYABLE IN FOREIGH EXCHANGE
AND IOANS REPAYABLE IN RUPES

Princinal Interest
Loans Repayable in .
Toreign Fxchange . 726 - 62
Loans Repayable in _
Rupees oL B o 38
Total | 100 100

Sources Derived from Government of Pakistan, State Bank of Pakistan,
External Lisbility on 7orcisn Ioans and Credits, (leamabadgfpgcember 1963),

p. XKLL,




TABLE 5,
DVBT STRUCTURE LN PAXISTAN
(AS ON DECEMBFR 31, 1967)

I. gOeNS UPAYADLE TN TORLIGH “XCH§ GE
(IH 3 MILLINK

Toans Toans Ioans Toans Tnterest Loans

Contracted Disbursed Undisbursed Renaid Paid Outstanding
Capital Aid 2713 13¢2 851 195 155 164€
Exnort Credits €60 Leo - 198 225 g 35 : 235
Total 3373 232k 1049 Y20 190 1561

'S REPAYABRLE IN PA»ISTARI CURRENCIES
(I $ MILLION; $1-- Rs. &,762)

AN -

Loans Ioans Loans Loans Interest Toans

Contracted Disbursed Undisbursed Rerald Paid Qutstanding
US-EXTIRATT 58 56 - 6 27 52
UsS/DLF 216 . 216 - 48 37 168

TOTAL 0k 30k _ o ey 250

Source: Derived fror Povornment of Pa tistan, Ministry of Finance, The Budget in Brief,
1078-F9 (Islawmabed, June 1963), 53-65. -



PYRCENTAGH DISTRIBUTION OF RE PPYMFNW OF LOANS
(CONTRACTED UP TC DECEMBFR 21, 1967)
BETHTEN LOAITS RUPAVABLE TN FOREIGN EXCHANGE

ATD TOAMS RY PLYA?Tﬂ I HJPEDS
Principal - Interest
Toanc “nwﬂf“UTA in
Toreirn Sxchante 97 93
Loans Renavable
in Runees 3 7
Source:  Derived from Government of Pakistan, inistry of Finance

The Budzet in Brief, 1758 69,(Islamaoadﬁ June 1968), e €3-65.
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Nearly 00% of the loans repayable in foreizn
exchange are in the form of capital aid and 20% in the
form of exnort credits, Of $2,2 billion in loans, only
B400 million have heen repaid and the outstanding loans
repayable in foreign currency amount to nearly #$1.9 billion

Table S.Q,VTablg .10 and Table 5.11 show the
,frequéncy distribution of 209 loans contracted up to July
1965 with respect to the repayment period, the grace period
'aﬁd the rate of intereét resnectively. The mejority of the
projedts.(1l8 out of 209) have a revavment period of between
5 andeO—years, a;grace period of between 5 and 15 years,
and é rate of interest.of between 4,5 and 67,

Table 5.12 chows that out of 15 donor agencies,

only 3 have offerecd 5¢ soft loans out of 202 loans. A1l soft

loans arno, hoyever, tiled by source. The United States has
provided 39 out of 42, the I,D,A., 17 out of 17 and Cermany

5 out of k&% as soft loans to Pakistan., But the bhul of for-

O

¢

zign loans (152 out of 209) are in the form of hard loans.
“Mhen the loans are coft, they are norﬁally tied

and when loans are hard, they are either tied or untied.

Until 196%, there wac not a single case in Pakistan vhere

commocdity 1oans rere hHoth soft and untied,

B, Debt-Service RPatio {(DSR)

The DSR is

€
n
O]
3
<
;_JC
(¢
0]

nayments expressed as a per-

- centage of export earnings. In other words, it is the



FRAQUTHCY DISTRIZITION OF 209 PROJZCTS
WITH RESPECT TO THE REPAYMENT PERIOD

Haturity or Renayment Period : . IHumber of Projects
(in ¥o., of FHalf Years)

0 1 -
1.9 - A

10-19 23

20-29 8 y

20-39 85

40-149 38

50-59 3

60-69 1

70-79 38

80-89 17

Sources: Calculated from Covernment of Pakistan, State Bank of
Pakistan, Txternal Debt Servicing Liability, CKaraéhiiJJgne 1965), pp. 43-47.

- 48T -



TABIE 5,10

FREQUENCY DISTRIBUTION OF 209 PROJECTS - .
WITH RESPECT TO GRACE PUWRIOD

Grace Period Wumber of Projects

(In ¥Wo,., of Half Years)

0 - 70
1-9 35 !
10-19 o Wy Q
20-29 - 56 '

30-39 | 1

Source: Calculated from Government of Pakistan, State Bank of Palkistan,
External Debt Servicing Liability (Karachi, June 1965), pp. 43-47, -




TABIE 5.11

FREQUENCY -DISTRIBUTION OF 209 PROJECTS
VWITH RESPECT TO THE RATE OF INTEREST

Rate of Interest L Numper. of Projects
(In Percentage Per Annum) » -

0 1

51 39»
1.5-2 18 !
2.5-3 ‘2L+ Z‘
3,54 . | ) '
4.5-5 Ll
5.5-€ 71
€.5-7 k!
7.5-8 5

Sourcg: Calculated from Government of Pakistan, State Bank of Palkistan,
External Debt_Servicing ILiability (Xarachi, June 1965), »p. 43-47.




TREQIMNCY DISTRIBITION OF SOPT LOANS AND HARD LOANS

TABLE 5.12

a/ A
Donor/Agency Soft Loan Hard ZLoan Total
b/

1. u.S. 39 10 49
2. U.m. 1k 1+
3. Hetheriands 7 7
L, TeB.R.D. 19 19
5. I.P.C. 6 6
¢. Canada e/ 2 2
7.  Germany 5 ) 45
8. Japan 9 9
9. Italy 1 1
10. Denmari 2 2
11. TFrance 4/ 26 26
12, I.D.A. 17 - 17
13. U.S.S.R. 2 2
1k,  Yugoslavia 9 9
15, China o 1 1
56 153 209

(continued)

- Q9T -



TABIE 5.12 - (continued)

[o o

a/ Soft Loan is defined here as a loan with rate of interest and repayment
period below 3.3476% and on or above 36 half-years respectively. (See
State Bank of Pakistan, Zxternal Debt Servicing Liability (Xarachi,
June 1965), p. x.)

between .75% and 2.5%
between 20 and 29 half-years
between 59 and €1 half-years

b/ Rate of Interest
Grace Period
Repayment Period

27
7h half-years
3¢ half-years

¢/ Rate of Interect
Grace Period
Repavment Period

. 75% .
between 19 and 21 half-years
80 half-years

d/ Rate of interest
Grace Feriod
Repayment Period

"Source: Derived from Government of Pakistan, State Bank of Pakistan, Bxternal
’ y Xternalt

Debt Servicin: ILisbility (Xarachi, June 1965), pp. 43-56,
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g

roportion of exnort earnings absorbed by external debt-
service, The DSR is a failrly adeqguate indicator of the

pressure the debt-servicing

"
]

imposes on the balance of
payuents,

‘Table 5.13 shows the movement of debt service
ratios of a few seledteé develoPing countries_between 1956
and»1963mi The DS has"increased between 1954 and 1962 in
almost aii the develOp nz countries, the not-bhle exceptions
bheing Isréei, Yugoslavia, Paraguay and Ificaraguva, Ths most
sisnifica nt decline took place'in IsraeT: from 71 to 3,
India's DSR increased 1% times betweén 195¢ and 1963 and
perhaps ic is the gfeatest rise among all ﬁhe developihg

nations. Pakistan's D3R increased from 6,0 in 195¢ to

The Government of Fakictan has been aware of the
possibility of being faced with a heavy debt-service burden
in the future., & Balance-of-Pavments Committee was fbrm@?
by the Government of Patistan in order to prepare a study

in the field o7 plamming and co-ordination of foreisn

assistance, along withh such other fields as imports and
dmports nolicy, cxports and erports volicy and mobilization
of additionnl rublic-szctor soving The Corrmitice suggested
o D Sem . 2 o 20
keepinsg Paltictants DT betwean 20 and 25 ner cent,
20 '|(i\l

JuDe and T,u.4,, Current Tconomic Position and
Pelkistan (ashinston, Anril 102603




TABIE 5.13

DRBT-SERVICE RATIO FOR 4 FEW SEIRCTED COUNTRIES
1956 and 1963

1956 - 1963
Bolivia L 23
Brazil 12 23
Colombia 6 23"
Reuvador 6 - 13.6
India . 0.9 14,5
Israel 51 kL
Mexico 11 30
Hicarsgva 7 5.
Pakistan 6 13.9
Paraguay 14 8
Yugoslavia 17 17

D. Avramoviec et_al., Zeonomic Growth and Txternal

3
Debt (Beltimore: The Johns Zopkins Press, 1964), p. 343,

= I9T -



The movement of the DSR in Pakistan between 1960
and 1968 is shown in Table 5.14%. 1In 1960-61, debt service
paynent ‘absorhed only 2.€% oflforeign exéhange earnings,
Withiﬁ four years, the DSR tripled ahd within six years

it guadrupled., This trend of the DSR has caused great

concern among the policy—makers.of Pakistan,

"C., The Haves-Wves~Hussain Test

The discussion above suggestbs that Pakistan may

be anpproaching a position of unmanazeable debt in the
near future., It is to be noted that the debt-service

bupden‘by itself does not become a problem so long as an.

economy.has the ability and willingnesé to‘pay'it off. But
the momenf‘it goes beyond the capzcity of the economy to
meet the repaymént oplizations, the problem becomes acute
and unmanégeﬁble. Fence, it is useful to lmow 1f there
exlsts any way %o deteclt the economy's position with
respect to its capacity to repay the debt., Faves, Yyes
and Hussain have developed a formula that nrovides the
necessary, thouzh not sufficient; condition which has to
be fulfilled 17 the econowmy is to avold an unmanageable

. . 21 . .
Anabt situation. The condition ise

vdlD. svrarovic et _al., op, cit., ». 171,



TABLE 5,1k

DEBT SERVICE CHARGES FOR EXTERNAL DRBT
CONTRACTED UP TO JUNE 30, 1967 AS RATIO TO
PAKISTAN'S T FNING) or FOPEIGN BXCHANGE

(% MILLION)

Years Foreign Txchange Earnings External Debt Service "DSR (9

1960-¢1 L.76 o 17 3.6 '
1961-62 . 497 , . 31 6.2 -
1962~ 6& 577 o L3 8.2 v
1963-6 576 » 62 10.7 ,
1964-65 629 - o 62 9.9

1965-66 687 : 74 10.7

196€-67 730 96 13,1

1967-€8 801 102 12.0

Source:  Government of Pﬂllstan, Vinistry of Plnance, Pakistan Bconomic Survey,

1067-G8 (Islamahbad, 1968), p. 175.




where

exceeds

cumulat

( 1)22
r{s., - s
1* 0
- i
So ky
i* = eriticzl interest rate

n+ 1
r = rate of growth of GDP (i.e. Y =¥, (L+D "
‘where Y = GDP at base year © o

s, = average savings rate (i.e. Gross Domestic
Savings as a percentage of GDP in hase year)

s' = marginal gross domestic savings rate

- . Ke = Ko
kX = gross ICOR = '{’t L = oK = It.
Qt-l AQ AQ
where Q@ = Qutput

X = Capital Stock

-
t

Inve stment

If the average ntore T rate on exqulng loans
the critical inte Jﬂut rate i* , a “viciously

iven debt burden would emerge; so long as it is

below the critical interest rate, the situation is saild

to be

Pakis

"anageable,

(tiven the following structural parameters for
~.23 a -70’/’. t = 184 *t = 2.4 T-—l;_r;‘y'
:11- -JO - /7 S - L0 g FASE . . ] i = [ aN ]

the eritical interest rate (i*) for Palklistan iss

2210 tations are slizhtly altered Trom the original

formala,

—J' d s -ao ' e - - < -
~United Wations, U.MN.C.%.4.,D. Secretaria Renort,

II Conference, Mew )91h1 February 1946, TD/34/Supp. 1/

AG3T,
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The average rate of interest in Pakistan is €%, which is
far below the critical interest rate‘(l3,02632%)'and,
therefore, it may be concluded that the debt-servicing.

situation in Paristan is well within the '"managesablet

The critical interest rate (i*) varies inversely

with the capital-output ra Lﬂo (k), given r, s, and s' ,

and it varies directly with the marginal savings rate (s"

-0

given 2, r and s, . Tor example, ziven s, = 5%, 's' = 207,

r = 5 if k falls from 2:1 to 231
interest rises from 7.5¢ to 15.0%
If he marrlnul savings rate declines from 259
to 127, given 3 = 3, r = 57, s, = 5%, the critical
interest rate drops from 109 to W,0%, This showus that
the critical interé;t rate is highly sensitive to chwn;
in the merginel savings rate., If Pailstan 1s to prevent
he aconowmy from running into an "“unmanazeable débf”
situation, the marzinal savings rate has to Dbe kept high.
It may he mentioned -here that if. the marginal

savinzs rate (s') ‘1g . egual to the regnired investment rats

(izr) ,




-

then no domestic savings will be generated to meet the
r(s. - s!
*. r(s, )

interest charges, and the condition 1
g, = kr

reduces to *=r ., In ﬁhe case of Pakistan, the rate of
growth of the GDP (r) must bevéﬁ if k = 3 and s' = 184,
Thus, in the long run,,ﬁhe critical rate of interest (i*)
would'be’6%, which is equal to the rate of srowth of the
GDP_(r), and the debt would increase at‘fhe same rate as

the CDP.

I~

T we assume that I = 3, the rate of gfowth of
the‘GDP = 6% and the initisl savings rate is 7¢, then
Pakistan must achieve a marginal savings’rate of at 1egst
18% in order to avoid the»problém of‘"viciously cumulative"
interest burden. All these conclusions follow from the .
simﬁlé ménipulation of Tayes, Wyee and Iusegain!s forﬁula
for detectihg the "manageable limit" of the debt—serviéing

burden,

D, Palvistan's Debt-Cvele

“hen diccussing the debt-servicing problen, 1t

is interesting to Xecn in mind the concept of the Avramoviec-
~),

ot . B . - ,
tynae debt-cycle, tvrsmovie and hie colloborators show

that, given the followin: assumptions:

1) Rate of Growth of GDP (r) = 5% per annum (v.a.);

24 . . .
Avramovic et_al t. See also Goran Ohlin,
e el

A 1
-4 v 9 . >
debtedness (Paricss 0,7.C.0,, 196€),

816 and In
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2) Initial 4veraze Savinge Rate (sg) = 10%;
2) JMarginal Sevings Rate (s') = 2094

L) Tt = ICOR = (Incremental Capital Output Ratio) = 3:1

5)  Rate of Interest (i) €4 peaay

6)  TRate of Amortization = 6.6% p.a. of outstanding debt;

o

7) Average Period of Ehturity.= 15 years;

3) Gross Investment Rate = 15%; '

3) Foreign Adid initially financés.1/3 of Gross Investment;
and

10) The economy starts with zero debt,

the debt-cycle lasts 36 years, with the first 24 years
as a rising phase in which indebtedness increases to a peak,
and the next 12 years as a declining phase in which indebt-

—

edness declines to zero., TFigurs 5.1 shows the Avramovic

debt-cyvele,

The validity of the debt-crele denends on the

validity of thes asswmtions made, However, if the return

on capital is lower than implied by an ICOR of 2:1, sg

is below 10% and s' is less than 20¢, then the "debt-

cvele ig likely to las

cr
3
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>
2l
D
-3
ct
£y
)
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o)

vears, ané con-

versely, the debt-cycle wonld be shorter than 2€ years if
the return on canital. is bigher than i-plied by an TO0T of

3:L, s,y 10 end st 207,

-4

Ve shall exaulne the struvctural parameters o
Pzitictan to see hos far ther conform to Avramovic'!s

assurmtions with resrect to the debt-cycle mndel, The
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Froure, 5.1
Relative Movement of Resource Gap, Net Capital Infloww and Gross
Capital Inflow—The “Model” Case

. The Avramovic Debt-Cycle
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following have

structursl parameters of  Palzistans
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the debt- cycTe of Pakistan anpe longer
than 3m veargo--a conclision which seems to be borne Qut

by the actual S'atm of 2ffairs in Pakistan,

. Cash-Squeeze Problem

crisie iz thr "bunehing of paturitiss?! in g short neriod,
This is aften czlled the "eash sguesze®™ problern, The
Liguldity crisis baecones zceute when foreirn axchanse
raserves 2re cannte to mest the debt end craditors are
reluctant to molll over ol fa2bfs and extend ner credits,
The debi-structire further worsens when the economy is
forced To talno shorit-torn crelits it moripitant interecst
rates to meal the ol Cents, Often the anly way 127t to
treltle uhs nroblaw 1e To o3l Sovn iwnorte,

C)l“l.*(“l (‘D.C\,,
tnnex IV,




So far as Patistan's economy ig concernad, the

"cash squeerne! problen does not appear to exist as yet.
This is becoaner of itso lete start as a deblor ecnnomy, As

already nointed out, Paltisten, nrior to 1760, received GOY

of ite foreign capital as grants and %0% in loans repayable

in rupees. Wowever, from Table 5.9, it ig clear that the

maturlty perilods- of

Py

over 76% of

’

the total loans cluster
"hetueen 5 and 20 yeafs.' Th&t ig, during the ?eriod
1970-1975 the "cash squeeze" problem may become a reality
for Pakistan if the economy fails to accumulﬂte adequate

foreign exchasnze ressrves for the retirement of the debt.

.

Proposals for Solvinz the Debt-Servicing Burden in Pakistan

}_I.

fferent types of nroposals are put forward

here: (i) those that relete to the attitude and nolicy of
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thos~ that are based on
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the debltor'e aflnrts

Tn the former category, the mnst optinistic and

therefore the least nromising nroposal would be that the

n ',

creditor countries should fortiwith write off a2ll the

axistineg debtes and should Continum to nrovide sufficient
fands in a form and at o time such that Pakistan can pay

off 211 fTuture debts on time and in full

L S

Weedless to say, any donor/creditor country is

unlikely to agree with such & proposal; particularly, the



Tmited States Foreisn Act of 12¢7--and the United States
st donnr/eraditor in Pakistan--rules out such
a meosolibility,

It is therefore more realistic to consider the
possibility of an approach that would help reduce the bur-
den rather than eliminate it, The donors should be per-
suaded to blend hard and soft loans in such a proportion as
to mininize the burden of deblt servicing. As already noted,

0F

T.3.2.D, has recommendesd that 809 of loans be soft and
hard, Thié pixt would enable Pakistan to keep the DSR
below 204 throughout the entire repayment period, But to
get the "optimal mix" of hard and soft loans, Paltistan
rshould try to diversify the sources of its loans,

As to the second category, Paklstan would do well
if she realizes tha® the psfmanent solution for withstanding
the burden of debt servicing does not lie with the donors
but in herself The lozns must be mede with considerable
cantion and the nrogramme for development must not be

over-gnbitious,

Given the trend of aid-flows in Patistan and

)

assuming that no major favoureble chance 18 eimectind in
the nerr future, the hurden of Gebt-sorvicing rests larveely
ty of the ecrnnpy to esrn and/or save sub-

stanticl foreicn exchonte sarninss, Increase in the

carninge in forelzn erchonze 15 a ma tter of - eXnory prorotlon




and savings a matter oi imp -3ubstitution, TFurther
discussion of this point is postnoned to Chanter 7.

The posgibility of promﬂting Falistan's exports
by linkins its rerayment 1ilz2bilities with 1its exports me
Pe explored, Thathate has shown that such a policy would

Tinn vhere 1t '"has poltentiality

oY)
i~do

expand trade 1

[

o
o

2

to grow and in a mnner which

[

Y wonlld a

Q

i Just composiftion of
export trade to the sb”ucfu. 1 changes® of the economy,

Tt is clear from the ~-servicing situvation

(o))
)
ct

in Paiizistan bbqb the econory will soon generate serious
balance-cf-payments sitrains unless forestalling messures
are tazen in time, The UYstrain® on the balance of payments
becomes much more serious and tlre:tonlnf if the loans

are ticd, Tznerlence suzrests that most of the loans

given to the develoning countries are in fs

m

3 The

¢
V_l-
ﬁ

C.!_

next chanter c¢iccusses this nroblem in detall

26, . . -
D.It, Thatkhate, "Debt~Servicing as an Aid to

TPromntion of Trade of 3@V310m1n3 Countries," Oxford
Tconomic Pavners, July 1964, 225
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Chanter 6

TIED AID AND ITS TMPLICATIONS FOR_ PAXISTAN

The gravity of the problems ralsed by the tying

®

of aid by source or by source and commodifty 1g being

-

increasingly recoznlized by the economists. The trend

towards increased tying of aid can recdily he seen from

(o

by}

(

the fact that, during 1961-19€2, nearly 667 of gross
bilateral sid was contractually tied or otherwise 1imited.l
Several resolutions of the Tnited Watlions General Assembly,
T il.C.T,4.D, and the Development Assistance Committee ofb
the 0.%.C.D. have noted this with great concern.

The following excerpts from these resolutions on
the flow of external resources to the develoning countries
throw wuch light on the present situation. The relevant
part of Resolution 2170 (ZXI) adopted by the United Nations

General Assembly reades as followss

Yoting further with concern that In some cases tied aid
hes hed, zs practical consequences, she adoption of
projects, sonetines nnrelsted To, or with a mach lowver
nriority in, naticnal develonment p1 ne, and the tying
of ald to the procurcrent of coods from the home marlet
of develoned conntriss which has often resulted Iin an
inefficient vse of resowrces in recinient countriecs and

B.CuDey L lopment Assistrnce TiTorts and
olicies (Paris: 0.,T.C.0,, 1965}, 1. See also
3 her and S.A Abtbas, Iorecign Indugtrial

for Davelonin:-4r

Tonnient vn Pﬂ
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in the supnly of goods and services at higher than
vorld competitive prices.?

tions, o recorded in the zhove resolution,

alony with other ALfficnluing FpncraITV eFper 1upcrﬂ in

“he nresant

. arrancenents of iptnc->ovornnenta1 trﬂn fer

halance

of resources, 'ean nroduce a serious strain on the
of payments of developing countries," (Imderlininz added.)
The »robler of alf-tyineg chould therefore be recornized

as "a siznificant one,"’ Ieedless to say, this nroblem

in itz own right deserves thorouch consideration,

~
,.)4

Kid-tving ney be deflned as neasures taken by
the fonors to curb the reciplents! freedow of using ald
by choosine freely -Tthe most arpropriatae commoﬁitios from
he most sultatle sources of sl on the international
nerket, Tn other words, aid is said to be tied whon‘the
racipient country io formelly or 1aforrmally bound Tt srpond
the fands o the satisfectinn of the aid-giving conntry

or countrics,

EWnifné Nations, General Assembly, Desolufion
R170(XXT) at the 1485th Plenary ¥eeting, Decembar 6, 1940,

*Unnteﬂ Mations, U.M,C.T.,8,D,, Final Act, Annex
A.T7.1 and Final Act, 8nnex A.IV.4% (Wew Yorik, 196A).
)-i- t - e 2
0,7.C.D., Development Assistance Committee, :
e caumonuaunono on Financial Terms and Conditions aoopted
by the DAC at its 58th Session on July 22 and 22, 10€%,




Tyvpes and liethods of Aid-Tving

There are usually two types of aid-tying: (1) aid
tied by source alones and (2) aild tisd by source and
commodity. 1In the former case, the recipient must spend
the aid in the designated source(s) but has, however, the
freedom to choose a wide range of commodities at a price
determined by the donor(s). In the latter case, the
recipient has virtually no choice but to buy the sp ﬁfi d
commodities at specified prices from the specified source(s).

There are five methods by which aid is usually
tied: (i) formal restrictions; (ii) informal restrictions;
(1iii) indirect restrictions; (iv) export and import Cfedits,

and (v) aid directly in the form of goods and services,5

A, Tormal and Informal Restrictlons

The method of "formal restrictions" requires that

the aid-recinient must be formally and contractually bound

@

to spend the aid funds for importing speciffic goods and
services or any goods and services only from the designated
source(s). On the other hand, if the aid is tied through

"informal means” (such as the treditional trade ties,

cultural ties, ete,), the aid-recinients, though not

[ ] JDD
r 1967, p. k.

5J. Bhagwati, The Tvine of Aid, U,i, C.h A
Conference, TI Seseinn, TD/7/Sunn. i, Fovenb
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formally and contractually bound, do spend the funds

almost in the same way as under the formal restrictions.

B. Indirect Restrictions

Bhagwati points out that "the most subtle form
in source restrictions for source and commodity restrictions]
is neither formal nor informal but what might mqst'aptly
be described as 'indirect‘.”6 vThis method is usuvally
applied in any ohe of , or any combination of, the three
following wa&s: (i) to treat the aid flow as Mpart of an
over-all trade arrangement"; (ii) to couple_the aid flow
with "provisions under which the aid is ﬁd be spent" on
the donor!'s goods and services, while the donor in turn
purchases from the recipient "on a preferential basis";
{(1ii) to agree to finance only those commodities and/or
projects where the donor has '"decided" advantage in the

internstional marxket.

C. Ixnort and Immort Credits

This is one of the moct familiar forms of aid-

tvinzg., These credits are eilther private export credits
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(known as "euppliers' credits®) or public export/impordt

credits, The former “are guaranteed partly or wholly by

}_lo

ns iLJTlonc whose financial support for such activities
is directly or indirectly to be traced to official policy!
and the latter are "dwvgcth given in the 1Mnort1n~
country on a long term ba51s.“7 The role of suppliers!t

credits can be well app reciated from the fact that sup-

liers!' credits ipcr@qqed by more than 754 between 1960

co

@ 1965, BXIMBANK of the United States, MEDICREDITO
of Italy, K of Germany and other similar institutions

have extended a udoalun?qu ‘amount of “public export/

-

import credits" to the developing countries in recent years.

- D. Aid Direcctly in the Form of Goods and Services

-

Tast, but by no means least, is the aid c'wcoxlv
in the form of zoods and technical services. On the
averane, the suws involved in this kind of Transfer amounted

to nearly 384 of the total m_loiﬂ"el net aid i

iy

low during

0D

Of the tofal aid-in-ind from the developed

8Tn this connection, see LB Doy Sunnliers! Credits

from Industrialized to DovrTnnln Countries (Wachington,
April 19%7).

'90.?. U., J@V”!O”4~n Assictance Biforts and
Bolicias (Darws, 0.%.C.D., .OF(}, Tavlq -7,




countrics, almost 997 came from the United States through
prosrance durine 1963-65, Canada mav he men-
tionad as one of the occasional supnliers of food aid,

Causes of Twine £id

The folleowing reasons usually play a major role

-~

in tyving aids (i) balance-of-payments grounds; (ii) wnwill-
ingnece on the nart of a donor to offer elther henef

or credi
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one leads
to trinzg by many;'(iv} vrestige and publicity value asso-
ciated with conspicuous nrojects; and (v) commorcial
reasons, including exnort promotion.

The emerzence and per51 tence of an unfavoursble

pe.lance neyments situation in some of the major aonor

countries havae led them to tele measures to esse the strain.

Since the forelcon a2in is one o tThe mojor con-

tributors to the drain on foreirn erchanse reserves in the
donor countrisg, ways and reans are belinz explored to reduce
ece froso this osutlet. Por exasnls, in Hovernber

1252 the YUnited States, because of the nerci

on its balance ¢f mavronts, changed the procurement rolicy
zoverning the DIT (Develonrment ILoan Tund) from wvorld-wide
coupetitive .piddine to primary emnhasis on the e:mort of

thelr ovn zoods; in Tsceumber 1960 the United States forbade



the use of its fund for the yprocurement of goods from
nineteen "reserve accumilatinz® countries, particularly
in Testern Turopes; in 1962 rulez and regulations were

imposes to ensure that the aid dollars given in cash were

spent on "directly identifiable" imports of United States.

¥

origing and by 196€ all aid from the United States was
Wvirtually tied to the T,g,ntt

It is worth obser#ing that both surplus and
deficlt countries cite tﬁé "o lance of payments" as justi-
ficaﬁion for tying aid. "In a fundamental sense, the
balance of payments ground for tying aid is an argument for
aniding the loss of real Iincome! which would follow 1f the
recipientis demand for imports did not métch the quantity

. - 12
of aid-transfer.

The developed countries with either
ezcess procuctive capaclty or surclus stocl: becore very
concerned to ti~ the zid in order to ninimize, if not
alininate, the loss of real income, Hic'tz, however, shous
that M"even 1 the foreign erxchance cost of tied ald is zero
the ilrmrovement in the balance of paimentes [of the donor

- o

count?yl is senerally cignificantly less than the arount

“The Tnited Stetes, &7th Congracs, 2nd fession 1962
Subconritics on International Fxchanze and Lqvwxnfs of the
]

Joint “consric Commithee of Conzrecs, Houtlook for the United
States Zolaonce of Pevments," Hearings Pursuvant to Sec. 5(a) of
Public Zaw 20k (70th Cons.). Statement of Frank C. Coff;n,
Acting Advinistrator of the Agency for International Develon
ment, n. £2,

11

Bhagwati, on. ¢it., ». 10,

].2I-b i’:; o8 PP . 3_7_18 .




of ai”i.."l3 Another important factor behind tyinc aid is
the "ummwillingness" of the donor to provide the benefit

to the "chird partv.' A4s alrcady noted, the Tmited States
declared in December 1360 that it woulﬁ no ionger finance
the nvocurfmnnt of Foods frep the reserve-accumulating
countries. It WLll'bG recalled that when fthe United States
tied 1ts aid, there was an Lrmediate f8ll in German's

orders financed from the United States! Develonnent
Loan ¥und; CGermany alse losh quite a number of establiched
merkets (Twlevry; Tor exavnple). fgain, one of the main
razsons for the donor cowntrics! interest in offering tied

caid is thet 1t carries @ Ypropaganda value; evervone

n puilder of a large-scele nroject

in a develo-ing comntry,  Then too, cowrercisnl rracons
rrovide o groat Incentive for tyine =2i1d, Ficlks rizhtlxr
. ST e ,:'”'tu
Such tyine arrangerents moy also he creation
of lssting cowmerciall ties which :hlial
wonld not ‘F““ﬂf on reogtrichive arrancements Tor thelr
ariztence,
Thacwusntl puts the dseue dn the followin, terms:z

X ' v T - . " el o2 . 3 oo Jn s Tt I ~u

ur, Unitney Hicks, "Hetirating the Toreis =l EACMﬂn;e

Cost of Untled £i4," Southern ¥eonorie Journal, O 3
- A

. 108174,




It is_legitimate to ast whether these official credits
[tied] are, after all, not attempts to support export
levels and improve export performance . . . and
whether it is not correct to regard the flows of

funds implicit in such credits as ways in which
effective export prices of exports from the "lending'
countriesg are reduced in order to coumpete for markets
abroad.

If Hicks and Bhagwati are correcc--and there is sufficient
ground to substantiate their views--it is not surprising
that most of the donor countries are rapidly inc¢reasing

the nroportion of the tied aid to the developing countries.

Inplications of Aid-Tving for Pslzistan

Turnlnﬁ our attention to Pakistan from the
developlnr counLr1e° as & whole,'we are faced w1tn the
ssues of how far Pakistan is aflected OJ ald- tV1nb, and
wheﬁher aid-tying 1s significant enoug h to Justify attempts
to exnlore ways and means for the untying of aid,
Answers to these questions are obviously not easy.
In this chapter an attempt 1s made to examnine the various

implications involved in the ald-tying problem in the case

of Pa'-istan; a proposal for untying aid and/or for reducing

&3]

the effect of tying ald if it has the tendehev for nersistency

is alco given,
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The recent trend of aid

l’Bha Ui'l, cit., n. 8, n. I



anythins hut aneoura oinz., . In & Yemorandum for the Fskicstan

Consortimm, 1065-69, he Plenning Cormmilssion of Pakistan
records

Degvite soma welcorme ilmnrovement in the terms of
credit from a few Consortium members, the averag
interect rate on loans has gone up, the average
repayment period hss shrunk, the provortion of tied.
credits has increased and the grant element in foreign

assistance has virtually disapnesred,lO (Underlining
'addedo)

There can be no mistaking that this trend has a
definite implication for an economy like Pakistan, where
nearly 50% of the development inmports are financed by tied

aid, 20% by untied aid and the rest from its own cash

By June 1965 Pakistan obtained 167 loans/credits-
from fifteen countries, namely, the Tnited States (49),
Germany (€), Japan.(HS), the United Tinzdow (9), the
U.3.5.2. (%), Trance (26), Yugoclavia (9), the Metherlands

(7), Canada (9), Denmar’c (2), Ttaly (1) and China (1); it

e

obtzined 42 loans frow three international agenciss, namely,

T.5.%.0, (19), T.0.4., (17) and I, 7.C. (&), This is shown

16Govcrnment of Pa'istzn, Planning Cormisslon,

Lemorancum for the Palisian Consortium, 1963-(9 (Islamatbad,
Apeil 19 ,\,\ ), Ne 22,

1 na . s .
: 7! fag, "l'led Credits~-A Quantitative Analysis,®
Canital ?ovonepto and Tconomic Dovelorn ment, ed. J. Adler
e' o

¢ fssocizstion (Ifew York: St, Mzrtin's Press, 19u7>,

Proceedings of a Conference el oy the Internztilonal



Out of 42 loang, the Tnited Rtates offersd €

tied, soft commodity loans, 72 tied, soft nroject loans
and 10 tied, hard nroicct loang: only 7 out of 49 loans
vere civen to the rriveto sccetor and ¥ loans were sllocated

to tha

-

is shown in Apgeendizt 4,
Tobhles @ and 10,

Of %5 loang, Gervany nrovided § untied, soft

srojact loans, 17 untied herd nroject loans, W unticd hard

-

comrol ity Loans and 21 tied, herd =—rojec’ loans; only 5 loans

2rland e, the
ield of tyring,

2ll the loansz ~are

covoernrent cector

‘

sorientiural soctor.

23 tastimony to TRate comment,

'
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TEETIC

< - A
Y2




I.B.2.D¢ gave 211 iTe 19 loznes in the form of

hard project loans; I,7,C, 4i¢ the seme for all of
ite € loansy; I.D.4. offered all its 10 Lloans in wntied
goft project loans, Vhile 211 loens frowm T,0,4%, went to
the Governmeht, all loans fromAI.F.C. vere to the private
sector; I.5.1.D. offered 10 out of 1% loans to the private
sector;'7 loans out of a total of 42 loans from the multi-
lateral Sourcés went to the agricultural sector, Appeﬁdix
A, Tables 17, 1S and 10 cleéflf'show fhat all the multi-
lateral inflows into Paltistan are untied as oprosed to

the biiatéral inflows, 1ost of which are tied. Tt is
therefore not anpr;uinc that deﬁeloping countries like

Pal'utan f?VOur pm1tllaiora1 aiW

From such distri bni Lon of TOano in Palistan,

.
G

e
e

clecr that the donors/creditors are stronzly in favour

of offerine tied, hard projsct Joans., When loans were

in

of't, they were almost inverisbly tied.

Only 12 out of 209 1oans were in the form of
Ccommnod LTy aiﬁ-—# fron Germany, € frowm the United State
one Trom the Tnitaed Wingdorm and one fror China. As already

notho none of the commodity loans were Doth zntled and softs

and only 67 out of 209 were untied loans,
Thus, it seems rcssonable to conclude thet this
loan-pattern is one of the major sources of serious strain

on Pavistan's balance of rayments,
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Fagte Cunentitative Lenesiosl

Wag's analysis is the first generally available

guantitative anrraisal of the effecte of Tiel lozng on a

==
&
. R & P B N T I T - I R o
develoning econniy. Fag, oveln) nrimarily concerned with
aid tied Ly source, advises the develorinz countries to learn

#to Live withi-tied credits for a lonz time to come.®

Bhazwatl assertss "the tying of ald Ly source . . & lmposss

!—X-

n practice (and not in theory alone) cost ¢ that are Sounifi

cant enougn to justify attenpts at promolting measures for

. fomaa 320 S ‘o 5
the untin, of aid,® (Underlining added,)

" Tn his nioneering guantit E|V“ anﬁW" is, Eﬂq

reaches a start conclusion: "The tyln up o ?oreigd

1
credite raises the aver

f‘)

rice of plocurevent for Pakistan
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N
=

by 12 por cent,m If all aid were conmplately untied, LY

now Paltistan, according to Hag's findings, could have saved

O

rouphly 2 pillion rupecs (anproximately SH00 million .22 That

a7, out of every 31 billion of foreiin a tanc

UI
e
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tan way he able to gave $120 willion if al

2
H.

it
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0

S

untisd, Toblos 6.1 an? 6.2 1llustrrte this point more clearly

21qr
“lhaq, On., Cit., m. 221,

el o N
“Calenlated from Aprendix A, Table 1, assuming
that the averzge nrice of procurement was 124 higher

throuzhout the whole nlannine period,



INSTANCES OF HIGHER PRICES UNDER

TABLE 6.1

TIED CREDITS (IN CASE OF PROJECT AID)

Percentaze

Seria Hame of the Loviest Lowest Quotation ¥ature of
No, Project Quotation in Tnternafloﬂﬂl Difference Fauipnment
frowm Tied Bidding -~ Dbetween Tied
Source Source dnd
Tnternational
. BRidding
-4
(L8 % 100
_,_)
(1 (2) A (3) (5) (5) (6
1. Dacca heveraze 7. S, Germany ' 15 Cormnlete Plant
Plant
2. AT Beveragzes Japan T.X, 25 Corplete Plant
2, R O& T Sugar [ Czechoslovakia 26 Corplete Plant
11ills
L, J & D Sugar Fetherlands Czechosglova’la 32 Complete Plant
¥ills :
5. Ctg. Sulphuric France 7.8, L5 Comnlete Plant
Acid & Super-
rhosphate Plant
€., Thanpur Sugar France U. %K, €1 . Coriplete Plant
Mills '
7. Uylon Twine Tlant 7.1, Geriany €1 Coinlote Plant

- 9T -



TETIL (L1 (continued)
8. Tabhle Salt ranu- Trance T. K., Germany 71. Comnleta Plant
facture Plant ’ '
9, Harcd Board Japan Germany , 122 Comrlate Plant
Industries
10. 4tlss Plastic & Janan Gervany 25 90 mm, Plastic
Rubber Tndustries mxtender
11, PFengal Steel Janan Germany : - 25  Wire-Draving Plant
iforks ‘ ' (2000~ton Capacity) !
[N
- . o a - - . s I9%e)
12, Tayachi Port T, K, Netherlands 23 Twin-Serewr Bucket -3
Trust ‘ ‘ Drecdsers i
12, Xerachi Port Japan Tetherlands 3f 60-~Ton Self-Propelled
’ Trust Mloating Crane
1%, Nawab Brothars Japan Geryany 30 plant for rmout-eturing
Steel Plant Stcel Hose
15, Telegrarh and Jdapan formosa, Greece @ Insulated anc¢ Sheathed
Telophone Dent. Cable, Self-Supporting
Kerisl Cable
16. Karachi Shipyard U. X, Germany 57 Propeller Plant, Pipeline

& Pnginsering
“Forks

Fittingh, “nrine Lubri-

.cating Pump



TABLE 6.1 - {continued)

17, Italy Belzium, Germany,

Janai, Y*;oslav1a,
Swveden
18, Tastern Chewmical Japan T, K
Plant
19, Raluchistan France Germany, Janan, 7,%,,
Collieries _ Czechoslovakia, Denmerk
20, Xhnlna Rice 11411 Jaran Gerrmany

62 Ste: ag, aluminun
5 i i Insi-
Com-
Stations
73 & os lehyde Pachzaze

87  Centrifuszsl Pumps, Shovel
Loaders, Underground
_TOCOWOT}VuS
Engines, Ra

ls, Ventila-
tion fv"nnn Ai

ir Comnressors

120 Rice Mill

}—J-
v
()
0
"
(_J
o]
D
=3
(<:

Source: Canital MOVOF“HL" and. Beononic Develonment, ed. J.H.
(Mew York: St. Martin's, 1267), n. 328, Table 1.

Adler and P.W. Tuznets

(R,



TABIE 6.2

©S OF HIGHER PRICES UNDER TIED CREDITS

INST AL
i (IK CASE OF COIMODITY ATID)
SERIAL DESCRIPTTION OF ITTIN TOWEST QUOTATION LOWEST QUOTATION PTRCENTAGE
WO, TROM TITD SOURCE FROM OTHFR SQURCTHS DTFT“:ERT.NCE
U.S. (;%ﬁ§i) x 100
(L (23 (22 - () D)
1. Corrncated Tron Sheete Rs. 1122.58 Rs, 372,49 (Japen) 20
2. ,n:1o3 (Tmequal) 8 (# 70 S 119,42 (U.7,) 38
3. Sheets 5 161.99 5 113.50 (Japan) &3
., Pl”t*fs s 154,71 3 102.3% (Japan) 51
5, Galvanized Iron Pipes Rs. 147,28 Rs. 9%.91 (Germany) 55
(13" Diameter per 100 '

_ Running Fest : , _ .
6. Channels 3 172,60 5 106,73 (Japan) o
7 Tees i 207.35 B 121.15 (U.X,) 71
8. Angles (Wgual). 3 171,51 3 96,06 . (Japan) .79
a, Billets > 172,22 3 91.98 (Sweden) 87
10, Wheel * Axle Assewblies ) 794 .1 $  308.70 (Japan) 157

(per Assserhly)

Sources

Canital ?-‘or

(Ziew Yor

e
k2 3t., lart

rents and T’COI’l’)‘ﬂIC D@VOThﬂ"ant ed., J.E., &&ler and P.W. Kuznets
ints, TOt’?), n. 329. .
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eq_ .
b

by revealing stri%ing differences between tied aid quotations
and intarnationsl bids, One notable exampnle of such a

1ifference is the higher ”freighﬁ charges! impose

po )

on

)

Pakistan by the Tnited States.

The sﬁipring industry is the least efficient
industry in the United States and'iﬁ appears that the
United States! charges are highest where the industry i1s
least efficient. ~ As can be seen from Table 6.3, in some
States has charged as Hizh as 113% more
than the 1n1rvp0"10na1 freight charges. TFor example, in thé
case of "Freight on 22 LOCO”O[lVPC (]arfo\" the U. 8.
EXIMBANK charged Palistan wl#,/OO per locomotive, while

Worway was willing to charge only #¢,800, This may rightly

be called sn export subsidy to the least efficient shipping

in¢ustries, The United States in some cases paid the NGif-

ference' to some developinz countriee, bul it gn alified it

7 -
as Baid disbirsed’ rather thon as an "ermort subeidrt in the
. .2k
hufizetary accounts,
In =ny event, the wariation of price ranges fronm

157 to az hich as 1237 in a sample of 20

-
L

v

3

O
C

ects in Pakistan.

In the rajority of tied nrojects, the wnorcantage difference

s

betieon tied oovrees 2and internstionz 1 Lide ranvcgs froa 207

T

hig o ohown in Teble &L,

- Y™
to 400,

N

23 . .
“J.H. Adler, "Cormenls on Yr, Haa's Paner

2]l Moverents and Beonompice Develor—uent, ed, J.H. 4dler

it
AP, Fuznrte (Tew Yortkz 8, 1o 'n's, 1047Y, m, 35%.

D'.l?

1]
L
{

~

[OR (@]

] s - el 4=
Bheroetl, on.-clt,, w0 20y 1, 1.



TABLE €.3

INSTANCES O HIGHTR FREIGHT CHARGES UNDER TIED CREDITS

SERIAL  DESCRIPTION OF ITEHMS LOWEST QUOTATION LOWEST QUOTATION PERCENTAGE
10, ' FROM TIED SOURCE FRONM TINTERNATTOHRAL DTFP“?BNCE
' BIDDING () - % 100

( )

(B (2 (2 (%) (9)

1. eizht on 20 Bozrd % 5,230 per TOCO”OthG $ 5,850 per Loconotive L3
——a:c, Diesgel Tngine (D) 7.8, (orway)

_ Locomotives :

2, 1'eter Gauze Locorotives $11,500 per Locomotive 5 7,500 per Locomotive 52
(BXIMBAYK) U.S. " (llorwav)

2., Freighbt on 22 fLoco- 3 9,500 per Locorotive  $ 5,850 per Locowmotive 62
wmotives {(Srell) (PXIFB@TQ) U.S. (Horway)

%, Trei~ht on 20 Loco- 5 9,900 per Locomotive 5 5,852 per Iocomctive P
motives (Srall) (AID‘ 7.3, (ﬁorwav)

5. TFGi:hf on, 1£ Loco- 514,500 per Locomotive 3 6,800 per Locomotive 113
motives (Iarsa) (AID) i, 8. ‘ (Norway)

A, Treisht on 22 Loco- $1%4,500 vper Locomotive 5 6,800 per Locomotive 113

motives

(Zavrce)

(FXIMBANK) U.s.

(I‘\:* orvay)

Sourcas:

Copital Movements

and_Econonic Develonment,

(Hew Yor'z: St.

1qvtin' =

10073,

. 330,

ed, J.H., Adler and P.W. Xuznets



TABLE 6.4

FREQUENCY DISTRIBUTION OF COMPLETE PLANT,PROJECTS
AND SELECTED LQUIPMENT PROJECTS RTGARDING ' ‘
PERCEITAGT DIFFFRENCE BETWEEN TIED SOURCE AND INTERNATIONAL BIDS

Projects
P Comprlete Selected
Plant . Bquirment
1
Below 20 1 - —
20-40 ist
40-£0 % Z N
€080 2 3 !
>0~100 - 1
100-120 - 1
Cver 12C 1 -

Sowvircc s Calcnlated from Tabhle 6.1,
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7, The TInit~d Statos and the Uni

nattorn in
ance,  The ited States has

4

more then internetional

trd
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rence GEL

7% more in the cass of tied commodity aid, and 299 more in

iy PUS KAV -

the cagr o7 nrojset sld,
It is worth observing that, whils the Tnited
3 3 o7 . s - .
fared avices €17 1lrss than the tied sonrce in

5 for a2 sugar mill project, it che

2677 hizher than internstionsl bidding on another sugar
when the latter vroject wan apvrove? on a tied-loan tagi
, H Joy!
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agenteo for 4tlas Copco, were found to be 32 per cent

to 47 per cent hicher for various itensl?2
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Desnite various limitations, Pakistan hacd sone
leaway in tranéferring nrojects to cheaper sources: the
Khanpur Sugar MiL1L Project from Trance to the.Uniteé
Tinncon, and the Havd-Goard Tndnstries Project fron Jznar

feet Germany.

A Cwitinuv nf Haq's Stuﬁv ' . N ‘

As o pioneerinz study, Hag's attemnt Seserves

o
i

3

appreciation., FHowever, a caraful exémination of the
aesumptions behind his study"unfoldsﬂits.weaknesscs,

Any vaiiﬁ comparison of prices between two sources
6fva'single commodity must assume that the'commoéities are.
identical in all respects, including design, guality,
capaclity and specifications, Hag, being awvare of this
wea'mass, polnts out that “eare has been talzen to compere

el

only suclhi ltems of ecuirment as have ginilar ¢

n

il)

cifications,

(J

bal
i

s S 2 - ‘s o a -
canccity ané quality. M 7 (Underlining added,) 2ut he contra-
dicts hineslf in hils Statistical Arrmendix when he concedes:

m.m

"Mhe Adifferences

o P
o3

Ticationg make cormar-
igone diffdicult.® wwven 1T 1t were nwossible to find
cormrmocities which ars ide

it 1= indeed irmossible to find identical Meualityi, for

Thic., m. 2322,
271"}31( .9 T, -‘2!7.




this involves to a large extent a value judgment.  Tach
country has developed, throush tra ditional trade patterns

and cultural ties, a %ind of "norm" fof judging the quali tles
of goods and services, Tor exarnle, in Palistan goods from
the United Xingdom wonld bhe much preferred to goods from
Japan, even though the goods vere virtually identical in
all,raépects-

Apart from this, Faq has ﬁractically ignored the

Cyr of Wehifts in pfiority”vif and when procuréaent
from a tied source becowmes very difficult. Furthermore,
Bhazvati, utilizins Samuelson's well-known ”OVOI*COhﬂ“n vtion
theoreﬁ“, ghom» that Fag's nethod‘of’measuring the cost of

gld-tving "mav not fullyv measure the cost 1n the strict
‘!29 .

sconomic sense of the tern.

on Haqa's stuly, evvressed his viev that if Hzq were o take

.

account of "the divevzion of adninistrative tzlentst to

untie the tied ald and "distortions of priority", tha esti-

2 (3] () N 30

' 7 P - - o - ~ o -, oy T
mate of 12% wav be concidere? to be an underesitims

[$H]

an accurate comparison between
two sources and nrecise ectimate of the oci of tying aid
may not be nosfsibl~, a rough assessrent shonld Do adfequate

as o gulde to the sescond-besh allocritilon of forsisgn exchange

resduree s,

e
jond
4

)
—
*

v' . PO 7 e - | 7 o S
Hﬂl“” antt Y., Sugnets (eds
C‘r)x]f)«‘:’l_(;. 1)‘. (\'7 O{ 17"!1[} (l @ t}*o,[_‘ﬂ_: ot. -'.‘n’!"‘t:;_"\l <
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Prorogsal for Tntvins A1ld

There 1g hardly any room for doubt about the

wrgency and corplexity of the tied oid problem, Some

Eyy

pe]

feaeihle an® sensibls meassures for tackling this problem
are in order

Perhaps the basgic issue lies in the fact that,

-3_.
(=8
I“l
D
<t
jmy

rer to uee gid-resources

r
¢
]

e ald-reciplents are ea
with the same freé@om as they use thelr own resources, the
donors, for vérying reasons, are quite reluctant to give

that dezree of Irzedom, Given an apount of aid-resources,

the question is how much the donor is willing to sacrifice.

If all aid wersz untied and were in the form of grants, the

-

first-rouné effect would be that the loss of real income
would equal the £1711 amount of aid transferred.
Ls the proportion of untied gran nts declines, the

nroporticn of loss of real income also daclines, On The

0]

other hand, if the donors sive loanz at an international

commercial rate, thers 1s no loss of real incomei on the

contrzry, thers is sore 2lement of "profith involved,

s enbircely v to the donors fto do

o
e

noinlt they are williney to cowpromise, The very fact that
ths develoring couniries are vnable to horrow woney frow

the internzationel carital merket on commercinl terms leads

then fo sppeal for grants and/or loans with "soft! terms

in order to maintain a "aocianllr~acceptable™ minimum growth-



In the ohsence of zconnmic fnecenbivern, Yper

I""
€
T

ageentially lurliecs a Méinlonstict affort Tto obitain

Ant this dg clenrly outside the scope of The prosent eco-

4 o ISR Y LI P . O T N -
noric ans lwveis, The rensong fer tyiny aid have Teen Cle-

cussed earlier. What has not been discussed ig what hanpens
if all the denor countries agree To untie 211 aid., Bhazwati

showe that the Tnited States would suffer a loss of real

f.\J

income while the other donors would zain fron it. Cle:

f.u

rly,

the United States--the mzjor

h

ronor in the world--would be
qﬁite reluctant to do that. IFf the Tnited States does not
untie, as alfea@y notead, the others»wonldkalso refrain from
doinz so. It seemS‘unlikely that the donors, who have a
varyinsg canecity for sustzining losses, conflicting economic
interests and political rotives, would ever unite to untie
the ald in the near future,

Tt would be wise for the recinients to accent this
as a "Pact® and attermnt Lo nininize the effect of tring 4

8

few /proposals ere macde here for untrying ald:

(1) Toreisn nolicy and forelzn econnrle wnolicy of Fazistan

should e well intesrated so as to provide maxinum
diplorotic prossurs for minimiging the apmount as well

(2) If it were possible to have an intermnationsl tencer

before any donor country is sel:cted for a project,

3 . .
“lBhagwatl, on, cit., n. h&
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[

an optinmal allocation of resources wonld be achieved

by transferring the project from an expensive to-a

- \ -
relatively chean source of supply. Hence, Pakistan

shonld attewnt to diversify the sources of its aid,

“For, the greater the ¢iversification, the gre ter, the

“leeway in treansferring projects to cheaper sources

Paltisten shounld attempt to persuade the donors to

corpensate for the difference between the tied source

price and the international price, This would, however,

eliminate the extra repayment of loans, but would not

eliminate the extra 3eyaent of interest. The donor

should incorporate this "compensation™ in its balance

of payments as an export subsi idy to.its less efficient

industries. This would eliminate the recinient!s
revayment oblizations and at thz same time, eass the
anxictyr of tar-payers of the donor cnﬁnt?y. Then too,
Picient industriecs which mizht not otherwise have
survived in international commetition wonld now do so

uncd«r the natisnal programme of dircct suboldy and

not wnter the vulse of tied ald,

If the =tterwies ocvtlined in () fail, Patictan shanls
exert offorts ta convince the Aonor to tis the renavment
oblisations to the recipient's cmnorts Thie woul

greatly redfuce The nrecsure on the balance of navments.



In short, from the recipient's voint of view, a
crant is the best form of ail?, and the next bhast fornm is
thr nntied noun-proisct loan with the softest terms,
ever, donors are culte reluctent To malie grants,znd as
already noted, the proportion of grantc in recen’
has sharply declined, If the terms are softer tL:n the‘
conventinonal terns, thg loans ére uéually tleds 1f the
loans are untied, they are nearly alwavs hard.

In conclusion, it is perhars v

[y
0

e for the donors
to leen in mind that "it is unfair to expect a poor country

[%akistan]‘to zive awvay $60 million each year as = subsidy

o]

-

to the exporters ol certaln developed countries and then

=

to have to rerayv_ this srount with interest in later years,t”

(Imderlinins addnd,)

Hat, On, Ccite, me 2

(%)
1)
-
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Chanter 7

A STRETESY TO CLOST 4rm WAPONT-TIVPORYT GAP

¥

Discussions in Chapter 3 show clearly that
foreizn-ald mocdels are sentially attempts to analyze
the problem of the "dual sap" in the orocess of eco-
nomic development, As élrea@y noted, these two
the savings gap'(Gap I), defined as the ercess of invest-
ment roouirements over &omestic savings at the indicated
growth rate; and the export-import gap (fap IT), d defined

h)

as the excess of projected imports of goods and services

Consvmption,

Investment,

v = CH4I+X -1 hecounting Identity
or ¥ -C -1 = X -5
or 58-I = X -1
or T—S:I"I\.
Le@ay Gap T = Gar IT
Zut in the Yex ante' sensc, there 1s no resason
why the two gaps should necessarily be cgual, Vanelr points
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The reagon why the two-gar evsluwations cannot be Talen
nerely os two different estimntes of the same stetistic
ig that the actual foreign resource gep, as it even-
Bually will be in reality, 1s deternined py both short
. &nd long-run forces, whereas the gap.éstlmate denend
“only on long-run forces, There i1g no reason whv the
neny cifferent lonz-run determinante should worl out
exactly into 2n eguality of the two statistics,!

It has been estimated that in most of the developing

countries the export-import gan dominates the savings gap

In order to determine the "minimum consistent"'amount of
foreign aid necessary te OTlﬂ”e the domiﬁant zan, the struc-
ture of the economy uncer study has ﬁo be GValuated-in detail
There must ve "an appropriste commercis 1 ﬁolvcy'vltuout

. 3
serioue political and social renercussions,"  Diagravmatic-

ally this may be reprosented as followes

O e

?GDP > GDP

"\ LT 7 TE AT TN Y i T
T i N .]_. A R R f i‘.
hiad T o ML T rton > -~ Z TN
'..‘Ef.x..' ORI STV ,Y: \f‘l_»..)/‘ o R - RS Lhrdes) I R R (\‘_.‘,' _‘) .
1

Jo Vanel-, Patinating Torsi~cn Nasource Fesds Tor
Eeconomic Develowment (llev vorie: lcirau-aill 5007 Gormand,
]—?‘(7} 9 T)' j.O(J.

:io“g9 TT'W“.-CoTo'{'\.oDv7 Lre

Tnited Ia i Tracde Prospects and
Copital Teeds of bevelonins Countries (Few York, 19€4),
TD/24%/Sunp, L/AA4A1, 1, ifnnem IT, vn, L=k2,

2

“Vane's, on, cit,, »n., 107,



AB represents the dominant export-import zan anticipated in

a projected yeer, If it 1s possible to compress M and/or
increase X, the can decreases., If no further compression
or increzse of ¥ is possivle, we encounter the
hard can (here CD). Thig dominant hard gsar is the'estimaté

12 minimun consistent external-rescurce roqulr@mp

..)0

It must He Mant in mindé that the target growth _wfo can be
realized 1f and only 1f the hard dominant zan is filled.'
Tzilure to do so nmicht frustrate the development efforts

©
n
et
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o
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o
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chieved,

Prima facie,roné gen may be doninant over the
other but judged from the point of view of e rdness" or
s1bi1itr", the dominance may he lost., Thus it is

reasonable to expect that any attammt to

o
—
L&

Gas TT should

£

to corpress it in order to determine

"'h

the minioum recuirad amount of =xternsl racources consistent
with the atiainment of the target growth rate., TU ray be
noted that, ziven the davelorment structure postule%ed for
tha nroj=ction neriod ani the target orowth rate, imports

of carital and interwediate goods and services are more or

less Tixed, The compressible, sar-determining variabl
arss: exnorts of consurer goods, imports of consumer goods,

and szvings, Chanzes in these varizbles may be accomnanied
by sccial, pelitical or institutlonal ceonflicts,

de chzll sea how far the possibhility of



i
o

)
i

"ecompressibility" exists in the case of Pakistan., Table
7.1 clearly illustrates the dominance of Gap II ovef Gap I
in 1975 in the "ex ante" sense., Furthermore, the dominance
is more pronounced under the low projgction than under the
high one. |

The sensitivity of both the gaps, ceteris paribus,
to the variation of the growth rate of the'GDP is quite
significant. Cap II is, however, less sensitive than Gaﬁ\I;
for the difference of one percentage noint in the targef
growth rate, the latter differs by 347 million,'whilelthe
former differs by only 434 million, This explains that the
economy‘is in a much better position to attaih a higher
 growth rate when Gap IT, rather than Gap.I,’is avbin&ing
constraint, |

In Table 7.1, we see a range within wvhich Gan II
would lie, That is to say, 1f the target growth rate,
given the development structure, lies between 5% and 5,7%,
then the external-resource requirements are estimated to
be 1lyving between $1.2 hillion and #1.5 billion by 1975. Iow

the problen is: how do we bridge the gap? Since external-

I . - s :
a, Hanne, "Key Sectors of the Mexican Bconony,

1960-70," Btudies in Process snslyvsis (ed., Alan S, Manne

and Harry 1, Maritowits), Monozrarh :£18, Cowles Foundations
for Research in Sconomics at Yale University (MNew Yorlk,
1963), 1In the case of lexico, ianne also found that ontimal
use of a relatively swall increase (375 million) in foreign
exchange would increase the annual growth of the industrial
sector from 57 to 8% in a situation when the export-import
gap 1s dominant over the savinzs gan.-




TABIE 7.1

THO-GAP PROJECTIONS FOR PAKISTAN

(Billions of Dollars at 1960 Pricss)

Projections for 1975

based on following
o/ : - assumptions regardéing
Historical : ' rate of growvth of
Coefficient 1963  G.D,P. (%)

[

»

Low

27)

j‘; |;.J.

(5.0) (
2

[\

Gross domectic savin .5

)

\RS)
£

Gross domastic invesiment (I) . 1,20 2,33 2.

,.‘
-
N

(Gap T =TI - %) | * .55 .09 .

N
N
(v

n

Irports of goods and service
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TABLE 7.1 - (continued)

rates 31 = Rs. 4,75,
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¢/ Anpusl averase coroound crovih rate (%),
d/ Totica the distinction batweern the ¥ixport-Tmport gap" and the "trade gap M

Sovrca:  United Iations, U.N,C.T.A.D., Trads Promect ané Copital Needs
Develonins Comiries {(ifew Yorlk, October 19¢7), Tu/;’-r/Suk-" JEACGL. 1, p. 24, s
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'resource inflows (F) do not always necessarily'equal Gap IT,
either M has to decrease (assuming fhat X remains
constant) or X has to increase (keeping M constant),

or the rate of increase of X must exceed the rate of
increase in M 1in order to close the gap. Alternatively,
to the extent that we fail to close the gap by manipulating
X and/or M, we should see that F performs the gab-
equating task. Thus we have four groups of policies by
which attempts could be made to bridge Gap IT: policies

to increase external.aid; policies to increase private
foreign investments; policies to accelerate exports; and

policies to reduce imports,

Policies to Increase Poreign Aid

The absence of a general theoryv of economic

development has long been creating a feeling of uneasiness

AN

in the minds of those who are actively engaged in development
studies, empirical and theoretical., Bruton states: "In

the absence of a general frapework--a model--within which to
examine the problems of the underdeveloped country, much of
the discussion has taken place in 2 virtual theoretical

vacuum and consequently is often unsatisfactory both logically
_ v

. 9 L4 2 al “t
and practically.® This absence is unfortunate but not

5H.J. Bruton, "Growth Fodels and Undercdeveloped
Teonomies," in A,N. Agarwvela and S.P. Singh (eds.), The
Geonomics of Underdevelonment (Mew Yor'c, 1963), D. 219,
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unexpected, Any search for a general theory of development
is seriously handicanped by the "heterogeneity" in initial
resource endowment, in cultural bac'zground, and in
institutional framework among the coun*ries looso]v bearing
the "underdeveloped'" label, The feeling of uneasiness
equally pervades the field of foreign_aid. The theory of
forewan aid is as much in its enbryonic stage as the theory
of economic develonment itself. Chenery and Adelman states
Althoush advanced countries are now providing
.nublvc grants and loans to less developed countries
at a rate in excess of six billion dollars ner year,
.there is ag yet no scientific basis for determining
the effects of this resource ‘transfer on the re 01p1ent's
gcononmic development., " In the absence of a valid quan-
titative ¢ nolv31s, intuitive judgements are made as to
the. *mnortance o foreign aid, ranging from “vital'
to “n@gllglbl, ‘
A few theoretical attempts accompanied by empirical
supnort have been made, A review of the selected models
hae be~n precented in Chapter 2, The most noteworthy efforts

have been mede by Fei and Paauw and Chenery and Strout. A

careful comparative analyvsis of these tyo atterpts reveals

their weaknessecs., While the Fal-Paauy study finds Colombia
6 .
G. Renis, DLconomic Growth: Theory (Iew Haven: Yale
University hconomic Growth Center, 1968), Center Paper
ITo. 115, p. H16,

7W.n. Chenery and I. Adelman, "Toreirn Aid and
T Weonomic Developments The Case of Greece,'" Review of
Teonortics and Statistics, Pebruary 1966, »p, 1.
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to be a "successful" dountry in the sense of approaChing
the stagé of self-sustained gfowth, Chenefy and Sfrout put
it in the categorykof “hopeless" countrics, Agaiﬁ, while
the Chenerf-Strout studv finds Israel in the category of
successful countrieé, Fei énd Paauw brand 1t as an
, unsﬁccessful'oné5 Bécause ité aid tefmination date is‘
found to be infinity; |

An éttémpt to inerease foreign aid presupposes
a positive role in acceloratlng the rate of economic

development, It is argued.that the aid not only removes.

e

strategic scarcities in imported goods but also augments

8

the resources available ffom domestic savings.  Opinion
about the latter role of for01 'n aid is divided. Friedman,

disagreeing with most development economists, points outs

The domestic scarcity of capital results from the
lack of environment favourable to private property
and enterprise By reducing the pressure on govern-
ments to create such an environment, the final result
of government to government grants is Likelr to be a
reduction in the amount of capital avajilable from
domestic and other external resources.

Heavelmo agrees with Friedmen on this negative

R.I. keXinnon, "Foreign Exchange Constraints in
Teonomic Develonment and Nfficient Aid Allocation,® The
Economic Journal, June 1964, n. 388.

9L Friedman, "Foreilgn Ticonomic Ald: leans and
Objectives," The Yale Reviewy, Vol. &7, 1957-58,
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role of foreign ald, Rahmen has made 2 sgstaticstical

atterpt to test the Haavelmo hyrothesiss his results support
the hypothesis by showing thet foreion cernital inflow is

invercely correlated with the domestic zevinss

*

L_A
)
l—)a

is shown in Tizure 7.2. Tzndan has indevendently conme to

. 12
the sarme coneclugion,

relio hyonothesis is open to

gueation,™ Secondly of 2 zound "monolithic™

theoratical framevorl: for all develorinz countries, any such
genaralization may be micleading, Thirdly, there are many goods

b

andé services which have "strategic® importance in efficient

indnstrial growth but cannot he nreduced domestically, ¢ilven

“conoric frowth and Capital Trans
Underdovelopad Arana,W Stulr YWoa's
neonnmatric Aroroach to Do V:WOPWhnt Tlennine (Oc
1065), Pontifliclae feczdermiae Scientiarva Scrintes Vo
(frmsteriaons Forth-Tollend

.
Cud
Corpany, 1905)

11

L5
ity Mahman, "Poareisn Canltal 2nd Domestlic Savinzs:
ey nCr
b

Rats e of
fror Devalonped U9

& Test of Taavelmo's Fynotheg ge=Conntry Data,!
Reyicr A7 Teonordcen and i N,
127-130,

ZO

) 1, Determinants of Sevinoz in Iab:
o, 13 (Center for International Affalre,
i-L‘)T) L] 7j_{‘o -L'-EO.

isadvantages of the Least
ce C,TF. Cnrlct Teonometric
John “Wiley & Sons, Inc.,
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FIGIRE 7,2
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Source: M, A, Rahman, "Forelgn Capital and Domestic

Savings: A Test of Haavelno's Hypothesis with Cross-
Country Data," Review of Economics and Statistics, .
February 196&, De 137




the level of development, These goods must be‘imported and
if foreirn- exchange earninge are not adeguate to cover the
entire ilmport reqguiremente consictent with the tarcet growth
rate, forelsn resources become a necessity.

The danger of drawing concluzions from an agsre-

ate anproach is grealt, Our regression analysis reveals

952
.
3

that the corraletlon,betwenﬁ domestic savings and the foreign
. . . \ . . 2 -
canital inflov in Pakistan ls po sitive and hlgh (R = 0.519;

it is significant at the 1¥ sisnificance level)., This is

shown in Figure 7.3

However, given these flnoﬂn"o and other available

studies™ regarding Pakistan, it seems reasonable to assunme

that foreign aid did'and'would play a positive role therej; and

that ways and means should, therefore, be explored to increase

it. Rut it is no secret that the suprly of foreizn aid is

ezarmles 1s Pak

attacl durins the hearin

—

1+See'I. Brecher and S,A, D1 d
Industrial sovelorment in Pacisten (G onts v
Develorini-irca nl”CNQﬂ7 Docntpar 1077) meocranhed, )
1,8, Chencry and £, Fachvan, MOntiel Petierns of Growth
and Aid: The Case of Pakisi Jn,”'The Theoryw and Desicn of
Economic Develorment, ed. I, Adelman and 7., Thorbeclie
(Baltirore: Johns Fopkins Tmiversitr Press, 1964),

Lt least, this applicable to some major donors
of the UOPTC, nq”01 the United States, the United Kingdom
and Trance, ' “
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TABIE 7.2
e e S

SAVINGS AND FOREIGN AID AS A4 PROPORTION OF GNP

a/ b/
YEAR S F
(TULY - JRIE) ¥ ¥

. 030 . 007

1051-52

1052-53 031 - L0083
1953 -8k . 050 o .009
1084-5% 091 : 010
1ORELEL 070 .020
108657 .030 .029
195758 010 .050

1055-50 050 - .030
1950-C0 - .060 ; - .029
1960-61 .08¢C - .050
106162 L0090 . - .0h9
1962463 .110 , 060
1962 -6 .080 SR .050
1964 -6F 120 . .00
1065-66 ‘ .070 ' .060
19€6-67 . 100 .059 .
1067-63 : .110 ‘ S L061

{

Donestic Savings

a/ 8
Y T.H.P,

Toreign Capital Inflow

Source: Derived from the sources as cited in
Appencix 4, Tahle 1 s

LLe .



Senator Joan C, Pastore of Rhode Island, while questioning

the

S

tssistant Secretary of State for HNear Bast and South

fr
C;

Cay

i}
-

~
G

[

fairs, Phillins Talbot, declarec:

‘Here we are dumping a lot of money into Pakistan
and we are doing 1t only for the obvious purpose
that we cdon't want the Chinese to infiltrate. Then
these very same people go ahead and they make
econnmic agresments anc other agreements, with
~the very negnlp wvhom we are arfraid night take
them over. :

His eriticism did not go in vain. The Johﬁson Adminis-
tration fbllowed a "get tough" policy with Palistan in
1965--at the very tinme when U.S., officials were citing
Pakistan aé an Yexarmnle in Asia of what a devel o ing
country can Go w1th wise planning nd'foreign as sjstaHCP 17
In'July_1965, while the Johnson Administration had already

pledged funds to Indie throuzh the Aid-to-India Club for

the next year without »
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anpropriation, it reguested s two-month nostponement of
the Pakistan Consortiuvm ¥eeting on the zround that Con-

sressional authorization had not ta'Oﬂ place and thus the

] - A . .
Gﬂuotoc fron J. Eyoob, M"I,3, Tconomic Assn“,
istan, 1954-£5," indian Quarterlv, Anril-Tune 1967,

/ 1= 1so The Vew York
Times, August ?O 1¢ ( "yhere it is noted That The tough
fnerican attltude toward Pzkistan orizinates “from the
pdministrationts calculated desire to prove to other nations
that they must not ta'e imerican aid for granted and that
even commendable economic performance will be insufficient
if it is accompanied oy cignificant »nolitical oprosition.®
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Administration was not in a position to plédge funds to
Pakistan for the first year of its Third Plaﬁ, despite
the fact that Pakistan's performance was by far the best
of the S@uth-ésian developing countries., In September
1965, tne Indo-Pal 1stan'war broke out and- the Johnson
Admlnlstratﬂon qulcklv selzed the owportunltj to suSpend
all aid to Pakistan, |

Since the foreign volicy of a developing country
lcanndt always_be‘dictated by economic considérations
alone, the supnly of foreign aid cannot be taken for
granted, The desire fof ultimate independence ffom alé
originates in large pgrﬁ froﬁvits pqliticai impiications,
but also.from the problem dflnon;opfimal‘eéonomic éhoiceé;
Most of the aid-giving agencies insigt on project-type
ass istance. This often gives rise to sharp conflict
between donors! and recipients' views on national priorities
Donors tend to look for nrojects that have high publicity
valueQ-projecfs of gigantic size, like hydroelectric
schemes, Tor comprehensive and coherent planning, these
are no more relevent than items like Tertilizers and
improved seeds. Again, the donorg themselves differ
widely on formulating nriorities. The danger is that
the project'ultimafely selected may not fit into the

planning frameworlk, "One may . . . doubt the sanctity of



ehid

national planning when the country is itself in no posi-
tion to protect the relative nriorities of its plan and
vhen foreign assistance is given on a [project-by-proj@cﬂ
appralsal by technical teams of foreizn conﬁulﬁants vho
may havg no idea of the broad nriorities of the qguntry."l8

| As already noted, foreign official loahs.show
a rising trend while grants show a declining one. During
the Pfe-Plan period, grants constituted nearly 67% of total
aid given to Pa%istan. The proportion fell slightly to
607 during the ¥irst Plan period., But the drastic fall
occurred durinz the Second Plan périod, when the percentage
figure stood at only 14, The Third Plan is currently in
its fourth year, So far grants have comprised only 6%
of total aid, Palkistan received an average of Rs. 71k
million as project aid and Rs., 617 million as commodity aid
during the Second Plan period, Over the four years of the
Third Plan period, project aid (Rs. 144% million) was
nearly double commndity aid (Rs. 782 million).l9

An unpublished renort of the Committee on

Foreign Ald TUtillzation reveals the disadvantases of

project-tyre aids

lbﬂ. Fagq, "Problems of Formulating a Development
Strategy in Palistan," in 0.W,C.D., Development Plans and
Programmes (Paris, 1964), p. 120.

9
1’See Appendix A, Table 1,



As the Plan depends for foreign exchange . . . on

aid . . . , the investment target can be met only if

the aid-giving agencies acecept all the plan schemres

evactly at the same time that we want to commence

worx on them. TFxperience has shown that a large

number of schemes listed inm the Plan are not accentable

to-the aid-giving agencies while others are accented

only after a long delay, 20

Apart from this, it is worth noting that a

significant proportion of foreign aid consists of technical
assistance, It 1s hardly realized that the foreign-
exchange component of this type of assistance 1s very
small, except for local expenditures of the technical
exnerts. There is some evidence that the experts often
save the money for vacationing or other purposes, rather
than spending it in the developing country. The dis-.
erepancy between the nominal value of technical assistance
and the actual value (in terms of foreign exchange) has

been estimated as at least $1 . billion in 1963 for the

developingz countries as a whole,

©

While poliey-maiters in Palistan are accordingly

thinking of ways and means to reduce 1ts dependence on

4]

foreign aid, the idea of Tormulating a policy tn increase

0 . . . . R
Government of Pakistan, Rconomic Affairs Division,
nt!s Secretariat, Report of the Commitiee on Toreien
lization, October 1962, n»n, 5, (Unpublished.)

2lgee &, Maddison, "The Balance of Payments of
Developing Countries," Banca MNagzionale del Tavoro
ouarterly Review, lio, 77, 1966,




it way annear rather contradictory. In any event, it

U)

o~

¢lear from the nasﬁ recordé and present intentions of
the donors that there‘is'little possibility of a'ébec~
tacnlar increase in the cuantity of foreizn 214 in the
foreseecable future,

Against this background, the best strategy for .

Palzistan wonld be to seeclkr an imrmrovenent in the guality

- - *—-—-&' —— —
rather thua 2n increase in the guantity of ?or01cn 2id

The qvality of aid is reflected in its composition and
terms of svailablility, ' Since a considerabhle amount of

recent bilateral aid 1ls tied, the real value of total aid

ok

can be considerably increased if the effact of Tying could

he significantly reduced, It will be recalled that in the
s amounted to 20Y of the nomina

Ae things stand, the high nrorortion of tied

project loang han not only nubt hervy nressure on the

-~

ect of tying reduced the real value

1

balence of vayments through the ever-increasing burden
Ho
CUULT, ans, Mew Prorosals the 'nternational
Finance of DﬁvrT onment (Pflnceuon. PrL caeton Tniversity
Presz, 19%Y), Tssave in Internationzl Finance, Io. 5%, 1w,

Hag, op,., cit.

24
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of debt service, but has also distorted national priorities
for sound deve?opment.24
But it is seldbm understood by the recinients
that the developed countries too have their problems,
Fofeign assistance is not only in competition with the
donors' domestic expenditures-rin which welfare and
‘national security are high iﬁ;priority--but also with .
programﬁes of tax reduction, which have consideréble publid
anpeal, In wany developed countries, aild to relatively
depressed areas or disadvantageous groups is viewed as
no 1ess'important,than aid to the developing countries.
Nor does it requiré much imagination to realize why.the
.donor ties its aid when it is beset with the balance-of -
payments‘difficulties,‘or distributes food freely when it
is burdened with surpluses resulting from domestic agri-
cultural policies, But it does require imagination to

probe alternstive channels when the existin:

channels for

3

¥

a smooth and steady flow of ald are blocked,

If wise forelign policy can bring a larger amount
of foreign resources, then economic nolicy and foreign
policy should be well integrated. The attempt to reduce
dependence on foreizn aild should not be interpreted as .

substituting efforte tn increase domestic resources for

Maq, op. cit., p. 12.
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efforts to increase foreign resources. The crucial
problem lies in formulating a plan flexible enough to
cope with the uncertainties invelved in getting the right
ameunt and the right &xind of aid at the right tine., The
risk could, however, be reduced if devendence on foreign
aid were spread more widely over donor countries, so that

.

larze individual donors would have less influence on -

U

develonment policy in the recipient country.

Policies to Increase Private Foreign Investment

The fundamental distinction between the inflow
of public and private capitai lies in the fact thst whlle
the latter is mainly dictated by the mar{@t mechanism,
the former is not. Although in deveIOping countries the
proportion of private capitalfinflow in comparison to
nublic canital is small, the evidence of an upward (down-
vard) Trend would reflect OVO”—all strength (wealkness)
in the receiving econowy., Since the primary motive of
foreign nrivete investment is profit, it seslts outlets
where the rate of return on capital is expacted to be
mzxinum, fhat is to say, where profit is waximized, et
nrivate investrente flowing from developed to déveIOping
countries do in frct show an upward trend over the period

6'25

")\

1960~

s l

25Unitoo Hations, U, W, C,T.4.D,, Trade Prosnects
and Capital lieeds of D@VﬁlOnlnr Countries (Wew York, 10(6),
™D/2%/Rev, 1, 1. 40,
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Turning to Pakistan, the main problem in tapping
foreign private capital lies in providing the appropriate
amount of incentive and security, Too much incentive

may altract large private inflows, but the reverse flow

of dividends and profits may outstrip the new investments.
On the other hand, too little incentive may mean practically
no new private capitalg indeed5 it mayvdrive avay existing
capital, | et

| On &pril 2, 1948, the Government of Pa'tistan
announced that it "yould always he prepared to give
favourable measure of protection to industries established
in Pakistan. . . . Pakistan would welcome foreign capital
seeking investment from a purely industrial and economic
objective and not‘claiﬁing aﬁy snecial privileges. . .+ o
forelgn carital will Dbe welcomr so long as op?ortunities
for participation of indizenous capital are provided and

26

monopolies avoided,! Although these terms were gquite

9]
0}

reasonable an® attractive, Pakistan reserved th

to take over or narticipate in any industry vital to "the
. . . 2

security or economic well-being of the State.,"

nothing was said regarding the payment of compensation in

_ 26Quoted from United Natlons, Foreigzn Investment
Taws and ERegnlations of the Countries of Asia and the Far
Rast (New York, 1951), SI/ECAFS/1, pn. 56-07.

27Ib A
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‘ case nationalization actually takes place.2 - By contrast
the Philippines assure "just compensation"29 in the case
of netionalization, As for the Y“reverse flow" (1. c€e,
remittance of profits and dividends), "the Government will
allow facilities for the remittance of a reasonable vnro-
portion of profltu to countries from which capital is

i 30.
drawn, "

Because of such ambiguities and political
instability, Pakistan was unable to attract substantial

ivate capital during the Pre—Plan period, 1947-

}_’:
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1055 it averaged only Rs. 19 nillion per year. Inflows
dropved to Rs. 1€ million during the First Plan peried,
1955-603 extreme politicalvinstability;was the chief"éause
of this decline, and there was substential Capital 1%
from Pakistan, |

The military regime which took power in October

1956 quickly restored political stability. Private foreign

canital increased nore anu Tivefold, averaping Rs. 8%

nillion per year durinz the Second Plan period and =s, 95
oo . , . . 21 /

#111ion during the reriod 194860,

- o—— - —— e———

20
T “Government of Pails
l\')

F LRI, Stﬁbement of Industrisl
Policy (Karachi, April 194§
® 3lgee Apvendix &, Table 1.
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To attract more »nrivate anvutnent Palzistan

has recently offerad the following additional incentivess a

“

. \
tax holidey for new ventures--from 2 to ¢ veers denending
upon the geogranhic location, with the relatively leas

Geveloned regions receiving the longer holidays; eligi-

'Y

bility for tax holidays to cover a wide range of industiissy

earrying forwvard of pasht losses; liberal depreciation

§)

allowances; income tax reliefs Lo fo”01b- technicizans;

easy repatriation fzcilities; a -groempnt with tqp Un1 ted

States and “Jest Germany guaranteeing investment; and double
taxation relief, Tor substantial increase in private
canital inflows, it is suggested that Pakistan should be
clear and specific on the "nmationalization" issue; it
chould promise reasonable coupensation in case of national-

ization of any industry. Towever, the “reverse flowh

It is further suzrested that the Tovernment of

restrictions on the
consuner-oriented irmorts because 11l-desisned immort-

policy in this dirzction mey dilscourage nrivate canital
inflows into Pz'wistan. This sursestion is based on our
analysis which shows the axlictence of

tion hetween forelirr nrivate capital inflow (F.) and

2

imports of consurer z£00ds (C ) or imports of raw materials

4

for consvmer zoofs (R

'\ ~
. - o
323se sppond iz &, Table o,



Policics to ITneronao umort s

The prosnect for expanding exports

of primary

coods with an evae +n
V :

reducing the exnort-immort gar seens

at Tirst to be discourasing, “Jorld derand for the primery

cormodities of the developing countricc has

sloved, down
gignificantly since 1951 for

-~

-

the following major ro

- " =
erersence of Cvnuh,ul csg as

a substitute for many neturel

rawv materialsy low elasticity of demend for primary

kD)
.
&

cormoditics; the

sualler couponent of raw materials per

-

unit of finished good; agricultural »rotectionist nolicy

by the developad countries; aid glow growth of .demand
. 273 : .
for foods in the develoned countries,”™™ Preblisch's well-

known thesis suggests that the lons-run tendency for the

pricas of »rimary nroducts is to deteriorate relatively

2

tured coofg,” The Renort of the

T 7,0, %, A0, Secretariat in the Secnnd Conferencs in Hew

certys "It world Le mnrealisth

;...Jc

to lool For any lirroveriont from additionn] ermorts of

pripary copnetities unless there wers reazons to expect

g rejor chift in the imnort policice of devalorned comntries

o
with rosoect o neirars neaducts, "
22
“UI. Pincur, Trode, 410 snd Dovelornent (iTew Uoros
Lefirau=TN11 Do’ Go priy, 100 7Y, T, 22°7-20h

Soverdg A ey frocdo Polict fop

(7lenort of the Secretary General)
LA /3, np. 11-17.

Dovelornal
(17 Sor:

it

ohale . Trade Frospneels

onntrics (Cow Yorin, 197C),

L
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Both the theoretical and empirical bases of
Prebisch's thesis.haVe recently been called_intc;'question.36
The fundamental fallacy probably lies in drawing conélu—
sions from the sg;:ovate gloomy picture, thch shows a
declining trend in the world demand for prlmary products,
The degree of fgloominess'" may well vary'widely”from country
to country.' Just beéau se the recorded agg regate expan51on
rate of exnorts for the developing countries as a whole
is élow, and because world conditions‘are unfavourable,
it wouTG be unreasonuule to suéuest that any strates
to improve exports for any particular developing country
would meet with failure.

o 4 close look at the socio-nolitical and economic
baclkground of Asian:and Iatin American‘countries would
revesal that a slow rate of exports 1s not exclusively
function of world demand conditions, but also of sth
domestic factors as an over-valued currency,37 inflation,

and political instability., "For most underdeveloped

countries, variations in the supply of exnorts seem to

> See 11,7, Tlanders, "Prepisch on Protectionism:
an Tvaluation," Tconomic Journal, June 1904, pp. 205-326;
H.G. Johnson, Feonomic Policies Toyards Iess Develoved
Countries (Yashington: The Brookings Institute, 1967),
Appendix A, p. 249,

3‘7Tn the case of Pakistan, the extent of over-
valuation approximstes 327, See 1.4. Pal, "Domestic Prices
of Imports in Pakistan: Extension of mplrlcal Findinzs,®
Pakistan Development Review, Winter 1965, p. 554,
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have been more important than fluctuatvions in demand,

Tor Pakistan in particular, "in many Cuo@o, the bottle-

neck ig ne lonter a _lec’s of exnort marikels avroad but

aCegquate procduction at home . . . about four-fifths of our

present exports were suffering because of the profuction
bottléneck.ﬂBg (Mnderlining added,) 

7  Thus there anrears to befwideFSCOpe for increasing
the.exportsbof developing'countrieé,'ésPeciélly manufactured
good s, buring the.l960's, Pa'c «utan hac revlqreroﬂ an 187 |

Cincrease in the export of manufactures, as opnosed to a

40

2.57 increase in exports of primary commodities,

Thev
Planning Commission has found that fish and rice are-
potentially very good sources of foreignfexchange earnings.
It has also been suggested that raw—jdt@ exvnorts should

be stabilized around an annual level of 4O to 45 thoﬁsands
of wales, in order to prevent prices in the 1nTor1etional

mariket from falling. Towever, no plausible technique

has been proposen to achieve this target.

A
38&.1. liachean, Export Instability and Iconomic

Develorment (London: Allen and Unwin, 196€), p. 204.

See also H, Myint, "The Inwvard and Oubward Looking Coun-

tries of South-Tast Asia," lialavan Wconomic Review,

April 19067,

“Government of Palkistan, Planninz Commission,
iefinz for the Paltistan Delegation to the Bleventh Meeting
istan Congertium at WJashington on 21st and 22nd May,

o (May 1968), Annex D, (Unpublished.)

"O1pia., p. 2.



of Pakiétah's policies td stimulate exports,

the Export Bonus Scheme 1s by far the most important.

It was introduced in 1959 and was scheduled to run until
the end of the Second Plan period. The objective of
 introdu¢ing the scheme was to create price differenfials
in favour of optimal economic activities through an im-

licit multiple éXchange rate system. It seems that thp'.
allocation of foreign exchangé through free operation 6f
market mechanism has been satisfactory during the Second
Plan eriaﬁ; It was then,extended through the Third Plan.
“Prior to 1967, the prices of bonus vouchers as percentages
of face valuve fluctuated around 150%, and in 1967 it
was abouﬁ 170~ 180ﬁ (This is shown in.Table 7¢30) Although-
the scheme has received_considérable attention from econo-
miéts, opinion as to its effectiveness in stimulating
export earnings is diVided.' Some argue that the differ-
ential bonus rates (viz., 20§ for sugzar, rice milling,
jute textiles, dyeing, etc.; 30% for all manufactured
goods except jute textiles; and zero per cent for tea,

salt, chemical fertilizers, coal and petroleum products,

LrlThe main features of fThe Scheme are as follows:
for nractically all manufactured ﬁoods, and selected
matnrlqlq, the exporter, upon surrendering his foreign
exchance to the State Ban“ of Palkistan at the of JlClal
exchange rate, obtains a voucher which suthorizes him
to purchase foreizsn exchange egual in Value to a specified
percentace (called the "bonus 1’ate") of The foreicsn
exchenze earned, This voucher is freely TvanvFovAUIe,
and its price (called the "nrernium") is determined by
market forces,




PRICES OF BONUS VOUCHERS
(In Percentages of Face Value)

Ordinarv Vouchers Hiech Low
19632  1st quarter 174 150
: 2nd guarter . 18% 163

3rd quarter 170 157

kth gquarter 167 1k

1964z 1st quarter 159. 146
- 2né quarter L7 125

3Ard quarter E 150 - 137

4th quarter 156 140

1965:  1st quarter 174 147
‘ ond quarter . 170 1w
3rd quarter KL 118

bth quarter o 1o 134

19663 1st querter S 167 148
2nd gquarter : 163 149
3rd quarter 161 7

4th querter 156 - 151

1967:  1st quarter 167 151
2nd gquarter 178 - 159

3rd querter 188 162

Yth quarter 1.8k 166

DTty per cent Reservad

Juta Vouchers Tigh : Low
196€ 1st quarter 40 %0
2néd quarter Ll o)
3rd quarter A Ll
Yth quarter Ll Ll
1067:  let gnarter 104 L8
2nd quarter 1078 85
Ard quarier 115 . 89
Lth guarter 13% 70
Sources I, 3.R.D, end T,.5,4., Current Feonomic Fosition
of Tovistan (Washinzton, &rril 107.0), Vol. 11,
Statistical Aprendiz, Takle 6. (Unpubliched.)



cotton ginning, jute pressing, etc.) have distorted tlhe
export pattern and resource-use in favour of commodities
‘WhICh earn less foreisn exchange. TFor exaﬁple, though
cotton earns more foreizn esxchange than rice, there has

been a shift in relative acreage in favour of rice,

Again, raw cotton and raw jute are the highest foreign-
exchange-earning items in Pakistan, but the pattern of

exports has become biased in favour of cotton and Jjute

.textiles because the latter enjoy a 20% bonus rate while
-the former are not only denied The bonus rate but also

are subject to export tax.hs Purthermorc, Thoma s suSpecté
that the Export Bonus Scheme permits manufactured goods

to bé'exported at a'price,in terms of foreign exchange,
which is less than the foreigh—exchange cost of direct |

and indirect imported inpuﬁs used to produce that commodity,
resulting in a loss of foreign exchange.hn If this is

true, it would seem very questionéble whether the ﬁxport

Bonus Schene shnuld be allowed to continue through the

forthcoming Fonrth Plan neriod.

o
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G. Foharmad, "Some Physical and Economjc Deter-
minants of Cotvton Proﬁuc?ion in West Palistan,'" Pakistan
Develorn-ni Review, “finter 1963, pn. 401-527,

L3 — . . N M D 1ns
~“R, Mallon, "Fxport Policy in Pakistan," Pakistan
Developnent Review, Snrinz 1266, :

m"’S P, Thomas, 8 Critical Fvaluation of Tmnort
Licensing in Paklstan, Research Report No. 208, (Karachi,
Tebruary 19(6) (leoo:raphed )
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K recent study carried out hHy Solizo and Stern,
however, dispels the doubt to 2 large extent, for appar-

ently nene of the 43 industries studied has suffered a

o)
o}

5 .- .
forcisn~exchanze loss, - Turthermore, the industries
with the highest import reqguirements are receivins the
.c s 46;' . 1.' o .
highest bonus rate. The study also confirms the findings
of Mohammad and of Iallon thﬁf thrvo hos been a marked
shift of resources in favour of menufacturing industries.

In the short run, this may imrly a loss of foreign-exchange

0]

sarnings because of the diversion of resources from the

nroduction of goofs earning the most foreizn exchange, nanely
- Jun} g N ] 9

cottoh and jute., But this shonld not be a matter of great
concarns as already nbtéﬁ, it WOQTﬂ b unréaliﬁtic to loo¥
for nnj improvement from nﬂﬂWilonﬂT exrorts of nrimary com-
modities unless the immort molicies of develoﬁed countries
are drastically changed. Against this background and in the
lonz-run context, an exnort natisrn blased in favour of
manufzctured coods apoears to ho a sten in the right
dircctinn, Thz best stratvjy, therefors, wonld bhe to arrly

efficiency? cri

ximizing long-run

. Ha

net foroisn-eich:

ne exrnincg--as the heosic for assizning

arororriste honuo rates, Whis hzs not bren adegnately

“Z. Soligo and J. Stern, "Some Corments on the g
RBonne, Txmort Promotion si Tnveghnant Criteris,t Prkiatan
) - ’ R R AT Y

Dovelomnent Teviow, Srrins 1900, w, W2

e




Another major wnroblem concerning exports of
developing c countries is export-instability. A major.

issus that any export-oriented develoning country face

Lo

[6)]

ise will fluctuations in ﬁxpovt ea annf frustrate the
ﬂevelopmentveffort by wealktening the economy's ability.to
obtain required imnorts and fhus»producing"fluétuatioﬂS»
in inve txbnt and DroducL10n9

| A rank-correlation aﬁan’1° has been used herel
to assess the impact Qf exnort flucpations on investﬁént.
and procduction in Paicistan. The results show that.fhe

rank-correlation coefficlient between annuzl percentag

flucuations in exports earnings (X%)’ and investﬁﬁnt

(I’J‘C) ig pot significant at the 5% level of significance,
One possible explanstion fov this lies in the tendency of

the Government and businossmon in Palistan to gtore

capital goods and rawy materiels in anticipation of short-

).,. .
ares of forelyn exchanze Thie brea¥ks the usvual relation

Co

between foreign exchange earned and imports of carital

goods and raw rmaterizl for such roods., But since both

}—J.

nvestment and the ¢,iH,P. arnear to be unaffected by
fluctvations in exnort earninzs, the guestion arisces as
to whether any substanticl benefit can be derived from

stimulating exports, In the short run, the effect mev not




be large, but in the long run the trend of export earnings
is bound to influence the course of economic development

The following measures are therefore suggest

4
[oN

in order to increase export earnings in Pakistan: (i) the
"honus" rate should be allocated on the basis of the
industry's ability to increase net foreign exchange
earnings; (ii) exporﬁ outlets should be diVersified
(Pakistan's exports are now highly concentrated in the
United States, the United Xingdom, mainland China and
Japan) so as to withstand the impact of major Iimport-
policy chénges in a particular,coﬁntry; attempté‘should
be made to find new markets for manﬁfacﬁured goods in the
éoéialist countries and in the market-oriented developed
countries, Some progress has‘indeed“already beén‘made.in

this direction.

Policies to Reduce Immorts

One of the most crucial elements in the strategy
to close the export-immort gap is to cut down import
requirements in such a manner as not to affect the taréet
growth rate, Given the level of develorment and target

growth rate, the foreizn-exchanse component of investment

e

s fixed. Since foreign-~exchange earnings do not cover

ot
z

e

entire import bill, one looks to external aid or outlets

]
o]
=

1
additional exports, But the foreign exchange available
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from all sources may still not bridge the entir

In that case, there is no other way but to cut

152

The question

how can it be done w

e gap.

g
irmports,

ithout

reducing

the target vrowfl rate?

Two appr

pcachnes

are

sibles

(i ) eliminate non-essential imports without bringing.

serious social ‘and political conseguences;
‘produce currently-imported goods domestically

insofar as this is economically feasibie.

Let us see how much non-essential imports can be compressed
‘and to what extent this will close the exprort-import gap.

Table 7.4 and Table 7.5 show the changing composition of
%9 i

imports-in Pakistan. Consumer~goods imports have

declined drastically from %27 of total immorts during the
Pre-Plan period to 24% during the Second Plarn veriod. In
the Pre-Plan neriod, Pakistan had virtually no industry
and therefore had to denend entirely on imrorted zoofs.

The import decline reflects the ranid domestic growth of

nurmerous consumer-goods industries. The proportion of

meterial for consumer

imnorte of raw zoof g 2lso declined—--

from 197 durinsz the Pre-Plan period to 171 Zuring the

Second Plan reriod, The most notable increzse hazs talien

nlace in the ilmmort of carital czoods; they rose from 274
Pror details, see Appendix A, Table 5,



COMPOSITION OF TMPORTS
In Percentage)

=
]
Q

O “CO ca a
Pre-Plen  10R1-52 - 1954.5% L2 19 12 27
1st Plen  10RT-856 . 1957260 26 15 14 35
ond Plan  1060-£1 - 1964-£% oL 15 14 L7

C =
O

R =
CcO

RCB. =

Ca =

Sources

September

Consumer goods
Raw materizls for consumer goods
Raw materials for canital goods

Cepital goods

. Islam, Imnorts of Pakistan: Growth and Structure (Xarachi,
19(/}’7\, n. €. g . o

e ey

o



TABLE

PAKISTAN“ '
COTPOSITION OF IMPORTS OF CONSUMER GOODS
(In Percentage)

Pre-Plan 1lst Plan - 2nd Plan
Food and Food Products 45 59 63 ;
) D)
- "
< ) v
¥on-Food and Ifon-Food Products 55 L1 - 27

Source: Calculeted from 7, Islam, Imvorts of Pakigstan: Growth and
Structure (Xarachi, Septerber 19€7), p. 6. ‘

. ~ &



bf the total in the Pre-Plan period to 477 duriﬁg the
Second Plan., This increase is quite understandéblé in the
:context of the drive fof industrialization. By the same
token, the import of capital goods cannot be curtailed
without affecting the target growth rate. As fof consunmer

goods, they can be split into two categories: food and

food products; and non-food and non-food products (luxury

ngods, ete.). The latter mey be considered for compres—u
sibility to the degree that thev are not essential for
develonment., Table 7.5 shows that there has heen a marked
decline in Pakistan's imports of non-food and non-food
'products; They dropped from 55% of total consumer goods
.(roughly 129 of_totéi inports) to 37%’(9% of total imports)
over a decadeQSO mven if it was possible to compress
these imports, the reduction would not be significant
encuzh to effect substantial savings in foreign exchange.

In global terms as well, "the scope for further reducing

imnorts of non-food consumer zoods is becoming more limited,

Table 7.6 shows that there is a high correlation

dan

between Pokistan's export-import gap (Gan TII) and immorts

5ONon—food consumer-goods imports of the develoning
countriecs as a whole accounted for 25% of their total
immorts in 19%2-55, and this figure declined tn 209 by
1963, See United Hations, U,N.C.T,A.D,, Trade Prosnects
and Canital Heads of Develoning Countries, RKeport by the
T, I.C.T.A8.D, Secretariat (New York, November 1067),
™/34/Supn. 1, p. 92,

5¥Ibid.

t
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of capital zoods (C_) or raw material for carpital goods
(Rca)a_while correlation beltween Gap IT and consumer zoods

(C ) or raw material for consumer goods (RC ) is not

0 0
significent. This unlerscores the noint that any att-mot

to compress imports of consumer goods would not be effective
in reducing the export-import gap.
Let us now turn to the possibility of import

substitution as an instrument for closing the exnort-

e
e
cr

mpo cap. As one surveys the relevant literature, one
sets the impresgion that the scope for import substitution
is very limited, This ig not necessarily true, however.

For underdeveloped countries lite Pakistan, with an

inddéquate econcmic infra-structure and a fast-growing

n0pu1atibn, it is natural to exfect that the provnortion
of total investment required for agriculture and social-
overhead éépital would be-lerger than the proportibn

necessary forvdurablc‘prodUCQr equinment in'the menufacturing

sector, - Once this is realized--in other words, .once

=
2 ,?4
]
0n
)._1-
)
!__1.
n

shifted from ranufacturing-oriented Windustrial-

ization" to asriculture and social overhesd--~views regarding

the "normal®™ nattern of irmport substitution will change to

52
a very large extent,’

It will then be scen that there is
considerable scone for import substitution in terms of

f

52For an evcellent discussion of this topic, see
H. Myint, International Trade and the Develoring Countries
(a Paper read at the International Congress in lontreal,
September 2-7, 19¢8).
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incremnsed asricnlivral nroductivitys This would save a

-substantial awoun®t of fora2ign sxchange spent to import

Tl
i

food and food wmroducts, The substitution o7 agricuvltural

J-

investment for industrial development, according to Wims,
will rednce the magnitude of the current sccount deficit.
Table 7.5 shows that food znd foo’ profuc

,Paklstén rosz from the 2 Jreaoy IINA lovel of L4575 of total

~/ %

consumer goods in the Pre-Plan neriod to €3I during the
Second Plan period. The picture for the developin
wholé is similar., This further stresses t
to raise agricultural nroaurh1v3u y which would reduce
food imports and save sunstantial foreign exchangs,

Whether import substitution hélps to close the

export-import gap or not depends largely on whether

"domestic a2haorntiont remains'equal to or l-ss than the
consumpvion leval nrevious T" supported by irmports, If
fonectic abeornwiion erceeds tha axidsting cornsumrtion level,

zrecate national g:vings have

very purnose for which isnort sub-

eeomaes self-defestinz, A recent
stud:; of import subsiitution in Palilstan, with respect to
Tive ealected compiodities, sugyests that There he s been a

Tiainution of

o
©
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D
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See W, Wime, Analyticzl Technicgues for Develonment
Planninz: a Cese Stucdv of Paltistan's Third Tive~Year Plan
(1965-1070)  (Rarachl, Tebruary 19¢8), »r. 95-10%. The
pattern of #rants ané subeidizad loans To Pelistan reveals
the appsrent nezlect of orrent of

the cﬂflCN74U"l devel
the economy. (See Chapter £, pn., 1062.)
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agorecgate savinzs) as a result of import substitution.

Also, a government surVev'ofbmanufacturing industries in
Pakistan snggests that +hoy are working much below installed
capacity,55 and that the difference between industrial
requirements and availability amounts to about 0% of
total roqulremenfu.s vDuring'the Third Plan period, the
situation is likely to become acute, |

Thus successful import substitution.in Pakistani
manufacturing industry is a questionable proposition,

However, there 1is no reason why import substitution should
necessarily be in the dlrectlon of manﬁ;gcturlng industry.
It can very well take nlace in agriculture and in rav-
material produétion.‘ Furthermore, a careful a110catwon

- of avallable foreizn e'chance (frnm bo h ex ternal and

internal sources), hzsed on shadow pricing, could minimize

nefficicncies in import-substituting industry.

SMQ R. ¥han, "Import Substitution, Rxport Txpansinn
and Consumption Liberalizaticn,' Pakistan Development Review,
Summer 1963, See also J.H. Power, "Industrialization in
Palcistan: A Case of Frustrated Take-0ffeoM, Pakistan
Develonment Review, Summer 1963,

»
C’/Shorta ge of foreizn exchange has resulted in

unutilized chn401§y in the 1noustr1al sector which has

grown to 10% of the G,¥.,P, in the nast few vears. See

¥, Haa, "Problems of Formulating a JQVOTOﬁment Strabery

in Pak%istan," in 0.%.C.D. il Develohmont Plans ang Proszrammes

(Paris, Scwtomoer 1ﬂ64), o, 16952, »n. 11k,

l:‘

Government of Pakistan, Ministry of Finance,
Renort of the Working Group on Import Policy (Islemabed,
December 1967),




Chapter 8

CONCTUSIONS

Problems of Coverage

Coverage of this studvy is confined to the role

of foreign economlc aid in a deve70blng economy eyperlenc1nc

a persistent deficit in the balance of payments, with
speclal reference to Pakistan, = Many conceptval and prac-
tical problems of definition and measurement are involved
in this kind of analwsis., There are also serious diffi-

el

ulties in establishing functional relationships among

m

commnlex 1nt01—deponoont var iables
Two basic asannpfﬂons prevall throughout the

studrs: (1) that oversll zovernment v1enning is conducilve

%))
|~

to The creation and maintenance of an appropriate environ-

ment for ecconomic development; and (ii) that foreizn aid,

in the sense of inter-governmental grants and subéidi:ed

loans, plays a nositive role in the development nrocess,
feedless to say, both assumptions are onen to

question, As lrdal noints outs

The ewmergence of , , . [&] comcon urge to econonic
dFVCloanlt as a major political ilssue in all under-
developed counurios and the definition of developnent
as a rise in the levels of livingz of the common peonle,
the uncontested unuorsranﬂing that econonic develop-
ment 1s a task for the governments and thet the
governments have to pranare ant enforce a ~eneral
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economic nlan, containing a system of infternationally
anplied controls and irnpulsoc to zet developnent
started and keen it going, 1s entirely a_ney thing

in history. . . .1 (Underlining added,

And since it is impossible to ascertaln what would have
‘happened without "planning®, its impact cannot be precisely
determined. But for Pakistan, it seems reasonable to
pelieve that planning has.worked well, at least during

the first half of the 1960's.

As for the second assumptvon, foreign aid is
neither a necessary nor a_sufficient condition for economic
development. Most of the present "developed" countries
achieved their advanced status without foreizn éid. Again,
despite prolonged foreign aid, many underdeveloped couﬁtries

reneral

o
b}

still face acute econcmic difficulties, with
standards of living undergoing little or no improvement.
In any event, aid cannot be treated as the indisnensable
component of economic develorment, since (as in the case
‘of nlanning) it is impossible to ’now what would have

happened to a particular economy without it. And yet,

havins szid 211 this, recent exnerience in countries like

Taivan, Israel and Greece does show that foreizn aid can

lay a giznificant role in accelerating economic growth,

-

tvrdal, Develorment and Tinderdevelonments A
ilote on t1 Mechanism of ¥Fational and Infernational
Tnecuality (Ceiro: H,3,7W, Printing Press, 1956), »n., €3
and G5,
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Turning to the rain theme, 1deally the study
should have treated the Tast and the West i tngs of Pakistan
because they ore virtually two independent
econnitier, nast Pakictan, close to Durma and China and
separated from West Paldistan by over a thousand niles of

il fers in almost every way——including

lanzsuage, culture and climate--fronm Tho‘:eou Wing

h
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borders on Afghanistan and Ifran. According to The Paklatan

esolution of larch 23, 16403

-

uO constitutional nlan would be worlkabhle in this

ountry [ British Indiz ] or acceptable to the Muslims
ufl,ss it is cdeslzned on Lhe lollo”an hasic nrin-
ciple, namely, that goograrhically contlguous units
are cemarcated into reszions which should be so _
constituted, with such Territorial readjustments as
mey he necessary with the arens in which the Muslims
xre nunerically in majority, as in the north-western
and eastern zones of Tndia, should be groumned to
constitute indenendent states in which the constituted
units shall be aubonomous and sovereien.< (Underlining
added,)

But neither Wing is %tsovereiznh or “autonomous.' Turther-

more, the mwe jority

of the tor decision-takers come from lfe

vg
m.‘
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n
i
O]
]
LV Y )
©
3
n
=]
o)
“J
J
=

a larger share or external
as well 28 internal resources has flowed into West Pakistan,
cencereting sreaver sconomic growth thers than in the Tast
Wins,  Then too, ths imbalance in regilona

renched, has tended to nerpotuate itse

I\)

Government of Pakistan, the Tmbassy of Pakistan,
< . . £
Tatistan % ffairs (Wfashinzton, larch 196A5), »n, 1.
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This unequal flow of resources has not only

videned ‘the disparities in regional’incomes but has also

9]
I—s

2

[—J

produced serinus rolitical strains--so mueh so- that tﬁe
Government was Torced to recosnize the problen of'dispar-
ities:in the Constitution of Pakistan., Under Article lhﬁ,v_
Clause 2, a nrimary object in plan formulation" shalllbé

to ensure that disparities between;théﬂPreviheés,vand
between different areas‘within’a Province,: in reiatibn

to income per capita are removed ahd that the resources

of Pakistan . .', are,used an@ allogated in éucﬁWé'maﬁner
as to achieve that objeect inithg‘shortéét possible time, 13

In an attempt to fulfil this constitutional
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hird Plan propesed an increase of %0
per cent in the regional income of Tast Pakistan and 35
per cent for West Pakistan, as against 30 and 28 per cent

respectively in the Second Plan., Development expenditures

of Rs, 2.7 Dillion and Rs. 2.5 billlon were allocated to
Tast and West Paliictan respectively., However, twn things

must be explicitly recognigzed: the Third Plan does not
provide any mechanism by which actual transfer of real

resources from West To Wast Pamistan would taze nlace;

3On tarch 23, 1969, Pakistan's Constitution was
abrogated by General Yshya ¥han, the Commander-in-Chief of
the Paltistan Army, who too% power from President lMohammed
Ayub ¥han and nlaced the country under Martial ILaw. Yahya,
however, declared that no rmajor changes in policy would be
made in the near future,



and there is conflict between the Plan's objectives of
vmakimizing G.1.P. growth while channeling»increaséd resources
into the less nrocductive Fast Winz., In any event,.there

is some reason to believe that regional éiSparities have
not.only failed to disappear but have actually widened.

| | Thus, a 1ogica1.extéﬁsion of the present study's
cherage~would have.beenvthé-qonstrucﬁion of two regional
_balance-of—payments accounts:fdr Pakistan. This would

:have permitted a comprehensive analysis of the strains on
national resources andvébu1d-have‘yie1ded a deéper under-
standing of.thé impact of foreign_aid'on the country!'s
economic growth, “But the data'forﬂthis typé of.approéch
aré'not availéblefuujConsequently, the study has had‘ﬁo

be more limited in scope than considerétions-of_thoroughnéss

would wvarrant.

A Review oi Findings

The discussion in Chapter 3 indicated that some

-~

quantitative studies (for exarnle, the Rosenstein-Rodan
and Tei-Paawr mod=ls) have cencentrated exclusively on
the savinse-investrent gar in estimzting the amount of
forpign 51ld recuired to reach a «iven growth rate in a

develoning econony. It was also nointad out that such an

+ ———. t——.

Y this connection, see J.%, Tischer, !Concepts
of Ragilonal Ticonomlce Develonment Programs,™ Paners and
Procesdinze of the Regional Scionce tggncistion, Vol, 1
(1955, oo, W1-u20,

S s e




approach may not yield meaningful results, because an
increase in G.N.P. calls not only for.adequate savings
bbut also for inﬁisPensable minimum importe.

The McKinnon aﬁd Chenefy—Strout mod=1ls bring
this foreign-exchangefa59ect into sharper focus., -Despite
various shortéomings-nsuch as omission of the supnly side
of fhe foféigh 2id” and the anparent neglecf of‘debt
repaymenté--the_Chenery—Stroﬁt model provides - useful
insights iﬁto»the nature and tynes (and possible sequence)
of problens encountered‘by a develoring economy. In
essence; the model suggests that the savings-investment
gap (Gap I) is dominant over_the export-import_gap (Gap
IT) when the supply of foreign éxchange is adéquate éhd
the dormestic savings rate falls belowithe.rate,necessary
to achieve the target growth rzte, Gap II émerges as the
binding constraint when, given adecuste domestic savings,
foreign-exchange earnings asre insufficient to finance
imports of goode and services which cannot be produced
domestically (at all or on competitive terms) but are

vital for ranid economic growth., PRoth the licKinnon and

and Chenery-Strout models show that foreign sid 1s much

5 ,

“G. Ranis and J.C,H. Fei, "Foreizn Assistance and
Teonoinlc Development: Comment," American Tconomic Revieuy,
September 1968, n. 208.

See ¥,A., Rahman, "The Welfare Fconomics of Foreign
£id," Pakistan Develonment Review, Summer 1967,
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more effective when Gap IT, rather than Gan I, becomes

the binding constraint.. It is'in this context that we
uncertoolt to analyze the balance-of-payments problems of
Pakistan--a country with an unbroken .record of deficits

on current account since 1951-52, and with a long experience
as one of the largest aid-reciplents in the de?elOPing
world,

&n important finding was that foreign aid has
“contributed to balance-of-payments strzin through the
pressure of debt obligations and the distortion of invest-
ment priorities by tied pfoject‘ai&; but that aid has
eased the strain through large supplies of essential
commodity aid. The preponderance of »roject aid has
helped, as well, to create excess productive capacity
and a high-cost industrial structure in Pakistan.

The analysis revealed major wesknesses in past:
policies aimed at Pakistan's balance-of -payments nroblems.
The decision not to devalue the rupee in 19492 was found to
be particulsrly harmful; not only did Palzistan almost
imrmediately lose the entire Indian mérket, particularly
for jute, but in the course of time India became one of

its chief rivals in the worldéd jute market.

&}

On the other hand, it was suggested That there

=

is no need for alarnm aboul the existing debt-servicing

]

pas

situation in Pakistan; it seems presently within manageable
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Limite., But unless adequate forestalling moasures are

e

taken well in advance, a debt cricis could develop in

..}

the years ahea

“There was alsgo a detallerd discuseion of the

problem of -tied aid,

rance, Italy, Japan

b

and the ilether-
lends, the "worst offenders® (according to Haq) in the
field of tying, made 42 losns up to 1965, and nesarly all of

them were tied, hard nroject loans. Mone of 209 credits con-

tracted up to 1965 were untisd and soft commodity aid., On

the average, the nrices pald for tied aid in the Tnited

-

S

States, the United Kingdom, Japan, Italy and France were
38, 56, €2 and 66 per cent higher, respectively, than
international nrlccq;: Tied aid reduced the real‘value of
»aid by roughly 20 per cent,

tint asrect of the study ig the
evidence suzsestine that Toreisn aid has had a nositive
effect on domestic savinzs in Pakishan, 4t the very least,

thic casts doubt on Tahian!s sveening

F‘

snother important findiny wns the nezligible

correlatlion between the cxmort-ilrnert san and imrorts of

coNnsurmer £o0ds? tlis alls into cquestion the frequently-

g
)

made recomnendation that consurer-goods irmorts he cur-

tailled in order to Dbridge the ~zan, Llso, a rani-correlation
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Some General Policy fhecommendations

Since foreign aid apbears5 on balance, to have
played a positive role in Palkistan, it is strongly recom-
mended that--despite the announced intentions;of the
Government to eliminate dependence on aid by therend of
the Persvective Plan (1985)--every ef fort be made to
increase both its guantity and guality. And since'the
supm1ly of aid seens to depend more on political than on
economic considerations, it is suggested that foreign
policy be integrated with national economic policy, with
a view to maxinmizing foreign-resouwrce inflows and mini-
mizing the burden of debt service., This is hot to say that
efforts to reduce reliance on Toreirn ald should be dimin-
ished or discontinued: in our judgment, thm two goals are
not mutually exclusive,

fnother way of augmenting the supnly of foreizn
aid mizht be to instill donor confidence in Pakistan's
ability to ubilize aid effectively and to repay nast debts

on time and in full, However, it should he borrne in mind

1% econonlc performance is only one of the many criterig--
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not necessarily the most important--used by the donor in
sunplying aid. Pakistan bears testimony to this in the
vears sinee 19675,

In any case, Paklstan should make specific
efforts in the following directionss (1) to peréuade the
donbfs~to~soften,the terms.of lending; (2) to achieve a
re-negotiation of 0ld deblts; (2) to obtain more ﬁntied-
cormod 1ty aid and so reduce idle capacity as ruch as
poscsible; (4+) to secure increased mulfilateral‘aid'along
with a constant or increasing level of Dbileteral assistance.

It has been suggested thaﬁ'privaﬁe foreign
canital shounld be attracted to Pakistan by offering sﬁffi~'
~cient incentives, particularly compensation for natiénalized
property, and lineral terms of profit remittdnce. oreover,
vays and means of expanding expofts should be‘explored,
with emrhasis on export incentives and reglonally-diversified
marizets for manulactured gboﬁsf

Tinelly, the recruitment of planners skilled in
acanpting to fluctuations(in foreign-aid inflows, closer

nolicy co-ordination between the donors and

wider sense of participation in the country's growth effort,
and the maintenance of a2 stable political system--31) these

would contribute to a successful "tale-off" by Palictan

el

in the near future.
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For Appendix A, Tablé 1, see the attached Folder.
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APPENDIX A IAGLE 2

A SUMMARY STATEMENT OF PAKISTAN'S BALANCB OF PAYMERTS
(IN MILLION RUPduS/C"RRFNT PRICES)

Pre-Plan First Plan  Second Plan- Third

Plan
1951255 1955-60 ____ 1960-65 ___ 1965-70
1, Total Import Parments 7,772 13,692 24,689 2,,405
2. Total =xport RTarnings 6,572 9,517 13,218 14,874
3. Txport-Import Can (2) - (1) 1,200 4,175 11,471 14,531
b/ . _
Y, Vet TForeign 4id ‘ 560 4,289 10,972 12,014
e/
5. Short Fall (&) - (3) 740 11k -499 -2,517
d , '
6. Changes in (Gold and Foreign | - - _ e/
Txchange Reserves (+) 817 (=) %6 - - (+) 219 (+) 308
7. Trrors and Omissions and
Short-Term Canital Fovements -77 ~22 -280 -
a’/ The Third Plan is in its fourth vear, '
b/ Incluces foreijn rrivate inv 8°if“qL, Tndus Basin aid and PL-480 aid.
¢/ - for shert fall or deficit and+ for surnlus or negetive short fall,
a/ (=) for incresce in Reserves and (+ ) for decrease or drawing down of Reserves,
e Does not includs the figure for 1?60—09, which was not available at the time of

preparing the Table,

Source: CaTCLT, from Avnendix A, Table 1.
i i ie ?



APPRIDIX A TABLE, 2

NET TVFLOW OF FOREIGN RESOURCES
’ (I¥ MIZLIOW RUPEES)

Year Foreizn Aidzs a/ Debt Fet Het Private Changes Wet Poreign -
(Iuly-June) Cronts & Loans Ser- Foreizn = PForeign In Reserves Resources
vicine Aig Invesiment

198152 5 - 5 . 11 (+) W7 483

1952-53 145 - 145 e (+) 377 5l

1953-5% 180 i 17e 22 (+) 38 239

105455 145 10 155 2 (=) &5 1k

195E-E¢ 472 10 Yo 9 (=) 2371 100

195A_E7 762 33 729 - 21 (+) 19 oLl : !
195758 1256 22 122 0 28 +) 320 1572 9
1958-59 81 Ly 766 10 -y 162 E1k N
1950-60 1067 41 1026 S L -y 127 - 913 .
1960-€1 1506 100 1406 90 - Y A

196162 1550 1.20 wé0 90
3 2382 188 2194 - 81

f\r\/\/\r-\f\?/\r\r\r\
NN NI NN
e
~J
=
7
~3

1063 -6l o937, 242 2688 . 90 +) 201 2979
106465 21ko 346 279€ - 77 +) 284 3157
106566 201k L1 2503 100 ~) 212 - 2001
1066-67 3224 500 28114 92 +) L7o 2376
104768 2520 00 20on 120 +) 150 200
108-€0 " Lo 715 3295 140 - - 345y

a/ Indug Basin Aid and PL-LE0 Aid are dincluded.

Source: Calculatrd from Apnendix 4, Table 1,
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Tor Appendiz A, Table 4, see the attached Folder.
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For Appendix 4, Table 5, see the attached Folder.




APPTIDIX A TARIE 6 .

YEARLY PIR CWHET CHANGWS IN
PAXTSTAY ZXPORYS, I1PORTS, G.H.P., AUD INVESTMENT

PP

VE AR TCTAT AT, RATH ¢ c*"'nf'r T RANK COCLATGT  RARK 7 CHAVCT  RALY
July-June TiT 17=M" z=x* | Ti' GNP T T=T#
= qITp*.

1950-51 26,1 12 109,¢ 16 3,7 8 4,7 5
195152 23,0 1k - 21.3 2 C. 38 2 28,7 15
1952-53 -0, 1 1 - 248 1 2,90 6 17.2 11
1905355 ~10.1 i - 14,8 3 €.20 14 6.2 é
105455 - 1.2 7 - 4.8 7 o.h? 3 0. 3
1955-5¢ 20,1 9 45,8 15 -0, 26 1 13.7 7
195657 Vi 14 - 9.8 g 5,90 13 b, L
19R7.58 ~12,0 5 - 11.8 . 0.7% L 31,3 13
10688-R0 -22,0 2 - 6.5 é 1.40 5 - 2,0 1
1059~ éo 5%, 17 20,0 S %, 20 Tt 35,0 1
1260~ 20,5 13 - 2.3 8 5,20 12 Wi, 0 16
1961~ 6 : -12. 4 6 2.4 10 5.20 13 27.1 12
1962-£3 22,8 11 21.9 13 2.5¢ 7 7.7 8
1963_Cu 15,9 8 2.3 o) 8,20 15 15,2 ¢
10667 21.2 1C L, 7. 11 L, 50 10 15,5 10
106ﬁ CE ~21.¢ 3 12,8 12 5,80 11 0.8 2
AVERAGE % ) :

VARIATION 10,9 1,6 3.6 16.1

Sources Derived from Government of Palistan, Central Statistical Office, Statistical
~lletin (Tarcchi, 19062~ (7\ s 1, Hag, The Stratepy of Teonomic Planning: A Case. Study
of Pakisten (TArachi: Omo*’ﬂ Yiniversity Press, Palki stan Branch, 17%€3), Appendix B,
Tables B-1, B-2, T-3s T.BR.D, and I.D,A., Current Tconomic Position and Pr‘osw‘cls of
Palzistan (f‘nrﬂ 17, TO(LJ), Vol TI, m,a’m_j ical Apnendix '




SPPIIDIX A TABLE 7

RANK CORRELATION COEFFICIENTS BETUEEN
PAKISTAY TWXPORTS AND GFP, IMPORTS AND PRECEDING
YEAR'S EXPORTS, AID 1 XPORT‘S ATD INVESTIENT

o ——- . -

RANK_CORTTIATION CONFTICIHT SAMPLIE SIZZ REMART.

Lo =08 n NOT SIGNIFICANT
s T . : (2t °¢ Significance

It
-

L)

-~

VAP on o= 14 rmTSVJPnCwT

X ._ 3
t “t-1 (,1‘_ Q'\’l‘\'ﬁ%f“‘}ﬂ("ﬁ

= .2 n = 1f HOT SIGHIFICAL 1T
(2% 90 Siznificanc

—

il

- 4

-— . -———

= Tan: Corralation Cozfficient

HOTATIONS: /0

=¥, = Percentage chance in exports (xg)

* - = . . . o—
GNP = Percentage chnange in OXNP
a ¥ - e o v X ‘ . . . ’
My = Percentase chanze in immorts (Mt)

I"‘t = Fercentase change in investment (It)

Qource: Calenlzstad from Appendix &, Table €,
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For fAppendix A, Table 8, see the attached Tolder.



APPENDIX A

TABLE 9O
a/
U.S.A.1.D. IOANS TO PAKISTAN
1947-1965 |
(1'illions of Rupees)

Y

Project Tied Project Loan (Soft Tied Commocdity ZLoan (Soft)
Amwount Interest Grace Rerayment Amt. Int. Grace Repay. Sectors Tconomic
Rate  Period Period Rate Period Period Group
e/, </ - .
A T G R A r G R
i ‘ . !
l.Airport Bgnt. 10 0.7% 20 €1 tovt, T & C
- R]
\j_‘k
2.Chalna e
Anchorage 17 0.75 20 €1 Govt, T &C x
2.Ctg Hill ' .
Tracts 11 C.7% 20 €] covt, Agr.
4, Commocities '
- 5th 667 2,00 20 €1 Govt. Commerce
E.Dacca - Aricha :
Road 67 2.00 20 ¢1 ' ’ govt. T & C
€.Distribution
Scheme--7RSTC 2k 2.00 20 61 T . Private Utilities
7.Fmban™.Proj,
--TP 31 0.7% 20 €1 Govt. AgT.
8.Teasibility A
Sty 10 0.75 20 &1 fGovt, Qthers



APPREDIX A, TARLL O - (continued)

Q. teneral Conmnd-
ities - 1lst 200 0.75 20 61 Govt., Cormerce
10.%eneral Cowmnofl ~ _ S S Ce o :
ities - 2nd . ¥ 0,75 20 61 ~ Govt, Commerce
11l.%eneral Consul-
X

ct
w
o]
Il
on 3
1
i
feal
YU
1]
=
&)
~J
n
e]
>
N
Pt
P
e}
<
[
D
c—'—
jny
7
=
102}

12, %erieral Consul- o
ant g--P 27 .78 20 €1 Govt, Others !
‘ n.e.i, .
N
D
12.Iron % Steel l
~_1et Loo 0,75 20 A1 Govt. Commerce
M, Tron 7 Steel
-—2nd A D0,7F 20 1 Govi.  Commerce
1%, Tron 2 Stesl Lo¢ 2,00 20 61 tovt, . Cormerce
16. e rnarhnly
Froicet 18 2,00 20 1 Govt, Agr,
17.7787C 2 0.7% 20 £1 Private Utilities
T_E\ .1 o) l"“ ,f’i:; i : . I K
Tradication--I 16 Q0,75 20 €1 L R - Govt, Ttilities
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APPENDIX A, TABLE 9 - (continued)
2Q,Port Prnject _ :

Ote, 16 2,00 29 €1 , Cove. T & C
20,Povyer Distbn. . _ 5 ‘

WP WAPDA ¢0 2,00 20 £l , _ Govt. Ttilities
31.Railways - 4th 148 0.7% 20 61 L o Govt. T &C
32,Railvays - 5th €9 0,75 20 61 B A Govt. T &C
22,5alinity Proj. _ o o . _

- 1lst 51 0.7 20 61 DRI foe _ Govt, Agr.
3h,S2linity Proi. S . T

- 2nd L 0.7 20 61 FAR TR , Govt, Agr,
3R, 3ul Gas Trans.

- 3rd 12 2,00 20 61 . Private Ttilities

2, Telzcommuni-

.cations Govt, T &C

ro
o
O
L
ﬂ
Al
N
©)]
[$)
=

27 . Trangmission

— i’

Lines

=
(0
N
.
e
(&

20 €1 e | Covt., Utilities

28, Trban Water . :
Supnly 17  2.00 20 61 - Govt. Utilities

s ); <




APPTIEDIX A&, TABIT 9 - (¢ontinued)

.

/7 811 loans in this Table are Contractual loans,

_8_;/ 4

b/ In this study the average perlod of repayments an? the weighted ra

: are 18 years and 3.3474% respectively., Trecting these as the terms of a
loan, the instsllment comes to 0,03720, All loans whose installments ar
this figure have been treated ac zoft loans and those with higher instal
as hard, :

The periods are given in number of half-years,

Y S CWoand MAer B denote "Transport and Communications® and "Agri

o
(6

R

respectively,

te of interest
Bstancarad®
e below
lments

Source: Government of Pakist
Rarachi, June 1O6R), pp. 43-5

N
.




APPEI'DIX A TABLE 10
U.Ss. EXTHBANE AND U. S BAHK I0AMS TO PALISTAN
1947~ 1065
(1"i1lions of Rupees)
s/
Project Tiad Project Loan (Jard)-
) c/
trinpant Interasst Grace Denayment Sector Teconomic Form
Rete Period Ferioc Group o
) b/ D : Losn
5 T z R
EXIMBANL: ,
1.Cotton finning 21 575 5 17 Govt. lanufaeturing Contractual
2.Dacca Total 15 5.7% L 36 Private Others n.e.i. Centractual
b Y . s ~ -
2. General T3 L 5.7 o4 1€ Private Manufscturing Contractual
t.1DPP 12 5.7% L 10 Private ienufacturing Contrzctual
K Tarachi ¥ 17 o7 ¢ 36 Private Others n.e.i. Contractual.
€.,PI4 - lst ér 5.75 2 1k Semi-Govt. T &C Contractual
7.PT4 - 2né 14 E, T8 2 1 Semi-Govt., T & C Contrectual
S.,Railiare £7 gL 7% 3 16 Govt, T & C Contraciual
1/ '
Q Wheat (71 (2.5 (29) (59) Govt., Commerce Contractual’
BANK ILOANS:
1.PIA - 1st 27 5,75 - 11 Semi-Govt, T 2% C Supnlier's
2, PI4 - 2nd 11 5.00 11 - Semi-Govti., T &C Supplier's
Aprendixz 4, Table 9, Footnote /. c/ MT & Cn denotes "Transport and

a/ See

Anpendix

Sarne ac

i et o)
Ly Table 9,

Appendix A, Tab

le

9.

Footnote ¢/.

a/ Tied

Comnunlcatlons”

SoFt Comwoc1fv Loans,

- H9C
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A TABLE

(._I

11

GERMANY'S IOANS T
1947196
(:{111ions of Rupees)

0 PAKISTAN
g

Project Tiad Froject Loan {Tard) Tmtied Yo0ans
_ c/
Arovnt Interest Grace Henayment Amt. Int, Grace Reray. - Sector  Fconomic
Rate Period Period Rate Period Period : Group
i . .
b b/ o . ’ ‘
A r G- 2 A . 7 G R

v 4o S 1y
l.kctate Hayon

LU W

Privete ‘Manufacturing

Plant Sl £.00 - 21
2,§ﬁvrifg a/ , v ‘ Transrport =
“gninment ' 3 5.0 12 30 CGovt., Communicaiions
Q;AUY"> ¥echine , ,
~--Tnte L €.00 - 11 . : . Semi-Covi. Manufact.
L, Pyees ¥, Pak, ; v ' 12 5,50 10 31 aovt, T &C

Censtic Joda T | |
Plant , .k 5.500 10 3t Govt., Manufzct.

€.Coaxial Cable - v v .
Proj. 15 6.2 - 26 o L . Govt, T &C

F.Cogasts]l Ves-
sels TP

P
=
(o

L] .
o
O

27 Govt, T &C



APPRIIDIX £, T&3TN 11 - (continued)

&/

¢

O - . -
8.Commeditics

g
5
3
Tt
I

10.Coachas—-F4
Railway

14, Vattar C.
Pacty,-~2nd 15

17.ID2P--3rd

/
O LR ! 1 2'/
15, T4 Revnalr
Zard

£.00 - 20

26

71
2l

(o
-

A

()
i——l

W
=

Govt.,

Govi.

>Govt.
Govt.
Govt.

Private

Private

Govt.
Govt.

5N

Govt,

Govt,

Comnerce

Manufsct,

: I-ianufa ct.

¥Manufact.

Manufact.

“Manufact,



APPTITNIT &, TABLE 11 - (continued)

e p— (1‘ - Lo
192 Madintenancs 29 5.50 10 2L tavt. Carmarce
20 anzonir O,
| Taetoary 2¢ 5050 10 33 Govi, ¥anufacth,
21.0n~a Few ~
Sht MO0 130 5.75 - 23 Senl-Tove, T &C

-~

- ovt,

1-.
03
(=
=

LD

]
(¢}
.

v

CO
w3
[ ]
2
<3
]
Cu
l_.l

27, PICIC--1gt _ 13

- Govt, tanufsct,

A
R
1
P
(>
(D
[~

23.PICIC--2nd ok

2
-
o]
b~
e
]
i
!
Lj
[}
1=
N
i
..
M
J
-
O
Lo
-
fow
W
]
o
)
w
(¢
fa
-

Semi-Govt,

-

Mltan 7 e

]
Y

~
i
3

g

Dyrivate tanufact,

3
e ¢
B
~3
]
S
I
N

N . . - " I . o . RS = I
27.Railways--1let 21 £ .00 - ol v v Frivate T & G
e .. /7 < - ) . ° 23
28 e ilwavs—--2nd _ &2 2.00 1+ 27 Govi, T & C
20, fallvays~-3ro ke k20 10 30 Govt., T &C

“Govt, T &% C

(e
D
S

0y
+ 3
ted
)
~
n
3
i
5
0
}-u
{
o
N
L]
no
\‘. ‘l
i.._l
P
(v
o

Govt. Agricult.

Q
D
3
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3
oy
iy}
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N
O
)
]
oy
D
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APPTIDIX &, TABLE

(continued)

22,80de Lsh P1t.

22, nmgar i1,
Badi

Lo [PV
5 N4
. Y
-3 B!
it @
e
D
9183
3
vy
3
ot
1=

(v
~1
-3
it
X
\

TePos—=18T

ye
0
L ]
-3
for
——
()
{Q
D
e
__.I
[6)]

-

20, Tubewells
®,P.--2nd
0o, Tubewells
TP .-=3rd-

41,Two 0ld
Ships 1SC

\\O

\_n

no
(o

O .

(9%}

A®)
(0

Semi-Govt.,
Govt;
Govi.
Govt,

Semi—qovt.

Semi—Govt.

Sémi~Govt.

\

Semni-Govl,

.

anufact.

anufact.



RPPEIDIX &, 7

5 11 - (continved)

Proj.--1st 2 5.75 - 20 Seni-Govi, fgricult.
43 Mater Dev. .

P(’Oj.——')tl( . ":). ; ::I - 22 Semi-Covh, .-.’»'agz’.'cul"
YW Crater Dav, ‘ a |

P_l_"f\"j (e ""3‘ rc 2 3 . r_)i - -42 Ser—:i_(}ovt . .tni‘:;:l" icult .
L5, Zeal Pal, |

C. Facty. ¢ ¢.2x - 22 Serid-Govt. Agricult
a2/ See Appendix £, Table o, Footnote /. d/ Commodity Aid

o

L
i
®
&y

Sare

Anrnendic &
Apnendix i,

3' . o .
ooAah nenc Lz

as Anpendis A,

A, Table 9,v”

e
~

()
.

'g/'e Projéct Soft Loan

5JC



APPENDIX A

a/
FRAVCE'S IO0ANS TO PAKISTQL
1947~ 106q :
(171i1lions of Rapees)

]
'3
Y]
W
(@]
—

[\

Laoent Interest Tfr-oce  Hepaynment - Secvor Teonomic
Rate Pariol Feriod Group
1.%¢3d Plant WPTOC 't EINele - 22 Seril-Govt, Tanufachturing
2.Cincenlour Ianh I 2 5.00 - 22 Privqte Manufacturing

F
lﬂO
D
33
-{3
]
-3
(@]
]
L
i

1.10"" e

(g
o
[
¢
=1
[§%)
Ul
I,
O
1
N
we)
)
]
l-"
(—i-
0]

-

2 : Private

|
D
O
I
N

Private

N
O
]
|
N
(o

Seni-Govt,

v. lastern Ref lnery

2N () 5’ 00 - 28 Private
Q. Frontier Sugar =

1111 I .09 5.00 - 22 Private

Private

'Lanu aCquiwg

199 ’nvf'ic cnring

Manufacturing

Yanufzcturing

iy

Manu

acturing

Tanufzcturing

HManufactur

-0

N\J
3
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12.Hyesons Suger 111

12.Tnsecticides Pa',

~

17.%ining Tapt.
- WPIDC IIX

12,0ff-Shore 011

Term

19.Pahartall Text.
i1l

0.Plastic Tnds.
--TDRP

Zvalpur Chen.Fert.

(o

V]

¥

¢

-

Ul W )
g
»)

A}
pS

\Jl

‘e
Q.
O

I
]
O

o
o

Private
Private
Private

. Private

|-
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APPTIDIX A

TABIE 13
JAPAY AND ITALY'S LOANS TO PAKISTAN

(Millions of Zunees)
I

Project

Arasint ITnterost Greoce T Sector Reconnmic Torm,
Rate  Period Groun of
1) Lonan
5 P G
JAPLT]
1.7ertilizer o : - R
--TPIDC of 5.37 - 1l Semi~Govt, lanufacturing Surplierts
o Textile IDR | o
--1st a7 57T - 19 Private tanufacturinzg  Supnlier's
2,Textile Credit
~=2rd 133 £.,00 - 23 Private Yanufzcturing Sunrlier's

--TPIDC

Semi~Govt, Ia
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.
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:,Govt.

_ Private

Manufacturing = Su
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Contrrctual
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APPEIDIX &, TABLE 13 - (continned)

S—

7. Van Credit--2nd 110 .00 10 o tovt, TEilities Contractual

fericulture - Contractual

‘__I
o
Y]
(5]
o
B)
<
&

2,7en Credit--3rd 1h2

(
wn
L

~a ~3

Q. Y%en Credit--l+th 142 nL75 11 of Govie, Jtilities Contractual

[\
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¢
i
e
-
[N
o
[
L
4]
{2
=
+3
-}
1
[N
0
=3
0

Power Distribution 1€ ¢.00 - Seni-Govt,

»

Loyl

‘aule @, Pootnote b/,

48]

/ See Armondix 4,

Ta .

b See Arvendix 4, Table 2, Footnote ¢/,

Source: Same as Apvendix A, Table 9,



APPTMDIN &

TARIE 14

T0ANS TO PAKISTAN
1O47-1968
(::illions of Rupees)
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APPENDIX & TABLE. 1

DENMARK, CANADA 47 THE U,X.'S IOANS TO PANISTAN
4 1947-1965

(#¥111ions of Rupees)

2/

Project Tied Project Loan (Eard)
e/
Awount Interest Grace Renayment  Seetor Feconomic Form
Rate  Period Period Group of
b/ b/ Loan
A by G R
T 7 |
1. 2nd Credit 122 g.25 7 1h - Govt, Agr., Manuf,, Contractual
Util., T &C,
Others n.=2.1.
2. 3rd Credit €7 5,25 10 30 ‘ -Govt. Manuf, & Util. Contractual
3. Y44h Credit, un 5,28 10 20 Govt., T &C Contractual
4, Bth Credit 93 .25 . 12 37 Govt. Manuf., Util.,, Contractual
T &C ‘
5. 6th Credit 133 5 .25 14 37 - Govt. Vanuf., Util., Contractual
T &C
#, 7th Credit 27 5,25 17 37 Govt., Agr., Yanuf,, Contractual
T & C
7. 8%th Credit ek 5.2% igr,, Manuf,, Contractual



-

APPTWDIX A, TARIE 15 -~ (ceontinued)

6, 2th Crecit Al .00 15 37 © 7 Govt, lanuf,, T &C Contractual
ol : - . :
®. 10th Credit  (52) (G.00)y  (15) 37y Govt. Manuf,, Comm, , Contractusl
’ - T 2 C
10, 11%h Credit .06 €00 1k 26 Govt. T 2%C Contrzctual
11, Cr-A3ircra®™t—-- ,
PIA--1st 5¢ 3.50 - 1€ Semi-Govt., T % C Sunrlier's
12, Cr-Aircraft-- e | |
PTA--2n4 5 6.2% - 12 Semi-Govt., T &C Suprlier's
12, Cr-Aircraft v |
President 27 2500 - Seri-fovt. T & Supplierts

] RN
1, Credit for

Shinse 27 .00 2

CANADA

1. Conrcian Loan

to ¥PINC 250 €.00

2¢ Cenacdian Ioan
to TPTAPDA 264 6,00

[\
2

N>
RN

Govk,

Semi-Govt. .

Seni-Govt,

Util

=

Contractual

Contrzctual

A

~J
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APPENDIX A, TABLT 15 - (continued)

- i o g
a0 £ 4 2 Sewi -Govi, Tanuf,

a/ See Arnenilz 2, Table 2, Tootnote b,
- lad A e nim Tl e A T + -,
0 Qea Avpendix £, 0, Tootnot> ¢/.

S

JonD 2O oand MComp, M denote MAgriculture, Manufacturinzi,
and Communications! and "Commerce! respectively..

Sources Sare ac Appandix &, Tebtle 9,
+.



APFENDIX A

TARIE 16

CHIN;’—“, YTTGOST AVIA AND THE USSR'S T0ANS

1 m}. "10{’5
(1illions of Rupees)

To PAXISTAN

Froject Tiad Jjec 2
frount Inferest Grace Repayment — Sector sconomic: Torm
Rate  Feriod Period Groug of
’ b/ b Loan
A r G R
YUGOSLAVIA
1.Bricz-making
Plant 07 2,00 - 20 Private  HManufacturing Supplier's
2 Ctr er'ock :
& H. Tneg. b1 2.00 - 27 Seri-Covt, lanufacturing Supplierts
Flour 1ill
P] nt 062 2.00 - 20 Private IHanufacturing Supnlier's
L flational .
Shinping Co. 14 2,00 - 20 Govt T &C Surplier's
5.Pa’, Shipning )
Iines 1 .00 - 19 Private T &C Supplier's
€.Shipyard :
7 2,00 - 18 Sewi-Govt, T & C Supplier's

ncg, Works



APPENDIX A, TABLE 16 - (continued)

7.8 anhter IInuae ‘
e 7 2,00 - 18

-
. - ®

Private

.81 hter Vonse
Talnma nd

e d

Private

Q.o Shins-- )
THDP 20 3.00 - 16

 Govt.

O
e
-
=
]
v
[}
o]
3
)
—l-
;‘J-
Q
I
tt
it
(o
[\
L]
I
O

CTTIA
(11 = (27) (20) Govt.

1
/;

Comrndities:

Private

Others n.e,t.,
Othere n.e.i.

T &C

Others n.e.li.

Commerce

Sunnliarts
Contractual

Supplierts

Contractual

Contractual

a/ See Appendix &, Table 9, Footnote b/.
b/ Ses Lppendix 4, Table 2, Fooitnote ¢/.
¢/ T2 C" denotes "Transnort and Cowmunications,®

«

Fard Cormodity iLdan.

Oy
1o
D

jar

Sources Same as fnrencix A, Table 9,
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APPENDIX A

I.B.R.D. lOANS T AKISTAN
19%7-1

0
gé
(1i111ions of R nees)

E
[
A
u

i

9-/

Project Untied Project Iman (Hard) o
Amount Interest Grace Rerayment  Sector. Reononic Form
Rate  Period Period Group - of
o/ b/ Losn
A r it - i
L.Indus Basin : . 7
Project (FP) W20 5,00 12 0 Govt, Azriculture Contractual
2. arne Phali
Paper V111 EP) 20 L. €0 2 2¢ Private  Manufacturing Controctnal
2,Farachl Port :
~-let (WP) 71 b, 77 10 b1 Seni-Govt, T &C Contractunal
L, ¥arachi Fort .
20t (FF) & .50 10 ] Sermi-Ctovt, T &C Controctusl
~FKRSNC-~1 st e .10 5 2€ Private - Utilities Contrectual
. \ ‘
€75 C~-~-2nd €7 7RO 10 31 Private Ttilities Contractual
7T C=-2rd 11 &,.on ¢ . 2€ - Private Ttilities Contractual
8.PICIC--1st Proj. 20 5.7% 8 22 Private ~ Menufacturing Contractual
&

9.PICTIC--2nd Proj, 43 G.00 « 15 -~ Private

HanufaCthring

Contrzctual



ontinued)

h=3
e
O
=
b=t
)
=
>4
=
“
3
e
3
=
3
i
"
@]
l®)

~J
RAY
N
)
O

10,PICIC-2rd Proj 71 570 "+ Private ranufacturing Contractual
17 ©T L+h Dy ar- 5,75 5 5 Cppi te Manufaeturing Atraetiel
11.PICIC-4th Proj, o 575 5 25 SPrivate Manufacturing Contractual
12, PICIC~-Eth Proj. 143 5.50 - 20 Private lanufscturing Contractual
12.Railvays--let 120 b0 5 2¢ Govt, T 2 Contractual
M Railuaye--2nc 1 £ .00 7 25 Govih. T & Contractual

Contractusl

15 Railways--3re

16, Railvavs--tth & Contrectusl

N
O
N
Ty
~1
N
\ N
+
o)
< 7
s
-3
o
@ aQ Q Q

17.Rallvays--5th Contractual

F o9~
(0
~q F
P
Q
]
rf-
=3
o)

2
18.%ui Gas (9YP) €7 4,7 Govt, Utilities Contractual

Ttilities Contractual

vl
-
O
[N
“o>
EEE)
av)
N
~J
-1
RSAY
1
D
g
(a0
N
!
3
}..l-
<
jas)
[l
@D

i

2/ See Aprendix A, Table 9, Footnote b/. c/ "I & C" denotes "Transport and
‘ Communications,"

N

b/ See Eprendix A, T=ble @, Footnote

.

Sources- Same ag Appendiz A, Table



APPEIDIX A | TABIE 18 y
S , A a/

I.D.A. IOANS TO PAKISTAN
1O47-1965 |
(11i11ions of Rupees)

Froject TTtind Troject Iman (Soft

< c/
droatnt In

Economic

terest Grsce  Renayme

Date __Period Period Groupn
1. Ctg. Sevweraze Project (BP) 11k 0.75 20 80 Ubilities
2. Chandpur TVf ication (TP) ‘ %3_ 0.7% 21 80 periculture
2, Dacca Sewerass Projact (EP) 10! 0.75 o0 50 Utilities
Y, Derra Praject (TP) 5 0.7% él 80 Asriculture

5. . Palk., Bducation Project (TP) 21 0.75 20
£, B. Pak, Hichuay Project (EP) 107 Q.75 21

s

[ )

~N O~
\J_L g
o

l,.—l

%, Palt, Railwey Project (EP) L3

(a'e) -~J
“J
L4 N
A5}
o Y
(>}

. Bmbenkment Project (BP) 24

9, Inland

h52
Y]
S

10. Industrial Tstates Project (Wp) 231

v
Y
O
Ce
D
0
ot
l._l
)
o. 0 o o o
[ ]
N N1~ =3
N3
V]
‘_J

531
i
S

11, Indus Pagin Projact (WP) 279

80

Agriculture

T &C

Manufacturing

Agriculture



f—
=
=
i3
SJ
O
D
=z
O]
1—3

15, “I,Pak, Tducatior Project (WP)
16. W,Pak. Highwar Project (WP)

17. W, Pa%. Railwav Project (ViP)

0.75

0.75

0.75.

0.7%
o.75

3

B0
8o

Aericnlture

fericvlture

" Cthers n,e. 1.

T

m

1L

Fanl
)

G
Q

-
‘

a/ 511 losns in

b/ See fprendix 4, Table 9, Tootnote b/.

a/ "™ 2 C" denotes "Pransport and Communications",

/  .See Sppendix &, Table 9, Tootnote ¢/,

Source: Sarme 25 Appendix A, Table 9,

this Trble are Contractual and allocated to the Government sector,



APFENDIX A

TABIE 19
2/

T C. ILCAUS TO PAFIS~“N
1947-1965
(iillions of Rupees)

| b/
Untied Project Loan (Hard)

Project
| g/ g/
Amount TInterest Grace Repayment Tecononie
Rate Period ~ Period Groun

1. Adawjee Indugtries 4 7.00 11 3 Menufacturing
5. Crescent Jute Products 9 7.75 6 - 16 tanufscturing
3. TIsmail Cement Industries 19 7.50 a9 22 tanufacturing
L, Tsmail Cement ILtd, & 7.50 6 20 Hanufacturing
5. Packages Lid. 11 7.75 € 20 Lanufacturing
¢, Steel Corporation of Pak 3 7.00 10 10 tanufacturing
a/ Q11 loane in thie Table aras Contractual and al_o ated to the Private sector.

L/ See Appendix A, Table O tnote b/.

Sea Appendixz £, Table

s
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o~



APPENDIX B

DERIVATION OF TOTAL VOLUME OF REQUIRED FORTIGH ATD
o FROM THE FEI-PAAUW MODEL

The total volume of aid through accumulation
from the base year (té) to the aid-termination year (%)

is given by the shaded arez 04T in the diagram belows

| T
-y
A = U~ (u-d)e - Eavamiongs)
k(w4 u ,(_:
- ety LT ] s
A . i
w -, A = [Ft ]O‘-f. - - EQuaziem ()
do . o '
J, l /F: = [h("'ﬂ?) - (u- —%—:‘—"—)]\/b-. .E8vATION (8)
0 7

!

R
(VAR

A bacic assnmntions reguirad for
the derivation of the total reguired ail

The followinz arc tha

™

1. IIn reverse flow of capital and interest
pavments is narmitted,

2, V'(0)= 1 and P(0) = 1 where V¥(0) = Per capita

G.¥,P, at initial periodj
P(0) = Population at

initial period,



Let Ap = Total volume of accumulated foreign aid.

The

value of AT for anv V*(O) and P(0) is obtained froms:

v (0) P(0) A

3
A

A

<

0

ﬁ‘(t) at : .o

(D

The value of A(t) is found from TWguation (8) in the Fei-

Paauw model (see Chanrter 2) =z« follows:

jAY]

E, = {h(‘(‘ﬂﬂ - (M—b{;‘%"’)—l\/&

[ Reren) — (u—“’::f’)] \, emht

2=

Y- d, (rip) E
[k-(*”lv\—(u_ % ] K e-:')

"
—
&
~~
13
“+
>z
1

K e(wp)t
]

where
AT o,
A = R R
é = EE - (T+p)

(2)

Now having Hquation (2), and Tiquation (9) in Chapter 3,

we intezrate Tquation (1)s



n

"

1

- 200 =

-rt A trep)
(4 & Koe £]olt

Kk e _ FK H’+P)f]
b, (7 oy, ()

0‘¥H \-ﬁ
>

2K | ot
0 ¢ dt —ﬁKo e(”"'*l’)b At
[}
N b= ;lbje(%) ° G ‘J(i)
&Ko[_“;eb AK | f*M-P)t-r
— BN, ;Pe




] rip
B2k () ]
S o[{*(%>+*’<?‘>-<***’>}*(%>f(W’ f




1

() =1

AT

1
v
3
+
3
—

(3)

Since X(0O) is CO“ﬂ*ﬂn«,
A —l p +1
- A [ 2 {b—vr ) — (r+P)
P (r+p) &
Derived, (Compare
squation (24) of the Tei-Paguw model.l)
S Ap = V¥(0) P(0) Ay where A, = Total volume of
accumulated aid for V (0)
= P(0)
= Anm for V (0) = P(0) = 1 rby assumption]
-k
= |T(t) at .
p f=#‘°3[’ff
= ff( A ﬁ))( (T'+F)f]alt
)
- A B
- T [
P () 2 P
iy, T oand & _, An is uniquely determined -

Thus, given 0, u,

by Pouation (3).
"Poreign Assistance and

1r.c.H. Fei and D.s. Paavw,
Self- HeWn," Review of Ticonomics ana Statistics, August 19659,

Do QJU-
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APPENDIX A

SOURCES AND NOTES FOR TABLE 1

Notes

Fiscal year in Pakistan starts from July 1 to

June 31.

This figure is obtained after adjusting the effect

of 1955-Devaluation.

Figures for Imports for the period 1951/52 to
1959/60 have been taken from Pakistan's Balance

of Payments (compiled by State Bank of Pakistan,

Department of Statistics, July 1963-June 196k);
and figures for the period 1960/61 to 1967/68

have been taken from Memorandum for the Pakistan

Consortium (Government of Pakistan, Planning

Commission) for the period 1965/6€, 196¢/67 and
1967/68.

Figures for Capital/Consumer goods and raw material
for Capnital/Consumer goods for the period 1951/52
to 1959/60 have been worked out by applying the
"ratio" found by Professor Islam in his study,

Imports of Pakistan: Growth and Structure, A

Statistical Study (Pakistan I.D.E;, September

1967, Statistical Papers No. 3)3; and figures for

the period 1960/61 to 1963/64% have been taken from
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the Memorandum for the Pakistan Consortium,
1966-67 (May 1966) and for the period 1964/65

to 1967/68 from Current Fconomic Position and

Prospects of Pakistan (Volume II, Statistical

Appendix, April 17, 1968), published by I.B.R.D,
Association., Table 57.
5/ _ Figures for P.L. 480 and Indus Basin Imports have

_been taken from Memorandum for the Pakistan

Consortium, 1965-66, pp. 177-178 for the period
1960/61 to 1963/64% and figures for the period
1964 /65 to 1967/68 from the Current Economic

Position and Prospects of Pakistan (Volume:II,

Statistical Appendix, Table 57).

é/ Invisible Bxports include non-monetary Gold (i.e.,
value of smuggled gold confiscated by the Customs
and acquired by the State Bank of Pakistan),
foreign travel, freight charges and insurasnce,
investment income (i.e., interest and discount
earned on foreign Securities and Treasury Bills
and also income on Indus Basin Development Funds
balances on investment accounts), Government
expenditure (not included elsewhere), private

remittance and transfers and miscellaneous.
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Z/ Breakdown figures for the First Plan have been
taken from the Second Five Year Plan (1960-65),
published by the Govermment of Pakistan, Planning
Commission, in June 1960 (p. 86); figures for

the Second Plan and part of the Third Plan have

been taken from the Current Fconomic Position and

Prospects of Pakistan (I.B.R.D., Volume II,

Statistical Appendix, Table 57).
8/ Figures for changes in Gold and Foreign Fxchange

Reserves have been taken from the Pakistan Economic

Survey, 1967-68 (Government of Pakistan, Ministry

of Finance),pp. 107-108.
9/ Projected figures for 1968-69 have been taken from

Annual Plan, 1968-£9 (Govermnment of Pakistan,

Planning Commission, June 1968), pp. 15 and 29,
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Government

Government

Government

Government

Government

State Bank

Main Sources to Table 1

of Pakistan, Ministry of Finance akist
Fconomic Sﬁrvey, 1963-6l, 1964-%5, 1935-26,
T1966-67 and 1967-68.

of Pakistan, Ministry of Finance, A Review
of Foreign Economic Aid to Pakistan (1962).

of Pakistan, Planning Commission, The Second
Five Year Plan, 1960-65 (June 1960),

of Pakistan, Planning Commission, Memorand
for the Pakistan Consortium, 1965-6€, 196€6-67
and 1967/-608,

of Pakistan, Planning Commission, Annual

Plan, 1968-69 (June 1968),

of Pakistan, Pakistan's Balance of Payments
(Xarachi: State Bank of Pakistan, Department
of Statistics, various issues).

I.B.R.D. and I.D.A., Current Fconomic Position and

Government

Prospects of Pakistan (April 17, 1968,
Volume IT, Statistical Appendix).

of Pakistan, Central Statistical Office
(C.8.0.), 20 Years of Pakistan in
Statistics, 1947-1967 (Karachi, 19€8).




APPRIDIX A TABLE 1
CONSOLIDATED BALANCE OF
PAYMENTS FOR PAKISTAN

FOR THE PERloﬁy 1951/52 T0 1967

(Million Rupees)
PRE-PLAN PTRIOD FLRSL PLAN PERIOD SECOND PLAN PE

1951/52 1952/53 1953/5% 1954/55 | 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 1961/62 1962/63

TOTAL PAYMENTSQ/ 789 2032 15 139 2067 2890 3% 2453 3038 3859 W59 429y
T. Development Imports 6 435 3 439 L6 467 504 469 147 1905 2195 2398
Capital Goods (Cy) 90 48 W7 266 275 25k 277 k2 925 1166 I+l 16%
Rav Material for Capital Goods (Rg,) 3 19 % 9 102 % 08 19 360 %9 0 41
Invisibles(dy,) 85 58 6 74 7”13 19 ok 62 10 2™ 29
(a) Freight Charges and Insurance - - . . - - - - - 127 210 220
(b) Technical Assistance - . . . TR - - - - 63 6k 77
1L Non-Development Tmports 2160 1597"‘“1§3i‘ 918 1 16117 zz3c 27%0 1988 1591 1391 1+ 1502
| C??:ﬁiﬁiigoﬁing?{.%o Imports) 7 570 16 a1 i = 0 20 o 0 a &
Raw Material for Consumer Goods (R,) ! 437 162 % 109 138 133 1% 9t 27 316 33k 306
Tnvisibles (M) %7 865 859 668 1219 1967 2278 165 4ok 428 b1 540
(a) 0f which Debt Servicing - - 1 10 10 33 32 e ¥l 100 120 188
(1) of which Debt Repayment - - . . - - - - - - - -

- !
11, Indus Fasin Im or%éz/l ' - . I ] - . . o 1m0

IV, P.L, %80 Imports - - - - - - - ; - 503 BT 691

TOTAL FINANCING 2789 2032 15%  13%7 2067 289 3okh 2453 3038 3859 %059 Loogg
FINANCED BY:

I, Qun Farninzs 2368 1490 1396 1318 | 2047 1883 1672 1787 2128 2286 238k 2748
Tixports p 2137 1297 1260 1180 i 1812 61 ks W0 170 1877 1990 2252
Tnvisibles ‘ 231 193 128 138 235 %2 247 347 369 k09 46k 532

IT, Foreicn Aid: Loans and Grants 5 1h5 180 165 472 762 1256 810 ‘1067 93 1087 1391
L e L LR LI CH A

Technical Assistance - - -

bl 37 47 52 71 63 6 7
145 430 356 315 3% - - _

Food Grants and Short-Term Credits - —

III. Foreign Privete Invertments 11 19 22 24 % 9 21 28 10 1 % % 81
IV, Indus Pasin Aid - - - -l - - - - 0 10 300
V. P.l. 480 #id - - ; - i

- 1 I 7 o . g ) i v - - - 503 333 691

VI, Changes in Gold and Foreign Exchange Reserves G 3 3 -65 3717 19% -

{Including I,ILT, Drawing) 3 ? 3 162 -2 % n -308
i
VII, Short-Term Capital liovements and Trrors and Omissions -62 1 42 -85 1 - 30 -32 8 AN 32 =79 -12
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TABLE .1
BALANCE OF
PAKISTAN

TO

ONSOLIDATED
PAYMUENTS FOR

1
E PERIOD 1951/52 1967/68

(Million Rupees)

THIRD-PLAN  PERIOD

T PERIOD SECORD PLAN PERIOD
/58 1998/59 1959/60 1960/61 1961/62 1962/63 1963/6M‘ 1964/65 .| 1065/66  1966/67 i2§7é22d
4 2y 3038 389 bos9 ke 3 699 6112 7423 7550
Ol 465 W47 %5 2155 2398 2092 3160 of2 3270 3500
77 22 925 1166 1 1690 1860 2050 1800 2120 2300
08 119 360 549 1160 ¥11 63k 740 560 790 805
19 104 162 190 27k 297 398 370 282 360 05
- - - 127 210 220 270 309 205 260 295
- - - 63 6k 77 128 61 7 100 100
W 1988 1591 1391 k2% 1502 1627 2087 a7 3233 3100
48 240 760 560 547 563 598 572 548 943 700
(224) (353) (200)
14 9k 427 316 33k 306 3 637 N 700 655
78 1654 bk 428 451 540 600 729 1260 1380 1430
32 i ] 100 120 188 e 36 111 520 600
- - - - - - - 139 146 315 90
|
- - . 60 170 300 uooii 5k 450 s 300
- - 503 123 691 832 752 573 475 650
3 453 3038 3859 hoS9 k295 5933 653 6112 723 7550
1672 1787 2128 2286 238k oMb 2785 3015 3304 3580 3750
w25 o 1750 1877 1920 2052 2215 2ok 287 2920 3210
739 W9 W s 50 gl 707 660 640
1256 810 1067 93 1087 1391 1699 1936 1801 o1k 2570
851 % 13 ;626 35 S 657 L 1059 1262 )
505 k77 657 630 820 552 877 900
k7 52 7 63 ek 7 128 61 77 100 100
356 315 370 - - - - - - 167 %
28 10 1 % % B 77 100 92 130
- - - 60 170 300 400 45l 450 5 300
- - - 503 33 691 832 753@/ 573 475 650
320 162 <127 -55 97 -308 201 %a H%) 470 150
-32 8 _h 32 =79 -12 -256 -65 16 =53 -

y
1968/69

rojected
8320
4150
2600
1100
450
350
100
3130
600

765
1765
75
420

500

8320

4150
3450

700
2970
1750
1120

100

160

500




INVISIBLE EXPORT
| PERIOD
B 18
- MiTlion .

pua

i TWVISIEE BIPORD TURSS _1049-90 19%0-51 105152 1952-53 105350 19555 105556 195657
L TR GOD () e e e e O 2

" 2, FOREIGN TRATEL W e e e 263
3, TRANPORTATION & TNSRMNE .. L. % 3 R b6

6, MLSCELLANROUS 79 kB8 19 70 X & 82

7, PRIVATE REMITTANCES &
MIGRANTS' TRANSFERS o (X] boe 006 (xR ree ' lo 18 29

) TR o B 1

L, TIVESTEN TNUIE Wby B on owm o ow |
5, GOVERMENT EPEIDITRE ... 5 18 % 2 2 v oy |

¥
oty

1

b

1

upe

TOTAL 79 17 B2 1y 18 W 235.7 262
Source:  Goverment of Pakistan, State Bank of Pakistan, Pakistan's Balance of Payments
July 1963-June 1964,

Govermment of Pakistan, C,8,0., 20 Years of Pakistan in Statistics
1947-67 (Karachi, 1968),
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TABLE 9

‘PERCENTAGE DISTRIBUTION OF VARTOUS COMPONE
(1951-52 to 1968
1951-52 199253 10535k 1954=55 1979-56 1956-57 1957-58  11958-59 1
A, DRVELOPMENT IMPORTS
(1) Capital Goods b5 297,00 308,7 419,5 6.6 70%5  699,1 |50k
(11) Raw Materials 16,7 1496 1527 DLL1 1634 4.9 2969 | 2647
for Capital Goods
697, o bi6,6 WLY  570,6  610,0 6k 916,0 | 8okl Lf
(1) asaqsubtotal A 72,24 66,50 66, 97 387, 27 My 200 [ 6.2
() asafomtoald 2.8 S BT B G 56 B0 |08
B, ?ON-?WVTLOPMTVT THPORTS P
111) Consumer Goods 96,3 601,9 45,1 309.9 398,2 875,86 8313 6
(iv) Raw Materials o147 1841 196,3 16343 312,1 W6 M35 gg% L
for Consuner Goods . o ok | ( '
4410 0 62k W¥n,2 60, 3 1223, 07,8 79,0 1
(1i1) asa ¢ sub total B 6k, 3p 78, 2% 60,44 65, 57 €9, 2/ 71, 6 77,3 ;p%+4 |
(iv) asa®obtotal B 3575 218 3L66 k5% & 8k 2.7 |wd
TOTAL (A B) 2000,0 1292,6 1082.8 10438 1220,3 2169,8 19%.8  [1523,1 2
basad of 0TAL (A+B) CC O U N O Y R T A Y R A B P
Basa §of ™MTAL (A+D) 070 6540 9740 behe o oh bt sk of 47,37

Source: Tnports, of Pa

a/ Tigures for the neriod 1965-1969 have been taken from Table 1

Lstans . Grovth and Structure, a Statistical Study, by ¥, Islan,

(Appendix A),




TABLE 5
OF VARTOUS ! COMPONENTS OF IMPORTS

o to | 1968-69),

<57 195758 11958-59 195060 1960-61 196162 1962-63 1063-64 10Bh-67 1965-66 196667 1967-68 1968-69

W5 659,1 ‘540 ; 904 0 1206,5 1459 L1941 21504 20004 2250 2365 2950 2600
L %69 |24 55,9 bbb 4199 8761 6028 560 8% %0  L100

b 916,0 | okl 12477 1762,k 1903.8 236140 3026.5 3%03,2 2810 %455 W50 3700
W 7,06 |, 27 w50 6850 7671 B2 7.8 SLOog 80,08 el 7 70,2
6 28,00 |38 350 3L A3 17,88 29,09 19,00 20,04 25,80 26,19 27,89

B oBL3 |06 me6 935 6ok Gk 908 Lyen 121 118 1% 600
6 5 |lgk W8 WA Mok ] feLe Dotk My b 60 765

w 107’+.8 719,0 11%7 13889 1156,8 1449,2 1602,0 2164,2 1605 2022 1930 1365
BT T2k O ¥ W9, 57 eL0 63,20 €9, B 65,4 oh7d 1.
Mo20 (.6 Y. wopdd b B 00 %6 020 3o 3 s

R=SSSEN

8 190,80 (1593, 23024 31513 30626 010,20 W5 D7 MaF o M7 5380 5065
g0 Mol IR a8 5590 6.2 62,07 R 50,70 (3,65 63,00 (w19 73,00
R T R AT A NV A P 0 K A A

Islam,
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CORRELATIONS AONG SOME SELECTED
(PFRIOD 1950-51

R Ca Rca Mdi Co Rco
RESERVES CAPITAL RAW INVISIBIES CONSUMER REK

GOODS MATFRIALS ~ IN DRVELOP, (00DS MATERIALS
TMPORTS FOR G, THPORTS THPORTS FOR Cy
1 2 3 k h 6

Rl " - 12 - 307 098 -.353
¢ 2 768 Jo2o o -, 163
6% T3 92

+ Indicates High Correlation voicen 7 " 7 = oo O

i
Sources Oeleulsiod e fneendie f Tahln ]
Rl I ,




mat 6 |
scngp | CRONTH VARTABLES OF PAKISTAN

M5 |- 196869)

| ¥ xg X ¥ P W%
TNVISIBLES FIPORTS  INVISIBLE  FORRIGN  PRIVATR (4P
IN Moy 0F RXPORTS AID FORRIGN
DRV, TMPORTS (00DS CAPITAL
7 § 9 10 11 12
-7 002 -0k 156 -, 366 21
862 W2 1958 =17 J947
1358 107 37 06 L4 093
W91k 032 977 078 /959 032
571 268 845 R 681 V357
7k - 190 05 =19 970 ok
- 45 855 - 975 -0 262
170 843 -,209 637
221 903 V166
-, 19 967

-232






