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ABSTRACT 

of 

FOREIGN AID AND TFIS BALANCE OF PAYJllENTS: 

A CASE STUDY OF PAKISTAN 

Host of the developing countries have been 

facing the l'roblem of persistent deficits in their balance 

of payments. The purpose of' this study is to analyze the 

proble,r. in the context of foreifTn-resource inflo'l!!s to 

Paldstan. T'he concept of the "e:;::port-import gap" provic1es 

the basie frame\'lOrk for this analysis. 

Foreign aicl. h8.S been found to be partly a source 

of, and partly a solution to, the problem of e:r.::ternal 

ëleficits in P2_'dstan. Dei)t-servicing ancl tiec1 project 

aid contributec1 ta th!'? o9_lance-of-payments strain. 

relief from these pressurps. 

Closinc Ps."dstan' s export-i'"'lportgap poses 

serions 6iffieulties. The seope for redueins non-develop-

Eient iY.:)orts, increasi~15 expol"ts of prü!~8ry goods, and 

ex:pal-1.aÜy; il'1:port substit'-,,_tion in lTIallufaeturing industric:'s 

arr~ars ta he vory li~ited. In the short run, larger, 

Usofter ll and more flexi":)le inflm,rs of forej_gn ai6 may v1811 

be the only route ta rapiè economie grOl·rth. 



Hm·!ever, a wajo:r Pa'dstan objecti.ve is to l'c:OUC8. 

and eventua 1 ly e1iJ11inate àenendence on foreign aic1 by the 

ene'. of the Persnectivp Plan (192)5). The? stuny sugçests 

t lîa J
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following: increa seO. m:port s of ma.nuf' ctl'tred zooe1 s; 

more èliv8rsified markets for snch eX}1orts 7 self-sllfficiency 

in food; greater iJ11port· subst. i tu.tion in El t;Y'iculture; and 

expanded infloili s oi' pri v8.te :forpi~l1 CB.ri ta 1. 
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PART I: THE THF.ORETICAL FRAHEWORK 



·-

The present study aims 2.t an ::malysis of' economj.c 

developm"';nt of 2:. develop:Lng 8con0r::~'" in 2, setting '.'Jhere the 

hi,zh der,endence on foreiiZE ::tid. ê s 2 T,'?E::r of 1!!eeting the per-

8i81.::8nt: be.12.nce-of-p8.yments (lef:1.cit assumes cru.cial impor-

tance. P2.:dst8.n ê' s a case stu.ny if '::811 set for this; it is 

one o? the 1.8.rgest aid-recipients in the 1'10rlc1. Its geo-

politicsJ. l;os~.tion hé:S been ler:;el~i responsible for attr~:1ctirl:; 

snbst.:-:nti81 foreisn aid. Sev9I'c.1 tho':ght~provol:;:ing "jorks 

in thi,s (irr::'ction assert the i111for't9.l1cr of tha role of fore5-:..:;r~. 

aid in the ël.eveJo'iYl1ent nroccss of è1!lè'?-réleveloT)ed countries. 1 
~ . . 

Pa '·dstan offeJ:'.s an n.::ce~.18nt opportunity for th:Ls 

':i21(\ of 8.l1ê,.lys:i.s for the :follo"':,;i.n;~ r82.s r:ms: (1) One of the 

; co 
-,-' to 

"st'c~snzthen the bo.ls.nce of r3.yment~ of the c01J.ntry by 

-------------------------------------------------------------------_ ..... --
ISOp. 1. :Srt"1chr;r 2YJ.,"1 S.);. ' '.--" s, ?or(Ü"~l1 .Liic"1 and 

Tncl'l(".L.·,~i"'l D, ", .. "",,10"]"11:'111+ l·'" p",1-i "+,,,,,, ('~"\n+,"c""l .. CeYl+rc. f'or __ .L.1;:)l ... L .,-f .• ". ~ ,_.vt.,::; ...... __ l . .i V _ J . .L c •.. :1._·,'- ..... _.L ___ \-,_ v_·..."c.;.. ...... J .L.!.v_ .... _ 

Deve Jo:;:,in:;-Ar82. ~t~J.0 ie s, Do.Cpl·(:bp"C' 19~8). O:imeof~ré).phGë1.); 
iI.B. Chener~'" and A.F. strout, lI~'orei.::n .t,ssistance and I:~cO!:lor.1ic 
DeV8 Jo:--ncn-r, Il Ar:teric~-:!ll T~c 0110F'ic ~evie""7, Selltember 1966; and 
B.S. Fc:son, Bconor:!Îc Develor'nen;J in Tnè.ic.. 2.nO P8'd.stan 
(C<?mbr idge: Harv9I'c1 Uni vc:(' ~:j.-l:;:'" Press, 1'?6?,) • 

• 
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faster than the G.T{.P. and by c1riving ahead with irnport 

substitution. 11
2 

(2) One ·of the Itexplicit" alms of the 

Perspective Plan of Pa1dstan is "the eliminatton of depen­

dence on foreign a.ssistance. 1I3 ii-ffhile these are the state-

ments of intentions, no aoequate reasons and/or itTell-defined 

ways have been sugr;ested in the Plan to 8.chieve these 

objectives. This stuc1y is an attempt to proviël.e an insight 

into the problems involved i.n reaching the targets and an 

under standing t01vard s po ssible solutions. 

Basic Prob1ellis 

Three basic problems are usual1y faced when an 

attempf is made to analyze the ro1e of foreign aldin the 

process of economic develorment of a deve1oI1ing economy: . 

(1) the identificatinn prob1em in constructing foreign ai~' 

modelsj (2) re1tabi1ity of the availab1e data; and 

(3) adequacy of the 1ength of time for the va1:t,d appli-

cation of the statistical techniques of estimation. 

A. The Identification Prob1em 

.lHl thr-; foreign aid mode1s so far àeveJ_opecl to 

ana1yze the role of aid in dr-;ve1orin::-; countrif.:s have not 

2Government 'of Pakistan, Planning Commission, ~Che 
'T'hird Five Year Plan (Karachi': Governmr-;nt of Pakistan Press, 
JtÜy 1965), p. 50. (Henceforth IIThird Planl!.) 

3Ibièl ., :!!. 17. 
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shown any a\'Jareness of the prob1em of identification. 4 It 

is needless to point out that no technique of estimation of 

parameters is as yet available in the case of non-identifia-

bi1ity of the modal. Tt i8 interestinz to note that the 

mocl.el-builders often find the "degree of simultaneity" 

exact1y to the extent that it does not bar them from iden-

tifying the parameters of the model in question. HOivever, 

there is hard1y any reason why the degree of simultaneity 

should alv7ays exactly stop short of "creating the real 

troubles.,,5 Ranis and Fei have rightly pointed out: 

Whi1e the theoretica1 part of the C-S [Chenery-strout] 
thesis is based on SOm8i<That indefinite behaviouristic 
assu)11ptions marginal to the domain of 8conomic theory, 
the empirica1 part is sgddled ",ith an as yet unsolved 
identification problem. (Unàerlining ac1ded.) 

B. Reliabi1ity of the Data 

CurrFmt statistic s of deve loping countrte sare 

notorious1y unreliable and the measurement techniques of 

4N• Ahmaà, Foreign .L;.id and Bconornic Development (a 
paper pre sentec1 in a graél uate 8eminEi.r, Department of Bc onomic s, 
NcGill University, 19t:7). Tt may be noted that this point h8s 
been talŒn up inderendently by Ranis and Fei and bas been 
discussed in the light of the Chenery-strout model. See 
J.C.E. Fei anc1 G. '-:ani8, "Fol'eizn J~ssistance and Bconomic 
Dc;velopment: Comment,!t American ~conoi!1ic Reviei:l, Sentember 
1968, :9. 910. • 

5Ta-Chung Liu, "Underidentification, structural 
Estimation and Forecasting," Econometrica, October 1966, 
p. 85(. 

6Hanis and Fei_, 01). cit., p. 910. 
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grO'\vth and change are highly unsatisfactory. Rence there is 

no reasonable basis on which to draw any meaningful con~ 

clusions. Rosenstein-Rodan, in his ar~Qi tions rlioneering 

Even ••• vague estirnation vIaS not possible in case of 
Africa vJhere, in spi te of studies in recent years, most 
figures about national product (gross), investments, 7 
and savtngs, are more or less enlightenecl guess estimates. 

As 'regards Burma, he points out: 

The national accounts of Burma 5ho'\" consistently high 
investment estima tes in recent years. It is difficult 
to believe, hç"~ever, that they 00 not involve a con­
siderable overestirnate.~ 

As for ~a1cistan, the situation is not very different. Tires 

states: 

At the statistical side, the vlea'.rness ••• vIas 
i11i tially a severe handicap, even more so ",hen under 
the Constitution of 1962 a major l'la.rt of the? statistical 
vlor 1,;: ""Jas t1"ansferrec1 to Provincial Bureaus of Stati stic s 
t~:~~ .hao. ~r?~y a.nr capabi~ity for handling the large 
a~)",J.t,nment . ..:. ln the.J..r area. 

In a. predominantly agrarian econorny lil;.e that of Pakistan, 

the bul1\.: of national incorne orig'Lno.tes in the primary sector 

of a~ricnlturG ana aJ.lied activities. In srite of the over-

ridin~ significance o~ this sector, the available data are 

7p l'J 'R t· R' Il T ./.. -1- • 1 [.' l' f TT d • ' .• ùO sens ... elll-,. oo.an, _nlJerna "lona ."IlL . or . n e1"-
ëJeveloped Connt1"ips,1I ? .. eview of Bconon'lics and Statistics, 
Hay 19"'1, p. 131, )-;;XI)J.anator~r Note to 'l'ables 3a-3c. 

8Ibid • 

'1ItF. Tims, Ana1yti.cal Technlaues for DeveloYlment Planning: 
A Case Study of Pa~Üstanr s Thir6 Five-Year Plan (Karachi: 
Pa1ristan Insti.tlJ.te of Development Economies, February 19(8), p. 8. 
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defic:lent in precision,. coveras;e and scope. The lac'\: of 

basic and reli2ble statistics thus makes it difficult to 

underta'cp this kind of' stud.y. Fortnnately, the national 

acconnts 8nc1 rn12tec1 ste.t:i.stlcéil ~;erir::,s of Pa~r:istan have 

been ir.'1provec1 consi6erably under the a8[i8 of a National 

,InCOnl0 Cornrds.sion e..ppo:i.nted by the President of 'Paldstan in 

L:r'r il 19çJ]. Th(~ C ommissioll slJ.brai tteè. an ,L,nterim ReDort in 

Se'tJt'3mber 1(6)'1' and the fin.'}l rEmo:rt 1,ms issued as a Govf:rl".Jl1e~t 
•• Jo 

of P.s1dstan lIlJ.blice.tion in i,jover"bel~ J.965. The Comr:tission 

noted: 

In our 0l")inion, there is a creat and immediate neeo. for 
set tins up a11 integrat80. syste:n of na tiol.1;3.1 account s. • 
':[:h11e malcing thi s recorr.mencl.a t 4.on, vIe are consc j.ous of 
the existing ineeJeouacies of data and resources in . 
sldlJ.ec1 manDO\rler. • • • Ste1)S irJil1 h::.ve to be teJ;:en to 
co11ect baslc data thr'OLJ.2h ::n)0cial samD1e survevs and 
other means. -.. .. ~ 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
::'~c·~.'norüc st:::tisti.c.s of Pe.kistal1 do l1.ot m8c-c. the minimum 
·~()~I·'i'-··-···t:>D·l·C' of' ~ '1''' + ion" 1 ~cco"~ ,..··c····p··· vlr'c}1 nl"coc: J. ~-,' .... l..~ ~.' \·,'Hl,-. _'J\,. ~ C:. 1. ':"'~:':""'-'~ c' ,, __ ~.::~~ ... J_ .~ ..; '::~ : .... ,_. 

j'i~:OT0iJ.S (~erjln.n(i S 0n th? r;.u:3.J.it~:/ of thi? ï.:J8.sic d2ct2 pm". 

0 '1 ~'11n J"':,·"nr··C' ';111,r}11c;'1 +'/.1,"""'0 c1,,,,·:-r. <,·c·..., coll(.'ctp(~ 10 J. •• tJ ....... 1.,""'·.1.1. ..• '- ,_. __ •.•. u" ........... ~t.~ •. 'L t ......... ; ...... ~ __ .. 1 ..... ) .• 

CUnd8j:'1il1.in[l; 8.c16 G() .) 

._---_ .. _-_._-----,~-----------

• • 



rn.ust eJapSG before sufficient ch tG. are avaiJ.':!.bJ.e for iJ8.J.icl 

quanti.tativ0 ana:.~.ys:i.s. i\oeIr:lô.l1 8n.d Ch8ncl'y contt?:nd: 

Tests on Greece ano other le ss delle lopecl·count:r:i.es 
sW;g(!st that. it iJ:Lll.l1.ot oe 1Jo,ssible to secure sat5.s­
faëtoj'Y stai~-ist.ic:::tl estin!r').i~E'S ••• until there bas 
been a E;reateT' accUiilul3.tiCln of (lata. ll . 

It .was noted \!Jitrl è.issatisf8.ction that data for 

the econon1.'j of Israel ,Vere- ltinadequ9-te for time ... se:r.ies 

e ~~. i ,."." +'j ot""' n12 
.... \..'_.l .. .Jt;.I,. '\.,_ ,.Le 

O}'r.·:aniZéd~ion ..9f :t:he stue]y 

? . ,_ l3 to provièe a fair idea of the PBjor c0nce~ts 

anô (Jefinitlons 11800. fOT: the 1}1J..rr·o se ,. ... broad 

8volution offoreis l1 al fl has ::lIs\) lJeon é1isclJ..sse(l. In 

1IFT •B• Che11ery am' I. Adelm.1.n, IIForei2;n fÜd and 
:r<.:conorÜc Develol')ment: '.ehe !Casc of Greec8, Il Ilevie','T of 
:Sconomics apoStatistics, February 19((" p. 2, .n. 5. 

12T, . " _Oln., .- p. l, n. ,2. 

• 
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the CES production function hasbeen sugge~ted to analyze 

the role of foreign aide In Chapter ~, a survey of balance-. 

of-payments problems ln Pakistan has been made 1 .. Jith special 

reference to the role of foreign aid in order to provide a 

historical perspective. Cbapter 5 deals wlth the problems of 

the burden of debt-servicing; the ffuyes-Wyes-Hussain test has 

been applied to evaluate the debt-servicing capacity of 

Pakistan. Chapter 6 is devoted tothe analysis of the tied 

aid problem and its implications for Pa"dstan. Chapter 7 

has been·design8d to providr-: a strategy to close the export­

import ga!J in the economy of Pakistan; the analysis closely 

. fol10i'lS the Chenery-Strout a9proach of IItrade-limited grovJth" 

,vhere, because of uncertain, varying flOl", of foreign aid, a 

continuous adjustment in imports and exports is required by 

the economy to equate the export-import gap i:Tith the savings-

investrrH?nt gap; simple statistical techniques have been used 

to support somB of the contentions in this chapter. Finally, 

Cha~îter 8 bas bean allocated to draw the "loose strands lt 

together by de scri bin; the linli tations of the study, surnmar-

izinS the major findinss and ma'dng some general policy 

reconmlenc1at.ions. 
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Chanter 2 ------

The purpo se of -Chis chapter i s t1'lO-folr1 : (1) to 

expla.i.n the basic concepts and definitions involved in this 

stuc1Y3 and (2) to 0.escribe briefly the broad evolution of 

foreign aid. 

Q1..üte a large number of the developing countries 

have been exp:eriencing persistent cl.eficits in their b8lance 
_ l 

of navments.rro meet this deficit. most of thern c1epend . " -

heavily on foreign a·id. 2 Chenery and strout p05.nt out:: 

A crude measure of this deDendence i8 the net flo\'T 
of sorne $9 billion peI' yca~ from advanced to less 
" J -. t' l' " 1 .L .L f neve.opeo C01J.n rles, ï:t-llC(~ 13 eC~1J.a vO a qU8.rL..er 0 
the il' gross investment ano nf"arly 2. thirc1. of their 
im:po:C't s. 3 . 

Tt is thns unclerstanc1ablr:; 1:.'hy ôeveloI1I:18nt 0.conon·,ists he.vs 

given so much attention to foreipl 8.icj in recGnt years. 

------_._._. ------
ITll.L.~·'11!"lJ-l' Oll~ l ,rO··leJ·~·..,,- ,ï"Jllr- iI·YJ.11 r l T'e·~o,..,·I-", _~ lt,.:J .. Q UR" ë. __ ;:!.i Gev.!. .. L .. .', . .l:.! ... !.. . ..... c~ .. _ .. 1) .L Vl.J 

(dashin~:ton, 1962,), Tablp, ~I·(;, ?l). l2?-123';' Unitec: !:fetions, 
T'conn-~':c 7'lll1e+.J'n for 1ifrJ'C8 (FOH \'O'(,~ë ·"llv lC,(,(.\ .' ........ J .. :_ •. )._ ..... L' _ ... ""1 ••• ~ L. _ '.'0. _ •. ~ .. _, c l._ , ~_,._ /, 

,~\ lC~T ]),.1\ _no· . V-l-r-v---')·-·,- 1- ")1,. ' . ..1/ 1. •. ' /!..j '-' ., ! o.. ,_., "; O. ._, ;l ;..'. ".. _,'-1. 

2F • Canor, tlThe Iq):,,-ct of' C8.:":i t.:::tJ_ In1port S OD. th0 
StructU1'(~ of D8V810T.Jill(~: Countries,1I ::'~Y}clos, rase. l, 1~.'(9, 
p. J.04. 

3II • B • Chr:mcry éi.në j.;.J,i. st:rout., fI:s'O"!7~';j_gn J~SsiE't2nce 
and "':coDonic DeveJ.o:"!!J.ont, 11 AmericE'n Ecgpo:ni c Rev i ev!, 
Se~t~:r:1b8r 196(, p. 679. 
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Definitïons and Copcepts 

The terms IIdeVB loping countrie SIl, lIec onor!'Jic 

cl eve lO;)l11ent Il , IIbalance of payments ll and IIforeign 8.i(1.11 

h8.ve been used above \·!ithout being defined. Since no 

standard (\-Jidely agreec1) definitions· of these terms are 

availab1e in the voluminous deve10pment literatlll'8 , it is 

necessary to definë them for thepm"pose of this study. 

4-
A. Develoï'ül1P; Countries 

The. developing countries are definecl asthosé 

\-7hose per ca.pita G.J\~.P. falls be10vT the "Jorld average of 

:1~200, afigl.1re vlhich has r(:~c8ntly .been .estimat.ed.on. the. 

basis of ninety-·six countrips of the ""JOrlel •. 5 one' ::.;h01.üd, 

ho"r0.ver, 1\:eep in mina tha t the 10\-1 per capita incOIl1e (belm" 

~~200) i S only one of th!:- T1l2XlY vi ta 1 a Sp0.ct s of the prob1em 

of undercle:velo~ment. Hence, this is sufficient to J'palize 
6 

the limitation of thp above definition. Tt is therefore 

4-'.:[lhe terms su.ch clS IIdeve10nil1p Il, ltunde.rc1eve 101')eo Il , 
~ ~ -

1I1ess developeè ll , Ubac}0iTard ll anel "poor" have interchangeably 
been used in this stnd~T. 'rhe choice of the term of ton 
6.8::8nc1 s on nthe sensitivity of the auc'1ience and the sensj_­
biiity of the an8J.yst. 1I 

5J • Bhae;Vl<3.tj., The Economies of Unqerdeveloped Cotmtries 
(He"\.! York: EcGr8.vT-Hill Boo'\: COril}")any, 19bO, pp. 14-15. 

6n. llyint, rfhe "Rcol1omic s of the Developin% Countries 
(3rd eo .• ; London: Hutchi son Uni ver si ty Press, 1967), p. 10; 
C. P. TCinc110berger, Ec onomic Deve l apment (Hei'! Yor1

-:: NcGra~,,­
Hill J300k COli'ljany, 195~i), pp. 1-5. 
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not a surrrise that l':UvT::di:., "Th088 l'or cayd.ta income is over 

':$2000, is still cOllsidered an underclevelollec1 country. 7 

Lacl~ of éllîrœop:ciate alterné,tivo criteria h2.8 cOLo.pelled most 

of the develolJment 8conomis·;·,s to be conten.tec; vd.th the 
8 ·1" • t.. ., .., ,.(.1 t per-carl·G.::t-:111C01118 cr]. erlon as CO.l.0. COFuor • 

B. Re onomic DeveloiJ1llent 

It i,s necessary to distin~uish ecol1omic r1evelopment 

latt8r, lJut not vice VE:)'sa. 13hi1e economic groi.\Tth merely 

implles an incre8se j.n the G.J'T.P. 8nd/or a11 ip.cre2se in }!8r 

Ce.pit8 lncom8, eccmnr.dc dGVC 10prlp.nt refe:c s to a IImftterial 

ac}v,::mce throu?:;h cl:.s.l'l;";es in gll of its ingreclien"h::, ncmely, 

1.'tO]." 1(--: 1 S 
·;r\.1~;':). 7_ t , 

It to (!efi118 

?-'7 - . 
lOChenery ,'?D.G 3trout, 0"1:. cit., l'. 6G2. 

8cnl1ordc 



- Il -

development in terms of one or some of 1 t s nin.::;r~;f,ir;nt Sil 

°111 ·1-'1' '.'l~_. J8 J1.1.lS eaulllC. Harroè -Domer 1 s em1Jbasi s on Irc.0.I:ital 

Il social canacityU shoulc1 not lead one to identify econnŒic' 

de\relopment ",lith any one of' them alone. Haiters cites 

J..Jibert8 as an exaJ;lple of an 8conon~y experiencing flGro':lth 

"rithout DGv~lonm8nt.tt TTe states:· , .. 

~normolJ.s gro'dth ln prirrtsr:' comr:lodities p~('oëlnced by 
foreiG;n conce ss10ns for eXl)Ort bas been ul1.e.ccomnantecl 
eith9r by strnctux'al chê?n~~s to induc€' complmneï1tary 
grouth o:c b~r :i.nstitutional chan:.;ps to diffuse gains 
ln real'incomr. among ~.11 sectors of the population 

, [in Li br:r ia] it 1 (Under 11ning ac16ed.) " 
". 1 • 

EUV.Tait also œ.s <~'lot \'Jitn8ssP0 any signiflcant ttstructu.ral 
", 

tranSfOTl"'lê?tton" so far c1espitr., its 1Jhenomenal risè in the' 

. petroleum. e::crorts re.sl:lting in 8. st8Ecerinf;:: :0er capita 

incorne fiS ure • 

Tc uncle:cstan(Î the process of: econOE1:Lc develo1îDlent 

c01J.ntr:Les arc not only of different t;T"0eS but ~l.lso arr:' at 

Q).ffe.1:'8nt stai?P.s in the:Lr lr:vels of r3r:velopment. Failure 

to j:'l7)co:o:nize this'vital liQint 1eo. pany economists t,n rr.t'1~:e 

11~.A. \.'Talters (',t Cl.l., Gro'vTth '1ithout DevplO1)ment,: 
an "Sconomic Survev of,J:iberia (Illinois: North Univêrsity 
Press, 1966), p. ;i: 
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wrong generalizations and f2.1J.lty policy 1"0C OlŒl1endat ions. 12 

Oné of the cOmYl1.on manife stations of this sort is oftE'm found 

in at.tempt.s to 8.J!~11y t.heo~eies and l")olicies s1J.itable for an 

over-populated la b01.U1 -surplus economy to é1 ifferent types of 

c01.mtries ,V'hich are, for example ,_ yet to feel the h88.VY 

presstlt'e of population. l-lylnt bas rightly and strongly 

en~hasiz8d the neeo for rejecting the idea of developing 

a "monolithic lt theory to encompass aIl the developing 

countries and for se2.rching .ltalternative theoretical 

moc1els to suit c1ifferent ty:pes of underc1eveloped countries. 1I13 

This brint~s us to the need for a classification of t.he 

developing count.ries on the basis of certain identiflable 

features. Galbraith contenc3s that an iteffectlve remedial 

action--a sound dev,310l)ment strategy--reql:tires à classi­

flcation. 1I14 

Unfortunately, no satisfactory classificati ')l1 of 

the und0r(levelorec1 count.ries is as yet availe.b1e. Tt. ·Hill 

De recalled thnt the Rost01·' stagp-analysis thrO"vTS much light 

on thp. Ip-vels of ('.e-volo:-,rw:;nt but fa:i.ls -Co focus on the tynes 

_._,_ .. _----
12 J. TC. Galbraith, IIUnderdevelopment: An !\Dproach to 

Cla ssiftcation., Il FU:;cé"'.l and i:onetary problems in Deve loning 
Sta-cE!s (Pr-ocE'e6ing s of th8 Tlü~('d Rehovoth Conference), Gel. 
D. Krivj.ne (l'TGi:! ·Yorl~: r'reêl,eric .4. praeger IHJ..blishers, 1?67),' 
'!J. 19-45'. 

131lytnt, o-r;,. cit., p. 14. 

14Galbratth, ~n. cit., p. 38. 
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o 15 of the developing countrH;~s. In the 1ight of his anatysis, 

the developing countries c1iffer. fJ:'om each other Iras a child 

c1if:~8rs fror:~. an adolescent and an anolcsc8nt èlifrers from 

one on the verse of maturi ty. Il 

Fortunately, Cra1braith's rE'cent classification 

of the developinc countries, though not cOID!Jletely satis-

factory, appear s to be a sign:i:ficant stel; tOl'lard s under standing 

the prob1ems of underdevelorment in their proper perspective. 

(Talbrai th suggests three modQls of underdeve 10 lJ1TIe nt : (i) The 

~ub-Sa'h~l'a- !l.L·"_i_··ic~"Lll d 1 (.1-h 0, t°f'° bJ .CI .L. 0.., , 0 • ...., "~ __ .. _ ~ :E10,e v_f: J_c.en 1_:L8. _e .leavD.:!.e OGlng 

the absence of' winimum 'cu1tllt'a1 base); (ii) the Latin­

American model (the distinguishinr::; character being the' 

presence of non-functiona1 elitp-group-biased pOi'1er-stru.cture 

and of an economic structure ,<Ti th built-in inflationary bias); 

anr. (iii) thE! South-A sian mode1 (the distincti.ve feature 

beinz t.he 87-i stc:nc8 of a 1abo1...l.':'- suru lus co:pi ta) - shor·tage 
16 

economy ·Hit.h h1711 1jOl)1.Ü2ti0l1 pressur?-). 

In this study we arE' concerned wit.h Pakistan, which 

is a "tYl)Îcal case" of ths IlSOlJ.tl1.-tlsian morlel. 1117 It is" 

interestin:.= to noto that !-~inc~lE'b~J'Ger also has ~istin:zuished 

._~ .. _------ ._-----~---, 
15880 1:f.\"!. :~ost0\1, fPh(=) Sta:'~ps Q./, T;~C0l10;';1iC C;'roi:Jt.h 

(Canbri6gc: Cambrir:~g8 University PresE:, l<;(0). 

16~, l' . i . . t 22 '.:rél. :)1"' al: h, 01) • Cl., :D. • 

17Ibid., p. 30 .•. 



- lY· -

t'dO types of ecol1omy in Asia: (1) the spars®ly-settlec1 

rice-exporter typeeconomy (viz.: Burma, Thailanc1); and 

(2) the r1ensely-populateCl export-oriented plantation t~rpe 

economy (viz.: Pa1.:::istan, India, Ceylon) .18 

Thus, the Galbraith-Kindlpberger classif.ication 

throvJs lUuch l:Lght on the nature and types of problcTns on0 

is likely ta encounter in analyzing the process of econornic 

development of countries l.L1Œ Pa].r.istan, Inc1iaand Ceylon. 

In effect,accordinc to both Galbraith and Kindleberger, 

countries like Pakistan and Inélia represent the typical 

Lei;ris-type labour-surplus economies, suffering from the 

heavy pressure of pers:Lstc:mt population gr0i1th against an 
. 19 

extremely Itm.ited natura1 re80urce base. In the language 

of thl; current ëlevelopment literature, the eCbnomy's supply 

curve of labour ls infinitely elastic (-Chat i8, the SUP!1ly 

cl:trVê- is parallel to th0. labou:::'-axi.s on a 1abour~i!18.ge plane) 

at a constant 1eve1· of rea1.waC8s close to the subsistence 

The cru.cial problen for the p01icy-LTmkers in these 

c01J.ntri0s is not Plerely to e::~plor0 the \,rays ami lTIP-al1S to 

ISC u TC' "101.' r: _ ., Ii' P. i G 'T'J'" P , i l "T" • .L. __ lne. , )0.1._,81., or. '-'-rD. ._.8.0.. ane. :. 1E:~ lla"C J. ona 1 
~conomy (lTei/j Haven: Yale University Press, 1964), r. 107. 

19 . . l>~ccorc1lng to some c21cu.la t ions, the value of an 
avoü3ed. bLC't.h in India amount s ta ;t~114. See JO. L. Sir'lon, 
"The V81ue of Avoidec\ Births to Unél8rdevelopec1. Countrie s, Il 
Populo.tion Stl.ldiAS, l/'arch 19(9, p. 68. 
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increase per ca})ita r~êtl income, as 1.8 generally thought, 

but a180 to flnd chann818 to plo\'T back a large portion of 

the increase in pel' capita real incomG, if and v/hen it t.alces 

place, :Lnta productivE: inv0.stmc-mt j_n order to escapE:) the 

"HalthnsÏéul tre.p" anc1 l,ut the economy on the path to sel:f-

sustainp0 gro'\:lth. 

For the purpose of this·stuély it is useful to 

distinguish conceptually b:,o major aspects of economic 

develorment: (i) the mic.po-ec onomie éI.cvr::loprnent; a l'lei (ii) the 

JIlE..cro-econoT:1ic dev!?J.o~~:!H(:mt. 20 The former relates ta the 

g.enel'al processof rtraising the s8ctoral efficiency level lt 

anf ,th~ latter constitutes the aggregativr aspect of 0conomic 

develolJmGnt, c.::_, tl"lo so.vinGs-investme~'1t, the balanc0 of 

payrnent::, f:tc. In thts stLlfly ~/T8 é.'1"('\ concerner] 'uith one of 

This i s, 8. S 21r0.:::.('~T not(',d, a mEl.cro a spect of eco-

nomic develof'TDent.fl. balanc8-oi'-raymE'm.ts stu.ny 1s not merely 



ct compr0hel1sive viei\' of the economy. HO\>.l(:vcr, one can harclly 

avoio a sense of disappointment in this 1.dnc1 of study \I)'hen 

accepteà by many economists ancl.organtzations. One notable 

example i~ the Balance of Pa:;n:nc~nts Division in the I{esearch 

and Statistics Department:of the International Nonetary F1L.'l'J.d. 

The 01 1.tpUt of the research is oGing publishec1. regularly 

through the successive volmnes of the Balance of Payments 

Yeetj:book. It i s b0ing inc'rea sing ly rscoenizec1 tha t the 

balance-of-payments stuc:y i3 essential for unrJ.erstanding the 

implications of governroent policies, the impact of the ,trans-
, ,.... -

mission of trdevelopment impulses u fr'om the developed to the 

develolJing countries and so on. Isarcl contenès that the 

balancP'~r)f-Dayments study can be of much gre::lte.r value if 

tradditi0na1 and higher quality of ~atQ are made available 

• • • part icularly reg8.rd ins ciJ.lJital inf 101'7 S an.6 outflovl S by 
21 type anO. sourcP'.1I In partial fulfillment of this require-

nent, a balancc-of-payments table for Paldstan for the 

period 1951-19(.9 h3. s been constructp(1.22 

Lost or the? ëliscu.ssJons on balancp. of rR~Tments 

2l..·Jaltel' Isaro et. al., Hethor' S 0)'" HRcd.onal Anal\Tsis: 
an Introc!ucticm to Ref':i'Oriâlscience (CaTl1briClge: The E.I'.T. 
Press, 1960), pp. 172-173. 

22 Sèp A~")pen(li:x A, Table? I. 
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in the o€velo.pment 1iterature are disappointing because of 

the conspicuous absence of a precise èefinitionof "balance 

of payml?nts." Failure to icl::mtify the type of balancr:' of 

paYrllpnt8 tmcler discussion has often resulted in confusion 

and mislf'8.ding policy recommendations. 

1. Types of Balance. of Pa:rments 

In order to makp. the balance-of'-payments discus­

sions meaningfu1 it i8 necessary to distinguish bet\:leen 

three distinct types of balance of payments: a) an accounting 

balance of payments; b) a programme balance of payments; and 
. 23 

c) a market ba lance of paymel1.t s. 

a) The Acco1..1ntinç; Balance of Payments 

An accounting balance of payments is dpfil1.ed às 

lia SystPfll of accolmts covf'ring a giv8n perioo that. is intrmc1ed 

to r.0corà systerJatic81ly (a) flol:!s of real resources, inc1uc1ing 

th'" services of tb.<? original; fClctors of proouct:Lnn, beti:leen 

thp (Jcm(-~stic economyan(1 the y'pst of the 1/101"1.c1, (b) chrmges 

in th8 country' S foreisn as::~ets and li8.b~_l.ities that arise 

the worlà without 

23Fritz Eachlup, Int8J:'pational pavments,., D80tS, anc1 
Golet (lTe1J Yor';:: Ch[:.r'lps Scribnspl s gons, Ij6Ll-) , Il. (9. 
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any q1.l.icJ pro qno. 1I 

Since the accountinc hslance of payments 18 based 

on a double-entry system which provides for each debit ta be 

matcheè by a cr8cHt, there can be no surplus or deficit in 

the balance of payments as a \Jho18; the only possibh~ cliffer-

ence betl'Ieon debits and credits (assnming that the donations 

offset the 1milateréll transfers) ·can be l10thinc but lIerrors 

and ornissions lt • These are> Ifstatistical deficiencies, not 

25 econor·-..ic phen0mena. 1t HO\'lever, some economists may choose 

to ,present the account~.nG balance of payments ln such a i.'1ay 

as to refl8ct 8. Stu'rlns or deficit in some In.eaning:ful sense. 

Var 1nstanc0, H~st-lI~ac1sen c1ivicl.es t.he acconnting balance of 

payments into t't'a S8~ments ta fac ili ta te constderations of 

the IIpr-o;)lems of the lï'unc1 I1 -- lIabove the line lt .a.nd "beIm! the 

lineu. The t,,'J() cor"ponE'nts add ta zero reflectinz the char­

actertstics of thp Itnecessary b;:-'lancplt.26 

It 1s Horth noting that a cJeficit in the bal::J:nceof 

payments on Q22_rrent account is the most Vliëlely used variant 

of' the accounting balancE' of payments. Anc1 tllis corresponds 

2~I.Y.F'., l)aIance of Pa;Tm'?nts Y02'J'boo':~ 19t2-66 
(Washingtoi1, Octobe!:' l'Y",?), Vol. 19, Sec. 0, p. 6. 

2h' 
)i':i~ C11111P on Cl" ·t T\ cK2 _.'-- . --j:-" J.. .'}l' • 

26p • H)6 s-c-Ha 0 sen, Itft1symmetries beb,'leen Balr:::nce of 
payments Sur~J.uses and Deficits,1I T.M.F. Staff Papers, 
Jl.ll:7 19(,2, p. 184. ,see also P. H,e5st-Ync1sen, liA Deficit 
in the:; Balancc of Pa~rDlent s, Il Finance s ancl DeveloT\ment, 
Se~tsmb8r 19((, r. 171. . 
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baJ.'3.11cP. In the accounti112, sense, 8 r:8ficit on cm"rent 

acconnt is an ex post concGpt ana i t is therefore descr:i.p-

tiV8 il'. the S811Se 0" II}1istoriccll. devcJ.r)prn8nt." In Ch8.:pter 

1+, the Cr;nc81"Jt of the accOlmtin;~; bnlance of 1~8.:rmel1ts has 

been lJ.sec1 in èliscu.ssins::' the balanc(~ of payments of Pa1.ç:istEln 

in ~icto~4C~1 per~')eCL1'v~ __ .~ lJ. __ • .) _ . .1.. '_"a_ . ...; IJ;' .. v ... ". 

b) 

The p.rogral~~!I'l1e balance of payments is (1of'j.ned as 

lia st8.t.ement of the SOlli'CE)S and uses of ftmcts, eXllected QI.. 

l)lannE:d, over, a future 1;eri09 of-2Q§-2T.' more years, based 

upon the nation' s capital and .2.Qll§~tiol1 recmirements and 

on a 1îrO?rarnri'le of me8tinF. an exce ss of reQuiI'ement S over 
J.. ~- - _ 

27 
resoUJ.'ces by reCODJ.'se to. fo:.-eif..:n fipancl,," e::mGcte6 0:C' sotlJ',;ht. If 

(Unè,erl:i.nin~~ 8r:1decl.) This concept :i.s fUl1(Q8.nental to -Ihe stuè.:-. 

It ls striJ.::in:-:: that nOE!.t of th::: (leveJ.orment 

8conorn5. st s a:ppP8r to be concerned Hi th '[',he ca. rd tal rec.:nire-

a.rprec io. tee: tha t 

on thn "ef:'ici0nt f:contü::r tl of socirl ChO:LC8 the desi:ce 
~o l"'ossess. T!10X'8 l'pal ~"'l)lt~l ass?,ts and the. èrc~~ir8 to. 
lncX'ease tne COl1S1'.Hl:,t:J.on sl~anc18r(! are confl::!.ctlng soclal 
obj8ct.ivr~s. Tt :f:'olJoi'ls t.hnt the cho:i.cG of the J0113-rnn 
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c1i1'ection of grmlth (LE:., the "gro'l'!t.h targ8t ll
) ,'d11 

depend· upon the assets preferE,l1Ce as
8
wel1as the COD.-

sumption preference of the economy.2 (Underlining 
~ 1 " ) aC1r.. 00. 

It is vJe11 l~nOiJln "chat the social values, the [>olitical 

ideology and the economic considerations '.vould largely 

oeterrl1ine the "consumption-real assets lf preference function 

of a country. OncG a certain gro\IJth rate j.B selected as 

the target reflecting the absorptive capacity of the economy 

and u(:"jlfare of the connnr.\.nitv, and .2:i ven the cB."Oita l-outnut 
'" -"' .1,; _ 

ratio (assum:i.ng that it ls !,ossible to determine it ï..Ji th 

reasonnbleaccuracy), the investment requirements aY'e 

uni'que-ly deterrnined. A oeficj.t ·Hi11 emerge .if,-a,fter 

resisting the inevita.ble polit:i.cal· pressure. f.or· a.l1.1lpT!Jarêl 

adjustment of the COnSUJ11l,ti'on standaI'~ ât the subststence 

ments, the anJount of cl.or:18stic resourc(~~sto hl? channellecl 

into investment l'alls short of the hinvéftment r8quire-

ment Sil. 'l'hi~', ex ante deficit is eXDected· to be met Ilbv - . 
recour se to for(?izn finance expRcte r1 or sought. Il In Charter 

7, the concept of t.he pro~~r2.Elr,}e balance "Of pa:yments has ·iJeen 

u8E":6 in th", analyr1Ïs of a strate~y to close the ex;)o!'t-

28John C.E. Fc-:i,"Per Canita Consum1ltiol1 an6 
Gro'-'!th, tt QU8.rter 1;/ JotF'ne.l of 'Scônomic 8, Febru8.ry 1965, 
Pl'. 53-5'+. 
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c) The Nar1tet Balance of P8.yments 

The If1.é:'.T.'ke-c balance of payments is def:Lned as a 

llmoêlel of a g1v(·n situatton in the fOJ'oign exchangc rnar]\:8t, 

characterised by the effective demand and supply of f.oreign 

excha.nge at the given exchange ratE': and at alternative 

hypothetical rates. ,,29 

i:j'hile the accounting balance of payment s is an ex 

post concept, the prograrmne balance of paym.ents and the mar­

ket balance of rayment.s are ex ante. Thes8 three concepts 

are tlfundamentally different" from each other. 30 In 1J.sual 

dj.scussions on the balance of payments these distinctions 

have o:f.'ten be\,;n 19norec1, resulting in confusion and misunder-

. '1' s"Canclng • For example, the Rellort by the Secretary General 

. of U.N.e.T.A..D. in 1964 records: 

~:mplication of the:: 5 per cent grovlth targot t8 that 
exports of the (leveJop-Ln=:; countrif)s ':10n10 also hav0. to 
rise at thE' r8.~e of 6 per cent l,er annüm, in oroer to 
IrB.intain balance o:~ Ylayments eC!1J.:i.1ibrÜu-:1.31 (Hnderl:tning 
aè.c1ed.) 

Here the torlD IIbalal1ce of l'aym.entc; E:qu.ilibrium lt iD esspntialJy 

a p.ro~;rarr\l"!le bé'.le:.ncr:-o'I'-paymentE:: concept, but no definition 

._-------------

30r- . '1 ....Ql-it.. .• 

31Uni teô Ii8.·Uons, He:::ort by the S'3cretary Genera l 
of thè Uni teci Ï'Jations Conference on Tracl.A anô DevAlonment 
(U.N.C.T.A.D.), Tm'lards a J.':el,'~ 'l'rade Policy for Deye;t.opmen.t 
(lJevT Yor':, 19é1t),- B/cnl;~bï3, p:-ti=ë5. 
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2. The Concept of "Deficit" in the Balanc.e 

of Payments 

The mee.ning of a "deficit" in the balance of pél.Y-

ments derenc1s upon which 0:[' the thr~G conce,ts 18 being used. 

;l'his i8 because a deficit under one concept, say, TIlB.rl(et 

balance of payments, may be a surplus at the same time under 

anC)ther concp~")t, say, the l'J'ogramme balance of payments. Not 

0111y th8..t. Even 1\Tithin each concept there maybe lt several 

élifferont c1eficits c1epenc1ing on a number of arbitrary,dr>fi-

nitic>l1s, assul11rtions, h:rl::Jotheses, jt1.dgements or objectives 

. . . . It is not surprising, therefore that the definition 

of ·s1.l:rr1us or deficit Ilis byfar the wast controversial 
. 3~ 

q1.:.estion i.n thf! balance of payments metho(lology ~ If - Perhaps 

ItbaJ.ance of :::ayments" in the current c1.0velo:!}lTIPnt literatu.re. 

r~o avotf c0nfns:i.1)11 an( mi slmder stémr1 :i.n~, :i.t. i s thus S1.J.g::;e steel. 

tœ.t an 8x,:U.cit clefini ti0n of thE: type of balance of 

n:crrments DG :m.S(ip T',1h8n it. is useel. . . 
l~S aJ.ready ~}()"i.ntcô nut in tlüs stuél:r , th0 account:1.n::; 

bal'li'lce-o:<'-'J8'rrnents conc81"t 11.:, s been usecl to Tlrovide a 
... ...... .10 

hist~I'ic:?l confirmation Q~~ the Îact thet Pai\:istan has long 

been facinr; a cleficit in the accountin?~ balancE" of' payments 

3 21'~ c '}1 lJ·-'Y..J. .!.. _, .~_I, oY) • ci t., Tl. 70. 

33p • E0st-l,j[~dsf;n, "I; Deficit in the 1-2a.lance of 
Payrnent.:;,11 Financc,::s and DeveloTlment, Sel')tember 1966, p. 172. 
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on CU1"r0ut 8.Ccount anc1 that j.t has been ablg t') live partly 

on f'oreign assets anCi/or secure foreign loans é.~è gr2nts. 

the Tlotenttal cl.p-fic it i:!lüch the' 8COnOI!!'J of Pa~·:istc~n i s Itke ly 

ta face:: in the futnrC". l~ c1eficit is said to oe IIpersistel1.t" 

if the progrFlrr.ril.e of meeti.nc the pxcess of investment require-

rlents over :r'esonTCPS by recourse to ex"ternal finance is made 

repea tE:è.ly over a longer per iod 0:: t im8. 'l'he use of the 

concE'~)t of the ma.H·:::et be.1.ance of ;.Jayments is ext,,:,en!ely lirnited 

in the case of the deveJ.oping countries li:Œ Pa.~:i~tan, vlhere 

a free forei.Gn exchangc market hardly exists. 

D. ForeiGn Aid 

The confusion cOJ.l.cerning the meaniui, n2.ture and 

purpose of flforeign aiclll is CluJ.te prevalent i!l thc.- :orpign 

a:iJ1 liter·atll.rp·. 

uncertainty of the economic an0 po lit i.ca l of the::: f'ore:L::.;n 

Shonlci grent sand 10an8 h:::- lU:'l~")ec, to~etl1er ·!l.!.,:=:e::-· :oreir;n 8 id? 

L:Lttle ,':'..11(" CliffcJ.1:c3. aJ'c' of thn r)"'-';.nio11 tlla~c nit is cJ.;=·arly 

together. . . . 
1tl8.Y" opnefit th0"Ï.r clients, but i;le do not thin.": 0:: tl-;eril as 

e· 



J\:9parent ly I,itt le 8.110 C liffor6 h8VE"; not 8.tt8.chs0 J:1Uch iï;~por-

tance to the eisti!lction behJG(:m a 10an on commercial terrQs 

a né! ('\ 10l .. n ort COl1cl?ssin nar:,T terrs. In the l~3.ttcI" c,"l.sc therc 

that the grrmt elPDent is involveG it must be c,pnsidereél. as 

ecrl!lornic ajf'!. Aga:1..n, it is often sug[;,?sted that "economic 

• "ft t - ". t· . 1 -.;'.!"' 'ff .' . ~,,35 l .... h a Hl mus D0 Ct l S lngulS':leo J. rom . 'oreli011 ale . n l,-<eory, 

this i8, of coursc,'Qos:Î.l'ab10 but, in pr·actj.ce it i8 virtually 

impossible; ?o:C" instance, nilitary aie' i3 usua11y considered 
\, 

to be non-econoYnic air:. But 1 s :Lt l'colly po s sible to ej;::c lude 

defense support entircly froD econoE1Ïc aio? ',rhe ans'\!Jer is no. 

As ·is 1,,!ell }·:no'\vn; 'dcfense sUl"lport is often provideè 

,in ths fol'm of commodities and there is no r8ason 'vIlly these 

8hou16 not be COl1s:L(Jere(~ It inve stmp·nt :?: ood Sil in thlO: same or 
-:>6 

simile:c senS8 G.S 2ny othc;r net ac:r"ition to (:omestic resourcef; ..... 

Def~nse, after al1, i8 essentially concerned with 

insti.tlJ.tions 0:'" a country. It is therefol'r.:' unc1erst8.ndable 

maintain20 irrcs:;:,pctivr; of fore:Lgn mil·lt3.nr é(Ü1,. HO~'lever, 

t.he si zr:: anc1 COE':!!O s·i. tion or the esta bli shment 1!TOl.1lëi la:r·gp.1y 

35p •n. RosF.mstC'in-Rodan, UIntcrl'1ai:inna). jd.cl for 
Unc1.erc1evc101)ed Countries," Revie,,! of "Sconomics and Statistics, 
!<ay 1961, 1)1). 108-J.IO. 

36S ~ n ,.~ . ~ liT t - t· l 1\" f TJ 1 dl..:) . e,j '-1'. !:\.d.l'll.,=" _nJerna lona. 1.'>lCl . or \ ne. e~:,eve .. opeu 
Countrips: A COHUiisnt,tI Revie,,! of Econorücs anëJ Statistics, 
Vol ~_h ] 062 _. l' . '" . 



dopencl u110n the a b:Llity of the country 1 S 8conoII,y to su.pTlort 

it, ano th," nature of tts sGcnrity lwoblcm. For exar:ïTlle, the 

hostile rC?lationshi.D beti"r881"J Inc1le. an6 Pa};:istô.n wou16 have 

conpelleci tl18m to (live~"t a substantial éU:icunt of domestic 

re SOUl'ce r3 to the defense sector even \·riti:lOut 8ny mili tary aid. 

Tt is thus clear that a realistic assessment of 

the siz(: or a military establishment in the absence of any 

military aid 'Hill give a fair idea of the amount of the 

domestic :cesources·rE';le3sed due to the availablIity of' 

miJitary aide To that extent, military aid must be con-

sidered oconomic aié •. 

AlI these prob1ews and a host of others (e.g., 

the status of [Sovernment-guaranteed private inve~tment, 

short- ané: f:lec1:lum-tel"'tr. 10ans, export cr0.c1its, etc.) create an 

insUrriî01.mt'J.b1e "ter'n~j.nolot:ical clLff:i.cn1ty " and hE'nce precise 

p1JJ~pOS( ::::, this study finëls thc, .O.-;~.C.D. definitiol1 of forei:;n 

aici slLi.-ca ble. !\ccorcling to tlü s cl E:fini t ion, foreign aid 

constitutcs: (1) cash grants an6 c;r8.nts in 1dncl (incluëling 

technical assistance); (2) sales of com~0dities against 

local el.U'Tr:~l1Ci0S; (.3) govornrcnt 18nèin:; for p8.riods e;':ceedtr~.: 

(1.1-) grants 

and c81Jital subscY.':i.:r:tions to NJ.lttlatc:ra.l air1 8.:GD.CÜ:S a no. 
37 

net J.oans froIn thesp aZÎ:·ncies. In slïopt, foretgn aid 

370rganization for Bcon.omie Co-Operati.on and Developri1ent 
(O.!t:.C.D.), '?he FIQ1r! of Fir1r::tncial B.esou:rces to Conntr:Ï.es in 
Cou.rsc:. pf Ti~conorÜc Develo1îmc-:nt, 191")-1961 (Paris~ O.Y.C.D., 
l~-:)t J.) • 
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com.prises that part of the foreign resou..rce lnflov! \'lhich 

has the follm-!ing basic characteristics: Ci) it is a function 

of the o0cisions of the governments and/or international 

" 38 C""\ l"t· ~ II -1" "l"i Il l 0 39 ag~D~le5; 11) 15 OI a pUO lC non-ml_l:ary c1arac~er; 

and (iii) it i8 not c1ictatec1 by ttnorm8.1 market inccntives. u40 

Conceptual1y, it i8 useful to clistingui8h bet\Jeen 

tHO me.jor aspects of forE'dgn a:Ld: the macro aspect and the 

Tn.icro aspect. The former oeals 'ilith the application of 

aggregative econonüc analysis to the problems of deterroÜning 

total "aid requirements for achiE:ving target growth goals lt anô 
J 

the') 18.tter concerns uthe assessment of aid for narticular 

Dl"'ojec'l:;s and progra'I1l.s in rr-oJ.8.tiol1 to specific ohj('>ctives" and 

evaluation of "alternative forms of aid .available for achievins 

these Objpctives. n41 CT]n("~:r'li.lling added.) 

Tyues of Forei~nAid 

Broadly spea'dnG, foreiGn aie; may be classifieë1 into 

(Lt-) Hyi:œi.c3 Aid. 

------_ .. -.------ ----
")8 
J Sep Goran Ohlin, Forcian jif Policips R0consi~ered 

~ • 1 ___ ._._. __ • 

o .-S ce. D., l ::( ::.) , C h"3.. ·c • l J., ." 1~ • ? -1 :; • - ~ -
39T1'L, +10 nn? nli~~()~f o~ Cl'~ .'-J. . v .• ~ '-_ .. 0· v ._._ ..... __ ... , _"_0 ~~o , 

LI-O_ t" n' " t 
r~osens .. p.ln-hOO.an, op. Cl. ., 1'). 109. 

!tlR •F • ·NH::esp.l1, The Economics or FO:r:'Edr;~D Aid (Chic8.["1'o: 
'i J " . .....'1'·1.! ~l"']" n··· ""0 'l'"'~' -"'-l--r;~) .. , 1 r,.") S - : "1 ~ .~,. 1." .-' h .. CI :LDG 1"",. U .... L .~ .. J.. S ''''; L~,':·.t1.y., _ ',. , .: 0 ._.~ i 0 '. e,·:, 8. ... .:,0 .LL. ,,{. 

Sil1:~8:r', :rr;~xt8rnal .l\if1: ~I'or Plans 01:' Projects?", Econcllnic 
JonrnaJ., SepteTi'!'hr-,Y.' 19(5, p. 51.l-~. 
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Bxterllal financial aicJ 'ilhich i8 e::~1JJ.icitly lin'<ed 

. th . f . .,. J l ~ . 1- ." th " "vi].. SDeCl' lC pro.Jecl,s lS ca .. ec. proJec\ .. aJ.o; . e ('onors 

fea sible llroject S \'7hich fit in vIi th their priori tie s befor,e 

alJ.ocating the ai(l. roreig:l1 aio 'vJIÜch is given in [~neral 

SUDDort or annunl buo.;;ets or loq~er-term plans Hithout refer-

ence to specific l11'ojects is ];:novJl1 as rrogral:.lr~:.e or cammodtty 

aid; the rec ipir:mt s have a re la ti 'le Iy grea ter al110unt of 

freedom to <'1isIlose of it according to their Ov-Tn priorities. 

Of all the forms of deveJ.opment aid, technical, 

assistance seems to hmrp the most immecliate appea.l to' the 

clonor countrie s. 'l'echnica l assistance refer s to the, transfer 

of ski II sand knO\'lledge through the c1espatching of experts, 

consu.l'tant sand te;:.cher ~, the trainin; of stuëlent s, peace 

corps proj~cts, etc. Apart from these three distinct forms 

of ai~, there i6 a gr0Rt variety of interroe~iate for~s 

ai6 1:!lay be c8.11ec} hyIJ.Y'i.cl ahl .• 

It is i.nél.88o ir:lportant to rp81iz,p that ('lifferent 

forrlS of for(ügn 8.5.0 ):l..ave diffeT'en-r, :i.ml)lications both :i.n the 

sense of the net v<:lue of the tOté l aiè ane' the aE'ount of 

freedom with which the rccipient may use it. From the point 

of vie'\'! of thr:-, rJo!1()J's, ·U.ese different forYl!s impose different 

degrecs of' ÎmY."den on them. Sorre major issues concerning the 
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forms of financtal assistance are briefly discussed along 

theselines: (i) Proj0.ct versus Commodity or Programme Aïd; 

(ii) Grants versus Lo[ms~ (ii1.) ~:ipc1 versus Untïed Aid; 

(iv) Bilateral versus Hulti1atpral Aid. 

Pro j p.ct ver sus prorsramme .Aid 

The project approach in giving aid predominated 

throush the fifties and came unoer fire by 1960. One of the 

WB. in. cri tic i S~>JS i s ·t.o point out that the major Imrpose of 

aic1 i s defea ted by financinc:: the "mar~ iua lit proj<?ct v:hich the 

aid-recipient i:7ould have droppeo anyvlay had he not been handed 
Lr2 

the addj.tional r8S0u.rces. The classica.l exa.mple of the 

Aust:d.an Government, ':rhich secuI'péJ. Nar sh13.11 Plan aiel for 

bu5.1c1ing a p01.!er plnnt but actual1y financed the builcUng of 

an opera house, i8 often cited to discredit the project 
4:; 

appro8.ch • ..) It i8 graclual1y being realizec1 that economic 

develcpment does not cl.el'end on the sO"\J.ndness and implement13.tiol1 

of a fe'!i s~8cific lYt:'ojects bU.t )'atl'"!.er ·:)n an adequat!=' overall 

in-ve str.!·,ent effort, vJith "8S!)C'C-C to 8iz0 aml composition • 

. Ag8.i~'}, the "il1-designec1" :êoreign exchanse, nonetary and 

----------_. __ .. _._----_._-----'-
Lr2Sin~er, op. cit., !. 53S. Se~ also R.M. Eird, 

tlI'h('~ InJ'}J .. wl1ce of poreL::n fdJi on Local ::x~ené\:L tUT!?S, Il 
Soci:::t1 and 'Scono:nic Stuc1Ü::s, Vol. JI, ~rlJ..ne 1(Y~7. 

43Bhag"jati, op. cit., p. 210. 



speciftc project. It may "he argued that the \'7ho1e economic 

structure becornes foreign-aid-orientec1 through the successive 

un.él.ertaJdnG S 0:2 those pI'O j cet S ,-'Ti th a hiCh f01'cücn-Gxc:hange 

CO trlliOl1ent, and the CClllrrnttment of 'cotaJpoolG(] resour'CGS of 

an economy to this I)D.ttern of c1evelopmel1t ma~T tnject a s(~ries 

of serious biases and perverse incentivG$ tnto the economy. 

But the ëlonors still p:('efer project aid to programme aie}. 

, l . . . (.. , . The ratiol1ale, p€rnaps, ... les Dore ln pOlltlcs tnan ln eco-

nomics. projcct ai.cJ necessarily involves a procGSs 't:!hich 

1e3.cl. s to the "pipeline accwmlla.tion rt i,>lhich, in tur11 1 creates 

a considerable gap of time oeb.!!een fresh commitment and actnal 

clislmrsement. [~ncl thF' clonors IT'.ay, and oite·n do, ut~i.J.ize the 
. 

intervening tir0e for 8xert:i.ng po1itica l pre ssure. For instance, 

the Uni teô States cancelleci a~1.l-.3 mt11:ion project loan to 

bu~ l o~ " nei·T a"L'~no1't i'1 D'~cca' .L _. o. ~ .'.' , . .l ._." ' .. J._ Ct , on the gronnd of P8.\:i stan 1 s 

1.1..· . '.1-' C,. Y4 re._a l"lOnS i'l].011 11 l ne .• 

11'h8 :cole of' comr.rlocl i tv aid in Paldstan as cOEmared 
~ -

'I,·lith project aic1 derives j.ts s:!)ecia1 stgnificance from "one 

"dhich ts "to d istr:1. ·)l.1.tE:' iDC':))"l'? eqai ta b1y • • 

and Ue st P8.:':Ï stan Il 8.n.(~ to e 1imiD.a te OVET the noxt t'Henty 

ll-4The Ne':! Yor'C 'T'; mes, .August 31, J.963. Tt may be l10ted 
that thp Unite(~ ~States helped 'Oostnone a "consortiurnH I.fl8eting 
consecutivP 1.y tr.tree thn.cs 1n 1965 ôn sorne flirnsy ground s. 
'T'he r(l~"i_n CS11.!:;e 1;18.8 Pa1c:lstan l.s gr.oHin~ frien<lshi.Il i!!ith China; 
see The Dm·m, JlJly 14, 19(5. 



1 

In. this contcxt, the 

n'08(1 to alloc2ts an increasin.:; shar!3 of totc,1 resources--

rco 
.:>ll1Ce 

of 8.i6 i8 thus IIfroz(-'l1" in the s(':nse 

that :i.t i8 ôiF1'icult and sOT\et:LFes ev:-;ri ünrossible to S'.~:i.tch 

p.ro,ject aid fromone rr!giOll to another without causing a 

re-evaluatL)l1 of the project 8.110 a consequent delay :Ln the 

the extcx'na 1. resourccs to r~ast PE,\:istan nndel' th0 rœesent 

:::œ·:;jê'ct-a:i c1-dor:lin8.tedpatt(>J~n ofinflo,'lS i8 bnund to be 

SvJ:i,tch-

over :rroy" one 1.'etion to another arc Yrluch ea sier and simpler 

th2cll in, the ca sc ()~~ proj cct a id. 

The r~ciri8nts prefer grants to loans simply 

bec,9.usc' the :E'orflK"r are frer; a.nc1 tJ:-Ir~:: 1:::.tt0:c he.v8 rerayment 

obJ.i;'2,t:i.ons. Loel1.s 81:'(" r(1nJ~e on '"ir;p.l~~ èi.ffer:i.n'o' tRJ.'T'1S--

4~ . 
"'Gove.i'~.mellt of P'::l]ds'L:an, P}_anning Corn.nr5_ssion, 

'l'he 'l'hirc1 rive Ye.cu' Plan (K2.:~Qchi= Government of Pak:i.sts.n 
Pres:':, July1965), p. 2"IT. 



- 31 -:-

It i8 argu0cl that loans aI'p. gene:cally superiar to gr8.nts 

as a form of aid becausp the obligation to repay may load 

the rnc iI~iE'nt s to !!:l8.\:E) the best USE' of the a:i.c1. 46 Although 

i t i s partly true tba t repaym8nt. o~üigations may cUscoura!:;e 

1t1.·!aste, tt the optiIP.al utilization. of foreign aic1 is surely 

not a functinYl.·of rppayment obligations but of the efficiency 

of thG planner s and of the· executive body of the countnr. 

Tt is also assertpo th.at loans are rrefere.ble to 

gre.nts b0cause the .lattr-r e;ive some sense of "inferiorj_ty 

ano hllmiJ.iation" to the rE'c:i_~!ients \·,hile the former are more 

Itbu.sincssli1ce." In practice, this i8 not true. The recip-

i(~mts are just as rrtl.1.ch a~'Tare as the oonors of the factors 

responsible for aid inflo'lT;. they' lrnO'I! that "humanitarian tl 

conSi00r0.tions (::mo thereforc; cl}.arity) do not play a rrajor 

l'ole. 

Tieé! ver E:,US Unt ied' Aid 

fit llrr-'sr-nt, b,.ro-thir<l s of Ëll1. bilatera1 aic1 to the 

op.velo·,,:i.n:· conntries is tiee' either ta C!oTrrrnodtties or sources 
... ......."' 

or both S01J.1~ct=)S am" cnrnl!-:.oèJ.ties. Tt j.s nGedless to say that 

lJ.!.·1tie0 aÜ1 :Ls s1J.p8:r101' ta tter s.id becau::.~e the l:7J.tter tends 

to dist.ort th"" D"'!ti.onaJ 1!priorit1es." HO\·rev0r, the:r:G 1s littJe 

n ni n~· ..,;- ~ .. ~ I.~ in co~paring tied with untied aid if the recipient 1s 

4t~".F. Schr.rüdt, Il']:11e T~ConOl";1ics of.' Charity: L08.ns 
vpr[;us (~rants," Journg.1 of' Pol:Ltica1 ,-;-:cono}"ry, liugust 1964, 
p. 33(.. Sep: also l")~.B. t:,sh8r, rTY'8nt!':".~, Loans anô Local 
Cw~renciF',s c.-:8shin~:ton: rEbe Broo"d.n::,:s Tnst:i.tute-, 196'+). 
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given the choice beti,JeAn tied aic1 and no aià at all. The 

problem oftieà aid ts disCUSS8C\ in detai1 i.[1. Chapter 6.· 

Bilateral versus Eultilateral Aid 

The proportion of mu1ti1ateral a,s cOPlpared 1,vith 

bi1ateral infJ.ovl i8 still insignificant. Since the .supply 

of forAign aio 1s stroncly entrenched in thE": pol1tica1 reality 

:ra ther than in econoraic cn)J.sidera t ions, the tendency for 

ltbilatGralism" i8 natura11y strons . Only less thétn 5::,; of the 

total foreign ai~ consista of mu1tilateral aide This is 

shovm in FiEure ? .1. .. }.~ost of the aid from the international 

agencies is given in the forro of untied J.oans. It is.ag8.in 

the clonor8. v7ho dictate the ter'ms: either an increase in 

bilê.tro·ral 8. id Ol~ no :tncre2. se at aIl. Once agé.'.Ïn the rec ipient S 

have no choiCG but· to 8.C C8lJt the donor s 1 terrr~s. rL.logh 

lJoint,s ont th:::,t a "su itch :21"0·]1. bilatera1 =-orei(~n aid to multi-

1ate1"a1 foreisn aiô i'lould le8(1 to the decrease of total aid. 1I47 

objcctiv(.' of :!:'")T·r·i:n ai(i i2 tlw "élev2J.opmont tl o:L' the 1)001" 

47T• 0610:;h, IIj·;ult:LJ.:}te:c'al V0l"'SUf" J:i.1atel'al !~i('l.,11 
Oxford ~conomic Papers, November 1967, ~. 334. Sec also 
'~' 1:> .'i .... 'ne·'· l;11Î-'-l"later"J v .... ·"-il",J-t::''Y'~l (\ic~· r.") O"lc~ (-'ont'('()Vex"'s'if ":~J._l.. • .n, .. ')_ . .l, Lt..-•..• l, __ ... ct.~ t:>. J:).J ___ C'..J..V'. _a.~ _d._.' • .J.-:..1 .. '. _J - J •.• - • t 

Pp"TTl" C'l"tê,(1 (1.\;.~·C'11ill'.;tr'lI1· '1"nA '·)·"'ookl"nCfC Tl1S·t--j+"t a l C),Kh '1 •• \. " \1 ... 1 _ • .1 '.' .', .,,~ Cl ....., _._ ...::; -' • ... .J ".).1. .... _ w v __ . 10 .). '., v V. 1 \... .. , ......... r,. • 
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FIGURE 2~ 

Estimated net inflolV o/Iong.term capital into underdeveloped 
countrles: percentage shores of bi/ateral alld multi/ateral aid, J95J~J. 
The proportion of multilatcral inflow is still insignificant. 
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~ource: Jagdish Bhag\·,ati ~he Econpmics or 
Unc1erdeveloped Countries hre\oJ' Yorlc: HcGravl-Hi11 
Book Company, 1956), p. 217. 
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countrles.4-8 This i8 fairly obvious from the theme of the 

4°50 Clny Re1)Ort, ;' the Jeanneny Heport and other stud ies 

and repori·,s. Perhaps it. is faj.r to say that the lac i \: of a 

ment for both the dOllors an6 the rccinients regarc1iru: the . - ~ 

foreign aid programme. Norc;enthau sharply cr.iticizes the 

donors for never rnan8ging to "àevelop 2.D. intelligible the ory 

of foreign aid that coulà provic1e standapc!s of judgement 

. . . ~orJ a Y'e.rticuJ.8r mc~a~ure. ,,51 Then 1.'!l1y diel foreign 

aid start in the first pl3.ce? Perhaps the answer lies in 

the undeniable fact that i t must have "apl,eal ll to both 

"national' and trans-national tl interests. 1/[h;3.t sort of 

interests are they? v,lJhiIe it is im.pos'sible tà isolate a 

single objective, a packagE' of objectives is often put for­

ward as follows: (i) to strengthen politidal tios where an 

1!-80 • D. I., Rero:,...t of International Conference on Foreign 
Air'] h81.6 in Londrm,June 196(, Effective Aie: (London, 19(7), 
p. lOlo 

4-9Committee to Strem~then thp SPC1..U'it3T of the Free 
!:Eorle:, RGport to the Presioent on the SCOiJ8 anÔ Dj.st·,...i bution 
of the United Statps Ei! ite.loy and EconorÜc Assistance PrOr;;l'ar i 8 
(\'1<", shinC t () n, lO,b3). 

501~irüst~rp cJ' F.tat cha:r",:é'r?e }8 Rtf().rT'18 !~()'irlistrative, 
La Politique (le COO1)tratio,l1. avec· les Pavs en Voie de? Dé"'velon,1J§­
n1ent, Ran':ort. de la Cor(lInis:-::il)D 0' Etuc'e inst.:Ltuée 1''\8.:;:' le 
:J6cret dÛ- 12 YtJô.rs 1<;(3, rer~L::: au. Gouvernement le lB ju:Lllet 
1963 (Paris, 1q(3). 

51H~ !Torg(.~nt.hau, Il Pl Political The0r~" of ?orei":~l1 Aïd, Il 
.l'.mpric211 Politicé:.l Science::, Eeviev, T.NII, 'Ho. 2, June 1962. 



alIiance alreacly·p.xists or ta prp-vent a neutral country 

from b~coming non-·neutral by j oi.ning the otl1er sic: p of the 

b2.lancG of p()~!Ter; to I!'lode:C'ate the criticisms of ~~()me Com-

muni st or pro-Comm"LU1.i st countrie s if and 1!lhere l'j(: ste:C'D. 2. id. 

is accessible; (it) to preserve interna.l and external sGcuritY7 

(iii) ta eXyJJ.ore and. e::;.:::,anc1 thedonor sr invc3tr(\ent opportu-

nities; ta promot\::' ez:port 8xrJànsionj to subsic1ize the ineffi­

cieu"!:. in01.:lstries of the clonor 'countri0S; and. (iv) to help 

e.cceler8tc the; (~conorlic è!evE'lo:~ment of poor countries. 52 . 

'fhe objectivPs arc 'well SUlîm~ec1 ur) in the "VJorél.s of 

the 00nor' ~ bm"ôc;n o~' surl.Jus resources,.iéieoloc;y, humani-

t')rir:>.nism--a1..1 thE":.sP m::..1(8 l1l1 the heE!rt '.'lhich pumps' out the 

aic1 ta the dOpI'8s::ec1 r~·::i.ons of th8 global Gcol1ornic bOdyo,,53 

nny appo~.r ta be of 

O~l'~~~l t'11~ 'J1i~toPv 
-- ,:,..' _.... , -". -- •• ..-.,) .•• t.J r:' :Lp1o-

. 52G• Farüs a ne; . .:r.l;'. Nel::::on, j\cO.sur,-s ta Bnst.l.r8 the 
Ef:?nctl;rc U::::c or i\:Lcl., /LI.D. Discussion, P;;;.~)8r 12, p. 7. 

5~ . 
. .)1. .:jreche1" ancl S.A. /\bbas, Fox'pÎl:-:n /üèl anc~ Inc:ustria 1 

Dev81opi11ent in P81-:if.~t8.n (l'ont.rea1, DGcc:ub8r 19(13), p. 21. 
OÜTD.eogra rhed • ) 



:!.Joints out bluntly that modern forrign ai(1 c10es not very 

much ôiffer in 8ssence frol1-: the "bribes ll employec1 in diplo­

macy, parttcn18.rly before tl1P Fnh centur:r • 54- The "climate 

of opinion!! from \"hic11 stems the obligation to assist the 

under-developec1 countriAs has served as 8. good pretext to 

put "the old .."Jine in a ne,,! bottle. If The Renaissance princes 

in Italy used the "offer of subsic1ü!SIl to the "lea1>::er states 

as 011e of thA most eff.ective instruments in TJ18,inta.ining the 

balancC') of pO\'.T€'J'. Little a.nd Cliffm.'c1 COn!I'flent trlat IIthis 

is as true of :military and related econor:1ic lmits tOd.9.y as 

i t \,'!:Cl S thGn~ ,,55 HOihrever, the difference lie s in the f2:ct 

that u116er' theltsubsidy" system it vIas possible to claim 

repayment. of alreacly-disbursed amounts, but this is not 

possil:Jl(:; no',·}. HOi!l C8.n the 60nors as1>:: for repayment what· 

they have offerE!c1 Ü1 the forrE of grants an(~ :Ln the narnp. of 

humani t.,u' :Lan servie e ,'Then the Ü" po IL t ica 1 pn:cpo se i s not 

serveo? iH best, thrc-·y can only cOTI1J:rJ.pnt tht:t the cotmtr:r 

is not [rateful or laJllent Ü1 closec1-door :meetings that 

forci:;l1 a i.e'] ::,olicy need s' a dra st ie c11an:;e. 

The strat,(')g ic movp s on thr:: che ss-boa1'cl of intpr-

natic>l1al l)olitic S often I!Jaic(~ the ()On01"8 inconsist.ent so far 

as th8il' rnle i.n }ila:l.ntai.ning the hU1)"lanit8.r-Lan a:rp.t'oach 1s 

r.;'4 
/ See G. Liska, The New statecraft (Chicago: 

Uni'l8!'sity of Chics.Go Press, 19tO). 

55Little an(l Cli:C'foro., OT'. cit., !'. 22. 
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concC:(,1180. For exa rrlp le , it iE inc0nsistent for th8 Huiten 

States to Tll.9y a mil:i,tanr 1'0113 in Vietnam and, at the save 

Ü1 other Southeast f\sio.11 cO'J,ntriE:s. 

COi 'Ti 1 ~ 'r 1 v verv'''' ei:J 0_", ... _c1. •. -'u' 'u J. ' oe 
prepar0.d -Co believe fully in the humani tarian approach of 

the United lCingd01;t, \'lhich kept undivicleèi India t.mder sub-

jug3.tion for a cent'L1rY. Onl~T thas'? fe,:: countries 'Vlhich 

h~vc~ beE'n able to ShO\·1 e. great degree of ~onsistency hpve 

~;ail1e(l both prestige a116 influenc0. One Dotable exs,m-r.le 

i8 C8D,af'l,8. Hisc;ins points out: "The major motives for 

[ëa11adaJ seem to be a "feeling that aJ1 ar:vance<'l countries 

sh8,re the responsibi1ity of hel~)ing the poor ones and 

a S'eneral Cesire to be 1 in on the act. 11I56 Unfortnnately, 

thn contrihutions 0:2 thC'se fe-.i conntl'ics do 110t form 8. 

sic;nificantl:r lê:.rso T'0:etiop of the tote.l 8.id given to the 

r.ï\Jo-thüO(: s of 3,l.J, cleV(~lormel1t 

of our- 'cross n~:lt:L()!l::::,l ;,::'0(1'(:';' 
~_ .. _",-' -,,--_ .. _--,-,,-----,--, 

~7 
~;;: o.~ ri:l i". •• II~' (~Trl'~~~:C }.:'JÜ11 

(e6.). "nI;':" T'o:cGir:n ,·~\Jf? (Chic:;::·;;o, , -"'"--._ .. _--- . 
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72;' of' the toca 1 m:1.1it,ar:r aml f:'cnnoFo:i.c o. ssi ste.ncc. 

Ch,,"\WRl, one of the 1"'10[0::;8rs Cli' the COlil1'Y!:Lssion of 

In(~uiry '\1ho lî!'C'T-,ar'e0 the Jeanneny ReT',O.i7t (1963), in a mem.o-

1"13.n0.1.1.111 inc1ucJec! in 2.. ,s8p.s.l'ate volume of s-cr1.clies and re~orts 

fOJ:"E;iCn [liel ';18.8 priDE~rily l1sec1 as a Ilclip10YDatic instruTI1r-::nt tt 

for inel uonc e. 
,\ 

In short, French foroign e.ic1 he:s 'bofm essential1y 

an instX'U1:1E:nt for Dolitics l. in.fluenc0, :·]h:l18 German, Ita lian 

"'DC' T~ï)al1r-'C'e 8.ssJ..stanc8 h8E: , .... , .. ,l ',cO' '" C _C .• ~) se:CV8<J. the IH.lI':::O S8 of 8cononic 

exransion. 

l~(O, the ~Rtt8rn of foreisn 0ia in a global 

è.onor sand their overta 1dng of thf? C 010ni01 2nél c:}:-coloni8.1 

(; ono:e s 

TTlll' tp.(1 ";'r'j 'Y),'. (1 0)"') ant , • Je.', ", .. J.~.:, )" ..... th(~ clec J.Ln.c in the rr. Jo. ';'. i v:? cl ewinance 

C 11.5. no: 'C' • total ai(~ (net) 

of tho colon:i.:::1 ~:~21(: ox-cClJ.oni:3.1 }}Q'::ïers grel,'l 2?:~, it grei:J 

31;~ for non-co!.oni:J,l ~roups (8xcl",ôinr : the Fnit;eci Stat'2s). 58 

on. . r c J_ '.,. , p. 50 . 
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Chanter ~ 

,Introduction 

The ppJ:'pose of this chapter is to revievl criti­

l cally a févl selecteél planning models ,,,hich set forth 

If e legant lt theories of fore1gn ajJ~ ha seo on any combination 

of the follouin; bEl. sic a~)proach(~s; 

(i) the nbsorptive capacity approach; 

(ii) the savin~: s-invo st ment gap (Gap I) approach; 

The IJ12(nl1ilJC~ moë'els dGSÜ;l10(] to 8.nalyze the l'ole 

the; follovrLn::; ver sions: 

\;]11J.e 2. ::S2:,o,.-!th l:!.0 r:(:J, cons~ücl;OUS b/ the lJsnal 
a b sene 8 of lI p O licy V.'3 'r' ~t;;: :) J.c:~ s, 11 5. S 88 SF'nt ialJ.:' 2. s:; }.o§,f)cl 
[lOci el '.Thel' 8 onl~r "lon'~ -.l:"J.J.!. E)qu5,li ~y(' i mn" C on6 it :Lons 23'e 

e:\::~lo'c8d, a rJ.Q('In.in?; mo6~1 j,::~ ij:1sicaJ.ly an 2l2.§l.! mn c1eJ. 
ine 01':!oI'at in::: " 1101ic: r va:.:' iCi. bIc: s, Il foreign a id 1:1126 tr:';(~ e, 
and focussj,l1i!, oevelojlnent ov r,]:' a n18.nnil1~~ '001'100. 
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The I1arrod-Domar Version 

A. 

B. 

C. 

D. 

rr'l-'e Po "'eD s+elo 11-"R oran '·:rod el (1.,'l'a'r l ()61) ~_ . .1 ._ 1. ...; _ u"' . _ .....l .1. • _ ... "'., ~ • " 

'llhe NcKinnon Hocl,p.1 (June, 1964) 

'llhe Fei-'Pa.auv! Hoclel (August, 1965) 

The Chenery~Strout Hode1 CSeptember, 1968) 

The Lineer" Proe'ramnÜng Versi.on 

" 

A. The CheneJ::,y-Bruno Nodel O>larch, , 1962) 

B. The Chenery-NacBvlan l'Iodel ,(Summer, 1966) 

The Econometrtc Ver si..QL! 

The Chenr"J:':.T-Ade1rnan Hod e 1 (Fe bruary, 19(6) 

1 hl"': Cobb-Doure:1e.~, Ver s~ 

Eo fOJ:'lT1Ell Flo(181 0:1:' tlüs version has \~mersed 

a syet but som2 mC=;2.nin:::rnl hints are avatla ble. 
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The Hs.rro(i_i)0Y:'':~1· Version 

= 

= 

K 

= 

A = 

= 

o{' 

r = 

le 

t. 

A. 2 
~rhe Rose:r..stej.n-Roclan lioc1el 

1. Nota.tions3 

Gross domestic savings 

Investment 

Capital stock 

Foreign capital inflov! = l - S t t 
If LF t = Total am01mt. of foreign aià required 

1;::0 . 

St = Average s8.ving s ra te 
vt 

AS = l·:a.rginal saving s rat.e --;s.v 

Tar::::et groHth rate of n.l,:.p. 

K 
V 

Ce.nitaJ_-outnut ra.tio 
~ . 

= 6V 
V 

perior (zero suffix denotes the initial 
period) 

2p •H• Rosenstein-Roc1an, ItInternation8..1 ll,id for 
Unclerc3.eve J.nped Cotmtrie s, Ir The Revieit! of 'Sconomic sand 
Statis1ics, l~ay 19(·1, "Sxplanatory Notes for ']lables 4-A 
ana !:jO-B. 

3S:rmbols are slightly alterecl from Rosenstein.­
H.odan' s original model. 
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2. The ):~o6el 

= -({ + ,,,'V t ••• (1) K 
1\ = = .6K 

V 'Kf! - :r..rV t ••• (2) -
bIC = lc6V 

= It 
("t 

• • • (3) or l - }rJ'V - Ut -
5 'vJhere r - è:J.V lJ-+ r) -1 -- Vo .... (4) V Vt - r 

3. Assurrptions of the llodel 

a) Savin~ s anè. inve strQ(~l1t funct ions are linear. 

b) Caplta l-output ratio and. grOi."th rate of G. N. P. 

are assumed to be constant and knm,rn over a 

ple.nning period. 

c) Flve years œ.ve been assUJll.ed to be the length 

of the plannine perioc"1. 

d) '1.l he1"8 exists a mirùmum level of consumption and 

hence a certain level of incorne at or belo,:! ' .. Jhich 

. 1" l t··· 1 savUl[;:';S ':!O"\J. (1 )8 zero or nega ,lve respecï~lve .. y. 

e) The savin~s gap is the only constraint on econolllic 

L1-. Solution of the Hodel 

SubstitL.1.tiong (1) 8.n6 (2) i.nto (3), '.'7e get: 
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Ft - Tt - St -

- krV
t - tI.,'V - + 'If t 

(~G:- 0(') V.L 
L. + 1f 

Now snnlTlün~ ovnJ~ the :planning periocl; 

A 
4 

L~ 
t=o 

If 

~'6 

·s \10 (oC 1- ~) + ( ~'jO_ 0(') Va 
s (o.'-d.) V 

o 

GiVen d.. 

\ / S" 
-t (kr> - 0(/) Va [ (IT~)-I J ..... (S) 

a.t L:.o 

So = -0 + d.,'Vo 

r:;.r)" -::. 0(1 \{, - Sc 

foreign aicl for an eC0110f:ly can be l..mic~1..1.ely eJeterr'inect. 

Sensitivity of li' to ch8n~(.;s in the parameters 

is obtained b:r lJartiaJ.12' clifferentiatin:z Equation (5) 

'Hi th respect to the p8.rameter s, k, rA and ri.. / = 



Ci) 

( i:L) 

Ciii) 

ôA 
-ale 

?>A 
~ 

ë>A 
ë> 01' 

--

::: 

'riT 
'0 

-t)V 
-- 0 

)VO 

t) 

rel+- rl' -1] L r 

r:: 

- Vo 
Cl+ r),J 

r 
-lJ 

Total foreign eal,!ita 1 inf lOF, ther8fore, i s nore 

senst ti ve to eha.nge s in the e;;cpit.a.l-ol.ltput rati.o and in 

the a.verage savings rate than to eh3.nges in the ma,rginal 

saving.s ra te. 

5. Critique 

4 
Although severa l studies prior to 1961 are 

avai.J.3b1e regard in.? the e st.ima tion of pxternal eapi ta1 

reqU.ireT11ent s of the llndercJ eve loped eountr ie s, perhap s the 

rflost ambit.ions atter.l1,t ts that of P.N. ~osenstein-Roc:an. 
5 

He has bui1t :lp a sl!"'11)le 11100.e1 of the Ha.rroél-

Domar ty~le, in \·!lüeh hG aSSl:1me:: tha.t the onJy constraint to 

the fortdi~n e:::chauË;e eonstraint on p.eoDo1Y1ie develop:rnent. 

4 
Seo Fnitec' Eations, }.i8esures for the Economie Develon-

ment of' Underdove lO1""H?c' Cou:..r1tr:Le.s (FtelJort by Ci ~roup o~~ ·-:}':"..7ert s 
a',y()oin-cec: by the Seerî::tarv Generéll, ~.·:8T.'J Yor:c: ~Jni teG. Fat ions, ......' " lS'51); 1.1'.''1'. ~:osto'J a ne) LYêt:;~ Lillil~an,A ProDosal.J 1\.e;.' to an 
RJ"'f'r("r:l'V~ 1ï'01'8:1.' ,"1- PoIl' ro,r ('l,Top '{Op1r· J,T;C''r.l-''''r .:', 'P.x"'other co 1::)57) .!,.;.J .. __ ." ~ _' l.-:~........ . 1 .. _. \. ... ,~ _o. ' .. _ ._ ..... .- .1 '~~)~_.;_ '_ .. .)....J '. ,_ ~ .J, _0" • 

5naYEI0l1cl F. HikE)sell, 'T'he Economies of Foreü:n Aid 
(C11 i c'-'>uo" I,,],,:;,,"n'" Plll)11.'ShiI1r" CO',n~-::D-r la!.((~ " 7q ..... Q.i::.:'. '4 -- - \". . ......... ---......, .1-I'c. .... J,. ,/t".:-,;., .!:. ,. 
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remains c(mstant ovp.r the planning period is highly question-

able. He has argucc; that tho t[1.1~C::0.t !Iro~Tth rEl.te Cr) 

rpf'lccts the "a bS01"1")tivc' C8.',)8.ctt,v ll of the 8ccmomv but no . _.... "" 

c1cer-cut methoè1 of measurenent of t;11e absorptive capac5_ty 

bas Leen given or suggestecl. J3ec[~.use of those and many other 

limitations, his emuirical conclusions anne2r ta be far from . . . , 

sati.sfs.ctory. His comments--'tIndia seel;!S to be in a 'take-

off 1 staee. • • • Pa1d stan 1 s te1J11'0 of' dove J.O})mcnt apf,ear s to 

be somel'.That IOi'Ter, but it is promisirJg •••• Indonesia is 

an e:;::amplc of lirrJ.itc:::d absorptive capacity. • • ~ .. Ii1 the 

J'!iidclle Ba.st ••• there are symptoIils of developmental Vi[;Ol1I' 

l'Thich may 5bO'l:1 some ref.iJ.lts :1.n five years ' timeU--are too 

goneral to be acceptablo as the autcome of a serious stUdy.6 

Hosenstein-H.odan ' s model yields the solution that 

fore:l::.:n capital inflo'H 18 highly sensitive ta changes in 

the C·::.l1l'U~2.1-o1J.tl'ut ratio. He E'stimat0s that, given a 4;:~ 

srO\,rth r8.te, a fell of tb.e cal''ital-01J.tr1.lt rat.to fror~ 3 to 

2.7 Cth8.t is, rnnzhly a lC( reouction) ':Joulô 

r0~uction of for8ic~ capital require~ents.7 the 

any anaJ.ysis solely baseà on it may result if!. rüsl(;ec'ling 

1)0 J.:i.CV rC'c o l11Jnenj élt ions. 
~ " 

-------_. __ ._~. ------
6.:> t· _.,' . t 11'' hosens eln-'{oo8.n, .;.;O~T)"':;'--.;C;;..;l=:..;:,.·'.' t.· -. .:; .. 

7 Ib:i.ël., p. 117. 
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The central message of his model is that the 

savings function has to be convex with respect to the 

income-aJ:is, Le., the Trargin.ql s:.?.vings rate shoulCl be 

higher than the avp.!.'agp savings rate. liA 1î1é:l.r&;ina!. savings 

r·ate consioerabl:r higher t,han the average is the main 

lever of economic developmeIlt of. underdeve10ped countries.n8 

HO'l:leVer, he belicves that once the economy attatns self­

sustainecl grovlth vTi th an average saving s rate of 12-15%, 

the marginal savines rate neec1 not be higher than the 

average savings rate. The nosenstein-Hodan model appears 

to be useful as a stepping-stone tOi'Jards comprehensive 

analysis of foreign aide 



= 

P 

B. 
a 

The }·'~C 'Kinnon Eoc' el / 

L Notations lO 

Rudime.ntary startinc 110int for the econorrry 

Potential clomestic output capa.city of the economy 

v = Domestically gGnerateà income resulting from the 

M = 

= 

= 

use of dOf.!lestic output capacity, P (for planning pur­
poses, V =P b~T assumption, an(1 also dV = dP ) 

Current foreign n~terials requirements 
(maintenance imI-iorts) 

_ Il 
Domestically producl-:ô capital goocts 

Foreign-produced capital goods 

Total imports 

dt dt 

Es.x St = l·iaximum potential domestic saving s 

Domcstic savin:;s 

Na::dmum potential exrort earnirlG s 

E 

9R• I. Lic~Cinnon, IIForei:;;n :S:;.:::change Constré.ints in 
"Scol1omic Development ano ;~f~"ici8nt Aic1 Allocs.t.iC)l'}, Il Bcononic 
J0l.1J~n21, ,Tune l Ci6Ll-, ::?l'. 3~:~:3-4-o9. 

lOSYTYibols arG slightly chançec1 frOfl1 the ori:sinal modeL 

llUnits for Kd and Kr are chosen snch that one unit 
of output P can be 1J.sec1 ta construc-c 0l1.'2 unit of . Ka or 
buy one unit of Kr at thf. fixed current terms of trz.de. 

12v,xllort s (E) are me::>. s11xec1 in the S8F,:8 !.mi t s as 
K y ari.c\. ·P. --cl. ' "f 



:: Foreign capital transfers 

A Total 2n01..U1t of aie1 rpql1irGd 

'rotaI anou11t of investment 

.. 
Level of invr-:stment in forsign c8.nitalgoods 

{; ha.rginpl export rate 

~I 

0{1 

t 

k 
Cl 

Propo~~tion of "curre~t outr)Ut in excess of current 
mate:l"J.8.1s 118e(1 s, vluch cau be exporteè. ta obtain 
foreign capital goods 

fi·gzrf?gat; (?; 

Date of' aiè-ter,"'inetion 

DOBestic canita1.-outnut ratio :: 

--

--

1 --1 1 
- -t'-
(3. fJ~ 

1 
fI 

....L 
."\~. 

l 
(32-
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le ~ 
Cl 

l 
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2. ~ChG liIo<.le1s 

Hodel l Lodel II 
r~ "(' '\ 
' • ..1_'.,," " 

l c ~ 14 
!:- = 10 e . - . .' (sJ 

l'locl el l 

a) T~.:;.:::ports arc aëlequatc-~ to l='LF'cl'las8 ?orcd.:;::n capital 

200C1S am: cover r~ai.ntE'n8,nCI? L1port.c: as reqlJ.ired 

13p ,,:,or'!1.J.c"r.·,]".\)n .r;o , ".r> i J b P .... . .L l,mC·Clon i or neu ou ~l',ul~ a ove o. 

l\'Jhere r· is cnosr:n to ~)e th0 i!!8.:dmum grmrth 
rE.tG c0112istent ï·,rith ëlevelopment possibi.litics anr1 is 1 

é! etorw:Lnocl out siClE, the sy stereo HOï:iever, r L..tro<,/ "7hGre fT = 1Y +r; 
OY' cr= l/(b, +7sr.) ané1 r .( 6'"rl/ is the rtneC8f;S,'l:::"yll conc'litinn, 
::tC corclin'.:; to 1,Ic:~innon., :[:' or reachinc s8l:f - sust:::d.nr:-~6 gr n1:Jth 

J CI" ,. .,~" ." + ') 9f-a cr. ,:)80 l-lCL:Ll1nOn, OT) • c]. '.,., p. ...J' ,) • 
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l'ün 
[

1.3,1(" ,- 0 

'1:Jhere (3, >0 , 

~3)1 implie.s tha t the value oi' output in the 

economy exceeds the value of inputs frorn foreign 

sources. 

b) rfhe economy start s vli th no saving s and no new 

capital forroation since the population lives at 

subsistence level. 

c) There exists an initial output capacity of the 

economy--a starting point from \vhich industrial 

groVlth can begin--and a stationary level of incorne 

d) Aid is offered on the assumption that the capital 

inflO\'T i:Jill have a "pump-priming ll effect so as to 

eliminate the economy' s dependence on foreign aid 

over a period of tiroe. 

e) Consistent \\lith development nossibilities in vievl of 

the expected externaJ. capital inflow, a maximum 

groi:!th rat0. is chosc:n as a target (r) •. 

f) Average savings rate and average eX!lort rate are 

assumed to be rising o 
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1:'lodel II 

a) Assumption (a) of ïvIodel l is relaxed and it is 

a ssumed t.hE', t there e:;ci st s a constraint. on e:::port 

possibi.litips and hence availa.ble domestic savings 

cannot be fully utilizGd. 

b) AlI' oth8r A ssumptions of l'1ooel lare retaineà. 

Genoral 1\sslÙnl;j:ions for Both }\1oClels 

a) The structure of international prices is exogenously 

determined. 

b) A fixed coefficient proèuction flIDction is a sSl1.med. 

c) Foreign c8.pital lnflov! enters as a useparate" input 

in the (~or,1e stic proc1uct ion fU.ncti ')n. 

Cl.) La bour SUr):91y is unlimi ted. 

e) Ho substitutional possibility (Le., use of import 

substitlJ.tioYl as 3.D alte:c·ne.tive to e:-::port e:q'Jansion, 

or relaxation of the assunTltiiJ]1 of fiz:ed coefficient 

r}~O(luci:.j,(m ftU1cti0n, an0/01~ 1.ntroduction of more 

:E'actors of pror1uct:i.on) is Ü1co-rporé1.teo l_n the moclel. 

4. Solutions of Mode1s 

Solution of lvIoclel 1: 

From (3), (4) anô (5), the tirne-path of foreign­

C8.rüta J. ln.flo':J i s c1.etermined: 



_ r,") _ 
.... ~-

.F: I-S 
v f {; 

+ &(1 Va 

. (t.) 

A = 

The concHtion fm: deeline ovel" time is 

i. o., ~ - If../VO (0 

or Fo (. ot' Va 
Sineo r:- _ 1:. Vo ' 

10 - cr 

Y' V < tf,,1 V r 0 0 

<. ôrJ. 1 

< rAI 

O'J" <. 0.
1 

rate ( d.. ) in 0.11(18r that fooceign aiCi (T!' ) may Cl Be 1Jne over a 
t 

parioe: of time. The more o{l exceec1 s ri- , the filore 

snallo i ' the time interv8.1 for oliminatin2; ('1.el'eJ:lJ~0nCp on 

forr::ign a in. 
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Solution of l o~cJ. II: 

( 
Dd. I)""C t' ::: pl. - € -e. -t- f. . . (5) 

In order for !;l't to ël0cl:Lne, the fi·'::.:"t t<::nli of thG ri::;ht­

hancl side of -:~q1}E:.t:iJ)~1 (5) h2:=; to .:)~ incr'p8.,s:Ï.D.'xly ne.g;3.tive 

< 1 
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A -Va . - ..... (6) 

at t = :;: ;~'! G [J;::.-ve Til - 0 v --t 

0 - (~ - é-/) e"f':[ / -
+ E. 

1 
E 

= 

C8.rJita1 inflO\·ï. 



Examining (5) an0 (7), it becomes clear that the larger 

// J 
C (= é - f' ), i. e., the larger the proportion of current 

output in 8xces~; 0::" current ra·"terials neeà s, \·!lüch can be 

expol'ted to obto.in foreign ca~,i ta l gooci. s, the sma 11er i·Jill 

be the time ü1terval for aid termination (t) and cay ital 

transfer ( ~ ). 
o 

The findings of EcKinnon are smmnarized below 

(by integratinc his Table 1 and Table II): 

t A 
iJ (noo of years) 0 

(1) (2) 

---

27 ') ~ _0-
18 2.2 

11 1.3 

4 • l.~ 

§/ 
TABLE 3.1 

0(.1 

(3) 

0.25 

0.30 

0.40 

1.00 

A 
V o 

(4) 

04 . / 
6'=; . " 

.2(3 

.13 

_ .... 

(5) 

.06 

.08 

.10 

.20 

U Th!) follo',JÏng are the vs,lues of the l'arameters: 
(J = 0 0 30 ; c( = 0 0 20 ; r = 0 0 06 ; 111 i n C a (li:L n ~ mum 

Iml'ort s of c::-l!)it.al [:;006 s) = 25% of tota l CEtl'it:::'11 gooel s. 

S '"' T 1; -r' "Ti" ~t" C··,· ,ource: .!.i.._ o _~C!.lnnon, _jOreJ.gll .1!.JXCl113,nZe ,OnSTra1.nT.S ln 
'~:conoT(iic DPvel0I'n1.f~nt anc:. T~fficient jUel I~llocation," 
Ecol1o:nüc Jour n:::. l , JlU1e 1961+, 'l'able 1, ;]. 399 ancl Table II, 
p. ~-02o 
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Result s: 

a) 

b) 

! is inversely related to d..' 
Vo 

lS stron~ly inversply rR1ated to 
/ 

é 

c) Comparinc Colum11 (2) and Co1uum (4), it is evicl.ent 

that a 1esser amount of foreign aicl is required 

to maintain a 6;~ gro"\!lth ra te of the G. TJ. P. "\Jlhen 

trade constraint rather than savings cOl1straint 

i s bincl ing • 

5. Critique 

The HcKinnon modal belongs to the Harrod-Domar 

15 fa11'1.ily. Beine; divorced fr'()l:l "behavioural" equations, it 

refl€cts on1y the "potentialities lt of the economy. One of 

the l11r':ljor contributions of }·;cTCinnon is the explicit reco<=;-

nition that Illforeir:;l1 SOOOSI enter a8 an input into the 

n.on~o. st i~ production fnnct ion. ,,16 The . p:ï. ... on. ucti vi ty and a 110-

cation of this in}!ut proviéle Ilrme of the central problems 

17 for· a modern theory of devc101")J,1pnt. Il 

15Tbe rr.o(~E'l is a "zrooJth rno(lr:-,l of the HarI'()0-Doill2Œ 
type llhich incor~Y)r;3.tes in El Cr'Jc1e ,,,,GY the e::'fpcts of inter­
nat:!_cmal tr':3.c1 e on th? grm,rth of nellll.y élev0J_o;:,in:::; countries. Il 
See Ec:·Cinnnn, op. cit., p. 389. 

16 r i ~ .::..!kh. 

17Chenery and strout, 01"). cit., p. 679. 
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The VcKinnon moc1el incorrorates a.l1 the three 

constraints--savings-invpstmGnt,' foreign exchange and 

absorptive cape.city. The i!1Cloel sug:;ests that the forpign 

capital inflovi JllUst fil}. the dominating gap in order to 

in je ct a Ilp ump-prir:üng" effect. His mechanism of equating 

the t\,TO ex ante saps (saving s gap and export-import 'gap) is 

basec. on thearbitranr assnmption that aIl rnargi.nal rates 

(except marginal savings r'ate and mar~;inal export rate) are 

c~:mstants. No are:ument is ;;;ivE'n as to 1'Ihy these t1!!O excep-

tions ShOl.Ud necessarily perform the ex ante gap-equatinB; 

task •. 

In the ca ~e of cH screpancy bet1!Teen Gap l an(l Gap II, 

the EcKinnon model suggests that either exports v10ulo fall' 

bel01:1 thei:.- maxir'11.U11 poto.ntial level ( .... ,hen Gap l 1 Gap II) .. 

or savings i,wulè faI1 Or.;lo,\·r their maximum potential level 

TI ) Gar\ !:), bu.t 11r' (108 s not sr-'>e the other po ssi-

bi.l5ties; for ü1stc!.DCe, ;.ncreas8 in "rrain.t;r:lnance Ü1ports ll 

or d8c'-~ease in inves-Cm8nt Tequirements may be recomrnenc1pd 

II PXC88~S G2p l. 

Hm\Tever, it :r.1ust oe aor'littec1 that licKinnon has 

brought out quite c1ear1y the f1.IDc1amentals of the IIc'1ua1 

gaplt problr:~ms. 
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18 
C. The Fei-PaaUi'! Hodel 

J.. 

G.N.P. ; V" = Y. 
P 

--

Investment; I~ = l = P 

'"'avj 11''" C'. S" - S 
. -

Cl "<." .;;!, - P 

Capital-output ratio = 

output-capita l ratio = 

Per capita G.N.P. 

Per carita l 

PeT.' . -'-capll,a S 

F 
F~= P = Per ca~ita F 

li 
il 

1. 
l{ 

_ $" clS%t_ 
- V.=~- Per ca]"lita marginal saviJ:l-G: s rate 

= 

Initial average sB.vint: s rate 

Average savinzs rate s 
V 

20 
P (Rat8 of ~ra1th of ~op~lation) 

El0è.el. 
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11 

k 
(Long -rl1n grovrch rate of cr. }'-::. P. and c~plt.9.1) 

Popul8.tion 

'rarg8t grot,-Tth rate 

Population g.t'ov.lth rate 

2. ~:he llodel 

It - St • · • (l) 

K 
( 2) • • · V 

l • l ~I('t 
K - (.3) K - Ka K - · · • or - e 

K 

(h'\ - ~ot 
li • · • '/ O.l" P - P e'" a 

( 5) V-- v· p 
rt 

r 0:-:-· · · o~ 

rl..V ) 
o 0 ) CC) · · • 

• ) 
u'TII ) 

'; oto ) 0 
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3. A SSUTil1Jtl-0ns of the Hode 1 

a) Exports are adeQuate to purchase foreign capital 

goods and foreign current materials. In other 

"Tords, eJq10rts are not a constraint on grO\vth. 

b) The only constraint on economic grovlth is the 

savings constraint. 

c) rand p are constant. 

d) The assu.mption that u '/ d..o') 0 ensures that 0( 

t 't..- t· 21 increases l.ù'ough une. 

4. Solutions of the 1-1odel 

a) Savings Time-Path 

Integrating Eq·uat{on (6), -V18 have: 

S: = LA \{ 1- + e 
Ch- S:t: 

lA. \fvllf (rl..o-v..)Y.# = f; + 

., e = 5'" - u..v.7f. 
't- t 

tV;- -t:. 0 

e =- t'( v.1f 

50 - u.. 0 

= [ U + 0(0-(,\ J\( e~t = [~ -~V* 
• -roë ~ 0 -e 

[u-~ J\4 f = ( "'0 -u.)\j* = 
12.--I't, 

0 

s: 
U,-

l.l- c( .. = 0 V· e-r"t 
t 

\.\.-~ -Ll----
e"'/"1; 

. . . . .... (r) 

21See also HcKinnon, OD. cit., p. 395'. 
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b) Time-Path of ~orei~n Aid 

D ' '"' ", tl Sl'n '" of 1""'l~ti on (J) hiT lVlc1lnZ [lI), 1 ~ - ~_e0 .- ,-'\.JL "-,'---'. _ _ '-'" 

\':e get: 

:ç 
~ Vi; 

=- Tf; 
Yt 

- R("Y'+fJ- 0{ 

-::. lq-r+p) - \' u- Ll- O<QJ 
l -e."t'/;; 

:, ~ 

At t = t, by 0pfinitiou, F = 0 

The 19ft-hand s:Lrie of ::qu.:-'l'CiOD (8) b8cnmes zero: 

i.e" 

f}( k (Y' t-p) _ (l( _ u. - ~O) - 0 
e-r>.j; 
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Gy 

:::. 

-
1'-1; 

e 

0\ - L{ o 

0l.""Y'-..l fi = ~ - (-t>+p) 

= CJI.(. - (-r+r) 

Taking the lOG on both siéles: 

0.". 



Cl) 'roté!.l lie! ReqtÜrer,lents 

;; 

A J 
o _ 

j [R(";-Pl - (<< - '"~:;. >] \4 dt 

o ï 

j [( (-r+p)_ ':.1 
o 

= 

= 

o o 

Cot1!lletE" der>iv8.tion of thL~'. ;-;.~qu.ation (10) has br:;en provicled 

to have a clearer 
22 

Paau~!71 s celeïJrat0(: :2ql..1.at:Lon (24) . 

. _------------_._-_. 
22 ~p, See Fei and P8a1JJ'!, op. cit., :9. 2,,,.). 
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5. Critique 

\!.P·hile the HclCilmon rnoôel 08a1::; mainly 1Jlith Gap 

latter model ~)llts emphasis on concepts impl:Lcit in the 'Iself-

11P1rlt I,rob'.em. ThpanaJ:ysis fol1m'Ts: 

n 
ii) 

J.D.) 

iv) 

The interaction beb:!een fo:c-eign aid and domestic 
austerity efforts; 
assurance that a reasona 'ole ter::'llnation date be 
bnilt inta the assistance prngram; 
the Dro S-08ct tha t foreir:;n aiJ'l itTil1 achieve i t s 
primary economic objectives of provic1ing an 
ac'.equate rate of groi.'lth of peI' capi ta. incorne 

" t· " anC! consump 1011; ana . 
confVlence that the accumul8.ted volume and annual 
floit] of foreign aià to satisfy these conditions 
i,·rill be 1'lithin rr::!ason. 23 (Underliningadded.) 

Fei-P8aUi··r clt:d.n that by emr;hasizing these ele!11ents 

-cheir 8.nalysis is capable of yieloing both qUémtita.tive and 

qualitattve results. In the context of their analysis, it 

has bGel1 shmTl1 -Chat thp usual I-I2rro(l-Domar nodel yielo s 

"the conc1.llsion tha.t the c1ir('ctinn o:f' capital movement 

will continue for ever. . . . rEhen Fei and Paa 1).1" 

23Fe:i. and Paa u"j, on. ci t., ,~ 25J .• 

24Ibid ., p. 255. 



The Fei-Pae.Ui'J mociel, liJw the Hosenstein-Rocl 8.D. 

model, attempts to exp1ain the savings gali. The me.jor 

d.ifference beti'Teen the t1'10 is that Fei and PaaUir! hél.ve clyna-

mizecl. the Keynesian tY!)8 ac;grcgate savin;::;s functton, \'jh:Lle 

Rosenstein-Rodan has usec1 it without any change. Equation 

(6) i8 the fundamr-'l1taJ. equatton in the Fei-paaul'l moclel; it 

assumes that the incremental peI' captta savin[;s (Slt) is a 

constant fraction (u) of the increment in per capita 

• (i~f: )' . S·" = v· t: lnc orne '1 ,l • e. , . u. The beauty of the Fei-Paauw 

r!looe1 lil":8 in its 8.bility to è.istinguish three dist:tnct 

type 5: of underc1eveloped c01..mtr ies: (1) the unfavo1.ITs.ble case 

[see FiGure 3·.1(G.)J : countries 'I,<Jlüch Vlould require forei(;n 

aiè for an :L11c~0finite perioc); (2) the intermeo.iate case 

~e0. l'ü;ure 3.l(b)] : countries "Jhich vJOuld require foreign 

o9.i6 foy' .'3. certain finit8 :9(~y.'i()(i of time; and (3) the favour-

able C3.se [see FiglU'e 3.1(C] : cotU1trie s '\Ilhich \l101.1.ld not 

. f"" ?r:),71 • r ~ Cl Dl J' e a ny . 0 j:' e :v; D. El. :LC~ • -" _i el anrJ Paau:,r further clistimruish 

two sub-cas8s in the interm~0iatp case: Ci) where forei:n aie 

sce.lc·,l1 case); anc~ (ii) 1,111(-''1'8 fOl'pi:n nid ôeclinrs froFl the 

out set cont·i.nuously (the il g1ici E.!-lJ8th" case). 

Comiitions fo~ .. ;.c1enti.:fo'yin.:; the above t.hI'P0. irajor 

25Fei aml P2.é.U','J St8.tc~ that theh' mode1 "brin'"' s out 
a 8izni:fj.c9nt ôistinctj.on beti'!een the inter:Uiedia te and Ul1-
fô.iTOUl'2.bJ,s ca se s" ,:!lit Je in the Harroc1.-Domal' C 10sec1. -economy 
y::.oc!pl, "these '1~\'lO cases roma1n undj.f'f8rrntlatec'.11 See Fei 

~ p ... 2~1. ann 3.8.'c.1~'1, 21). c~.c., p. ./ 1-. 
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LIG 1IDF __ .:i.l-tg) 
CASE 1: PERPETUAL EXISTENCE OF GAP l 

(Ul'JFAVOUR!,Bill CASE) 
-- - --- - -- --_.~._---

Il Il HU Il GfAf l i; ! Il! 
1 Ilv __ )P~ 

!/'..... 0( =- (,.{- U. - 0<0 ... F btUAT ION (r ) ..... "('-1. 
e. 

lIGURE J.l~bl 

) 

of; • 

CASE II: EXISTENCE OF' GAP l FOR FINITE TINE PERIOD 
(UITERHEDIATE CASE) . 

,.. 
. . l = 1. loCI (~) . . . E 

• ..' \ ~ Je. {S SUA '-'ON (q) 

. A:: J [Ft }:lf; . . .., E9.UATION (J 0) 

D 

pourp.e: J.C.H.Fei and D.S. paatn·r, rtFore1gn 
Ass1stence and Se1f-Help: A Reappraisal of 
Development Finance, tl Rev1c'\'l, oi',)iLco].1omic sand 
Statistics, August 1965', pp. 2" and 2;6. 
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FIGURE 3,1.<c.l 

CASE III: NON-EXISTJ~l~CE OF G1IP l 
. (FAVOURP.BLE CAsE) . 

c(o 

tA 

~~~~------------------------------~,t. 

~ourc~: J.C,H, Fei and D,S, PaaUi.i' "Foreign 
Assistance and Self-Help: A Reapprai"sal of 
Development Finance," Revie"(:l oL;Economics and 
~tatistics, August 1965, p. 25l>,· . 
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(l) ) ( _ li) 
p+r gu-1ë' the unfavotITable case; 

( 2) Go <- p+ r < ~. (-;.Su - *) , the intermec1 ia te case 

vlhere ç;- = 01. 0 and '-' 
0 k 

0(0 1 
26 

(3) p+ r < go(= , t,lle f ,'c;, il" 'J-T? ~') 1 '2 C l1, S'2. -; 
l~ (p.r'l")t .\. Vt,:: '10 l..:lheC/c.<l. ~v ::. p-t't' i,<Z.., e 

Fei and PaaUt:i f ind tha t countr:Îps in CE'.se (1) pust ré~ ise 

the per capita lTh3-r[:;1.nal savin~s rate 1··.rii~11 "greater splj~-

help efforts ll if they ,·rant to ach:L0ve 8. constant 8roi.'lth rate 

',Jith a ter;11inal dél.te for foreign a:i.d; the aie} must proc1uce 

1I1everage effects tl on the domestic savings rate, In case (2) 

foreisn aio. act sas tlcomplementarylt to the country 1 s ovin 
, 27 

self-hplp efforts, In subcase (i) of case (2), a period 

of timp must AlapsG before Gap l can be narro"'80 because the 

dorIl8St:i.c s9..vings rate hé,S to re8.ch a certain minlmum leveI. 

In su.Î)cas'3 (j.i) of case (2), the c1.om'3stic s~=lvings rate is 

Tt rney be noted tbat neitber the ROSPDstein-Rodan 

into thl? anctlysis. Tho explicit inclusion of tl1is factor in 

tlle ?ei-Pa2u\·T mocl e1 1~lakes it )'l1orp realistic. The excJ.usion 

of the '0rulation factor, particularly in ~ealing with the 

South Asian countries 1Jhere populs.tj_on presslJJ:"e is very high, 

ts lilcely to !l1.E.1Œ any such G.pproach onl~l p8.rtia lly effoctive. 

?ej_ aDJ:; P8.2.1J.i:: CiVG an (';X1Jli.cit recognition of this factor. 

------- ----,--.--------------------------
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Thr-W malee t'VIOrnost· important observations: 

a) \·,a thin a certain range of variation, an increa seO. 

ra te of po~}ul.st ion r,r01:1th of o. 5?~ \'rt 11 co st a 

count.r~T a rE;chwtion in its target rate of grm·rth 

of ppr cétyi ta G. H. P. of o. 5;;~ as 1Ile11 a s a post-

ponement in it s. aic1 termination date of r01..1.ghly 

four to five years. 

b) Holc'ling popula.tion constant, successive increases 

in tEtrget s of onC':-ha If of. one 11er cent '·.Tll1 lengther! 

terminati0n dE!.tes by approxin12tc:ly. seven to Xl.ine 

ye~rs. On the other han(1., ho;L(ling targets con-

stant, P.oI'lJ.la ti.an rate increa se s of one-haJ.:( of . 
. ;-' 

one per cent Viill N~isp ternin2.t:Lon cl.ates by a 1.)'") ut 
?8 12 to 15 years.- (See Teble 3.2.) 

r;' • . .: e:L 
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âI 
_AID TERHINATIOH DATES Ct) FOR "GLIDE PATHI' CASE IN CASE (2} 

POPULATION 
GROitITE TARGET GROlolfTH RA TE (-Y» 

RATE 
(p) r:;' . . ' 1.0 1.5 2.0 2.5 3.0 ~ 5 - . 4.0 1+ ~ .:J 

1 ~ -. -' o o o 8 15 30 4-2 100 

2.0 o o 12 20 27 35 48 100 

2.5 o 17 65 oC oC 

f1/ Givel1 0< = .10 11. = .20 anè l~ = ') ") , .:'>. ~. -' 0 - 1 r ~ ~ ] :Sq1.1.at:i.on ( q'l na FJ(' 1y , t - lOi! R;"-R. , -, , 
r .;J" ~ - (Y'tP) 

is 

sol veè1 an(~ ta b'1l2.tec1 for (arf erent v8.11JP S o~ r - -, 
8JW p. 
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a) The UI'l.f&vonr.s.ble case (\,1[1181'8 the aie1 terrrin::ttion 

"t . . -"" . t) 2'-' t .('., l t· f Il oa e lS lffilnl. y: Co OlL OJ. ;) ... Cr)tm~rlPS a __ 

into this c lass. This i8 a very nessil'listic • .a; 

• .!- 1"('(:\ T'lC L. L. ::.. • 

b) Th8 i ntermeël i ate case (\vith a .fini te termination 

date): 

(1) Thehurrm-scaling case: TaÜJé3.n. 

(2) The glide-nath caSe: Pa1.ç:istal1; COlornbia, Greece, 

Eexico, Philippinps, Thailancl anc1 Tunisia. 

c) The favou~ablecase (which requires no foreign 

aid); Yugoslavia. 29 

The matn conclusion of the Fei-Paaui'l study may be 

summecl np in their 0~:!n "70rès: 111',:1e tentatively conclude • • • 

that vIhi le there is a 1112.1'[; in of rlonbt as to ,·rhether ac1c1i tiona l 

domestic a1J.sb~rit:y (raising of u) is crucial for the 20 per 

cent saver s, thers i3 no doubt thQt it is an indispensable 

ao justment for the 0thGT' 1 unsu.ccessfnl l com1tT'i~.s. 11
30 

The for0ic~n exchangE' aspoct i3 conspicuous by its 

absence from their?na1ysis, and most c~isapl)oil1tin~;ly, thf:Y 

nO~i7herG sho':' C.r: a~:r9,:,:,"'n8 s s of the e::d stc-mce 0::' a foreisn 

c0untrie s faceo. ~::i th the probJ.em of savin;: s as a binel ing 

cons"traint on sr0-:,th, of population prG8Sl.l"r:>P, anJ of the need 



_ '7';"- _ 
, -

D. rn- C· st J'" 1 31 
lnc l'lencTY-" -roue .'·O(<?_ . 

. . "-2 
ih1 GC onorny 1Jith "limitee! structl1.J.'8.1 f lex:i_ biiit~rll'" 

at é),ny t;iven point of time: (9,) the supp13T ofs:dlls; 

(b) the sUl'ply of clomestic savinc~s; Quel Cc) the supply of 

• .... 1 fl ~ • 33 U'1por \.,00. g ~o. __ s a110 serVlce s. 

Chenery and Strout haVe?' c1evelopeél three distinct 

moël.els baseo on the abovp thrp<? c1.istinc-r, constraints; these 

soree IIdefinJ_tp' lI sequont:i.el orof'''' :?j.vin{; rise to the tlthree-

phased thes:i.s. 1I ' T.'J'e shall c1~.scuss brief]:~r the three moclels. 

I .... 
\., 

Gross investment 

Gr a s s cl ome st lc SéL vin:~ s 

---_._--------------------_.-."._'-------
,317:)"'C Ch"'up. .,.",. - { l' '""t J tlT.' • 1\ • J 1 ••. 'J. C .... .I.~\ aDd~.;'. ;:>-rouc, ,J.\Orolgn ~:;SSlSC8.nce 

and 'F~conor;ic Dev81op[1}~nt,tr Arr1p.:ricpn 1~c0nornic Revievl, Septenlber 
1a~( nn ('7n_7~~ 

./ > ., .' ~. - 1 ~ ....., _ • 

3 21l.·· ~ 
~., p. 

33 Ibic3 .• , r. 
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Im'Dorts of GOoci s and serv~_c8s 

Reqll.ireël minimum imrort of gooc1 s and service s 

Ex}!orts oi' Gooe1 s an0 services 

Net in:f.lov.)' of foreign capital 

Consumption 

Rate of grovlth of G~lT.P. in year t 

'rarget rate of grov-lth of G.E.P. 

St --v: J'lverage saving s rate in year t 
li 

AS = Farginal savings rate 
L:::.V 

Jlverag e im~)ort rate in year t 

RatG of gr'o"1:.rth of export s 

ICOR (IncrementaI gross capital­
outrmt rat.io) 

l:iél.ximmll ratC:" of zro\'lth of inv()str.lent (the parameter 
t9 is l'cferrnc' tn in thr::' model 28 the "s'dl1 limit Ll 

reflectüy; lIthc~ s1;:ill infonr1stiol1 rp.e!,ü:c(~(l of 
1''"<:'> 11'" ,- '" --, r c"-l" l l 8(1 1,-, ')0' '1-' "De" ci Vl" l C' P-'V"l n-!' '" l" I} .. uC· .. ',.L 0 r..:;,! .,), ,..) .... __ ~_ .... , _ .. G.I .. Lf, cl ... t ~_ .•• -' _.,' \ C . 5t.,..:; . 

, ," orrer to inc:t:"C88<? ll!'oc\uci-ive inv'?stment .. ll,l-; 

35Chenery an(i, st!'out, on. cit., p. 686. 



2. :the Models 

T>ior'1 el l 
(r '3~:lT ('. ~:() îl.t. r: s' :-L '1_;. -

l~. rn:i. t -~;- ~- h;::1 ~-(:) 

Vl. = S + C .. -(1) 
v 1:. f 

Si; = l - F .. -(2.) 
L t. 

/\ 

\{ ~ Vo + Ile l .. -(3) 

,Ii; ~ (1 1" f) It~, .. (4) 

\{:: St + Cf. . - -(1) 

St = 1~ - Ft-- ... (J.) 

A 

~ ~ v. + 1. l . . . (3) 
1.- 0 k 

V. ( (I-t-Y»V .. -(~) f ..... t-I 

Â T= t-I 

l = '\ l LT 

= 

1::' 0 

~-I­

\{-\{-t 

E. t ::: to (J + f. f 

Eodel III 
(ro~~o:ents tr8~O­

i:~_I~,:i_tr~(J. ll11él ~)s) 

v. = C +ç - . - (1) 
" :j, b 

S = l - F .. - (2) 
1; i t 

/\ 

~ = 'la + ~ l .. '(3) 

V ~ (1 +r)\j ... (5') 
i 1:.-1 

Mt = Mo 1" ~I (Vt:-~) 

Mt ~ Mt 

3. ASSlJllrpt:i.ons of the Loecls 

Hodel l 

a) No inciucement ex.ists to builcJ üp lI eJ,:cess cap2.city." 

b) No incc:;ntiv(~ exists to increase aicl by recîucing 

s2vi.ng s. 
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c) The Itability to investit is the domina,nt constraint 
'.< 

on the increase in G.N.P. 

cl) Th" ac'i. 5ustmeni:. nrocess o:r the economv (:oes not - ~ . 

gro'Hth path; this adjuf,;"tment talws place etther 

th.t'ourr.h the mar::et mechan:i. slri Q.t. throw~h government 

cQntt'oJ. 

Noélel II 

a) .A. ssumption Cd) of Hoc1 e 1 I. 

br ThG tar;~;et groitlth rate bElcornes the dominant con-

strEdnt re:!:.llacing; the "ability to investit or the 

c) i1.e-2,11océl.tinlJ. of :Lnvr s':' i bIc j'('; source s v}ould eliminate 

Eocl.e,J. L'.I 

S".sti','i.i,! 8. s:i.ven, lev"J of G.N.P. 8t ti"8 t 

i. e. , 

b) Den;.:; ne' f o:c a 1')1' Crt)O?:t ic)l1 of manufac t \1:('8(5 ?;ooc'1.')--- ... -



8n:~stitut8.bl(' o.omesttc rp.so1.rc~. 

a) Forcizn aicl enters as 8. soparéÜP arl!~ dist:Ï.nct 

input in the é1or~lestic p~('Oc11.1Ction f1.Jl1ction of an 
~6 

underc1evelopeo economy ....... 

b) The availability of foreisn ai<1 is not unlimitecl.. 

Forei~n aid is not likely to be available to fj.l18.l1ce 

a gro'i:lth Y'nte much a bove 6 to 7;;, even if the economy 

is capable of reachin~ this goal. 

c) No aic1 i8 available only to increase consumption 

\·rtthout sec1..lring SOI.'J8 rise in the G.N.P. 

d) The required aW)1.u1.t of foreign aio. is at all tünes 

dete:rrrdnecl by 

F = ma~: [Gal! 1, Gal' T:Q for 2.11 -Cime. 

Ll-. Sol nt.:Lons of the }·Joc1 eJ S 

Gal' l li' 0 + C ~ k - o.') CV t - V 0) l.OheY~ 

Fo = ID-Sa 
. ~" ~ 10 .,. ~k C\4-V.,) 

36r " . ., . -.!2.1.9..., p. f'7° .. " ./. Sec also l'JcI(j_rmor_" 0" cit ~ ~ ., 

:: 7p} ,.. T " • .12. ,,,(: -'- en(~ S ln ypar m 
a 18vp l suffie ient to S1.1D1"'\ort the 
Se'?' CheneT:' ancl Strout, 01"'\. cit., 

vIhen inve stm.ent reache s 
·:-ar0',p. t f'/.roi.,r.th l'ate.o T = kr-V Y" - '" ~ -m . m· 
p. 686. 



l'Iocle1 II (Pha ::·8 II) eives the rp-sult: 

= 

( d.,' - rJ..)V +- u::c 
f) 0 

( 01.0 - ÛI')V 0 . 

C c<' - oe.,)V 0 + C,:1' - II.')V t 

Node1 III (Phase III) gives: 

-
Gap II = Nt "\7-

'''t 

,"'CV t V 0) 
t 

= }·i + - - E o (1+E) 0 

5. Critiaue 

As 8.1reaèy notpcl., Chener:i and Strout 1 s three 

moclels correspond to threp distinct phases of grm·!th: Ci) the 
38 

ski1:.-1imit,:,f, ~)h8Se; (ii) the savings-lt;nited T'hase ; and 

( ... ) ].).1 

fixec1. r2,l~ameter::;, the COlrJè',onest seql1.encp ••• is from 

Pha SA l ta ei ther Pha se II or prlB. se 111. 1139 Chenery and 

38-;c,. "P~ h .:J" th D ." R" .!.'el ano <.:.l8U"'. av!? au.2p-cec., _ e ~~osens('(-,1.n-" o(,an 
moopl by assunin:: -Chat l;pr Cé1.l!it:::l

. s2vin'I is a constant 
fr8.ctio~1 of the incl'ease in n(3J~ c8.,üta incoT!le. Both the 
Fei-Pa8.u-." !'~,oc! '.::1 ann thE: r\.o s0nstein.:'Roc:i8.n moc1I?;]. C orrr.,.,sDonô 
ta the Chsner~T-Strout 1(lo(leJ. II (Pha2e II), Hhere investment 
reS01J.rces proviG'? a 1ipit ta é~ro·,'fth. See Chemery and 
Strollt, OD. cit., p. 68(, 11. 13. 

'),9 
~ 1l2.i9.., p. t 90, n. 23. 



StrOl1t 1 s three-rhased thesis rel)resents 8. "norDal metemm:'­

l"'hosis" of the less develol'er:1 countries based on hiShly 

q,~ç: si:.jJ)112blp and ôYbi trary éi ssru:!~,tions Il
'
Jhich arr- not ded1.J.ce6 

frOIil acc ented hvr)othe S8 s in GC onomic s. 114:0 The Chenc=:ry-
• y ... 

41 
StrOl1t concept of II phase ll has evol<.:ecl seV8re criticisns. 

They have defendeè their thI'Ge-phase the sis by say:Lng that it 

is '110re Ifa rlanning device rather t:b..an Et 1'.8.sis for h:LstoricaJ 

analys:i.s. ,,42 The centra l me 888.813 of thp Chenery-Strout 

al1.alys:1.~. lies not in IItlle spqnen.ce in ,,,hich th3 s8.vings 

c onstraint and the trade c ol1st:ca int lxc ome 1:d.ncHnS, Il but 

in the f[,ct th8.t th!?re does not exist eny buU.t-in Tnechanism 

IIto eQuate the t,,.;o g8;.JS in the short_rnn. 1I43 

One of th0. func1aY'ïcnt2.1 defects of almost al1 tVlo-

::;ê.l--:-' models i8 th3t the:ï do not contaill forE,al criteria for 

4-=' -T.T ~ ... -' 
~. .. . . 

C2 \,it~· J 1~ov8-
}·;é'.rt :i.11 1 S 

i\ o~·. Si:roùt? 1I~:'o:C'cLn.1. .:~Ssist2.nCo. 
iJ.:.Q' :LS ~ ":1 -Sc ")1'1:') . : l.C . :::'. r:j,r:t ne '.' 



eX1S-

tence of a S'Pp h8-c,·r8on the t,,·lO • • These 

a) s - rnax S '\ - ; 

) In ph? SE: l 
;., = max F \ 
J.'.'. , 
This p8r::1it~ UE: to estinat'2 the 8XrO:c-t ~;roï:lth r2.te 

CE), i.e., E is identi:i'ü:;c1. 

b) 

;:11i.s ô.ss.~'J-::~d~,~.or!. c.JdJJ)~.:TS US ·t:0 r.,\stir,~.7~tc tJ.1G :Lr1:;or't 

~-. '3., )J- i 8 i( f~lJ.i: if ic:f .• 
45 

hl.!. 
, 'l-LS.r:.:L!,-':'.n( :?ei, O-'~" cit., p. 910. 

l.r5T.T -."1 r.11."'- ",'("7 "" -'f 3.1.. ,-'- "'9' '.-r- n seo; sJ'~n ' 
_" • J.:" -' _4.;:.f!.\:: ... .i anF 1-. .l',. ,t..r 01.1. L· , .~: OX' el::.> n .d. "" _. Lc. .. _c e 

an r' Ti'COI10',"lC r'eT:",.."l (vnr",::."i- Il '~"rt:o'rJ'cO:lr1 7conn",ll'C PeVl·ç;~·T • __ \.1 ••..... ,,) V __ .J~_a'·; __ .J, .lJ.'-" __ ~ ..... _ .. 1 ~ ' •• ; . ..4t. "',,-, 

September 19((, p. ~94, Foatnot0s ta Table 4. . 
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Despi te the limi t[:tions, perhaps i t ':lould not 

bG unfair to say that the Chenery-Strout study is the only 

SySt8j'11:)·:~ic o.nalysis of forei~n aie] that is availab10 50 

far in the fevelopment Iiterature. 



~:he LinG2I' Prorn:aDJminc; Version 

Of 8.11 the !)lanning models, the line8.r programr'1ing 

the nost ele;:ant. lIT~ssentia1.J.::'", l:i.near programmil1E is a mode 

of eJ:press:i.ng tlle prob1 i3l"!1 of a11oca.ting SC8.J'ce resources that 

11.8.,:-; the lî8cuJ5ar virtue of 1end:lng itself to statistica1 esti­

m'3.tion and l1umericé'.l sol1..1.tion. It
lt6 

In an ordi118.ry 1in8ar :!.)ro-

graY{l.:ming mocle1, 3.n eC.onomy is usu2.11y assumed to hélve a 1imited 

number of activities,Y-7 r;iven CI. 1irJ:i.tec1 numb8J: of avaiJab1e 

resou_t'ces. The problen. is ho\-! to al10cate the scarce resonrces 

OI,ltimallyY-8 among this limitec1 nl..Ul11)er of activities. Li ne él.r 

progralTU"ning is one of the In0St rO'Herful optirnizing techniques 

lt9 
and h<:)Ylce i t i s of tel!. U860 to taclde thi s 'dnc1 of prob1em., 

------,--------~---------------------------------------, ------------
Y-6 

See Robert Dorfman, 'IOpera t ions Re searchll , SUJ:,ve.:z 
of T",COl1OI!lic Theor'Y (l~e1,.T Yorl.;:: st. Hartin' s Press, 19(7), 
V 0 1. III, 1) 2.J • 2 S -74-• 

11-7Es.ch IIchoice ll varlabJ.8 is ass'uD.8c1 to inc1j.cate the 
1eve10i' some operé.étio"C1 , :cn01:iD as an lIacti-vityll or IIprocpss.tt 

lt80 t· ."" ~ h 11 t f . .. ." r llYl1Zln::; 18 El CELloC. -C~L... prT!1 .oY' H"'.X:IJ:D.Z-U1';, Dl1D.J.-

r:üzin~:: OY' f:i.ll.C:5.n~ El. 88:1(1J.8 ~Ioi.nt. See :(. lfmc,3.ster, j"atp.eYJi8.tical 
T::c(:no(~:tcs (Fei'! Y01:,l:~ The ';,lcl i.J.1F>11 Cor:l~"any, 19(2,), p. S'l. 

lt91::1' D ~he· n81~-r "'nc~ :.'" S r."""r.>-'l- cch"'or n~""'''''0''11CO ~J 10C:::,t1" on .L •• r • -" " ~1 (..!. . .~.~. • .!.u IV 'w l!·....., J .... \::; 0 1.,..1.__ t,._ j-~ _ .-

fOT 'ècononic D8velor'I18nt, Il ·:':cO}1oIl:oi:.rica, Octobr:-,!:' 1?56. Se8 also 
E. ',3. Chen0.ry Ç,nei lI. T3r i.m 0 , "Dr:.veloI,m,::-nt.llltprnativGE; Ü1 8.11 Open 
::~conrlT:l'y: the Case of' ISI'8.el, li :Cc.QnoE1ic_,Tournal, L}.rch 19(.2; 
V.F". Ghener:r Ctnè A. l;acE),'lan, 1I0p tü18.1 Pattern of GrO'.·!th and.Ai,c'.: 
the Ca S2 of Po Jd ~i.:é',n, Il P2 1,;:1 str:Hl Deve lOr,IDE:nt l1evie'\,', Sumner 1966, 
Pl). 209-21~2 ~ ~:. -r:.;runo, 1I0p t üiê.l Fa t -cerns of Trr..c:e and Dev(üop­
ment ,," Revj72JL...Qf,T~co:y:):·Üc.s ~'}1Ô 8t2:1~:i.stt.9..§., FoVCm~)el" 1ge7 7 

P '" t,'i..l.r,_r:::f;,LI-. ,. ':,r 1,.,,0 If:' P'''o''"''':>'·;-·','l"n,-- h)c1pl fol'"> Ic:papl ft in ...,'_ • .,,;' ~ -" .,/ ._ , • • • ~ ,,-' .... J , _ J. .l. '';,' __ "-'., .!. #.~... ~. ' •. _ • _ _ ... _ ........ -' .... , .J. 

T !Jr'a:nol"l ~1";l ~." r;'iIQ"}\C,c'rr:> (o..:l-=; \ 'ï'11"" 'ft-.eo:C'T "'ne' D·e~l"uY'l of' __ ...... t~ .... ~~_ ...... ~ _ ct!J. ... · ...•. L ...... '0..'. J.,.I_" __ 1'_,,-.< ....... l' '_.), . __ ...... l.!..;.,~ ("). l. h- ,.,.I..~ ~ 

r;~c""'no"l" c I)r..v(".': o'''Y'1 D nt ( l t'i ;"10'" r,c r'.'berOi'11";; T_7o····,1·~'·Ln ~ ur' ~ r'''' 1 Q(,<.\ • ,;,;;..:.;.. . ...J !.Ll. ,,.,. "--',. IJ.J.-;.,'-'';'::'''_ .'. _ ~_~" 1. ". _. _., t. __ L.. .' •• _. _"-' )." ....... _, ... , •.• #' "-. ~ j 

l f' :.:!nl "''")- ~~. ( '",1 f;: ~-.,-.~~)~., " ff"r:~~"--~""'·i"r':) .Le:' iT-';-11 T'-n ,":,"n ':\nrl r.'i .. -lcé.) 

:fi s~""IX~~;~~J:,ç ~~yn~ ~~:i;: p,}::~~: ~C'.~:~'~·.il1·_'·'C(~~:: ;~~;l~ll~~' l~~ \~-.- ~t~~~~'~~;:~~:nÇ·~~~c1 - - '- ",.-
.::~. ~~horb8cl:e (eè1 s. ), ',T.'he '.:.'hcor'T 2n(1 De s-~_.c:n of >~cononic 1)8\[810p-
. "~'!":)":1.L. ('{) 1 i- ~i r~ "r c" iï'lî a 1 ïO"'l1 ~ j .... r -: -~ .... '") Dr"""" r' ..... ] nit, l, ') • ~ .'.{L._.· __ .JO •.. :: ••. _l':" :.; L.0 ···.J~"l:\..l.l~~.!. G,C),'::>, •• ;·I_.!~ • 
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A line~r programmlne; model of a stanc1é'rd variety 

has ti'JO parts: (a) the linear obj0etive funetion; and 

(b) the linear eonstraints, whieh are agatn subaividpo 

into ·b.'JO parts: (i) the cJirect eonstratnts, anc1 (j.i) the 

non-neGativity eonstraints. 

l:Je Il search ll for the value S of the oeei sion vari-

ables thc1.t max.imize (or. minimizc:, as the eaS0 l!1ay be) the 

valu0. of the -objective :f.unetion v/hile satisf~Tinc the con-

straints. It shol'üd always be lŒpt in Glind that the 

prograrnming, linear or hon-linear, i s poth:Lng more t han a 

mat.hematical teebnique Ü1 the same sense as ealculus or 

any braneh of rnathematiès. Therefore it nas no economic 

eont,ent 50 ; any pr'oblem vlhieh isexpressib10 in terms of 

l:lnear eqnations ctnel inequali ties i3 c8.pable of bcdng 

handled by 11n08.r progr8,ru:ninz. It is th0 responsi'bility 

of thG 8conomists \-,ho vTant to anl,ly l:i.near prograrn:n:Jin::, to 

be awarG of th0 rplev2uce of the inmlications of such an 

] 
• l. • apr' .lea'l,lOU. 

Varions of o·:::,jee:tive functions have been 
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51 The Chenery-Bruno Node 1 

Haximize li = 1,rf(C, G, F, K) • • • (1)· 

subject to 

1. a) the 1ê.bour productivity C onstra int s ; 

b) the ba1ance-of-payments c onstra int s ; 

c) the saving s constraint; and 

d) the foreign capita.1 inf10w constraint. 

2. Non-negativity constraints 

where C = Private consumption expenditure 

B. 

G = Government consumption 

F - Foreign capital -
K· = Capital stock 

W = We1fare variable 

~2 
The Chenery-ViacE\<lan Hode1'" 

inf1o\tl 

expenditure 

IvIaximize \~ = A~ B - C • • • (2) 

subject to 

1. a) the definitiona1 constraints; 

b) the behavioura1 constraints; and 

c) the po1icy constraints. 

51Chenery and Bruno, ~, cit., pp. 79-103. 

52Chenery and NacEvlan, OP. c it. , pp. 209-242. 



2. Non-negativity constraints 

where A - Discounted sum of consumption -
(prior to the termina l year of 

plan) 

B = . Di sc ounted S\lID of consumption 

(for aIl post-plan years) 

C = Discounted sum of foreign 

capital inflov1 

'tU = \felfare variable 

The functions (1) and (2) are called the objective 

functions. Chenery and Bruno maximized Equation (1) in the 

case of Israel and Chenery and NacEvlan maximized Equation (2) 

in the case of Pakistan. Both case studies have yielc1ed 

reasonable results. 

In some cases 1I1e may choose to minimize the 

objective function as in the case of the discounted SUIn of 

net foreign carital inflows or the average unemployment 

leveI. 

HO\'7ever, the rea1 problem does not lie so much 

in picking up an objective function consistent with a 

d~velopment policy as in combinin~ the various objectives 

of a plan (of tan thase are conflicting) into a single 

Objective function in order to maxÏY:!Îze or minimize it, as 

the case may he. l\'Iore funèlamental than this is the problem 
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of distinguishing an objective from a constraint. As a 

matter of fact, these are essentially ino.istj_nguishable 

and vle only separate them to suit our purpose. Dorfman 

confesses, "In principle, l suppose it 
.] 5~ 

one frCi\1 the other cannot be done." -

[distinguishing 

Despite this 

limitation, linear programming moèlels have been built up 

on the assU?lptionthat the objective function 1s separable 

from the constraint, and have been usedvlith sorne usefulness. 

vTe shall discuss Chenery and Bruno 1 s gra}!hical 

representation of their linear programming model ',lhich 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 F'oreign 

Capital Inflo1:T (F). In. search of feasible solutions, it 

is often the standard practice of the linear programmer to 

imnose UD~'Jer and/or 101fler bounds on the ontimal valups of 
... ... -

the decision variables. 

Each of the four structural constraints--labour 

productivity (,i,) constraint, savings (s) constraint, 

balance of payments (F,) constraint and foreign capital 

inflO\>r (F) constraint--is assumed to have an upper limit 

53Dorfman, OD. cit., p. 61. 
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and a Im"er limit.
54 

These four linear constraints with 

their upper and 10\01er limits give the shaded c10sed feasible 

set AECDEF 55 (see Figure 3.2). The points p" B, C, D, 

E and F are the extreme point s (or corner s); none of these 

point s lie s on any 1ine j oining tvJO l'oint s wi thin the 

feasib1e set and every other bounc1ary point is QQ a 1ine 

joining the extreme points and eV8ry interior point is on 

a 1ine joining boundary points. Once the feasib1e set is 

obtaineà, the optima.l S01ution
56 

is obtained as fo110vJs: the 

objective function is evaluated at each of the above six 

extreme point.s anc1 then the optimal one is chosen, i.e., 

54The fo110vring notations are used to indicate the 
101,'ler and upper limi t: the super script s "minll and Itrnaxlt repre sent 
minimum anè maximum level respective1y and the subscript "b" 
represents the average or intermediate level. Viz.: 

Frnax imp1i8s maximum F 1evel; ~b represents average labour 

proo1J.ctivity leve1, Smin indicates minimum savins~; level, etc. 

55ABCDE;F is called a closec1 feas:'Lble set because every 
point such as P 1ilhich lies \"'.ithin or QQ its bounciary represents 
a combination of vS.lues -vlhich does not v:Lolate the constraints, 
i. E!., any snch co'nbination lies vd.thin the attain:tble capacity 
of the economy. 

56Any lJoint 211 or i:lithin a feasi.ble regionAPCDEF is a 
feasible solution. Any feasib1e solution is a basic solution 
if the point occurs at a corn8r; anÔ any basic solution is an 
on+-lll'~l "'olutloon lOf lot l·(I~'-{lol·rllozeC' (01' l·I,}o·~·ilnl°'7Ç\r.o -=-c; tl-'e c""C'e::> .... V.1.. .Je.. '" _ • . .. "0 .. ,... .., _ , .. l., ._, -,-,~0, ct. ~ . .1 .c..",ç; 

may be) the objective function subject to the set of 1inear 
constraint s, provid eel i t i s a IInon-degGnerate ll ca se. lIDegeneracyU 
occurs when more than b'lo constraint s pass through any of the 
six corners--more generally, if more than n-constra.int hyper­
planes coincide at a point in the n-ordinary variable case. In 
a degenerate case, the prob1em becomes cO::1plicated. See any 
st.andard textbook on 1inear programming, preferably R. Dorfman, 
P. A. SRrnuelson and R.li. Solov! ,Linear PrograJi1ming and Economie 
Ana1ysis O'Tev! York: NcGravl-Hil1 Book Company, 1.95e). 
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an optimal solution occurs at any corner of the feasible 

set AECDEF. 

Suppose the economy starts at point j where no 

foreign aio is available. If the export level is w~intained 

constant at an average level (i.e., if the economy moves 

along the path E
b

) and if foreign aid is allowed to flo\<! 

in, the point (R)--an intersection of Fmin and Smin __ 

is hit. After thisp..oint, the savings constraint is dominant. 

It i s qui te evident from the Figu.re tha t the economy 1>lould 

require more foreign aid if it follOv7s the minimum savings 

path (Sroin) than if it follO\<ls the average export path (Eb ) 

to maintain the same level of G.l'I.P. 

As the econor~ hits A, it arrives at the stage 

of maximum attainable G.N.P. ""ith the minimum possible 

savings (Smin), the maximum possible foreign capital inflml 
IJ1~X , /J 

(F ) and the average level of productivity ·~b). The 

boundary AEC sho1'1s the effect on the G.F.P. (V) of a shift 

(Smin) to in saving 8 from their minimum pa th their maximum 

~atll (SIDaX). t· th th t th 'J l l8 clear fro~ e Figure ~a as e 

economy rneets B, the labour p:C'oductivity reaches its 

maximum (tIfl.ax) and no further increase in G.E.P. i8 

possible. fm~r increa~;e in savin;~'s oeyon0 T3 l..-JOuld have the 

effect of reèucin~ F for the same level of G.E.P. 

As the economy hits C, l1 the process stopstl because 



. 'il 
- \-.i,/ -

t hi s i.s t hG ns Xi.nlU]r~ Uncier (~iffG!:,ent 

!üst:Lc Y)l'Ol~'.lctivit\r 2;:::Sl1"ly:ctionll or bet\'leen A 2_11d D for the - "-

ft interrr..ee):L8 te 8. S SUP1~)t :L011. ;r 57 

C. Critioue 

Althongh th8 lil10ar programmin:; approaeh bas an 

1.·.·l~rec:i.s·1..I./1.·1,.~le. e'.(1,?.·.rl·.'1. of l·t'" 011 11 ;n t 1J.8 oner"'tl.·OI1"'1 C"°nsr::> • ~" _, - ... ..);, ...... .. J; 0_ \ Cl • ~. ~ ~ , 

sorne of its sha1;:y ;,-:ssuY'iptions betr8.y its eleganee. The 

vrea1Œst point in tho li.nGa:c' p:ro:.;ram.l.'{j.ng model is its 

Itline8.rity.1t The linearity èlssnmption in the production 

f1..lD.etiol1 of the I,Jeont ief Vé'~riety i S often Ti12.0.e in thE' linear 

possibiJ.ity of sub[~tttution b(:)tï:ecn alt-e:cns_tivc fecto!:'s of' 

l')rO('1 uet. ior:., but. GJ_i!~Ün8tG.s t.he c~:~t0rnal and intsrno.l pe onomi0.s 

of seale so ·fundG.mentl'::l in thr:~ c1evelo:\]:lent p::'oct?ss. 

r:;'8 
pl?ee. ' thi!é' 1s 8. v,'?r:'" t1J'lrea li st ie 

d2velo:~m(-mt e ontc:;:t. 

r:;7 , Chen"·!nT él11('1 l>-l~; J.no () '1"'1 Cl' +- ",_ -n. n.:, 5. - 9,( • !.J. '. ,~.!. __ t. .• , _" . _ . l~ 

5811,0. (") }.Tr!p 1'1 (:1 nf 

• . 1 , ln lolÏS 
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Another significant limitation of the ordinary 

linear prograrrnning model is the assumption that there is 
50 

no uncertainty element.'; But it :may be recalled that 

both the scale and continuity of foreign aid are essentially 

functions of non-economic factors which, by their nature, 

involve uncertainty. 

As alrea.dy mentioned, the distinction betvleen 

an objective function and a constraint is a.rbitrary. And 

it is often argued that the optir~l strategy of an economy 

is highly sensitive to the nature of the arbitrary assumptions 

of the objective functions. The Sparrow-Adelman study 

confirms this. They have found that 'lboth the nature of 

the goals the economy is assumed to pursue and the sh~pe 

of the objective flillction postulated exert significant 
60 

influences upon the optimal results." 

It is suggested that extreme care has to be taken 

in considering th'e assumptions relating to the objective 

function before the a:9plication of the linear programming 

technique. 

59stochastic linear programmins has emerged to 
tackle the IJro bler" of' uncerta inty an(l .ri sIc. 

60 Adelman and Sparrmo.r, op. cit., p. 312. 
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The Econométric Version 

The first econometric study of foreign aid and 

econOl-:Üc de-velopment ha s bee:!1 clone by H. B. Chenery and 

61 
T.· Adelman. The study is an econometric ana1ysis of 

(1) the effects of aid on groitTth, and (2) the po1icy prob1ems 

presented by dependence on external assistance in Greece. 

Their model consists of 29 equations in 33 variables and 

applied ordinary 1east squares, t,·TO stage least squares 

B.nd 1imitedinformation methods for estiInation with a 

samp1e size of Il. Their model consists of a set of 

disaggregated functions in the follo1:ling sectors: (1) con-

sumption by households and government; (2) prtvate and 

public gross capital'formation; (3) im?!orts of goods and 

services; and (4-) export s of gooo s and service s. They 

claim that the "main virtue lt ofthis eCOïlO1"'1etric model 

lies in its ability to ma:Œ "cons1stent ll projections of the 

vario;).!:. }lerformanc8s of assu(1~)t1ons. Tt ls not clRé"'.r hOit7 

ChEmery B.ncl A.dell~18.n have tac 1{led the trac1itional uculprits" 

in econometric analysi s: "mul t icol1.ineari t~TfI and Il seria l 

correlation ll • They seern to have assuHed that the Durbin-

'latson statistic ts the infalLi.'ole életector of seriaI 

correlét.ion. Recerrc StlJ(>~.;:-·s 3hOl'.1 th.qt th8 Durb:Ln-':Fatson 

61 
-H. B. Chen?;ry and Trr:1El.,~delman, "Forei;n ,4io and 

""~cono~-:-,ic Deve lo-r)ment: ~rhe Ca se of Greece, Il Revie\>J of 
.... 8on0Y::ics and Statisticf':, Ti'ebruary 196(', pp. 1-19. 
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62 
statistic in sorne circumstances is truseless rl • 

InEquation (7) of the Chenery-Adelman model, 

[';ross dornestic investTIlent in non-residential a.nc1 other 

constructions (1 ) has ai)1')eared as a depenc1ent variable c -"'-

and its lagged IC_l has also appeared in the same equation 
6~ 

as an explanatory variable. ... Chenery and Ac1.elJ11.an have 

obtained d (Durbin-Ïi1atson statistic) = 2.1.1-4, lmplying the 

a bsence of seria 1 corre la tion. It ha s been sho'Vln tha t 

"\I1hen lag':;ed endogenous variables are incluoed in an 

equa-tion estirnated by ordinary least squares, the Durbin-
64 

i:latson statistic is asymptotically biased tOltlarc1s 2. 

Again, the Chenery-Adelman model does not incor­

porate population and labour supply explicitly. This is 

an unfortunate llni tation of the rnodel. In constructing 

an econometric model for a developing economy, Klein 

suggests, "there must be an explicit set of equations on 

population and labour sup:r1y. These may be complicated 

628 - D III l ~ rn A • T· ] IIml PTt . ee J..I ••. ~ay or ancJ 1 •• '-'·l..son, J'11'ee ass .weas 
Square s: JI., Hetho(l. of Bst ilnating Node 18 ",i th I..agged Dependent 
Variables," Revir~"l of F,conomics and Statistics, Hovpmber 1964, 
pp. 329-346; X.F. 1-1a11is, "Lagged Dependent Variables and 
Serially Correlatec1 ~rrors: a HealYl!raj.sal of the ~hree Pass 
Lea st Sq11arss, Il Revim! of ;;;col1.0mic sand Stati stic ~, IJovember 
1967, pp. 555-567. 

63 
Chenery and Ade1man, op. cit., p. (J. 

64H• Nerlove and X.F. it-p'allis, rlUse of the Durbin­
v,Iatson Statistic in Inappropriate Situations," Ecol1ometrica, 
January 19(6, p. 235. 
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2CQi.10Y'Îst:d.c i.i1"ITC sT.i:';8.tion into the socio-ecol"J.omic and 
66 

polit.ic2cl Ch2·11:'38S in the unc1ercleveloIled countries. ~~heir 

model consist s of 14 equations in 19 unlcno\'!l1s '",i th a samp1e 

si r;-c or.> c.. ~ ;....J J... L~. Dy eveluating multip1iers of the 19 variables 

in 7L!, uno erëleveloped countrie s, they hav(C) fauno tba t of 19 

vari,?,. b1e s, 10 é1.J:'(,') quanti ta t:L ve ly sir:;niFic:lnt in rJ.eternining 

the clev81oY'1l1Emt nroSD8cts of th~' les;) c1.eveloneéJ countries. . ~ - -
Out of the se ten varia bIc s, six ar8 il.on-eC01'l0mic ~ (i) moélern-

izatj.on of ontIool:; (ii) c1ecreasr?' in. rlUD.lism~ (ii1) increase 

in the sizc of the in.c~izenQ1.1.s m:Vlcl.le cl8.ss; (iv) (a) levels 

of spcOn6élT? cn(q higher education, (1)) :.:Lter8cy; (v) social. 

l,":oi):i.lit:,; an(-i (vi) the p:::tpnt of 188JlC'Tshil' comrnitment to 

.r, "t·. "1-••. l.'J."'. v,"'.' .. ".(.' '! l r· r; C! ." t 11 '" ~'r; p l ,'l!" 11-T :c)" ri C' ~ ....::..; "" .'~' .r_.,~. l"./ , __ ~-:)" _ .' • __ .Le.l. . J .l. ._ ,...; Si~1J.à~T si V8 S 

-----------~----------"--~--------- -----------

~(. l l' ~" ::> ] .. ,r, ,., r~"" ,,'. ~:., • <:' Il r, l Ti' '. 1vl.L. Y' • C 
.•• ,(lt;:; "r!lr •.• ~ an~· \', •. '. l·tOlrl"", .:·,_l,.:COùO .. J?v_l 

8-cuc1y of Socio-'"::cOD.Or.üc '-.nel Folit:tc:Jl Chnn .. ':n in Under­
dr;voJ.0p8c) Conntr:tc:·s,"~n(';c:Lc"1.l1 r;conor'lÎc -:-~J~Vi'2'd, DecembeJ:' 
19f8, D7'). 11,sr.;-121;). For cli,scnssions on this [~tL1.ëJv, see 

,. - ... . '" 
also limeJ:':i.can ""~conoidc '-:-;.evie'd? PEl1Xl'S E1.nC Proc··~ec1:i.n;?s, 
Tfay 17),('g, pp •• 427-434. ---
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economic forces a.lone. Adelman and Horris state: 

The model suggests that • • • the creation of a 
stable political environment, the transformation of 
a:ttituoes in a direction favOl..U"able to modernization 
and a fundamentaJ chane;p. j.n the pOi:Ter elite are the 
forces '\trhich, in combination, are most likely.to 
proël.uc~ more .. ef~:c~7ve national efforts to achieve 
econOffllC pro5re~~. 

Tt remains to·be seen how useful the Adelmpn-

Horris Tilodel 1i1ould be if it ·were to include foreign aiél 

as an exrle.natory variable. 

_. __ .. ----._---
67Ibü: .• , pp. 1191-1192. 
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The Cobo-Douglas Version 

No formaI foreign aid model of this version has 

yet emerged. Some f'ragmentary meaningful hints are avail-
68 

able. It has been suggest8d that a production function 

of the Cobb-Douglas type incorporat.ing foreign capital 

ill..flovl as a \1 sepal"8.te input". rnay yielél. a meaningful measure 

of marginal contribution of foreign aià in a developing 

economy. 

This approacl'l is, hOv18ver, operational, provided 

"the assumptions underl~Ting the production function are 

tolerable. n69 The t·vJO fundamental assumptions underlying 

the Cobb-Douglas production function are: (i) constant 

returns to scale, Le., 1inear homo~eneous production 

function, and (ii) unit elasticity of substitution. Tt is 

doubtful vlhether these tHO assumptions could be maintained 

t . t l . l' t' l' 70 s r:!.c . y ln any rea lS -lC ana_.yslS. 

Bere 1:1e shall suggest that the CES production 

function may do a better job \:Jhere the Cobo-Douglas function 

68Cheneryand strout, op. cit., p. 685. See also 
T. Brecher and S •. A. J\bbas, ForeÎP;n .Aïd and Industrial 
Dr-ve1omnent in Pakistan (Horrtreal: Centre for Develo;)ing 
.Area Studies, December 19( 8). (J1imeogray.Jhecl.) 

69 
Brecher and Abbas, 01). cit., p. 37. 

70Klein comments! lIFor Indian manufacturing corpora­
tions, a Cobh-Douglas production function S8ems to fit the data 
vlell. It is less obvions that an aggregativ8 production 
function covering the ",hole economy ••• ..,ü11 fit as ",e11, 
Sho~.'lj.nr:; significant effect s of both labour and capi ta 1. Il 
Klein, op. cit •. , p. 324. 
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is assumed to be meaningful in analyzing thp- contribution 

of foreign ca:pital, as a separate input, ta economic 

clevelopment. 

Let V = Output 

Kd = Domestic capital 

Kf = Foreign capital 

and labour is assumed to be a free good. These t'\lJO inputs, 

Kd and Kr , are assumed to be adequate to produce a good. 

These variables are meas1.lrec1 in index terras vTith a corrrrnon 

base 

itlhere 

perioél. Then the CES production fnnction is given by 
"\9 

LvK~~ -~ f' V = 1 (I-~)kf + 

parameters are the follo1ding: 

?f = Scale parameter indicating the efficiency 

of techno1ogy 

'D = Input-intensi ty parameter, 'iqhich is oefined 

in the interval 0 S S t. 1 

t:r = :s la st ici t Y of substitution of K.p for Kd ... 

du K 'dV 
= u \vhere u = d ()Kd 

cm Kf TI --
T ~ 

aK 
1 f 

= 1+ t. 

v = Homogeneity parameter 
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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 

'\Talue of that constant, viz.: 

(i) for the Cobb-Douglas production function 6"= 

(ii) for the Leontief productioD function cr= 

(iii) for the CES production function <J"= 

HOvJever, there are four limitations of the 

empirical aprlicationof the CES production flillction: 

1 

0 

Any constant 
value 

(i) the CES production function is not easily amenable to 

data for fitting purposes; (ii) the homogeneity parameter (v) 

is à.ifficult to interpret because t·HO force s--economie s of 

scale given a fixed technology, or technological change, 

giv8n a fixec1 scale of o"Oeration--E".!8.y affect v such that . . 
the hm forces become inSepéJ.rable. 71 In the Cobb-Douglas 

production function the situation is more unmanagGable; 

(iii) elasticity of substitution beb/Jeen Kd and Kr is, 

by 8. ssur!111tion, invariant ';7ith re spect to the re la ti ve factor 

inputs; and (iv) it is difficult to genera1ize ta n-factors.
72 

711vlurray Brovm, On the Theory and Nea Sl.J..l'8n~nt of 
Techn010::;;ical Change (Cambric1ee: CaInbric1ge Unive1"sity Press, 
V?06) , r. 60. 

7280me attempts have been rflél.de to generalize it. Bee 
H. Uzavla, "Production Functions ·vrith Constant 'Slasticities of 
Substitution,1I Reviel'l of' 3conor:lic Studies, October 1962, 
P:D. 291-299. 
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function is homogeneous of degree one, i.e., it assumes 

constant returns to scalp., and so does the Cobb-Doug1as 

production function. But r:Lght from Smith and Ricardo d01vn 

to the modern economists, everyone bas recognized the 

existence of increasine; and decreasing returns to sca1e 
74 

a10ng ~Tith constant retl1..rns to sca1e. Bro':ln and popkin 

and .A. A. Wa1ters 75 have attemptec1 to modify the production 

function in order to incorporate a11 three returns to sca1e. 

The best comparison betvleen the CES and the Cobb­

Douglas production fUl1ctions may be summec1 up in the '-lords 

of Hurray BrovIn: uThe use of the CES production function 

• • • is more genera1 than that obtained by using the Cobb­

Douglas function, for it can represent a11 technologica1 

characteristics of the Cobb-Doug1as as v/e11 as measure the 

change in the e1ast.icitv of s'IJ.bstitution--something that the 

Cobb-DoUi31as cannot cl0. The cost of its generalit~r is the 

burden of fitting it. u76 (Underlininc addec1.) 

73.,.,... fi FT -~ C 1 B 1<' h "R S 1 --h. i'irrOi:T,l . .!~. ~1enery, _. ';ln as ana .• 0 o~'J, 

"Capital-Labour Substitution and :Sconomic :Sfficiency, If Reviel:1 
of ~conor:ücs and Statistics, August 1961, I1p. 225-250. 

74
H• BrOHn ano J. Pop~dn, liA Eeasure of TechnoJogical 

Change and Returns to Sca le," Hevie'\:! of Economic sand Statis­
tics, Vo1. XLIV, 1962, Il~!. 402-411. 

75 A. A.. \.~Ta 1 ter s, It A Note on Bconomie s of Sca le, 11 Revievl 
of 8cononics anO St§l.tistics, Vol. XLV, 1963, pp. 425-427. 

761Iu:cray Bro'\.m, op. cit., p. 140. See a1so Richard R. 
Hr:!lson, The CT',S Prod1.~ction F'unction and ~conomic Growth 
Projections (Santa Monica, California: The Rand Corporation, 
July 1964). 
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The above revie,., of the selected foreign aid 

models thrOl'i s much light on the varions implications of 

the current treatment of the tuo-gap analysis. It ",ill be 

recalled tl~t while Rosenstein-Rodan, and Fei and Paauw 

discussed only the savings gap model, HcKinnon stressed 

L1.ainly the export-import gap. It vlas in the hands of 

Chenery and strout. that both the gap s--the savlng s gap 

and the export-import gap--recei veel a fa ü~ly com.prehensi ve 

treatmc=mt. Chener:T and strout suggest .that vlhen a gro\llth 

is cOl1strainec1 by a bottlenecir, there is unoer-utilization 

of some factors. For example, if foreign exchange is a 

binding constraint, un10ss the bottlenec;~ is broken, 

potential savings and possïbly sldll '\tlill. fZO unutilized. 

ChenerJT ane1 strout shO'l:1 that aic1 helps remove the constraint 

and makes fuller utilization of all reson.J'ces possible. 

The doninant. gap, therefore, rnust be f:i.lled if the target 

grovlth ra te . ·,i s to be reached; the evidence sugge st s t.ha t 

in most of the c1eve1oring cOiJ.nt.ries the export-import gap 

do:·ün8. te s the saving s gap 0 77 Fc~(innon, and Chenery and 

strout have pointed out that foreie;n aid se8ms to be more 

effective ,.,hen the export-import;ap, rather thétn the 

sav~tnzs Gal', is a binr5j.nc c0l1str8.:Lnt on economic growth o 

77Unitec1 Hations, Hepo:C't by the Secretary Gene.t'al of 
the Unitpc1 Nations Conference on Trade anél Develonment 
(TJ 0 E oC. T • t', 0 Do), ~rrad8 Prosuects and Ca"Ji ta l Need s' of 
DeveloDini:: Countries, (Ne", York, 19,7), TD 3 /Supp. 1/ 
.Adèl. 1, J~nnex IV, pp. 1-43. 
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The economy of Pakistan, vlith a substantially 

over-valued exchange rate,' stringent exchange control and 
78 

hiGh excess capacity in P.1D,l1ufacturing ,industries, has long 

been facing the export-import gap as a binding constraint. 

In the next chapter Vie shall discuss hO'l:J this problem 

has been tackled so far and in Chanter 7 vie shall formulate 

strategy to bridge the export-import gap in the future. 

At this point it is interesting to note that 

. recently some economists have cast serious doubt on the 

very validity of using the "-cvJO-gap" model of the Chenery­

strout variety. 79 Perhap s the be st "Tay out of this 

d ilenID1a can be found in the v·Jord s of Chenery himself: 

Although the t'HO gap disequilibrium seem3 in theory 
to be no more inevitable than Keynesian unemployment, 
it remains to DG seen Ivhether economists \ViII have 
greater success in helping goverrunents to avoid it. 
Hp to nOi:l the record is not impressive. Ivly O'\lJn guess 
is that the exchange, rate alone \ViII prove as inade­
qUc'lt8 as the interost rate has been in the Keynesian 
situation, and that more comprehensive polic" nac 1cages 
',lill be ne0.ded to seCUl'e the needed redirection of 

Until this triufn:0h of econornic science 
there will be sorne use for two-gan 
Underlinin~ adèed. 

78Islam 1 s st.ucly revea ls that the ma jori ty of 
industries in Paldst.an are '.'lor'dng "belo'H 40 per cent of 
their installp<J: capac ity. Il See N. l sIam, "Cor-~para ti ve 
Costs, Factor Propor·tions and Inàustrial Efficiency in 
Pa1dstan," pa1dstan DeveloTlment Review, Summer 1967, p. 230. 

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

80H•B • Chenery, "The 'l'vTo-Gap lipproach to Aid ane1 
Development: A Reply to Brnton, Il .American Bconomic Revievl, 
<Tune 1969, P:0. 44(5 -449. . . 
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Qh8,TJter 4 

Introduction 

On August 14, '1947, the British-occupied India 

'\Vas li berated and dividecl into ti'JO sovereign state s--
., 

Pa;z,:istan and "India. The former consists of' t~·JO provinces--

~ast and Hest Pakistan--sepnrated from 82ch other by over 

one thousand miles of Indian territory. The Partition of 

the British-held Indian subcontinent was preceded, accom:-

panied and folloirTed by 'IJides:Dread bloody commul.1.é3.1 r:iots 

wi th consequ.ent heavy darnage to life and property. The 

rnass influx ·of refugees fro~" India posed a huge task of 

rehabilitaticn and the large exodus of non-Yuslims from 

Pa1:iste,n ùrained most of the availablp. techn:Lcal and 

, ·ll " l" 1 S!{l., .Ge _2 OOUI'. ' .. Tilcox r'isJrc ly point s out: "The creation 

of Pa':ist.3.n iFrlie6. not only the IJra'\:.ring of ac1Fl:Lnistrative 

lines but also the largest population transfer in modern 

history .•.• Somehow, six and a half oillio11 people 

lG.? Parane]:, Pa;dstan ' s Develo1'')]'!),ent: SocLe"'.} Goals 
ana Private Ingent.i.Y.§.2 (C8m'br:Ldg€'~ Harvard University Press, 
lq(7) Cn"'·'Î·t·er 1 .C'ep ~ l "'0 rr :,~ '''h'-'r1 "Pa1'l· ,....1.. an 1 ,... "'7vnerl· ence ,; '.., _f_ ........ G . _. !.J~, a .. _.:J •. , • _." • J. \,. ... ~, .... .-:> G ...:> l~IJ'_.I.. 

of a Decadp of Plannin~;, Il Plarminr:; in Pa;\.Ïstan., H8Vic'\:J by a 
Pa·,ç."1 o-F' '-:'C 0""" 0"11' ~~- '" (~r\a;·> cll"Î' ,"'-OVCJY'lll'!1"'D",' 0'1'" Da'.-]· (""\'a1'" l Gf,r:)) r. l __ ... ~L ,.' .~ .1.J. 1:. __ ,-,,1...'1..) ~._.'. a ._. -4 '._. __ .L~.':; ._.' • J. .: __ ~_ .... l./ .~, .• _~. '--,.. , 

~1. 42. 
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2 
arrived and subsi sted in their ne,-,1 terri tor~r. Ir Pa ::::i stan, 

a s a à evelop5.nc country, share s the usnal fate oi' sV.ch 

countrips--a baJ.8.ncp.-of-:0a~;-T;:'2nts ~)robl.p.J;:. 3 Pa::::Lsts.n l s 

o3.1ance-o!'-raVJ11snt.s :0robJr.:cTil has beE'm one of chronic èlefic:i.t 
Y-

on current account,., A defic i t on current account i s 

financed by pri vate cari tal infloH or Dy Dorroiving a broad 

OP by foreign aide The IIresiduall! defici tot- surplus is 

reflected in mOV8T:1ents of the country1s gold and foreign 

exchange reserves. One of the ;)asic problems in tackling 

the ba18.nce-of-pay"mehts pressu:re 1iE':s in avoic1inf, the 

running dm·Jn of gold and foreign exche.nge reserves to such 

an extent as to l..mderr:tine national and interne.tional 

IIconfidence", and yet the 80vernment must pur sue a policy 

of attaininz a socÏELlly-acceptable grm·rth rate. It is 

qui te evident fram the plans and other goverl1ment document s 

~,r ft. 1'FJ'lC')-' Pa'-ic.L.an t'n" Consr..l;o'~ti"""n o''''' a Hatl~on \'iJ. 4. . • .... ~. _ ,~ ' .. __ .. ) l,.. ...., ..1.\.-:- \.,'....... __ \...1 _.. Jo J 'l 

( ille'] '-TOp',:-· Col;1rni,;~ i-:-I1J·Vc'1·'''-1·t"r Pres'" nanepb~c'- eo' lC)6rt , _", ! ..1 ••. _ .... ~ o_~. ~I .... _C'. ~. o~ \: .• _......; .-....",;. -.:.' 0_. {._ :w 1., __ 1' • ~ , 

l':'. 53 8. ne: 55. T'or Ilolitical bac1;:ground 0::' Pa~dstan, see 
also J.'3. Das GUJ:)ta, Indo-Pa::istan Relations, 1947-1955 
CAr:!sterc1am, Djaitlbatan, 195b); C.R. Attlee, As J.t Har:nened 
(Loncton: 11. :Ieine,')ann, 1954); 1.'Jinston Churchill, liTho Finge 
of T<'ate, If ·Vol. IV of 'l'hA Secono. ;r.Forlèl "':ar (Boston: Eou:~rJ.tol1 
Hifflin, 1950). 

".{ 
~For the defini tion 8.nd COnCE:;1)t of the terr:l. rl~)alélncE: 

0:: payment Sil, seo C.D..apter 2. 

Y-This deficit is an accountin~ ba1E..nce-of-paym.ents 
deficit. The distinction between an accounting balance· of 
payments and a mar~cAt, or proG1"'El.l:"are, balence of pô..yments 
shoulcl a11 ... Tay~~ be ~Œ:Dt in minè. 
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with the problem of persistent deficit in the balance of 

payments. 

Table 4.1 ShOHS an "unbrokenu record of Paldstan' s 

balance-of-payments 0eficit on current account since 1951-52. 

The purpose of this chapter is to ma~,,:e a survey of balance-

of-payments problems in Pakistan Hith special reference 

to the role of foreign aide 

For convenience, vie c1istinguish betitleen the 

fol1Q'l.,ving pm se s of the country' s economic c1evelopment-: 

(i) the Pre-Plan neriod, 1948-1954; (ii) the 1:?ir st Plan 

period, 1955-1960; (iii) the Second Plan p8riod, 1960-1965; 

and (iv) the Third P1ar.. period, 1965-1970. 

The Pre-Plan Perioc15 

'fhe "Partitionll distorted the economic structurés 

In the 1J.ncJiviàed 1n<'1ia, Gast 

Bengal (no·vl Fast Pakistan) \Vas, for eX9.mple, a raw-mate.rials 

supplier to Hest Bengal (noi;1 a ~rovince of 1ndia) I:vhere aIl 

the jute-factories 2nô other factorie!'..: irTer8 10ca ted. The· 

imrnec1iél.te effect of the Partit ton \'!aS that it !>ara1yzed 

5Unless othenvise noted, all the figures in this 
chaj")ter are from the various issue s of the Stati stica l 
EnI; etil1 (Governm0.nt of Pa'·:istan, Central Statistical Offi.ce). 

6G• Hyrc1s.1, J; sian Drama: An EnclU i ry il1to thE:~ Poverty 
of Nat:"Lons (Vols. 1-111; NevT York: rr'"l!Tentietlî CentLU'Y Fund, 
19(;~), Vol. 1, Cha~'). 13, p. 305. 
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TABLE 4.1 

PAKIST 'HT' S BALAEC::':-OF-PAYESl'ITS DEFICIT/STJRPLUS Ol'~ CUPR:8NT !;CCOTJNT 
~/ 

1947-1969 

(Tf; 11 ions of RupeesLCu'Y''Y'ent Prices2 ---
-Y"-EAR "SXFOHTS Il1PORTS DP.T;'T(; Fi'/SU"";)PI US T:XPORTS .ilS A ~~l.'-. -L -' _ ._ _ ~ ~ ; 

~ Ju~;y-June) (X) (E) (-) (-tL <1 O-C;: n·;PO"RTS .J.'.J •. --- _. 

lQ47-48 717 269 (+) 448 267 
1948-49 1870 1487 (+ ) ~8~ 126 ..." ~ 

1949-50 949 1284 (-) ~~'1 74 
1950-51 2554 1620 (+) 934 157 
1951-52 2368 2789 (-) 421 85 
1952-53 1490 2032 (-) 5'42 73 
1953-54 1:{q6 1594 (-) 198 88 - -" .. 
1954-55 1318 1357 (-) 39 97 
19h'I;'-r;6 20ll-7 2067 (-) 20 99 " .". / " 
1956-57 1883 2890 (-) 1007 65 
1957-58 1672 ~244 (- ) 3572 51 
1958-59 1787 ?4'1~ (- ) 666 73 - ,.-

1959-60 2128 ~o~8 (-) 910 70 - -' 

1960-(1 2286 3859 (-) 1573 59 
1061-62 2384 4059 (-) 1675 58 
1962-63 2748 4295 (- ) 1547 64 
1 Q6"),-64 2785 h'O-") ( -) 3148 47 .//j~ 

1964-65 3015 6543 (-) 3528 46 
1965-66 3394 6112 (-) 2713 56 
196t--67 ~t;'80 7423 ( -) ~n4~ 4" -/ _0 ~ 0 

19{~7-68 3750 7550 (-) 3800 50 
1968-69 4150 8320 ( ...;;) 4170 49 

ê:..I Export-impol~t figures include private unilateral transfers and donations; 
TmDorts Data include Indus Basin Aid and PL-480 Aid since lC)6o-6l. -- J..: . • 

Source: Der:Lved from Appendix A, Table 1. 

e 
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0 
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virtually aIl factories in i:!est Bengal and daLtlaged the 

largest raw-materials market for Pakistan because of the 

strained politica.l relationship over a number of issues 

such as the Kashmir problem, the Hydrabad-Junagarh-Hanavadar 

problem, the Refugee Property problem, the Canal 1flaters 

problem. In effect Pakistan l'las more severe1y affected 

because the relatively advancecl regions '-Tere al10cated to 

India. 

Table 4.2 sho'\'-1s that gold, dollar and sterling 

reserves (henceforth "reserves") he1d on June 30, 1948 

total1ed only Rs. 518 million; by June 30, 1949 they had 

risen to Rs. 1.7 billion. Duxing July 1949-June 1950, the 

balance of payments registered a deficit of Rs. 335 

·11· 7 ml lon. 1'he Ifreserves" fel1 to Ps. 958 million indicating 

a decrease of Rs. 697 m,i11ion. The deficit 'liTaS, hm'lever, 

part1y offset by the surplus Hith India unc1er the s}!ecial 
8 

Indo-Pa'dstan Payments AgreemEmts. A substantial part of 

the surplus still remains bloc1-:ed because of strained 

political relationships. 

7 Se e Ta b le 4. 1. 

8 Short1y after the "Partition", Pa1.dstan and Jndia came 
to an agreement to buyand 8e11 each other's currency frpely 
.,rith the he1:9 of the Ban~: of ~ns1anc1. This agreement , .. JaS 
reached because ban~,:-notes of both countries vIere circulating 
freeJ_y and no records of movements in the acconnts of' Pa],:is­
tani rA sident s ,!!i th banks in In6 ia and vic(~ ver sa ':Jere rnain­
ta:i.ned; there vJas no exchanG8 control bet~'leen the tVTO cO'Lmtries. 
1<'or c1etailed discussior.t, see J.H. An0.rus and A.F. lIohammed, 
Trac"; e }i'inancG and Deve 1 onment in Pakistan (Stanford: 
Stanford University Press, 19r~), p. 5 • 
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TABLE 4.:2 
GOLD, DnLTJ.4TI ~llI'JD STERLHTG RESERVES (RE SEJfVE S) RELD 

t.ED C01'~TROL:C,T~D BY TI-ili STATE BANK ·OF PAKISTAN 
(E·Y HILLION' RUPBES) 

---_._---_._._--. ------p 
\TT:'.J~R l.rOi·JTU 'D' I\rJ11? _ ,d:I:;.2.:; __ ..... _. _____ ._~--!:J. ____ .~~ . ____ --=R~F.:..;.SE=":;c:P.:..lV:.;..z;;8S ______ C_IIAHGE.IE R~S"8RVES 

1948 J1Jlm 
191.1-C) J'lUlli 
lor:;"~1 '7,/,-, JïJUE 
1c)'11 .J1ITr:; 
1952 JlnE 
1953 foTITIill 
1954 J1J1'::;~ 

1955 JïJN:S 
195'6 J"LJIT8 
1957 .JUfi"G 
1958 JTJN:S 
1Q59 JUPE 
lo.fo J1JNB 
1961 J1nrti~ 

1962 tTITI!.S 
1C?63 J1mn 
'l Q64 nUE 
1965 nJln 
1966 Jum~ 

1967 JUFZ 
1 0 68 / .. Itl.\}-:CH 

30 
30 
':,0 
30 
30 
30 
30 
30 
30 
30 
30 
30 
~rî - '.": 

30 
30 
30 
30 
30 
30 
30 

518 
1655 

958 
1513 
1046 
669 
631 
696 

1395 
1200 

881 
104~ 
1169 
1225 
112g 
1436 
12~'1 
952 

126~ --793 
~l w- 816 

( -) 
(+) 
(-) 

. (+) 
(+) 
(+) 
(-) 
(-) 
(+) 
(+) 
(-) 
(-) 
(-) 
(+) 
(-) 
(+) 
(+) 
(- ) 

1137 
697 
"',-"5 ')) 

467 
'),77 
-~8 

7:5 ~' 

l'.OQ 
C;',l/ 

195 
~l Q --/ 

1é2 
126 

r:;'t:. 
./ t. 

97 
308 
201 
283 
':.11 

(+) 470 
(-) ?3 

bl 
(-371)-

§} (-) ind:tcates increase and (+) clecrease in Gold, Dollar and StE:r1ing ïteserves. 

bl Figures in brac1,::ets ta::e account of the 1955-(ievaluation effect. 

Source: Calcule.tecl fron Government of Paldstan, liinistry of Ftnance, 
PaJ<::istap. 'f:1:cono;-;j;c SU.J've~r, 1.967-(8. ' 

J...J o 
0' 
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Tv!o inter0 sting feature s of the Pre-Plan perioél 

"18re: (1) the heavy depenc1ence of' Pa',dstan' s foreign 

exchange earninF;:s on a single commoc1ity, ,jute, ta a single 

t T d' d (2) th ,. t . 1 •. "'- t,:J ] conn ry, ._n la; an e 111S orJ.c ceC1Slon nov ·ol..'.eva.JJ.e 

Pakistan' S rupee in September 1949 '\o111en the pound sterling 

'l'laS devalued. Theset'Ho feattu'es are interesting in the 

sense that they explain greatly the subsequent develorment 

of the balance-of-payments position during the Pre-Plan 

perioc1. 

. ~l';fter the pound sterling was devalued in September 

1949, India follO'hTed suit 'I·J:lth a 30.5~{. devaluation. To the 

surprise of many people, Pa1dstan did not. Arguments in 

fayour of this historic decision may be put for\"ard along 

s8 i Teral lim~s: (1) Durtng 19lt·f.',-49, Pa'cistan' s reserves 

sho'l'1ed an increa se of Rs. 1.], billion9 , '<lhich might have 

instiIIed conf:i.c1ence in the decision-making body to talŒ 

snch a bolc1 stanêl. (2) In the judgnlent of the 1'.11anners, 

any si::n:Li'j.cant improvem8nt through dcvaluation or any major 

deterioration without dovaluation was perhaps considered 

unlikely.lO (3) 'l'he domestic price level ,'ras expected 

-----_.-
9c::t....,· 4 l oCR lllgure •• 

l00ne of the stanclard method s for l'lor'dnç out the 
poss.i1Jili ty of achievin~~ s:Lsnificant improvement in the balance­
of-pa~rments position of any economy through devaluation is to 
fino out ï·!heth<?~r the sum of the elasticitie S of domestic 
r.1emanô for im:oorts and extel'nal demancl. for its eJ::Dorts exceeùs 
unity. If it-does not, there is hardly a chance for improve­
ment through devaluation. For an excellent reviev.T of this 
IItest", see G. HarberIer, Pl Survey of Inte:rnational Trade 
~heory (Princeton, 1961). 
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FIGURE 4-.1 
FLTJCTLL4TIONS OF GOLD, DOLL1Œ AND STERLING RESERVES 
HSLD AND CONTROLLED BY THB STATE BANK OF PAKISTAN 

INCRFAS'S IH BILLION RUPEES 

1.2 
1.1 
1.0 
O 0 .. "' 
0.8 
0.7 
o.e:. 
0.5 
0 0 4 
0.3 
0.2 
0.1 

0.1 
0.2 
0.3 
O. Llo 
0.5 
0.6 
0.7 
0.8 
0.9 
1.0 
1.1 
1.2 

DECHEPSr. lE BILLIOH RUPEES 

Source: Based on Tê.ble 4.2. 
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to show a declining trend along ~.·ïith import costs. 

'l'he consequences of non-devaluation viere far-

reaching. InCl ia l'e8.ctec1 sl1ar::, Jy; sile refusec"\ to acce'ot 

the ne'..: exchango rate i'li th Pakistan 2. nO. , as a mGasure against 

this polj.c~T, she promptly il1it.:.Lated a self-sufficiency 

drive in the production of ra\'! jute and issued an ordinance 

fixing maximum priees (in terms of Indian rupees) for ray,' 

jute, i:Jhich ir;ere èeliberately set at lm'Ter levels than jute 

priees ln P8ldstan. Inàian jute-buyex's vIere thereby driven 

avJay froID the Pakistanil?l.B.rket. This lecl Pakistan to 

SUl')port the jute-[;:coiileT s by setting Elinimum priees for the 

;jute at belO'I:l the pre-devaluation level. Hevertheless, 

jute exports to Inèia experi8nced a sharp and lasting 

declinc. Table 4.J. shO'l.']s that e:-:1!o:ct earnings ëJ.ropped from 

Rs. 1870 million in 1948-49 to p.s. 949 million in 1949-50, ' 

registerinc a sharp clecJ.ine. 

A. The Korean Boom 

Sorne ecol1omists a:cgue that since InDia uo'\.üd 

l1..ave starteël its rtself-.sl.lfficienc~ril driv8 in ra'\'J jute 

anYHay, there is no reasûn ta blarfl.e the "non-0.8valuation. tI 

.. 11 
d ee J. S:L on. But thi s if; not ent i:: r-ly trw:'. It can h8.rci J.y 

llSee Parvez Hasan, tf'2alance of Payments Problems of 
Pakistan, Il Pa}ci stan Development Revied, Vol. I, Ho. 2. 
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be denieè that Pakistan' s "decision" forcecl Indi8. to \Jlor}\: 

hard to eli:mina-'ce her c1epenclency on Pa}::istan. It seeT:lS 

Cl 01J.otf1J.} ,:!hetl1er Incl i8. ':l()~j.l( have rea 1.ly sto.rtecl thi s 

"dI'ivp" at a1.1 or' 2.-(: len.ct so e p.rly. 

1ndian measures dealt a severe blm·l to the jute-

grmver s and thE: jute-businessmen of Ea st Pakistan. The 

jut.e export s to Il1r2 ia 0.!'opper! frorn '+133 thov.sEl.nd s of ba.le s 

in 19'+8-l.!-9 tl') 1654 tholl.sands of baIes in the follovling 

fiscal yPSI' ané!. by 1958-59 it stooc1 at only 170 th?usands 

of baIes. Within a decade, Pa~ist.an lost her biggest 

l(1arlŒt :for r2.1:! jutE; because of the vIrons; decision of the 

policy -ma l:er s. 

At a timevJhen Inc1ia' s ttsE':lf-suff'iciencylt drive 

in ra1''! jute production brought a sense of pessimism and 

fr~strEtion to Pa~istan's planners, the Xorean War came, in 

this s:'n50, as a bl~ssine: in clis::'::l1ise. Pa'<::istc.l.n' s balence 

of l")ayments sta:,:,t?G tn res-a:Î.l1 its strEm.[~th. Th8 ba!.al1ce-of-

payment s suri' lus on cnrrent account re~: i stereo an al1.-time 

"1 l np 0-:),' ·]1· ·1._C:.-:)Cî .. _'51 __ •12 
reco:~c~ .J)V8 __ OT ,s. /_'+ EE. __ lon ln _ '" __ Unr'leI' th'? 

neaj~ly oOiJ.blec3 ("R.s. 2789 million) "ln 1951-52 from c_11 average 

is interestin-:.; 'Co note that nearly 69~:~ of the üopo:C't ~Jayr:~8nts 
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1.vas w.ade for non-c1evelopmental imports.13 This appears to 

be a rather un\vise utj.lization of precious foreign exchange 

earnings. HOvHo,ver, given th0 :lact that the c1cveJopment 

plaŒ1ing of Pa:dstan l'Jas :Ln its embryonic stage, the sit1.J.a-

tian vlas not uneJ~ected. \,tfhile imports c30ubled in 1951-52, 

export earnings slightly declined from the 1950-51 leve1 

and as a resu1t a c1.eficit of Rs. Ll-21 million emerged. In 

the next year, ,·!hile the imports 1eve1 remained relatively 

stable, eX'~ort earnings c1ecl:i.ned by ne8r1y 4c)/ and the 

~ .t:>. '..L 1 CT) r.:î 2 . 1]' ) 14 St l 1, oei J.Clv grn>l arger .lèS. ::H' nu .J.on • ·range .. y enougn, 

the non.;..àeve1opment imports still cont.ributeo. rou.ghly 66)1 

-r tl ..L..L l' t 15 o.~ le vo va. lmpor -s. 

In 1949, the introduction of the Open General 

License (O.G.L.) Scheme substantia1ly liberaJ.izeo. import 

policy. The O.G.!J. ",as t1·!ice amended (Februaryane' Ju1y) 

in 1951 for further 11beral:i.zatiol1; one of the most siCnif:L-

cant aélê:i.tions nnél.er the O.G.L. l'laS cotton textiles of the 

value 0~C' less 'chan B.s. 1.50 per yard. 

Doubts cl.Gveloped in the ründs ofbusines.smen as 

to the possibility of a cO!ltinu:Lnc:; liberal iDlport po1icy and 

consequently a sisnificant portion of imports (~uring 1951-52) 

13See Appen5b: 1-1, T2.ble 5. See a1so l-'!.. Eablbul1ah, 
"Bxport Pronot.ion in Relation to Pa1dstan' s Bal.ance of PayHents 
Diffic 1J.1ties," Pa':istan }ï:col1omic .Tournal, <Tune 19(-1, p. 3'). 

14See Teb1e Ll-.l. 

'5 - See Appendix A, Table 5. 
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went into the "building ur of stocks." Th'? drain on 

reserves becarne quite heavy c1urine July 1951-June 1952 and 

the O.G.T ... '\'Jas drastica11y curtailect. In Hov(:;mber 1952, 

the O.G.L. l'las tota11y ab01ishe,d. 

The economy "TaS, so to spea1::, in a trance during 

the Korean Boorn. But soon the dreamvlas over. By 1953-5LI-, 

eJ-.'1!orts earnings hac1 declined by about 43% 'from their 
16 

1950-~.,1 level. Reserves began rU11ning dO'''11 and reached 

an al1-time lou-level in 1954 (Rs. 631 million). 17 This 

vJaS not even sufficient' to cover three months of import 

payment'at current priees. Confidence started erod1ng; 

further running a.01tln of reserves "laS considered undesirab1e. 

steps 1/1ere taken to ensure that no further del)letion vl0u1o. 

take pla.c':~,th<:-~t is, to bring foreiZl1 exchange 8x:penditures 

into 1ine ",r:i.th estima ted earninz s. Im:port re strictions 

'~lere increase6, and this in turn gave a tremenc10us boost 

to the cotton textile industry durtng the perioc1 195.3-54. 

B. Otl18r DeveJ_onments 

T"JO othpr major developments du,ring the Pre-Plan 

period that oeserve attent:;_on are: (1) a sharp fall in 

export earning s) and (2) a serious food shortage due to 

16See ':eable 4.l. 

17See ~,IEt ble 4.2. 

• 
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harvest failUJ:'f'.· The eJecJine in export priees resulted 

mai..nly from falling priees. In 1952-53, the harvest failure 

of payment s. 

follol:Jec1 anô 56% of these iml)Ort paymonts haè1.. to be met 

from dQmestie resourees. 

The S0. l1rlÎore SGen dev(O) 1 0l"l [,le nt s forced a ara stie 

eut :Ln :i.r".':)ort s. Thel'o '.-Joule have befH1 serious at1ver se 

li'aiTuY'(3 to dev2.1ue \·Jith -;';nc:;18,ncJ and Inc~ia in 

o:~ 
lE> 

C Ul'l' (:TIC:' • 1)~~ 'Le es o:f r~.llllfc'.e-

:lpt?r'nD.t:i.ol1.s1 trDde 

ln 
Or~cco:c'(~:i.r.l::,:: to SOl18 c2.1eu.1.:::itioD.s, ':~hr OV2J'-

va1n9t:;_:)l1 of' ths l'1.1.:p88 ]:'(-"'aeho(" n('E1:r-ly 3.3 ~J(:01:' c0nt. 
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currencies during 1955-56 as cOf~ared with the previons 

yea':,. Bu.t the effectiveness of' the è1.eva11.l.ation Ï'18.S short-

cl.urin:::.; J.95:.;'-5f, onco ace.:in 'J. se1'i01).8 food shortage hrought 

it bac':\:, causin~ a SPV0.re str8.in on the balance of payments • 

. A ca:r('ful loo1c at .the rerioël frop rüà-1956 ta 

mid-lS'58 reveaJ.s that Pa}dsi:.a.l1' s b8.1ance of payments 'd8.S 

passins thrcm.[h 2. v,o:nr c:rucial phase. 1I1'Ioneta1'y ün.balancpll 

appears ta have beel1 one of the major causes of st1'ain on 

the balanc8 of paymc-mts. 19 The defj.cit. financing contributed 

he2vily ta the t1imba1ancelt by p1'oducinG; a 35~~ expansj~on in 
20 

the money-supply ove1' those yea1's. 'fhe consequences '1:78r8 
. . 

q1..üte severe. Industrial expansion, as reflectec1 by the 

contrast beti,'T89n 1952-55 aml 1955-53: in the former period 

~ J. .:J , l - ." l . i h l t' . t . l? Ar;? procucclOnuOUI) ec.,·]nLE' ln :: .. C' __ 8.:ce1' J. rose oy on_.y ..;\)/_'. 

a consequence, an inf1.,'" t if)nn .. ,o~r situation em"'lrgec1 ; thi s 1.ed, 

in tlJ2'n, to a 8118.:rp r~cc1.i.ne in 8Xrort ~8rn:Lnss bet'·.reen 

19T11 .l.11l·S C-'ll"J,"'C"-'ir,') "'''''''" v~.""")·"'. T"""iC' IITyml1l"Cl't _ (J. ,\ __ L. ... l'J .. J., ._~, ~I~\_._, -".i.'''- . 

F,xch'1nzr::· l1ates, Helativr.:? Priees 8.n0 tr.te :::;ffici8nc JT of ' 
Inc1ustrial Grm·"th in P81dstan,tI C.D.li',. i,·lil~.~am Collei':e, 
f~lJ.::::us-c. 1966. (Himeographeél.) 

20" SOll· 0'0 -'·~onet"'",r P''''obl ,...,-.. ,.., of' P,..,1-1· sJ":Jrl C""'nter .. u.. :-::., ., 1·.... :.. CL~ .l _ .... ~-·L!0 . Cl. ,"'- I .... c ... , ~':'_.J 

PO.lx·r Ho. III (Yale Univer sity J:I;cono 1'lÎc Gro'\·7th Center, 
1 07-7) n .(')0 

?I.,J ,~. C,..) ..... 
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j;. Innort Substit'\J.ti on 

Tt is ironic that h"nort snbstit1..1.tion gf:'VQ sa 

yet t-;1..1.rner:i out ta 1:-;'2 D. thrr?2.t to tb.=::: f':"~/Tr;pnts l'OS:!. tian in 

1955-58. ~I'he 12tt8r rr:'snit C?me from the agLl'3.vr:üion of' 

astron; nesativ8 role. This is shm·Jll in Fi[;l.1.re 1.1-. 2. ~~he 

torms 'of' tJ:acle sto2JJ.iJ.:;r deteriorated from 1950-5}- to 1959-60 

'Hi th the soli t8.ry e::;::cel")tion of the yea.r 1954-55, in 1!Th·i.ch 

:poriot the ef:fcct of c1eva1u.s.tion ili'1proved the situ2tion 

s1i~:ht ly. 21 

Dev.s1uation in 1955 c10es not seem to h8ve been a 

siGn.ificc1.nt fact.or in the ëleteri.oration of the t.erms of 

traoe, for the r·::,0uci.',ion in export !,ric0s not sharl' 8. S 

CO~Y'l")aTec1 ~:Tith the ris'? in iDport rricos. :Eut it is ta be 

conclusion can ;Y? (}r::\"iD, 8.S to the ba1ance-of'-lJ:::tyments 
22 

rosition. 

21
808 Il\:::, bIe 1: .• .3. 

22r<lh ' - - . .1-' • • t tl l' " . .1- f 1 e s'C,anoara. crll,lClsm agél.ll'lS. 18 va. lC'lL,:r o. 
histor·ic:J.J. tr-,'rms of t.rar1e (viz., th?t 8. c1ifferent b2.s(-~ 
tells a c'iff'erput talp, am3 that the C~l)_aJ.it:T of pro'!uct s, 
intror1nct:ton of nf'vl p.roclucts, ptc., a.r\-' not takeD. into 
acc01.J.nt in celculatinz the terms of tra~le) rnay be invo}.c0(}. 
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.§.ouree ~ Government. of Pakistan, state Bank 
ot Pakistan, ;8nnual Rftport, .196ï-66, pp. 2lt-2'. 
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T .lŒLE 4.3. 

nmIC-::S 03' mUT VALllli OF IHPOR1.'S A:N"D EXPO'c'.TS AND TERNS OF' TRADE 
1948-1949 = 100 

r""GAR Tî'OOD, RA'''' }lUH-TU- TOTfŒ- COT- fIIDES- TO TAL'-'- TERES 
(Ju1y- DRINK & l·IAT=R- FAC- nl- J1Yi'E TON i:.!OOL TEA & EX- OF' 
June) TOBf~CCO IAIJS TURBS PORTS SKIl'JS PORTS . THADE 

1949-50 79 78 78 78 84 102 96 104 74 89 111 
1950-51 80 78 76 84 80 162 167 112 93 106 124 
1951-52 110 97 88 93 94 1lt4 117 83 97 III 118 
1952-53 91 105 74 7'7 50 101 151 84 92 66 '84- 1-' 

- 1-' 

lqt:J~-'14 107 77 82 85 51 89 160 C)2 94 64 75 ----J 
.,-,,- ,/ ... . 

1951.1--55 121 72 73 En 55 8" 149 11.1-4- 8C, 67 82 b. \,' 

1::55-56 179 C)~ ll? 120 (..,0 ·101 187 158 9'1 82 67 
é)75 

-- --'- Sô 1956-57 173 .'U 144 143 108 222 135 101 S'l 63 
1957-58 176 )9 192 153 81 102 17° 151 108 90 59 - / 

lq5D-59 185 JO!, 1(·7 154 75 85 16" 171 112 83 ,53 "--l Q59-60 167 J_r)l H~3 It:J{ 6 0 87 183 14-7 16( 82 52 , - '/ 

1960-(1 168 le7 171 16-:), 142 98 181 154 190 ., ') h' 83 -- .L.;. 
1961-62 180 8.9 166 159 101 9(, 181 122 267 107 68 
1962-63 190 85 165 170 86 89 186 199 24-8 or:' 60 ',-0 - / 

1963-64 192 94 169 1t4 83 87 220 179 2~'7 oh. 58 -- : ./ 1 

Sotl!'ce: Derived frol~ GovernTI1ent of Pa':istan, çentral StatisticaJ. Office, 20 Years, of PaJdstgn 
in f'taJ"j sti c s 1 (l4 7 -19C.'7 C,l"ai,>qc;-li 'Par"'h 1 Cf,,·;) nn ~6_101 -_.- .::>, L _" _. _ "' __ .. ' ! . \..' " - - _" - ---, _"c <.; - " - c , .J: i:'. _ '.- • 
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B. A ~rurnin; Point 

rn.i1lion. The forei[;n excna.nge crj.sis, combineC! "7ith 

po11tical instabi1i ty, hael thrm·!n the '\>Tho1e systl-:::m into 

chaos. At this ju.ncturE", in Octob8r 1958, there vJaS a 

mi1itary coup. The new·regime made an attempt to overcome 

the crisis a10ng the fol10'.üng 1in8s: (1) Smugg1ing was 

stopped and hoaro.ers and bl8.c1c-mar~;;:eteers of foreign 

exchange 'llere asl:ec1 to dec1are their. possessions. Sorne 

R 0..., ·11·· . d l d .t s. 0.) TIn ... lon 'were ec _are • (2) Credit operations in the 

government sector vIere c1rastica11y. curtai1ed, and "ad hoc" 

borroliJing froIn the State Bank of Pakistan "Tas oiscontinued. 

(3) The Export Bonus Scheme (ERS) 1'.'8. S introduced in January 

1959. TJnder the BBS, ezporter S V·lere perr,ù tted to import 

15000 s a.gainst bonus licences. Nanufactured good S 't.rere 

a1101,'78d a 30~; bonus, and iterilS li1\:e sugar, l~icem:illing and 

jute textiles, 20%. The main :0ur~;ose of the scheme i·JaS to 

provic1e a substantial incent.ive for expanding Pa\:istan' s 

exports. In effect, the scheme '.,ras an iiï1llJ.icit pa:l'tial 

0.evalu?,tion of the CllI·rpD.cy. It also gave r:i.se to a de 

facto system of multiple exchange rates. By this method, 

the ne,,! regime uas successful in avoicl.ing the 1.1.sual politica1 

rE'action tha.t folloV1S an explicit devaluation. 

These measures. adoptec1 by the nei'] regime viere 
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quite effective. One notable result was a TIluch sl01-1er 

rate of growth in the money-supply: it rose by 99' àuring 

the three years 1958-61, as comrareël v!tth 385~ dur:lng 1955-

58. 23 Then too, manufacturing increaseo by more than 25~!: 
during 1959 and 1960 as against a rise of 13% in the pre­

cec1ing ti-IO years .and the agricultural production index 

averaged 114 oU.ring 1958-61, as compared v7ith 107 in 

1955-58. 24 

prior to mid-1957, shortages of imported ra'IJ! 

materials and spare parts remained s'eriou8, and industria1 

capacity could not be fully uti1ized. .A policy of progres­

sive import libera1ization l'laS introduced at that time, and 

automatic-1icensing in mid-1960. These steps viere partially 

successfnl in overcoü1ing the import bott1enecl-;:s. Unc1er the 

ne,,! impol~t policy, it became possible, to sorne extent, to 

reduce "excess capacity" :i.n the manufactu.ring sector 

and to mair:e the externa l sect01~ much more re sponsi ve to 

Dk'l.r:cet oprortunities. 

The Second Plan 

"In the Second Plan, as in the Fir st, im.provement 

in the balance of payments position remains an essential 

23,SO,li(;0, on. cit., p. 639. 

24Government of Pakistan, Hinistry of Finance, 
Pa'-:i stan !:';conomic Ino icator s, 1 9h7 -68, (Islams. bao, l/ia~;- 1968), 
Gra~lh 3 and Graph 6. 
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2~ 
objective. lI .-' After the Second Plan perioo, the Planning 

Cornmission noteà that the objective ,vas attained: 1I0ne of 

the outstnndin;; features of the Second Plan bas been its 

success in stabilizing and improving the balance of payments 

situation in the country.u
26 1~his conclusion '-Jas dra,-m 

because in most cases the Second Plan targets \tIere ei ther 

reacheà or surpassed. t'Jhile the Second Plan had estimated 

that foreign exchange earnings vlOlllà rise at a rate of 3% 

per annum from Rs. 2.1 b~llion during 1959-60 to Rs. 2.? 

billionàuring 196~-6~, the export earnings actually 

registereà an increase of ~4%; as a re"sult, the economy 

\vas able to exceed the investment targets itTithout relying 

as much on foreign aid as haè. been anticipateè. 

The question arises as to the valiclity of the" 

planners t .1... • op lolilll sm. Some econo!:lists have cast doubt on the 

achievemnnt. 27 Rm·:ever, in general, the economists tend to 

believe tbat Pakistan' s Second Plan bas been a success. 

~'fe shall n010l eY..a~-'1ine the balance of payments position ano the 

rate of extern21 assistance during the Seconcl Pl:?n periocl. 

25Gove:rnElent of Pa1.::istan, PlanninG Commi ssion, Il'he 
SeconrJ T'ivp Year Plan, lC)6o-65 (Islamabad, ,Tune 19(0), p. 8l. 

26Government of Pakistan, Plannin~ Commission, The 
rrhiro Pive Yea-r Plan, 1965-70 (Islamabad, Nay 1965), p. 79. 

27B• Glassburner, "The Balance of Payments and 
External Resources in Pakistan' s Thire) Pive Year Plan,1t 
Pakistan Develonment Revievl, .l\utumn 196?, p. 497. He 
thin1cs that the Second Plan targets are Itextremely modest ll 

and hence lIimprov€!TIent" becomes a questionable proposition. 
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.. During the Sec OllCl Plan, export earning s increased, 

particularly frorn cotton, . fish, rice anô. manu.fr;ctured gooc1s. 

"i'xnort co: of '('8H C ot ... on tnt r 1 1 p'(~ -1=1 co' 1 6 1)i 11 i on (a co a'7a in C't l~' .. ~ _ .... .' _ ,.'. ... L\~ \_ (~ .. _j • .;. ,,~oJ • • _. J : ___ ...... __ .. _ _ w C. ::;.<..;:. _ ..;) 

th(-.~ Pls.n target of Hs. 1.5 b111inn), -;!hile e:·:~')ort 8é1.rnings 

oi' Tllnvj.siblesll rose to Hs. 2.5 f)il1:~_on (as against the 
28 

Plan targ8t of onJy R~. 1.4 billion). Indeed there is 

;500(1 1'0·::) son to believe that Paè:istan surpassed the ,Second 

Plan targct· .grovith rate 1a!'ce1y because (1) gross earnings 

.... "" ]' , , " , 1 29 l ( 2 ) 1 l' 0 !", lIW:LSlO .0.3 lncr~aseCl' conSlC'Cré'.û Y'; anc. ._, raH 

cotton production an6 cotton }11am:t~'<'lctures increased ·markedly 

dl'.r'inr:; the mie 618 of the FInn lJE:rioc'1 • But the 88rning s 

fronT '·jerchandis8 c)!:ports do not rrovide a sound bàse from 

;·'hich ta project, as the po1icy-ma~-:ers of Pakistan have 

done, i·!ith roasonable confidence and accuracy. Appendix A, 

Table 1, iJ.lustrates the point vE:ry clearly. In 1960-61, 

t.hË! T!1prcÏ1anc'lisp ('xl,ort e:-u'l1Ï.nvs fel1 sh!wt ai' the ove.r-all 

exceeded 

-----_.,---_. 

298e8i~p~)eD/~.i:x:r:., ~Cabl(:· !+. ~Toticr-; that invisible 
expOl"'t. e8n1in:~s ross front on1:' Es. 79 J11i11j.f)1,,) .. in 1949-50 
to as hi.:çh as 'Rs. 71.\·2 millir,:m. in 1S'C4-r-5. rj~he i;t(:;m., 
'lTpJ' iV'aterer,1i{~·!~é'lD .. C t;:i S ·8.n6 l;ri.s;r9.nt s 1 tran~·f r::r s, Il r0g i :3tered 
a shar, increas~, ~isinc from zero level to a lsV'el of 
Rs. 12:9 m.illion. 



- 1'22 -

vigorous "export incentives lt policy (!larticularly the 

Export Bonus Schene); fiscal and monetary measures designed 

to curb consum:ption an0 divert a high proportion of 

increa sed production to the export marlcot; a no. substantial 

diversificé1tion of ·ex:!.)ort markets (vrith exports to deveJoped 

countrie.s undergoine a 6% increase, exports to developing 

countries 85%, and exports to socialist countries 70%).30 

The resnlt 10Jas an increasein export earnings large enough 

to help reduce the required forej_gn aid from the projected 

50% to 36% of the projected balance-of-payments ëleficit • 

.A. Imports 

"The policy of inërea 5ing export sand import s 

rapidly coupled vlith policies that maintainec1 a bias in 

favour of the irlports of ëlevelopment goocl.s '.'ras an important 

element in the strategy of the plan for the stinmlation of 

savings and investnent. 1I31 

Prlor to '19{1, the dominant feature of Pa1-cistan's 

iJTlport 8tr ï .. i.c-cure "ras that almost ail iTn,~-,orts '\;Tcre subject 

to licensinz.. Strict L-l'I-'Ort resb:'-Lctions 2.n( foreign 

exch2..nge contra}, Cr8Ctt cJ\." a substanttaJ lt e:?::ces2, capacitytl 

in the nrivate sectar and the Governncmt' s resort to 

j_nflat:LoTh3.ry finance df.'pressec1 the savill.gs notentlal 

3°F.valuation II, on. ctt., p. 22. 

~ III . , - -21:.2..-, p. 
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of this sector. During 1963-64 tariffs began rising quite 

steadily; the tariff for consumer luxuries 't'las 142%, ':J'hile 
01 32 

the tariff for machinery and equirment "IllaS 17/:. As a 

result, the attention of the business class turned from 

the external trade sector to the domestic manufacturing 

industry. The tariff policy gave an incentive to produce 

consumer good s (particularly luxnry good s), '<lhich '\'lere 

highly protected. High profit S \.Jere as su.red even after 

covering aIl landed costs including import duties Cl.nd sales 

taxes. The Licensing Authorities tend~d to encourage 

indirectl~T the consumer-g0od s j.nc1ustries. The bias did have 

some positive effects: intermec1iate and capital-goods 

. dt· t· 1 t d b lIb 1 dl" 1,33 ln us rleSIr1ere s -lmu a -e y aC .. t\,llar _lnKage. But 

the ffiGSt notable effect of the licensing system ,\"as to 

create a "price-cost-profit incentivE: structure tt "Ihich 

encouragec1 consumer-gooo. s indu~:trie s and di scou.ragec1 

inv6stment in proclucer goods, sincG the latter coula be 

imported at very 10i,T duties. l'he composition of imports 

tl1TOi!l s .-,mch light on the impact of the import policy 

pursued ~)y the Gove~~nment of Pa~dstan over the Pre-Plan, 

the FLr st Plan ancl the Second Plan perioo s. 

~2.... '1' b1 4 l -' ,Je e ... a . e • 1·. 

~ ~-n ~ f· . t . , t "0 FI' h ....... l'or Cle lnJ. lon a no. concep , see J-l.. lrsc man, 
The strate~y of Frconomic Deve1 0Tlment (Yale: Yalp University 
Press, 195b) , pp. 100-112. 
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TABLE 4-.4-
AVSRt!GE R.ATE OF DU~:Y ON IlvlPOK~:ED GOODS BY 'l'YPES OF COIvlNODITY 

(In Percent8.~8) 
1962/ 1964/ . DescriI)tion 1955/ 1956/· 1957/ 1958/ 1959/ 1960/ 1961/ 1963/ 

_ 5f _____ 3L_~ __ 58~_ ~59 _____ 60~~ __ 9:L ____ 9~ 63 64- 65 

ConswTIution GOOGS 
a) Essentials 35 :>Jj' ".-J 35 35 55 55 55 56 56 y) 

b) Semi-Luxuries 54- 54 54 54 54 III III III 116 118 
c) Ll1.xuries °9 qq qq 99 99 140 140 14-0 14-2 14-4-~ .' ,. ~ 

RRIY rra teria 1s for 
çonsum~tion Goods 

a) Unprocessec1 26 26 26 2t 26 27 27 27 30 ~l --b) Processe(\ 43 43 h.?, 4-3 4-3 50 50 4-8 51 65 '-

RavI Hateria1s for 
Ca"Dital Gooc1s 

a) Unnrocessed 23 23 23 23 23 28 2° 28 31 32 u 

b) Processed 38 38 38 38 38 . 40 40 39 42 55 

Capital Goods 
a) Consuner 

81 durables 71 71 71 71 Br.;' 
.; 85 8t:) 

.; 
fiC) \ ;; 91 

b) Hachinery and 
TC'· t ~lpmen 14- ILl- 14- 14 14- 17 17 17 17 22 

Source: 3asec1 on Ghulan Foham111eê 3=tadhu, l1The Rate Structure of Indirect Taxes :tn Paldstan, Il 
Pa>:istan Develo"Dment Revie"r, fn1.tunm 1964, Table VI. 

,-1 
1\) 

+ 
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IFiports of conS1J.mer gooc1s 68CJJ.U-:-(' sho.rr'ly in 

the Seconël Plan pe1'i00, ",hi le import s of 1"m'J D12:l:;erials 

renaineà. fr,ü:r:'ly st8. '1::;le. 34 On the other ho.. 0.6 , import s of 

., l -
C2pl·C2 ... Zooc S 

S8.!ïle periode 

Islam' s irollort fnnctions fo:(' major categories of 
~5 

gooëls ex!')1.2.in the relat.ive grovJth rates."" He found that 

callital gooCi.s the ·11i[,:he8t rate (7%). It is interesting to 

observe that vihile the groï,.]"th rat!") ofra"vl roa'terials for 

consumer goods is 11i[11e1" than that of consumer goods, the 

reverse i8 true in the case of c3.pit.?l.l [?;oods and ra .... ,! ID8.terials 

for ca}!:i.ta1 goods. This reflects the greater incentive to 

?r;' 
- .; la ,', ... ',', Co = 8. ?_.JL, + 0 (\ 2') i· . _ .• u ..).., 

10'-" 7"1 - ;'1. 51.1- + ("l.0'::; st - v • ... cO 

lOf,; ;) - [. ~ ~+:' + (1 Or.;l.Lt -, - • " 1 

cn. 

10" 
r, = l, 

+ l~' r, '71 .:-
..:~ ~:; l..J ( .. ...... 1 __ u 

(1 

C ,11 ,R 
o co ca 

2n(~ C éJenoto im'oort s of C o1'1:=:U1'"e1" 

goorls, ra':! L18.t.eri2.1s for COnSl1l:~ler ~;ooCs, rau F1.2tc-ri2..1:::; for 
c8.pital gooos anc'. c::'ï')it?). Z:ooc1s res~!ectj,vely. 
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industries. Islam has rightly pointer out. that "the 

clesire to .'.:I,void a consiëlex'a'ble underutUJ.zation 0:Ç 5.11-

sta 1Ie(\ Cal:-:8.citv :1.r'l·"osc=,s a restraint on thE': Gov(';:cnmel1t l s ~ J _ . 

ability tG aCljust :Lrùport;:; to vaTiatioll.s in th8 availa­
') ~" 

biJ.i t:T 0:'':' fOJ:,eL;n exeha.11[/0. Il.J-

billion an(! e:;{terna 1 re som:-ce s (ine hKi iiig private f oreigri 

investm0l1.t) tot8.11e(1 ;~~s. 1. 59 billion; that is, the gap 'VTé).S 

a Iso' ':.iOJ,t.h noting ths t in 1960-61 capi t2Ü gooéis' cons{itui:eo. 

to t)J.~;) anr~ th2.t éonsnmer gOO(18 irJnorts fi::>l~, frOLl '67.4% :Ln 
. 37 -

1 0(~·:'"\_/1 -'- ~ . ..., '?~ l'l"'l ].c,:\".·.JL_6~. ri n' ., Oll,'C'- .1-1-1".". IJ_""O:,O-.'_,.j,, __ vQc:;.,:_ .. _ . r '.' •. lllSûe8.1';:; v_'" ."!;;' 

T Y'l('1 0 _ 'P '0 ~ •. j co: .[ •. ~ 11"j T.,r,,", .(> '11l l c.( r: ~ ._, .~... . ... <..:.. '-.' ..... 1(. ... . __ ... , .~.... __ .. ,_, '" ,; , 

:l,7 
~ ~P(:' 1_.." . 
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Gap C2,nl).ot be any further naY'ro~·!('à th'l:'ouCh compr'essExl 

B. Foreign CaDi ta} TnflO'\v 

In the Fir st Plan, foreign aid, thongh only 4~{ 

of the C'r.!'[.P., fin8.ncec"\ one thir(l of Pa1dstan' s imports. 

Sxterne.l resources in the SeconCl Plan totallec1 Hs. 10 bil­

lion, of 1.1hich f.oreie;n exchange rèsoùrces (project loans 

"J ~"t"' t b" 1 "J '1" 1-ano Granes, commOOl y alo, -ec,_nlca aSSlsc.o.nc(l an(, prl'la'l,·e 

foreizn investm.cnt) me.ete Hp Hs. 8 bil1iOl'l ànd PL-480 

coùntE,rpart funds Rs. 2 billion. 'rh8 total Plan expenditure 

(inc Iucl ing the 1;"!orks Progre,mmc-3) v!a s Rs. 26.3 billion. Thus 

extprn8l resou~('ces accounted for sorne 38;< of the total 

Second Plan out.lays. 

3° air;. / It h8.8 oeen arguer that sinc!? the In<.lus :Ja..sin 

38"H8.rO [:a.pll :cefel' s to thf fol'picsn excb.an~8 "G8.~"n 
tb~.t. cé:':.nr!.Ot 'Oe :f.'lJ_':'ther. C01"Tll"e ssec1 1I1.'!ith0Ut ~::erious l)oli t:Lcal 
01' social. r.epeJ'cnssions. tI ~ Sec J. "'r2.nc::c,·~stir'1ati.n%"'Foreign 
n.~~OUTcn Fee(l. s for ~:;conor:ltc DRv81oT'ment Ure,.) Yor1.c: FC:i-I'ai':­
Hill Trlc., 1967), r. 107. 

39-r;; rt· i·t:a SO"î 'fi:r:on Ot-·11." C Dpvplor.l'l,ont. l" J1 Tnr1 l" a _ ••. ). _ Je '. 1.., .lOI ~ _. ., ,,' , 1:.'-; ...... , and 
Pa1dstan (C8nter for Int81"national Affairs, Harvard 
Ti11'"Lv""r ,.. J" .l-v 1 n( (.) 1, ] 8 ',., '-c. v _l.,~, , .. ; ." .. , .. _. .l. 
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hO 
eonsülered deveJol"lrnent8J.." 1-\s for FI,_l+C'.() imllOl'ts, :tn ~',?Y't 

they h8ve bpen retain8cl as \Iepere:eney stoel"Y; -Shi s i. s, in 

7Jer:Lngc-::r point~) out th2:C, on the one hand, PI,-1.1-80 chcc1:eè. 

tlo-centially de.l1gerous inflat:Lona:cy trends in food priees, 

ane, on the otheJ~ hand, eff8eti vely re lievecl. the balance-of-
41 

ps.yments pressure.. Nasoil, hO':Jever, 8.T'gU.8S thEl.t the T8a<1y 

availabi lit y of PTr l.l--80 fOOCl sll"Ll)T!1ent s po stponed ser:tous 

attention t.o the Question of j_!:10rovin:; the agrienJT.1J.'rô.l 

" •• Ll--2 
DrocaJ.ct~V].t'-,.. Tlîere is sorne evidence that the Ir..s.ssive PL-.. .1 

'-1-80 imports, tholJ.gh thGy have l'81ieveè1 ,su.bst.antially the 

balance-of-payments pressux'e in the short-rnn, have tended to 

iE\llair the proper ine8l1tivp neeood for- ê.n a cl. p qua t. E: increase :i.n 

'J'<:;.hl8 ~'. 5 reflects Tiél.rke(1 var:l8.tions PRt\'Teen 

tho OI':i.10;inG.l an':': the revise(1 balancr-;-of-p8y!n·3n.t,~ 3}roj'2e-

.--------.------------------------.---------------------------
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TABLE .4-.2' 

BALANCE OF P ~lYti.ENTS 
DTJP.Il'TG Th'"S FIR S'l' THREE· YEAR;) OF THE ~~HIRD PLAN 

. (Rupees in riillions) 

(1) . 

Total imnorts 

Total exports 

Changes in reserves and 
other short-terr,1 movements 

PIan nro­
jectiôn 

(Rs. ) 
(2) 

19,650 

10,800 

8,850 

Current 
est irna te s 

(Rs. ) 
(3) 

18,192 

10,824-

(-) 134-

7,234-

% (Col. 3 
of Col. 2) 

92 

100 

Source:. Government of Pakistan, Planninz Cornmission, 'rhe 
I:lid-P12.n R.8V i _01: 7 of' tlle Tb.irc1 Fiv(: Yes-T PlaD_l_JJ96C)-lQ) 
(Islamaoaci, April 196~), p. 25. . . 
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and the export estimates slj.[~htly hi;::;her. As a result, 

th:, projectedforeign exchang;r:; gap for the first three 

years of' the Plan fell frolle R.s. 8.S' billion to Rs. 7.2 

billion. 

A. Export.s 

Foreign exchange earnings came close to the pro­

jectec) annual increase of 9.5f{, per annum betvleen 1964-65 

ane'. 1966-67. Ravi jute eX:90rts averaged Rs. 938 nillion 

and r2:\'1 cotton Hs. 298 million. Hice e::-:ports also shoi/Teel. 

a distinct rising trend. For hides and skins, ra'lIT vlool 

and fish, on the other hand, the trend was dO'Ii.Jlli.'lards. In 

terms of Il'lB.nufactures, jute \"las the lüghest-earning item. 

A long ,/ti tb cotton, i t shovleel a ri sing trend. Paper and 

ne':Jsprint, by contrast, "Jere relatively stable. 

The fact is that the rna.jor pr~.p.12ry and m211U-

f8.ctured exports did not change in accorc1ance ':Ti th the 

Thi:;~è1 Plan eX!,Rctatj.ons and total forei~n exchange e8.rnings 

frO;1 ths: e:cport of lirÜl1ary COVil'10di t.ies recor:':ec1 an annual 

increasc' of 1. 5:::: after 1964-65, as op})osed to the Plan 

ta i'(-î-+ of' 4- r:'(.'{ ner ~n·r""·lr:1 _. <::) :.! v ._, • ) i ') -.: ~ l.... ..1. ...... ~ ~ • Leather and textile industries 

hac] sr;rnng up and startpo usine; hide and s'cins, ra-I'! l,\Tool 

ancl ra:vT cotton as inputs; this i.olaS partly the cause for the 

"Jeak 8XrO:ct trenc1 ana the: sloH rate of increase in foreign 

exchange earnings. 43 
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Dut the .sharrl incrca se in the export of m2~nu-

factw:c:c1 procl uct S Yl1ay ,,'Jcll h::l ve OpEll1crl a ne'if chaptcr in 

the tr8.c1é histo1~Y of Pal-;:istan. ~'he Plannin'; Cor:müssinll 

call.s 1t the "mor.::t, .r8noj~kabletl achi 0 vemen-c 01JJ_"in::t thE:' first 

flalf oi' the Tlürc1 Plan. 44 'l'his increase does, inèeec1, 

carry the potentia li t.y for 8. considerable ea sin']; of future 

stra ins in the c nl1.ntry 1 S ba lanc e of pe.yment s. 

B. Irrnort s 

In 1965-66 foreign asststance to Pa~:istan declined, 

ancl. t.he economy G.bsorberl a substantial amount of resotU'ces 
4~ . 

for defènsc and foo(! inports.'" The se clevelopments c1ealt 

a b10\'1 to thé pol:Lcy of impo:rt·liberalization. Neverthel-ess, 

cl O\'Jn of t.he fo::'(:i;n e:::c hé:'.n';c' l'(! serve [;: from ns. 1. 3 biJ_lion. 
46 

on June 30, 1966 to Hs. 793 !".r'\i11ion in 1'067. 

In J11.1y 19h7, the ucash-eurr~-bonusll list was 

introduced to an j1.1st the priees of :L r!1ports, bpcR.use the 

tot8.J_ :i_:'1:!}OY't. donano vTa S SUf)stant ia. Il:r highpI' than the 

44novp :('n,y'nt of Pa~d8tEtn, Plannine:: COT"!",ission, 
The lüc1-Flan ?,evi8'd of' the Tlri r(l }""'ive "'ear Plan lc!6')-'7Q) 

Islamaban, (;pril 19:";i:j) , p. 2é. Hel1C8fo!,th "E16-Pla.n III. Il) 

45,;:Bar bI'olŒ out beb.reen Ind ia and pe.:dstan in 
S,sntp;-nbpr l C)6~. The' ",a"!' 11Ta s short but :i.ntens0. Th(O~ SlJ.S-

""';:'s·ion o';' il(lp.-fpnc:~ cu~,no"(,-I-II by tl"p TTl1"itr->rÎ ·St-.,,-l-e:>s f'ollo·rl'ncr p,-.u _, .o' ...... _.C ' .. ' -1". _ v .~ ... \J ___ ',,- ,'C.'.I.,,_ .'- --1:"0 

th8 v!8.r has eI'pat(~(l a nO':1 prob1em: th!? 00lTIPStic resourcps 
1'0 lea seo by such SÜI'l.)O-o:-t arE! De :LnS Cl enipd tG the Ge onor.rç. 

46Se8 'l':OlbJc:~ 1r.2. 
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. 4'7 a-vail2. ble rG sources ItTouJf pernu t. In effect, thi s 

.... h f' R' 8 -d . t . J l scher-'e l::eSDl, a SlU'C arge o .. cO- J/ on lmylor s, 1,.Il Cl 8. 

OO1l1J.S }!rerr,ium of 160-170%. 

C. Foreigp Canital Inflovl 

Paldstan snbmittr:d a request for :~50o million 

to the Pa;;:lstan Consortium for 1965-66. :.1ith the. out-

breô.l:: of the 'd8.r bet,,;een Inc1.ia and PB.id stan, the Uni t~c1 

st~tes in:fluencE'c' the postponerilent of i~hE, Consortium 

. 48 meetlng. Pal:istan 111.an.aze(] to g8t G. cOïmnitment for only 

.;3250 rlillion, 8.nc1then only- on a tempotary basis. For 

/( l' '$. -,._"'1(.) 1·,·1.41·J.40''', "!)u.·t o~.··.tal·'·le .. c" .. 10.c. -c7 P8.'~i stan reoue st('rl '') -< .J.. .J.. H ,.; Jo 1 . ... 

on17$ 335 œillion. 

Table 4.6 illustr2t~s the rroblcM in greater 

detcil. It ca~ be se8n tJlat thn shortfall in non-project 

8.nc1 the 

TTT . ' .. ~.- , n;~· .• 
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TABIE 4-.6 

AID DIS.i3URSEllENT 
1(16~-6'?' - / ./ - f.' 

(Million Dollars) 

A. project Aid 

19(15-66 
1966-67 

Subtotal (A) 

B. C ommod i ty fA id 
~Non-Project2 . 

1965-66 
1966-67 

Subtotal (B) 

---
TOTAL (j', .... B) 

Plan 
Projections 

?'4-0 .... 
ill. 
6q? --

210 
221 

4-31 

1,124-

~4ctuals 

265 
259 

524-

117 
l2.l 
310 

834-

Percentage 
Shortfa1l 

22 
26 

24-

44-
13 

28 

26 

Source: Government of Pa~dstan, Planning Cor'lmission, 
The Hid-PlôD. Revie-vi of thE) Third Fivl2 Year Pla.n 1 6 
(IC'J~'r""a:::l'-'-'~ A-n,"illO,-i) D ?O c> .ct!J.C )0.1...), "J..'~' __ __": _C) , _. _ • 



It :i.s clcnr that the shox'tfa.ll ',lJi11 have art impact on 

importE> am'! inv8.stl11ents,anc' that the tas~t of mobilizi~g 

It i5 evident fr01JI this balancE':-of-pe.yments 

survey that. the l'olicY-lï18.kors i_n Pakistan have essent:Lally 

been engascd in findin:; solntions tothe balance-:of-. 

!,ayments problems sene-rat0d by the import bottleneck and 

sustG~tnecl by the attpmpts to aclüevp the ambitions t::1.rget 

ava:LlabJ:.r': èlr:l)OIi0stic J.'psoUl'ces. Pa~:\.tst8.n, 8.S cenbs seen 

fror: Table 4.1, '3\:'.'018 1.1-.2 and Ftgure '+.1, VIas l10t exposed 

~"'O.()(> :::';0 ··::{s. 2.3 billion du.ring the Second anri qs. 3.tS 

, , 
·Cll.(""· If l. 'C" ne·' -

the Urütec' States. \.'Th~_h; fo.reign airl fin2:nC('(~. c;ll.:~ l(~ss 
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than 14?:' of the total investment in 1954-55, it covered 4(7~ 

in 1959-60. .Although the Fir st Plen ,,,as not consic1.ered 

successful in terms of achiev:Lng it:.; tar[;ets, it certainly 

laicl dm'In the fO'lmn.ation--thr'oush the bui1.rlil1g of an adequate 

infra-strllctu:rE': anc: the creation of a "gro'lt,th perspective rt --

lV'ithout '('1hich the tfsuccessful" completion of the Se'cbnd Plan 

'VlOulc1. not have been possi bJ.e. 

Dependence on foreign 8.id ".,ras significantly 10'\\1er 

than foreca. st in the Secona Pla.n period. Over 10 billion 

n:tpees out of the total planoutlay of Rs. 26.3 billion cane 

from external sout"ces~ The.t i8, 38f;~, as olJposec1 to the 

expected 50%, of totaJ. expenditure vJas financeël. by foreign 

aic1. D1..lrj.ng the Third 'Plan perio.:'1, foreign aid has been 
" 
est:Lrî1.ated to constitute abont. 32% of the total development 

~ . t e:x:;:;ena:1. ure. 

Tt SE'C'F1S reaponable to c0ncluoe that '\.vithout the 

Plan perio(, Pa'<:ist8.n couIn not perhaps have sho1\1n a better 

pe~r~forrllanc P. But fore:lgn aid ha;] not been an 1.1.nmixed ble s sin,:;. 

The cbaracter of foreign aül. too'r 8. 6r8. stic turn after 1960, 

g:l ving r5. se to a n0.1/7 p:C'C) bl'-:~m for Pa;:i stan--the problern of 

debt-sprvicin~ 1iRb~lity. Durin~ 1959-60, the debt-

servie :i.ng Itabi li ty eT'ler(2:e(.~ only to the extel1t of a:r.ouno B.s. 

80 million, but within five years it rose to Rs. 300 million. 

Ho cloubt this increase is alarrlin,·;. He nO'llJ turn to the ne::::t 

cha.pter to discuss thi;:; problem. 



EXTERNAL DEBT-SF.RVICING AI\Tp PAKIST.ANI S 

B1H.J.:HTCE OF PAY1·lENTS 

External c18bt-servicinl~" means repayment of 10ans 

--s.111ortizatj.on and inter8st--to thE~ foretgn countries ane1! 

or international agencies accorcl.inE to the terms and con-

ëlit:Lons nmtually a:~r('eél U:;O~l.. 1![hy c10es a oE:;velop:Lng 8conorny 

110'!eë ta borrm'T front Ct broacl? 'the anS'Vier i s sir,}Ple • A. 

developing economy seel-:::s a certain socially-acceptable 

r!1inimmo} groillth rate) Elven the stage of development and 

current domestic sétvings rete, it is not possible for the 

econom~r to achieve the tar;3ot. If i t ha s to invest 1'1ore 

tlmn it ca11 save ln order to reach the tarcet, it must 

. t . tha~_. ~-l': J.mpor 1 more ".1., PrE!cisply at this polnt, 

balance-of'-payrnehts problGHs aJ:'i~.e. '1.'0 meet the :rayments 

>-'a1) fo'~e';711 ro><,:,o"""ce'" 1,.."-i!"-' to be O,).L.al"n r,,;:: (;) ~ ~ , _. _"..1.. b _ e ,..} (....~_ .,J l..li,..l '. ~ 1 li.. \;"; lA. • 'The i'oreign 

resoLJ)~ce tnflo'V!s--the bl}l:~ of them constitutp official 

and trer:; pJ'ov-Lsion for tpc}llücal assistance on th8 1I80ft" 

en~ to loans ~ith hj~h interest pates and other strin~ent 

should be any problem of rer'él.yment as 10n,; CI.!:: thore i.s an 

aàequate flolJ of fresh f:-rants and soft 10ans. ~'!hat is not 

a1i.vays ree.J.izec1 is the fétct that i t 18 not so much the 
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e.mount as the t;roe of forpign aio that creates the problel'l. 

The bulk of recent for8ign a ssistanc~ const:i.tutesloans 

D2.i usual1y giveD in th'? :f.'or:r't of conve:etiblr:~ currenc~T and 

·most loans are not free fro111 being tieèl. As a result, there 

exists a very slim possibility of paying off the past debts 

froTIl grants and ne'Vl loans. Naturally, th::" burden shifts 

onto thp ex~ort earning.s. l',nd thi s ÏT"po se s a ser ious strain 

on ths balance-of-payments of an economy. The Ilzr2vity" of 

the ël ebt- ssrvic j.n.'::: probleT:1 ha s been exf, licitly recogni zed. 

. • . f ,..L J_ ~. 1 
ln a numoer o ... recenl,., SI.JHOJ.GS. In 1962, the Development 

AssistancC' Committee (D,~C) of the C.E.C.D. established a 

"-~Torkin:ê~ Party to look into the problems of. de bt...., servic ing. 

In Apr:i.l 1?(!3 ancï July 1965 t'HO DAC resolutions· explici tly 

recQgnizecJ "the gravi ty of the e;ro-\,rinS debt-servicing 
2 

l"l:.-:'oblem.1! The F.E.C.T.LD. Comm.itte8 on Invisibles and 

~,"\il1ê..ncin§: reJeter'] ·to Trarl (.:; a1.so exprE'!sE:C'r:l lts great concern 

2_r_ph.p.,. 0 'R C 1) •• ..:J • • ,._ •• Obsp.rvel', pp. 14-20. 



- 13;~ -

OV8r the Itmounting Il debt- service obligations ",hich tl:.rc:!'" tell 

3 to cu:ctail Clra stic8.11y the !2&.:t. transfer of re source s. 

"'~1J.g(:me Bl;:~c1\., in hisprosi6enti8.1 adc1ress to the \'1or1d Bank 

in 1961, ,P':2.VO a 'i'larni n-,'.::: that Hthe n~chiner\T of ecol1.o1·-ic • _ . .l.d . . . '.' • iL 

élevl31orment. cou1d be over-1oadecl. Vllth forelgn c1ebt ul1til 

it sputterpd to a haIt anüc1 half-built projects and mOl.1.n-
4-

tains of rHsctJ.r(lpé!. pla.ns. ri 

It is innortant for a developing economy to enjoy 

ancl maintain the "confidence tl of the JOa j or international 

centj~e s of finance and COl!~r:lerce. .~jn0. conf i6 el1.ce i s d irectly 

associéitcd \Ilith usolvency" or the "c:r8cHt'\'Jortlüness lf of an 

Gconomy. It 15 very diffic111t to bnilfl confioencl2 but very 

82.SY to l..mèl.ermine it·.Confièlenceonce àestroyecl, parti-

CU}.&.I'\Y through d0fault, 113 he..r( ta rcstore. One of the 

trac1.:i.t:Lon8.1w2.YS t0 y,)(=>intain "conficlence" is to see that 

010 10ans are repaici. on t.ime anc) , in full. P:;rac1oxica11y, 

the 1ess 8. country j.s able to rt:;ray, the 1:1.0re if may stand 

in neeH. 

thp 1'0.81 )robJ.prr,.. The Tcal question is ·\tTh8the~e an economy 

is ab1p to bear the Ilpre ssure. II A aollar naid in debt .... 

3u . t d ;,ï t· TT IT C 'T' r'- .. " -r; t f' h l1l e ... L"a ,lons, ' •. ~. ,._ ••• D., 1n8 neljOr ' 0_ 1:; e 
Committee on Tnv:i.si..1Jlo2 a.no. F:Ll1é.".ncin::; r81ateël -Co Trade 
(HevT Yor;c, Febr1J.ary 196;5), '~D/B/l19. 

ScptePJber 2o l q(l .. , ._,..-. 
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of purchasins pOHer for consuJnl'tion and/or investment. 

The problem, the~e:fore, is one of strikin:; a balance" beb!.reen 

In this context, the crucial rel?tionship is the 

proportion bet\,reen debt sel'vice and pey' ce:r,Jit8. income. 

~_'he sm..aller the l)~'olJortion, the :.;re8ter the strpngth of the 

economy ancl v:1.cE: V9".rS2.. OnJy \·,hen the incre.<=i se i.n debt 

service GCluals or exceeds the increase in :peI' capite;. incorne 

is there no possibility of any 1"is0 in invnstrnent and/or 

consumption. Then the "liQuidi.tyll crisis begins; and so 

does pressure on standards of livin!';; and the employment 

Ievel. 5 .. Thus the acid test of an economyts lon::;-rundebt-

servicintt, c8.!,,8.city i5 "the cnntlnuinggro'ilth of t1P.T' cal'ita. 
. . 6 

proèuction" anr1 the unc:'lprlyiI~g cE'~Jital forrnàtion. 

It j.s i'JRl1 knowl1 that sineR interest anô amorti-

zation on '?xtern8.1 del)t fI.T'e contr~ctuaJ.lY fixef, thn clebtor 

C01E1.tr-y iE.: obligotp(~ tc 

the economy. .t~r,1o:et:Lzati()n and :Lnter0~st a.1'8, the~ef0r0, 

the most inf 1 8xible el~ments in the balanc 0 of payn~nts 

of an eC01'1,Î')F'Y. 

r::' 
,
I Intsrll.atiol1.::?l J.i'}uii!ity is lia brcJ2d.-:-·r 81')/ -v.sgu.er 

conC?I,t, enCOElpé'ssinC not onl:;- intern8.tional reservps but 
also refië;;r access by' !':,oneté'c)~y autho:d.tie::-' to accf·~')t""lüe 
f:l(";C1.ll.S of -1.nt0rn:ltio118_1 settJ.err.ent. Il Sc-e R.N. COOr8r, "The 
He leve.l1c (": oi' Int8rm,ltionE'.1 LiqiJ.t(1 i tyto 1)evc:'~o~'e(l CO~lnt:c i.8 s, Il 
!\,)'!1e:~ican Economie j~evi:~':J, i::ay J.9(8, :;:;. 625, n. l. 

6," "t ' 1 IlvI'aT!1oVlC et ;0.1., or:. Cl,., Ctl2'!>C0r 2. 
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,411 econony fQCÜY,: 8. Ifliq1..üèlit.:rlt cri.sis is often 

bO:.:md or b:~mpted to default. Creditors hesitate ta 're-

schec1ule thf? debt at a tirr1.(,? vrhen th'3Y must because of a 

1iquidit;? c:risis, 1:7hicb. C8,USP.S the dAbtor to é1elay payment., 

'Hhich in turn is respol1sible for the creditor 1 s' hesitation. 

This is the ttvicious c:.trclelt of debt-service and its 

exi stence j. s a constant source of strain on the balance of 

payments of a del)tor economy. 

The c1evelol"dng countries have start.r::~è. feeling the 

p:i.nch of àebt-servj .. cing. By and larf:";e, the clonor conntries 

are becoming more and more stringent in their terms of 

assistance.
7 

Table 5.1 and Table 5.2 sunml.8.rize the picture 

for the Development Assistal1ce Co~mmittee of the O.E.C.D. 

(DAC).8 

Table 5.2 Sh01:7S that, during 196(;, interest and 

amortization payment reduced the gross flm" of official 

bilateral lending to the developing countriesby 45;~. If 

the cost of tied loans is taken int.o consideration, more 

,than hal:C the gross floi.'! returns to the donors. 9 

7H•1;T. 8im-:er, Some Practical Issues of International 
"Sconor,Ücs, Serlternber 20, 19t(" 1"). 6. (Himeogra}!hed.) 

(") 

o'n1e follov!ing are membcœ s of the D.AC: Australie·, 
Austria, BelGium, Canada, De nw..ar}'.:, Federal Re1!ublic of 
Gerrnally, France, Italy, tT8.pan, the Netherland s, Hari/!ay, 
Portugal, Si'Tec1pn, the Ti. K. and the T.T. S. 

Q 
"'Chapter ~ discusses the problen of t:i.ecl a i.el in 

detai.l. 
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TliBL"S 5.1 
GR.sHTS AND GR.!!.=~T-LIKB CONTRIBUTIONS UT R"SL.r!TIOH TO 

GRO SOS œ'~~:ICI.A.'L DI SJ31;RSï~I\T<:HTS OF DAC 1,Œf.ffiT~h COUNTRIES 
1956-66 

(Billion US ~~) 

e 

192o--i9~958 1959 1260 1991 1962 19b3 1924 1965 ~b 

I. Total Official 
Gross Disbursements 
(includlng Bonds Trans­
àe t ions, Loans ami Part i­
eipation on a Net Basis) 

II. Total Official 
Net Disbursements 

Repayment 

III. Grants and Grant-Like 
Contributions 

(a) as % of' Gross Official 
Disbursements 

(b) as if, of lITe t Off-iCi 1 " _ i~ __ ._ ~ --a _ 
Disbnrsenerïts 

3.5 

3.3 

0.2 

2.8 

80 

85 

4-.3 ., 4.7 4.8 

3.9 LL 4 .. 4. lI-

O.lt ' 0.3 0.,4 

3.2 3.5 3.5 

75 74 72 

83 79 78 

5.3 6.5 6.4- 6.6 6.6 7.0 

4.9 6.1 6~0 6.1 r1 Q 
." . .;'" 6.2 

0.4 0.4 0.4 0.5 0.7 0.8 

4.3 4-.6 4.7 4.4 4 ~ .~ 4.2 

80 70 73 67 65 61 

87 76 78 73 73 68 

CI U . t Cl ~T ' • D t f th U'T rt rn "D St·.\.. '('N'" y ,:,.. 0 " 19 1é 7) .::>ou.ree: nl e . l',al:lons, .!.Lenor 0' e .t'.v.l, •. S.. eere aT'l8.u". ev.l. ,orne" c-cooer 0, 

TD77/'Supp. 3, p. 12. 

7.3 

6.9 

0.4-

4.2 

58 

61 

t--J 
-F'" 
1-' 

1 
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TABLE 2,2 
OFFICIAL BILATER_~L IDAN DISBURSElvŒNTS, AHOR1'IZATION 

lŒD IHTF,m~ST RT~CEIVED BY DAC :f.'lEltIBT:'.R COUNTRIES 
1962-66 

(l-li11ion US ,1~) 

GROSS LO!'sH DISBTJRg:<'JIT{W:'S 

L::; S 8: !\1-jOR~i' l Z/: 'l' TO II l{·~C:GaVlm 

Lü Illrs NErr OF f\'fODri'ï 7 frr'-;-O"T ::nCT"TV2D ~: \" .!-J, .. .r .. l'.h': L ...... 40...1 •• ), __ .:. li .. \:':J b_ .!.:J 

LBSS: IIJTERES~e R~~C~I\TT;I) 

HHFS I:rET Or;' ûl'TIRrl'T7 roTTo-,r A1TD TPl7lï.-;tn-:.> r:"Up : 'l\, \ L.:J _ ..... . ..:. ..... ..!. ._ • .;.J.:"} _ l~ \ __ ';.1..::.J':l.':':)_ 

DTTE,RF,ST AND .ANonrrIZA~ION AS % OF 
LOAN DISBlJRSSl'1SlTTS 

19~2 

1723 

42~ ............... 

1300 

2q4 -----
1006 

42 

1963 1964 1965 

2143 2273 2718 

_466 694 759 

1677 1579 1959 

~ 421 l..f-'1n 
~ 

1361 1158 1509 

36 49 45 

e 

1966 

2':'58 

82~ --=-

2135 

494 

1641 

45 

Source: United Nations, Renort of the DoNoCoTolloDo Secrete.riat, 
:TD/7J.Supp. 3, po Il. 

CN.ew XQrk, October 19(7) 

~ 
toJ 



In addition, there will be thedebt-servicing 

bUr'clen G,-~cisin[~ fror,\ nrivé":te cC::.nitB,l--ecuitv anr J.08.n8--_ ~ ~ _ u 

sté'.n, it 118,8 flÛ'.'!8fl a-c an G.verà;~c r,)'i:,p of ils.' 20(] million 

El. yOBl' (S08 Ar!~eD.ëlix .A, 'Table l). InteI'E'st and c1ividen6 

payments on pr'ivate foreign inv0stment-:--expressed as 8. ratio 

ofex:rort earnin~ s in 49 c0untries--rose from an average 

of 9.~-~'.' in 19~~,-55 te, 11.6;~' in 195E:-59 and 12. 5~~ in 

Betvleen 1955 and 1962, the volurr.e of public and 
'. . 

p1.101ic":Zl1.ê,ranteec1 o.8bt t'r?blec1, rea:chins abo1J.t:~20' billion; 
, . l 

th t ,' ,. d' t cl I~,",' r::' ' • 1'1 ' . 1 Tl 80U.·ST;anCllng eo average. :;!,.:::.) 01 _J.on 2 ye~r. 1 le 

èlimellsions of· the repayment liabilities 8.~s1:'.mGcl. a 'serious 

pr0!l0rt.ion as .e:;;:terne.l c1ebt outstanc'inz (èisl)ursed a11.6 

Ul1c)':Lsbuy sed) rOS0 from nearly )10 billion in 1956 to 
. 1? 

"JO? - 'lJ' '1n l'.r::'-;~...;;'.~ !J:i .. lon ln ;.t,. - It 18 est:i.n?,teC that if unrenorted 

IIS1.1,pplier l s crr:'nits ll are taken into con,:d.è8I'9.,i:ion,. the 

fiznre is t,hr-; :r'ét.te of increasp in the ra~rr:;ent. of int,srest 

an~ ar~~tiz~tion. Tt rose froG $800 nillion in 1956 to 

lOIn this connection, see TJnit c: cl J'Tations, 
International Flo'.'l of Lon~c: .... ~I'ern Cai~d_ta1 ·:ln( Official 
Donat tons, 19?,J_-r:l9; 125CJ-C,1; .1960-t,? 

1.2United Eations, U.H.C.'l'.{,.D. Renort, II Conferc=mce, 
Nei:T Delhi, Febru8:ê"'Y 196r:, ~lD/7/Sn:rJ!. 2, ~ll). 10-14. 
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13 
$3.~ billion in 1965. 

- 1~1-4 -

Table 5.'3 illustra.tes the :9roblem more clearly. 

It is quite evident from the TablA tb.B.t the debt-servicin~ 

charges have risen both in absolute and relative terms 

fror'1 1955 ta 1961+. The debt-servicè ratio (DSn) , as a 

rous;h indicator of the pressl.1.I'e of debt burden on the bal-

ance of payments, clearly Sho\'lS the nseverity" of the 

'burden; the DSR has nearly tripletS Dy risin::; front 3.4;{ in 

1955 to 9.7% in 1964. The faster the D11ild-up of lnte,T'est 

and amortization, the lesser the ability to release foreign 

exchange to meet these obligations. 

A projection of the he~vy financial burden to be 

borne Dy the aicl-receivers is ghren in Table 5~4.' By 

1975, develo'y:ing c0untriE's in Asia and the Hic1clle East 

'\'Till receive only appro::dmately half' the ,total resource 

infloi:lS '.,,11i1e L9.tin Americ3.n cOP.ntries ";7il1 surrender 

roughly 807( of the gross in:fl0',·J. ~é~")lf:! ~.4 further 

sllg::,ests that if the annua1 eXl;ort grO\olth ra.te is assumeo. 

to be 4;{., the DSn in the 1\.8i911. enn Li(ole 'C:ast countrj.es 

Since g:r2.2J.t s anc1 :r8.nt, -l:';ce contribiJ.ti.nns ôr:~clined 

T • 
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-----,--

F01-' _~~ll " 1 ;;;,./ 
Dev-ol0l'in; CO".ntr5.cs 1 or;'r;' 

• - .. ' #' " 

1. Debt-Service 
CJ12rge s 851 

2. Tota 1 Export s ?)L7V', __ l , .. \.. 

3. Debt Serv:1.ce 
3 .)IJ~ E8tio 

/ 
q s cl~ C:C''' ,COi (:\" "--~ T " ,-:-' T) ~ c....... CL ~ ;o..J_L.l ~_~,c· L>,,:.' __ CI .:'. i .. 0 .i_ 0 

r;1 ,~ T.'LT: r::.' ~ 
.L;~.,-; ~. <,. t.! 

U:'::J1'- ,S"~':\TIC~: CE/:~GT'~8 OE rUSLIe 
.~~T:~) PTT-jIJ~:CL;~ -(}1J r;l.r1l-T~t'~:JD D~~BT 

lO~':-O!-
(

• - • l ~ ~ ~ ~ TTI"1 ,~ ) ll __ Ll0J:l . ,:> .';li 

195~ 10('7 
--./" i 

lor;'8 
-/ .. ~ 

1 C)r:'q -- ~ ,. ~ 
l?(-O 

900 1119 1LI-34 1686 2221+ 

?{. '),LI- r;' -'" - .,. 
21~ 8'7'7 , , 08r::.'l6 '- ,/--' 28.208 30669 

3. l+2 1+. J;< 5.03 r; 08 ., . , 7.25 

1 1-:--(1 -.. / .. _. l êl(,~) &_, ..• - J. S}(~3 

2283 2605 3100 

~0C)r;0 
-' " 

~o~iJ~ 
-' -' -' 33117 

7.38 8.:;'7 CI ~f. ,,' .... 

8otlI'ce: D.n. }(h.~ t':hote, lIDe"ot-Sel1 vic in::; as a11 Air\ to PrOl~1()tiol1 of Tr,:tde of Deve l.o;,ing 
Countries,tI Oxforo ~'co:n'-'r1ic Pp,ners, Jul~7 1966 , r. 225.' 

-

J,:î(l.l-

~,ï{OO 
..,~ 

-=\(008 
;-:~ 
-j-

-,' , 'J1. 

9.70 
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TABLE '5.4 

D:-::BT-ssnVICr. M) PB1~C~I\JTAG? OF GROSS INFLOH 
r\ND l.'TI~;?CI-IAlmI~ GXPO~TS, f. o. b., 1966-76 

11sia and 
Fidèle East Latin America Africa TotaJ-

1966 1970 1975 1966 1970 1975 1966 1970 1975 1966 1970 1975 

1.Debt-Service as 
per cent of 

41 gross inflO"J 29 4" (> 75 77 81 26 43 53 42 42 60 
1-' 
_r.:-

Ô'\ 
·2.Debt-Service as 

lJer cent of ex-
ports, assuming 
tha t exnOTt s 
grO'\'! at· an an-
nuaI rate of 

Ca) 4 per cent Q 13 14 19 17 18 10 18 22 13 16 18 .,-

Ch) 5 peI' cent 9 13 13 19 17 17 10 17 20 13 16 17 

Source: U.1:\T.C.T •. {;.D. Secretariat estimates, ane1 I.H.F., International Financia1 
Statistics, Ju1y 1967. 



sharply· from 80:: of gross o:Pi'lcial cl.isbursem.ent in 19(0 

ta 58~~ in 1966, payments by deve10ping countries on account 

of intcrest and ar1ortization ,':3_1)sorbp,d )+~~f, of total gross 

inflovJ anë1 45;-1, _of oî"'ficial bilat~ral lenclinc in the same 

period. It is predicted that if gross inflovlS and average 

tArms and conditions are maintained at the 1961)' lève1, 

10an8 net of' amortization anô interest "Till become negative 

14 
by 1970 and thus staJ:'t to off set the grant flol" • Fu.rther-

mors, nif the lenc1r::"lr 1 S Tœices for tiecl aid averaged 15 

pel' cent more than v70rld rœices, then the effectivf0 interest 

l~G.te in 1964 'H0ulcl hav0 been about 507~ higher than con-
'. li::' 

tractual rate s. Il .1 

On .the one hand, the recipients, being ul1éler 

sevère pressure of d8bt-s~~rviciDG, are strugcling hard to 

\'litli.stan6 it. On the other h::lnd, the lender s ar0110t only 

attituf:c or the sreat r;18 jor ormor c()1Jntr~T':'-the TTnitec1 States--

l~'TT •. 1...", l ;·7,. J_~ ~C' TT :.- rI ,-,-\ '. ,. -:-> ClT "1- rr' 0 -tl 'r _ l1l L, ,:>C l'Id 1. J_ 011.._ ,_ •. ' .•. _~ •..• '~ •• ,) • 'I. C j)ûI _., _ 118 11 .' __ oo~ 

for D8bt-Service, II Confer r:'nc 0 , lire1!! Delhi, T'eornary 19hü, 
TD/2/Su~r. 5, p. iVe 

l5J • Pincus, Cost an6 Beneflts of Jücï.: _An :f~m1Jij~icD.l 
f.lnalvsis, U.F.C.T • .f;,.D. II Conference, Yffn·! Delhi_, Feb:pu~.ry 
19(8, ~:D/7/Supr. 10, pro iv-v. 



in the U.S. Foreign Assistance Act of 1966. The Act reads: 

No assistance shall be furnishec1 uncer this Act 
to any connt:ey 1:7hich ls in (lefault, durtng Cl. periocl 
in excess of. sj.x calend8.l' months, in T'éJ,yr;10nt to thp. 
United States of princi!)al or inte,T'est on any 108.n 
maop to such country unëler this Act •••• 

No rec;i.pir-mt of a loan ma,éleunc3er the anthority 
of this ,Act., anypart of 'trhich is outstanding on or 
after ,the date of enac-cment of this sUbspction, shall 
be re11.eved of the liability for' the relJayment of l' 6any 

t f tl' "r> 0 0 lot c co • 1 ] C" par o.. le p .. 1.nc1.pa or 1.n er,,,;C on su.c.} .oan",. 
(Und0!'lining aclded.) 

The reciryi0nts h8ve indeec1 no alternative but 

to accept it'as a rea1ity. 

Palcistan 

The debt-servicing problem in Pakistan is a 

relatj.veJy rE'~cent r11eno111en0n. r,réiduallythe composition 

of foreisn reSOlu'ce inflol:.T has shmm a TI1s.rkec9 shift from 

grants to 10,3.n8 an(l from untic::~d to tieo loans~ TabI!? 5.5 

illrtstra tE" s th:L s trend. De spi tc: thp consistent. recornrnen-

da tion of the ',:01:'10 B-3.n'-;: for ô. l")I'Oport iOD. of 20~;: haro loans 

anc' °oe'" ~o·"J· fo"' F~ ;'.JO 

c.,J.. an c .. U _ l'! ' .. ' ,1. L, J. ct:~ ~ t-) V , the () onOI' s h::.\ve been J1'eintaining 

48:52 since 1960, an{ thus the probl!:?l!: of debt-servicinc; 

foreign ai~ carne in the forp of grants en{ quite a high 

89-583, 8C)+11 ConCJ"r'" <:!<O; ,. ...,... .... (") \.:-"'-' ,- , ëT TI 
,l.L • ..l.. ... 

15750, 
• 
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Perioè 

The Pre-PIEtn 
1950-55 

The Fir st Plan 
1955-60 

The Second Plan 
1960-65 

The Third Plan 
CCurrently in its 
fou.rth yeEŒ) 

TiŒm 5.5' . 

COliiPO SITION OF FOREIGi-T AID 
1950-1967 

(In Percentage) 

Grants Loans 

67 ·:n 
~-' 

60 40 

11.... 
-.' 86 

6 9lr 

------------_. 

Total 

100 

100 

100 

100 

_._._---
8surce : Derivee: froI!' Gove:rnmenf of Pa1dstan, Hinistry of Finance, The 
Buo~et in Br_i ef, 196,3-69 (Islaualxd: Government of Pakistan, ,Tune 19([3), 
p ..... 0. 

--

1-1 

(') 
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r:' t::: CO'l'I'le' t'D",t ........ 'c-' O·r ·I-O·I-"'J ;"li-eI'8""'l' ~) • t.~, ._.-J. l. ',' ___ : .. ~:1. J : •• : ().,",l ._. l,. tJc:.... __ .l ~'." "-:-.... ;J 1 l'2.ymsnt s ane:' D.ear J.y 

not only ~id th8 grants d0cline 

c1,r9stically, but also alm.ost all the 108.ns Cexcept uno.er 

P T l () ) 1 J' J " 1 f' . 18 • -,-,-4-(;0 'Here r.enaY9 .. LE! Hl conver C~.lJ e .:. Ol"'r-::lgn currency. 

{le Debt-Strnct1J.re 

'J.'abJ,e 5.7 rel1e8.18 the c1ebt structure in Pa":iste.,n 

Dr l ') 1 J nI'" 7 Of dé? 1" 1" IJ . . 1 d' 1 q as on eC0iYt)er...; , " C'C • it'~-. c. ).L .. lon ln ._oans ., l'SJUrSGC , 

:~2.3 billion (roughly 975-:: of the totnJ.) are in the form of 

loans rGl'aY~lble in for8i:;:n exchanZ8. Perhaps the :-üost 

s-cri}cin'3 c1 if:CeJ'f~nCG bet"JG8Yl th.e Cl E'rYG structure a s in 

l ('1'~ ') . l (1 - co 0'.... f' C r,(," n'" ._'/"_' al ... a '0' J.1.., .• )8 ,LOc'J. 19~7 lies in th8 drastic 

Only the totA.l 102.ns cJ isbnr seO. 

J 1"'\'"7 't l 2:,(,' j.h lr>.·,(3 '.,jp .• re re},'.)êl\ .. '8,·.b 1_e j.n 1..l.p co _';i,' as a,'~8.:Lns·~ ne2.1 .... ~r _ _' __ v 

"'''''J.-. r:~ 1':.. ) ~'..(".t h..: _t".: .,'. c·. 

------------------------------------------------------.---------

leIbirJ. 

lCl 
"(}overnment of Pa.'dstan, state Bank of 

:Elxtel~n8.1 Li:,bility on T"01:'0Ü"n Loans and Credits 
Decnnber 1963), p. xii. Se r , a1so Gov'2·:,nment of 
S~_8.t(') B~.:n\: .of P8.1dstal'!, Exterz;~l Debt Se}'vicinr.: 
(.;,'1,r:)cln, ,} une 19(5), ~l:!!. v-x:u .• 

PaJü stan, 
(

Tr l . .!"\.ar8.c.1l, 
Palcistan, 
IJia bili t;r 
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TABLE 5~6 

PERCEHTAGB DISTRIBUTION OF REPAYl1BHT OF LOANS 
(CONTRAClrED TIF TODECBHB1:;1R 1963) 

BBTl.:ESH J .. 0.4NS RBP.4YABLE IN FOREIGN EXCHANGE 
AND ID .AN S REP AYli BLE IN RUPEES 

Princinal Interest 

Loans ~ep2yable in 
Fore:i.gn r<:xchange 

Loans Repayable in 
Rupees 

Total 

76 . 62 

24 38 

100 100 

e 

.) 

.Soul".2.Q: De~'tved froril Government of Pakistan, State B~tnk of ~aldstal1, 
External Liability on 70[01';11 Loans and Credi..ts, '(Is1aînabad,p<,?cember 1963), 
p. XLL. 

1-1 

'",Tt 
J-I 



e 

Caflita1 Aid 
1,1«:-;O"t Creo i t c" "~.Ll..':'_ _ . __ .. J 

Total 

US-EXn~B,4~'!.::: 

US/DLF 

TOT.AL 

TABLE 5.7 
DEBT - STRUCTURE' n1· P AKI ST AN 

(liS ON DECEl·illER 31, 1967) 

1. WANS R-r;;P ~4YADIE IN FOREIGN' :CXCHANGE 

Loans 
Contracted 

2713 
660 

~ -:<. 7? 
~- ~ 

II. 

(IN :$ HILIJInIn 

l.oans Loans 1:,08.ns Interest 
Di sb1lrsed Undisbnrsed Rel")aid Paid 

18é2 851 195 155 
462 198 225 35 

2324 1049 420 190 

LOAITS '?:SPAYABLr~ DT PAKISTAIH CURREgCIES 
(Ih ~~ HILLION; $1.= Rs. 4.762) 

Loans 
Out standing 

1646 
235 

1L2>1 

Loan.s L08.ns Loans Loans Intere st :'oa11S 
Contractecl DisbUl'seê Undisbursec1 Rerai6 Pa:Ld Oll.tstandiuL 

';8 0' 88 6 27 82 

216 216- )+8 37 168 

-:{n4 
~ - 30.1. \....,!T 5l.~ 64- 25'0 

Source: Derived frol' Govp.:rnment of Pa1dstan, }Ünistry of Finance, The Budget in Brief, 
19(d-t9 (Islô.l;:abc,·d, ,June 196[<·), Pli. 63-65. 

e 

;-s 
\Jl. 
l\) 
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.mf,·;)TP 5·8 
_L.r!~t.J~:....:J • 

prRCE1\~T.AGT{; DISTRIBUTIOH OF REPAYHENT OF LOANS 
(COIITRACTED UP 1'0 DECEUBER 31,' 1967) 

BF.~('i·m:;;N LO,:,I:S RT;P!,YtiBL'S 'IN FOREIGN EXCI-IJU'rGF. 
Alro LO!Œ:'S RBP f,Y.t1BLF. Hf RUPEES 

Prj.ncipa 1 - .L- .L--Lnt.,erest., 
-~_._--_..... ---_. __ ._. - ._----------, -----------_._-

IJos.Yl: ;1e i "");':1.-"/21)) .. 0 in 
?ol~0.i~;~ ·~·~xc 118n:e 

Loans Re~aYable 
in ~u~ees 

97 

3 

-_._._. _. --_._--------'-----------

93 

7 

Source: Dertvecl fror'1'Government of Pakistan,':'Iinistry of ~~lin'lnce, 
The ~3ü6'::et in 13rj.ef, 1.268-69, <:Is~aî1Ïà,bâ;d., June 1968), pp. 63-65. 

1-' 
\..l1. 
Lù 
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NeaJ:,ly 80;~ of the loans repayable :Ln foreign 

exchange are: in the form of cal,ital a:Lë\ ana 20% in the 

for'm of ex~nrt crp.cHts. Of 1~2.3 billion in loans, onJ.y 

'~4oo r1','.lJ.,l' on h'b ' ~ . I-h 'J.:J • J ". ~.,'. .2.ve /.0.81'1 rera1(l ano ·c e OU'cst:aD,u'!,nc~ .. oans 

l~epaya ble in fore:i.r:;n cU.rrency arnount ta near ly ::~l. 9 billion. 

Ta ble 5.9, Table 5. 10 and ~:a ble 5. Il shO\" the 

frequency distribution of 209 loans contracted up to July 

1965 ,\:itth resllect' to the repaymen~ perioc1, the grace period 

'and the rate of intcrest resIlec"tively. The rnajority of the 

projects (118 out of 209) have a repayment periocl of betvieen 

5 anël, '20, year s, a. gré~ce perioël of bot'H8pl1, 5 and 1:; year s, 

and a rate:' of j.ntere st of betvlcen 1.1-.5' and 6%., 

'rable 5:.12 SpO'!TS that out of 15 donor azencies, 

onl;)1" 3 have of:fer('(~ 5(" soft 10ans out of 20,? 10ans •. All soft 

loans '::LJ:(~., hOi'lever, t'Led b;T source. The Uniteè. States has 

,~ " ~ a t f' \. Cl 'h, " '1) R l 7 t J:> prOVJ.oeCl j-:, OU, O., '1-" "G e ~._ .:'1 •. _. ou, OJ~ 17 am3 GerIfl.9.ny 

5 out of Lj.r, a s soft 103.11.S ta Pa1:.::istan. Dut the bu1'-: of for-

e:i..gn l02.l1S (1~3 out of 2(9) are :Ln the :êorm ofl12 . .r rl 10ans. 

'..'Them thr.- 10clDS are soft, they ar8 l1.0rrra11y tieo 

an([ i,!h0';l~ 10ans arG h8,r(", they .s.r0 pither t:i.ed or unti8f\. 

B. Debt-Servicp Ratio (DSrt) 

~:he D·SR is se:rvi.c e }!ayments expressec1 2.S a per-

centage of export earning s. In other 'Horès, it is the 
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TABL'8 5.,.2. 

FFf7!QUSHCY DISTRIBUTION" OF 209 PROJECTS 
\r'fITH R~SPBCT TO TIiB REPAYNENT PERlOD 

Hatl1rity or Rerayment period IT1..unber of Projects 
(in 1':0. of Half Years) 

0 

1-9 4-

10-19 25 

20-29 8 

30-39 85 

!.ro-!.r9 38 

50-59 3 

60-60 .- 1 

70-79 38 

80-89 17 

Source: Ca1c1J.JateO, from Government of Paltistan, 8tato. Banl e of 
Pakist.an, -r:;xt.erna~ D~bt Servi cin0: Liabi1i ty, (Karaélli, JiJne 1965') , pp. 43-47. 

e 

1-' 
Vi. 
\Jl. 
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TABLE 5.10 

FR~Q1TSNCY DISTRIBUTION OF 209 PROJF.CTS 
vHTH HESPECT TO GRACs PRT.{rOD 

Grace Periocl Number of projects 
(In Ho. of Half Years) 

0 70 

1-9 35 
10-19 47 

20-29 56 

30-39 l 

§9urce: Calculated from Government of Pakistan, State Bank of Pakistan, 
Bxte~nal Debt Serviciw; Liabi1ity (I~rachi, June 1965), pp. 43-47. 

e 

f--' 
'-'1 
~ 
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TABLE 5 •. 11 

FRF.QTTSNCY DI STHIBUTION OF 209 ·PROJT~CTS 
HITH RBSPF.CT TO l lHERATE OFINTEREST 

Rate of Interest Nlunoer·of Projects 
(In Percentage Per Annum) 

o 

.5-1 

1. 5-2 

2.5-3 

3.5-4 
4.1=)-1=) 

~ /" 

5.5-6 
f r' 7 ,.7-

7.5-8 

1 

39 

18 

24 

4 

44 

71 

3 

·5 

Sourc.E~: CalclÜated froIn Government of Pa':dstan, State Ban~-: of Paldstan, 
ExteT'nal Debt Servicint;: Liab-j lit y (Karachi, ~Tune 1965), 9p. 43-47. 

e 

1-' 
'.Jl. 
---J 



e • 
T.ABLE ,2:.12 

FHr:QTP~ï'!CY DIS'.rrlIT-irJT10N o Ti' SOFT LOANS AND T-IlffiD LOI\NS 

al 
Soft Loan- fmrd Loan Total Donor /~~gency 

bl 
49 1. F.S. ~a la ~,/ 

2. lT. I:. 14 1)+ 
3. Hetherlands 7 7 
4. J.B.H.D. 19 19 
5. l • li' • C. 6 6 1-' 

'J1 
6. CD.nac1e, y 2 2 OJ 

7. Germany 5 40 45 
8. Jal)an 9 9 
9. ltÉlly 1 1 

10. Denmar}:: 2 2 
11. France V 26 26 
12. l.D.A. 17 17 
13. U.S.S.R. 2 2 
14. Yugoslavia 9 9 
15. China J ..J. 

56 153 209 

---
(c 01lt inued) 
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TABL"R r; .12 - (conti nued) 

§;.I 

b/ 

Q/ 

dl 

Soft Loe.n is defined here as a loan vlith rate ofinterest and repayment 
period belo'·.r 3.3476% and on or above 36 half-years respectively. (See 
State B'?n'~ of Pa;dstan, F;xternal Debt Servicing Liability (Karachi, 
June 1965), p. x.) 

Rate of Interest 
Grace Perioc'l. 
Repayment Perioc) 

Rate' o~Interest 
Grece PE:<rioc1 
Repaym8nt Periocl 

Rate of Interest 
Grace Feriod 
Repayment Perioel 

= 

= 

= 
= 

beb:leen .75% and 2.5;'0 
bet,·!een 20 and 29 half-years 
betiJeen 59 and 61 half-years 

~d 

j)~ haIf-years 
y~ half-years 

75°1, . " 
bet,·]een 19 and 21 half-years 
80 haIf-years 

Som'ce: Derivec1 from Government of Palcistan, State Bank of Pa};:istan, External 
Debt Servicin~: JJia bili ty (Karachi, June 1965), pp. 43-56. 

e 

f-' 
\51. 
'.0 
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proportion of ex~}ort earnings absorbed by externnl debt-

service. The DSH is a fairly adeqna.te indicator of the 

pressure the clebt-servicing imposes on the balance of 

paynents. 

Table 5.13 ShO'\l1S the movement of cJcbt sex'vice 

ratios of a feill selectoc! àeveloping countr1es bet'V!een 1956 

a no. ·19C3_ •.. The DSn. has :Lncrpased betvJcen 1956 and 1963 in 

a1most al1 the developin~ cOlmtries, the not"'bl0 e::œeptions 

be1n:; Israel, Yllgos1avia, Paraguay an(l Tfic.'1raf:;ua. I"('he wost 

~igfiificant dec1ine took p1nce in Israel: fro~ ~1 to 34. 

Inc1ia' s Ds:.,- increasecl 1)+ times bet,·reen 1956 and 1963 anc1 

perha.ps it 18 the greatest rise amon; a11 the d8veloping 

l'1':1.tions. Pakistan'.s DSR. increased from 6.0 in 1956 to 

13.9 tn 1963· • 

. The Government of pa.kistan ha s been 2"'Jare of the 

possibility o:f be:Uî.~_: f8ced \,litl1 a h08Vy debt-service ourden 

in the futu:r't-'. !~ Balance-of-Pa:rments Cornmittee 't;.Jas formE~ù 

by the GovE';rnment .of Pa'dstan tn order ta prepare a stuc1y 

in thc; fielô. O{" planntn'c: and co-ordination. of :f.'or(->i~;n 

assisi:.ancc:, Blan; '"dtL sncll oth0..r fielci ;:: as ir:1f'0.rts anë1 

20 
ccmt. 
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TABLTi: 5.1.~ 

D"SBT-SERVICB R.t{CIO FOR AFEllt SBLTZCTSD COFNTRIES 
1956 and 1963 . 

1956 1963 

Bo1ivia 4 23 
Brazil 12 23 
Co1ombia 6 23 
"Scuador 6 13.6 
India 0.9 .14.5 
Israel 51 34 
Hexlco Il 30 

i-' ·c, 
lJicare.gua 7 5 

1-'. 

Pa~dstan 6 13.9 
Paraguay 14 8 
YU;joslavia 17 17 

Source~ D. f-i.vrar~ovic et al., !Jconolr:ic GroHth and External 
Debt (Bç,ltinor8! The Johns Eopkins Press, ·1964), p. 34B~ . 
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The movement of the DSR. in Pakistan bct'V!oen 1960 

ano 1968 is shov!l1 in Table 5.14. In 1960-61, c1.ebt service 

Hithin four years, the DSIl triplet) and "Itiithin six y88.X'S 

'. ~ 1· l G quao.rup eO. ~r.his treno of the DSR has caused great 

concern anong the policy-makGr s. of PEI.~dstan. 

c. The gayes-\'lye s-Hussain ~rest 

~r.he discussion above suggests that Paldstan may 

be aDproaching a position of unmanageable debt in the 

near ·future. It .is to he lloted that the debt-service 

bur,den by itself c10es not become a l)roblem so long as an 

economy has the abi1ity and 'Vlillingness to pay it off. But 

the moment it gOGS beyond the ce.pé::.city of the economy to 

ll1eet the repayment 0 iJ1i,::;c'.tiol1s, the problem beCOYl1eS acute 

e:;.;:ist s any 'Hay to det.p.ct the economy 1 s po si t ion ,·!ith 

and H'tIssain have c1evelopec1 a fornlula that provides the 
'. , 

nece ssa:cy, tholl.gh not suff lc ient, cond ition "Illich ha s to 

bo fulfilled if the eC8110my is to . " o.vcnc 8.n unr.12.11e.geable 

~obt situation.
21 The con~ition is: 

21D ~vfta1~O'T~C pt ~l • .n .L _ . _. \ .L '.' "" .•• , op. cit.., -11. 171. 
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Years 

1960-61 
1961-62 
1962-6~ 
1963-6 
1961l--65 
1965-66 
1966-67 
1967-68 

TABLE 5.14-

DEBT-SERVICE CHARGES FOR Exrrl~-qNAL DEBT 
CONTRflCTBD uP TO JlTh'E 30, 1967 AS RATIO TO 

PAKISTAN' S F.J~RïHNGS OF FOREIGN EXCHMiGE 
(;p :HILLION) 

Foreien Exchange Earnings External Debt Service 

4-76 17 
4-97 31 
577 4-8 
576 62 
629 62 
687 74-
730 96 
801 103 

DSR (~~) 

3.6 
6.2 
8.2 

10.7 
9.9 

10.7 
13.1 
13.0 

Source: Government of Pakistan, l<inistry of Finance, Pakistan Economie Survcy, 
19(,7-68 (Islamabad, 1968), p. 170. . 

e 
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22 
.f: __ r(so - s') 
J.. 

'vJhere i* = crit iC21 int.erpst l'Elte 

, 

r = 

s' = 

rF·.te of gro':!tll0f GDP (Le. 
wh~re Yo = GDP at. b~se year 

average savings rate (i.e. Gross Domestic 
Savings as apercentage of GDF in base year) 

ma.rgi.nal gross élomestic savings'rate 

le = gross ICOR = I<t - Kt-l 

Qt - Qt-l 
=~ = 

AQ 

'\<1here Q -- Ou.tput 

Tt" = .:.:.. Capital Stock 

l -- Inve stm.ent 

If thG average interAst rat,? on exist.ing loans 

exceeos the criticé1.J. interest rate ilf: , e. Itviciously 

cUI1ulativ()1l c1ébt bnrèen i-.TOUle? GTIJ8X'e;e; sa long as it is 

"oe10'IJ.' the critica.l j.nterest r8.t0., thf) sit.uation i8 said 

to be 1 Tmal1éJ ::; 02t ble. Il 

niven the follo'l::in;; structural D2.ramoters for .... . 
Pa1dst.::".n: 23 s = 7%i s' = 18%, Je = 2.4, r = 1.1-.5%, 

o 

the cr:i.tic:l1. :i.nt.ere st r8.t8 ( "1ft , 
1 ) for Pa1dstan ls: 

2211 0··,~ J- l' on C' al' (:: '. \"'0. l, .. ..., __ s1i:::;ht ly a1to.1'8(1 
fOTüJula. 

2"),. ., :'1 -',' ," -lJl1.1-eC \ ~ ·l·lOI1.'"' TT 'i'." (' r;. !\ 'J' SeC1'e.L1 at>; ~ i- 'Dpno·'t l,::..: Le .. '. "", u.: ..• _,._ .•.. ·,.J • '- J .. - ... _ ct., .:.L ..... l , 

II Con:f:'c::eenCG, Fe't:! Delhi, r'ebruary 19tci, Ti)/3tl-/Supp. 1/ 
r, nll T "IJ.n"'''" -LV" 01+ h~ '" ._ •. ,.,., ", __ • , .:." c.. • 



_ 1(:-:;" _ -- ". 

i .... = r(sO - SI) 

So - ler 

= -49.2'0 
- 3,00 

The average rate of interest in Pa~istan ls 6%, which is 

far 1)(' 101-1 the cri tic81 intere st rate (13 ,o26321~) and, 

t.he:>:>eforr-\, it r:1ê.y lx: conc}uc1ed th!?t thf": debt.-snrvicing. 

lüüt. 

The critical interest rate (i-) 'Taries inverse1.y 

'Hi th the cari taI-output ratio (le), g i ven r, So ana s' , 

an<J it varies directIy '-vith thf: ma.rGinal savinzs rate (Si), 

For eX8.Elple, ::; i ven - 5c1 sa - /-', 's' = 20f" 

r = 5J~ if le falls fro!'~! 3:1 ta 2.1, the critical rate of 

If the marg i118. l sav:i.ne; s ra te dec 1ine s from 25% 

given 1-: = 3, r = s = r:;cf. o .... ,. , the critica1 

int,~rest r8.te drops fr()n~ 10;'~: to 4,5;E. This 8ho''78 that 

the c.ri t iC8.1 intere st rate i s higb.ly SGl1.si ti vr-; ta cbange s 

h1 the ïrté'lrginal s~filin[;s rate, If Pa::istai1 is to lirevent 

thi:' !3c'Jl1.0my froID runnins; into an II LJni'Y'tB.na::;eab1p. c1ebt lt 

situation, thr-~ ]Tlt-ll~:.:;:Lnal savings rate has ta be lcept h:LE;h. 

It TnE'.y be mentionec1here that if. the IJlarg im 1 

savin2;s ré,,-tc~ (s') ·is .equal to the rt?qllh'ed inv8stment l'ate (::r)., 



-Chen 110 dOL1estic s3.vil1t; S '.rLll be generatec1 ta n:e-c the 

intercst ch'?.rgcs, oElne -ch8 condition il!: = r(so - SI) 

S - lŒ o 

reouces to .liI<_ 
l - r • Irt the case of Pakistan, the rate of 

grmoJth of the GDF (1") must be 6~: if 3 a no. S I = 18(11 ;J. 

, 
(i- ) Thu~, in the long rnn, the critical rate of interest 

vJOl..üëJ be 601 
-l', \\ihich i,s . equal to the rate of groi.'lth of the 

GDP (r), and the debt \'lotllc1 incr!:::as\"':; G.t the S8.nî.e rate as 

the (':DP. 

If l'le aSSl...m~e th.8t k = 3, the rate of gr0111th of 

the GDF = 6% and the initi81 savings rate i~ 7~, then 

PaJ\:Ïstan must achieve a marGinal savings rate of at least 

18% inorder to avoid the probler~l of "viciously cumulative" 

interest lmrdE"m. AIl these: concJ.1J.sions follmo! fro~n the 

th2.t, gi.ven the folJ.o,.oril1:~~ aS3umptions: 

1) Hate of Gro':Tth c:f GDF (1") = 5% per 8.nllUm (!). a. ) ; 
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2) Initial Average Savin~s TIate (so) = 10%; 

3) J:Iarcinal 88vings Hate (s') = 20%; 

4) li: = IeOR = (IncrementaI Carita.1 Output natio) - 3:1; 

5) l'tate of Inter(")st (i) = 65~ p.a.; 

6) Hate of ATI~ortization = 6.6% p.s.. of outstanc1in[; elebt; 

7) Average Perioo. of l~turity = 15 years; 

8) Gross Investment Rate = 15~s; 

9) ForGign Ai6 initial1y fin8nces 1/3 of Gross Investment; 

and 

10) The economy stax-ts v7ith zero eabt, 

the debt-cycle lasts 36 years, "t,:!tth the first 24 years 

as a risine phase j.n 'Nhich indebtedness incT'eases to a peak, 

and the 119xt 12 years as a c1ecJ5ning phase in \'lhich inosbt-

eoness c'""c1in()s to zero. FifSl...U'e 5.1 ShOV1S the Avramovic 

c1Gbt-c~Tcle • 

rehe v8,1.io i t'l,: of the (1 e bt-c"t7"c 18 ci 81JenÔ s on the 
v ~ ~ 

is belO1.T 10% 8.n(~ s' Jo <"' J "" ,..... .L'n 'C:> 1 ?"o.' •• ,) __ ,', ,C) c) L, J.c~ .. l '-\',', thel!. the 1I(l,ebt-

cycl,e" is lilcc::l~7 to 1ast 10nr·;01:' than y:' years, an6 COl1-

versely, the ëlebt-cycle 1.,,'onl(~ De s:'10rte~C' than ~.( years if 

'He shall e::anine the str1.1ctural parar1.8ters of 

P2.kistan to S88 ho~.T far the:r confor)', to Avramovic 1 s 
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Relative A10velllent .of Rcsource Ga !J, Net Ca/Jital In/lou: and Gross 
Caf/ital bzflow-T/w "Model" Cast! 

The Avramovic Debt-Cvcle 
IOOU~~~~~~~~ IIIHI, ~ =t--""""" 
fiUfl' ~ , ./""-! . l ,-- Ol""~' .. "î",,, 1,",,,' 1 
4UIJ ~---,L',&.C;T ST"'GE->~-sE~:o~n STAGE->l'(--~HIl{l) S'~~;'E --=;T------------------· -.--------..l\ 
:::: 1 LROSS CAPIT"!. I:"J.OW ' \ \ 

80 ______ -~ .. --z-.:.----~ ... -...... ~~- -.- ... '", , ... -= . >. ,. ~ .... .-:-...... ... . . . .... .' l ' 
·IU -~-- ••••• -., .,-- ----·---1-,--'.:.· .... -------IH-----------......; 

J ~ 1 ••• ~-------~---,~.~-----~-~------------~ 
,,1 "" : •••• \ 
_Il . ~:"F.T CAI.IT .. \I..---+---\\------il-\f-----------

1 1 I:"F!.OW", \ " lU b~~:~':~~~~~~~~~I~ __ L- '. \ . ;;~~I;~:~;~~~~~\\'TII l'Y m r' 
Il -- .. ----~- .• --- ---,- . , , 1:';1"1'1,\1. ,\\'1:R.\(;I: S.\\'ISI;S 

li ~,--='::=~=--=-=-=-=::- -T- ': LI l ' R.H!. IO~~ 
. ______ .: ~!.\RI;IS,\I, S.\\'IS(;S !t\T" SU,. 

1 -;--- ~ l , ' C,\I'IT.\!. 1 Il' l'l'l l' R.\ rh' 3:1 , 
4 ; l ' ~I H.,\TE (lI' IS rl:l~rs r ,,'" 1" ' 

I~ \11 ~:':1" i 1 H..\TE (l!' 1 ;\~It'RTIZ.\TI(lS tl.I;~ 1',;1. ,.1 . 
'L.-___________ \-II~ _______ :+-_---~----~'--.. _ _ _____ ."uh~ ... rhlill_(.,'<:!I.!_ 

: i .. .. ~ , , 1 \ .. ~, _1,<,,~,rn~'S"'A~ 
(1 5 10 IS 20 2S 30 '5 ,III 4:. : ... 

n:l\lts 

',. 

331. 
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struct:..u'c,} naI'é.T!leter s of ", Pé.::i stan: 

Rate of Gr o~ .... Tth of GDP = 4 ~c~. . ""., -' , 
(ii) Initia.l liverage' Savip...gs Rate = 7% (assnming 

initial period 1957-63);. 

( ... '\ llJ., and 

(iv) Incrpmental Capital-Output Ratio = ').1 25 ...; ... 

Comp8.~'in2: these values 1:iith those of AVr8TDOvic, 

the debt-cycle of Pa.kistan appears to be lasting longer 

th8,n 36 ye8rs--'a concl'.1.sion ~'ihich SeGffiS to be borne out 

by the' actual state of '8.ffairs in P2"dstan. 

E. Ca~h-Squeeze Problem 

The ,~,,,:,'bt-st:l'nct11;~'t" further 'Horsens \<Then the econor::.y 1s 
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~r11:L::'; :L ,S lJ!~c:'~.tl.S(·' of :Lt s As 

in rupees. H01'TPver, J'rOTi! T::-,ble 5.9, it is clr-;ôr that the 

maturity perio(~ El of' (YiTE)I' 76~of th(: tot.al loans cluster 

'bet'\'j0en 5 a!lcl. 20 year s. Tha t i oS, dur inC; the pel" i06 

1970-1975 the IIcash sq1.l.eeze lt problern may becoDle a reality 

for Pald.stan if the economy fail,s to accnmulDte adequate 

forf'dCl1 exchs.n2;e re serve s for the retireJ!'cent. of the debt. 

Proposa1 s for !301ving the Debt-Servicinr llurélen in Pakistan 

Tv:o ë:iffF'rEmt types ot proposaIs are put forvJard 

her8: (i) those th8t re18te to the att:i_tllè.e and :::,olicy of 

the (nn')rr 8n6 CI'?c\:Lto;"::'~ s.ne" (ii) those: -Chat are basecl on 

In the fnrme1" ca-cegory, th0 1Jl0St opti:''!Jistic and 

creèl. ito:r cou.ntr:L0 f.:: shoLJ.ld fortL~,dth vJI'ite off a Il the 

exis"tinf:: debt;o.: ancl sl10~)1(~ continur, tG provÜ'le sufficip·nt 

off a1J_ fut'Ltrl? debts on time an(' in full. 

Heed1ess to say, a.ny (lonor/crec'itor country is 

unlikely to agree with such a p:roposal; particularly, thl? 
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TTnitec1 state~~ Forei;:::n Act ()f 1967--anc1 the Untted States 

j.s the 18~:,gest clonn }.'/cI'0.c15.tor il'1 Pakiste.n--rnles out such 

Tt i8 thereforo more realistie to eonsider the 

Dossi bili t,:r of' an 8. ,mrOçi ch that l;roulé! he 1.1"1 rscl neC' the bur-
• ~ L ~ • 

c'l.r:m rather th8.n. el:Lminatc' i t. 'rhe donor s· shnnJf be per-

sU8.cle(! to bleno ha. rel ami soft loans in such a prol)ortion as 

to mininize the burden of debt servieing. As already noted, 

har(1. This IIrni::;:rI 1.·TOo.ld enab1e Pa'dstan to lceep the DSR 

belmr 20;'t throughout the entire re!layr,lsnt perioe1 • But to 

get the tloptilila J. mi:;.:" of h?~rd and soft 10ans, Pal:istan 

shou1cl try to ct iver- sify the sou:rc es of i t s 10ans. 

As to thp sE'conô eatogory, Paldstan vTould do '\\le11 

if she realJ.zes tlnt the r::n'n1éü1.ent solution fOI' i-Jithstanclil1 .. g 

th:?- blU'6 en of d8bt servic in:; (i OP. ~ not lie 'I.'litl1 the dOllor s 

b1J.-:~ L1 11er,se If. 1'11,:: lor:~ns EU.st be D12(~ e ~.Ji th C on:::ic1e1';;, QJ.e 

caut.ion and the ~.,rogr8.m\<le for deveJ.0rr:lC1Yl:: ElUst not be 

e8.:cnin.::: 2 i s a m::.'ttter prot'otion 
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and savine; s a ms:tter of inport -·3ubstitutiol1. Further 

... . . -'" h' . J' t 1.L C' i '7 CilSC1J..SSlon Ool 'C 18 pOlnc 13 pos ponee L.,O J1:3.p :81' (. 

8xpanc'i tr8cle in a c1irecti017 llh81'(, it "has l)otentiality 

t.o .~;rOï.·! anéi in a LlD.nne:r.' '<!hich HOl11(~ ad j 1J.st conro sition of 
. 26. 

8Y.:ylort tre.6r:! to th" st!~uctura1 chs.nges îl of the economy. 

T'" ._ L., i s C 1881' fr()~. the debt- 88rvic inc; situation 

in Pé':':istan that the econOF(T ~.'!Î11. soon gpnerat8 serions 

ba18.nce-of-paymGnt.s str.'?:i_ns 1J.nl~ss fOI'8St8.:U5nS me8sures 

ars ta'-:en :tn thlC'. The 11 st,:,'ain" on the balance of p2.yml8nts 

b~;cc,n0S TOuch 1',103:'8 sr-:r5.ous an0. thr(~D.teninc if the 10a11s 

given to the deveJ.o~in~ co~ntri0S are in fact tisd. The 

to 
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Chanter (-;. 

TIED AID AND ITS H1PhlCATIONS FOR PAKISTAN 

The gravi ty of the prob1PIJ1S rai SE'o. by the tyj_ng 

of ai6 by source or by source 8_n(1 comrl'too ity i8 bei~.g 

increasinc;ly- recognj_zeo. by t.he economists. ':rhe trend 

the fact tho.t, durin;; 1961-19(3, nearly 6(% of gross 

bi1.G. teT'a1 c:dë ':TG. S con-cractna 11y tiec3 or othe:t:'~!Jisr=: 1irrdt0cJ.. l 

S8veré,1 resolut:i.ol1s of the Hnited Nattons General .Assemb1y, 

U.B.C.T.l!.D. and the Development Assistance Committee of 

the O.:E'-.C.D. have noted this i;rLth grea-c concerne 

the flo',j of '2xternal resonrces ta the cl evp. lon in:::: cOlJ.ntries . ~ 

thl'01:1 ï;mch light on the present situation.. The relevant 

General !:,ssr::mbJ:;/ read s' as fo11o,-,!s: 

Uotinc further with concern that in some cases tied eid 
h[,_8 .h8_~:, ':i.8 pra~tic8.1 cl)ns~q~8nc83, th~ a('10Iltio~. of 
pro,J('c-c::', sonptJ_r;10,s 111!Xr-J_,'_'1:r'(i to, OT lJ'lth 8_ mucn lo;:!(;r 
""-('1·01'-'~·;r -i-" j""J·i('.n""l (~c>";r",loTlnl"'nt ·"1':;11<' ani! t"le, .L,rl"p-: -. ' .. 1.. "~. .._l., -ue, G __ , '-,-_ '." -:;.- .' '''_- , 1'--'-- _~., - ,.'. JL .. G,; -.• '-.;c) 

of ,:lic~ tel the 1~1)'ocuri-:::rcnt o:r' !'OOi~ s froYil th=-: hCllïle m'3I"':(3ts 
o:~ c:r:veJoreè. cênntries i·r}ücll l~Q.;J Oft8rt rc~suJJ-;("c1 :i.n an 
ineff:i.cipn:t usp of rc.cou:cces :L;:l rr:C'·;.i;~.pnl-; cnnntr:i_os am1 



in the snn'J)lv n:f SOGe:! S ém(i services ;;:I.t hi.r.~h"3I' th811 
.Jo - v. 2 

varIa con~otitivc prices. -

ThesG C nn~l··l~~on~· ~~ ~0~0~~~~ -' _ ... _ .1....., ,J, c.: ~ •.• ,\,...o. _. '-.... . 

;':1.1on; 

of reSOlH'CGS, uC.'ln lwo(4ucl? Cl 80:cio118 s'train on the hals.Dee 
') 

of p:'::'.yrr.~nt::~ of c10.v01opin:; c01mtries.!t...i 

h 

.. 
(Ul1dcr'lüün~~: 1:~C}(leà..) 

as Ita si;~'üf:Lc an .. t i)r1-"~. fi' Foce! le· s.<> tr) say, thLc' 1'1'ob10111 

tl'lOTow·'h consi/.~ 81'0. t ion. . -' 

D8f:5_nition 

01.~ C oU.nb' i0 S. 

2Uni toè Nat.:i.cms, Gen8r'é~ l. A ssecbl:r , no ::1}~1_:1.i- ion 
,;'2.170 (:XXI) at the:; lLI-!35t.h PJ8n2c'e~T F80-;tinr;, Decl?r:'br.:;j' t:, V)C6. 

':l.TJ • t il ~T ~. • TT ." r'1 r' ~ .... '1"" • l t t A' - nJ~ .,e._·. 1.8. c1.ons, !". fi. 'J,' .,L' • .s • .:)., J,i lnR ... ~c" ~ nnp.:r:: 
A.I7.J.. :::md Finc":.l Act, Anne:::: A.IV.4 (Ne1IlYor>::, 19-·6). 

40 .• "G~,.C.D., Do~vclol\m8nt Assis-cance COt'i11:'LÎ.ttce, 
HeC01"l1menc12.ti ons on Pinancial Terms and Candi t,ions_ 8.ël,O~)t0Cl 
b~ï t)1P DAC 9.t i'l-s 5t',th Session 0n Jn1y 22 anr'l 23, TSf:::. 
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Tyne sand Hethod s of Aiè1-Tying 

Thore are uSl1.ally t~!lO types of aid-tying: (1) aid 

tiec1 by source a1.one; and (2) aid ti9o. by source and 

commoè1ity. In the former case, the recipient must spend 

the aid in the designated source(s) but has, h01.'lever, the 

freedom to choose a "ride ranGe of commoclities at a price 

determ.ined by the donor(s). In the latter case, the 

recipient has virtualJ.;T no choice but to bu.y the specified 

conu'aodities at specifipd prices from the specified source(s). 

There are f:l.ve methods by l"lhich aiél i8 usua.lly 

tied: (i) formaI restrictions; (ii) informal restrictions; 

(iii) inélirect restrictions; (iv) export a no. import credits; 

and Cv) a ü 1 directly in the forro. of good s and service~. 5 

A. FormaI and InformaI Restrictions 

The methor of IIforrnal restrictions" requires that 

ths aicl-reci!)ient must bR forrl19.lly and contractually bound 

to spend the aiCl funel s for irr:portin::; spr::cif:Lc [;000. sand 

services or any goocis and sprv:i.ces only frOir. the clesigno..ted 

source (s) • On thR othe.r hand, if the aü1 i s tiec1 th.rough 

lIinfOl~Y'lal means tl (sncll as the trr'<'lit:l.onal trac1e tir-~s, 

cuItuJ:'al ties, etc.), the aiè-reci~}ic;nt~:, thou[;h not 

5J . Bbag"\!lati, The Tyint:r of AiÔ., U.H.C.~I\A.D. 
Conference, II Sessi0n, TD/7/Su,::,. 4, Hovember 1967, p. 4. 
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forrrally and contractua 11y bouno, do srend the funds 

almost in the same '\Iléty 8,S unc1er the fornal restrictions. 

B. Indirect Restrictions 

Bhag'\·!ati points out that "the most subtIe forro 

in source restrictions [or source and commoq.:Lty restr:i.ctions) 

is neither formaI l'lor informaI but what rnight most aptly 

be described as 1 inc1:Lrect 1 .,t6 
This method is usually 

applied in any one of, or any combination of, the three 

follmJing vlays: (i) to treat the aid flo'\lT as "part of an 

over-all trade arrangement"; (ii) to couple the aid floi'T 

vii th "pr'ovisions under .,'Thich the aid is to be spent" on 

the donor l s goods and services, vihile the donor in turn 

pl.1rchases from the recipient "011. a preferential basis"; 

('iii) to agree to finance on1y those commodities and/or 

projects ':ihere the àonor' has "decioec1 11 aO.vantage in the 

interna. tiona l ma:r~Œt. 

C. T'~xnort and Imnort Cre(1 i t s 

This is one of the f1lost fa!'üli8Y forms of aid-

tyin0 • These creoits 8.re eitheI' Drivate eXDort creclits 

6IbiC1 ., Il. 6. 
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(lmOi·m as "snp~l1ipl'S' credits!') or public export/imnort 

credits. The former 1Iar(') gUéu'anteed I)artly or \V'holly by 

institutions .iV'hose f:1..:na.ncial S1.l:nDort for such activities 
;: -." 

i S 0 irect ly or inc1 ir0.ct 1y ta ry; trac 0. Cl to off ic laI policylt 

and the latter are tldircctly giV811 in the irnportlng 

countr3T on a long term basi s." 
7 

The l'ole of supplier s' 

crcd it scan be '\Ilell appreciateël fr01l1 thl?, fact that su:;:-

pliers' credits tncreased by mor!? than 75% beti·!een 1960 

anr 1965. 8 Exnm}~NK of the United states, lfSDICREDITO 

of Ita1y, m'T of Ger1ïts.ny anël other similar insti tntions 

have :3xtend eel a substant ia l amount of lI public ez:port/ 

:Lmport creclits" to the deveJ .. oping countries in recent years. 

D. !Ü0. Dirnct1y in the Form of Goocls and SeY'vices 

Last, but b:;r no me,J.ns1e~Lst, i.s the aid 6irectly 

in the forro af 30ads aD~ technica1·services. On the 

in -Chis 3dnël 0f transfer amonnted 

t f" D 0<:"\ ,.., 1-- '"l C!C1 of "c'le Jco -'-.., 1 --' _,~ .. ,--.. l ~ ~ y .) C'I:: _. .1 -.... l Lc..! . .. !_ 

19(-;3-19t'5. 9 Of t.he tota 1 a i{~ - :Ll1-\:inci. frol'~ the ci GYO lopecl 

. __ .. _-----------
71-- , -, 7 
~. ,: ~J. • 

SIn this connec'l'ion, se(~ :r..:s.~:,:.7)., SWilîJ.i8rs' Creclits 
of' Ti', 1 C'.1...~' l' ""..",.L. .J).. - -:-, l ~' :,' C ' 1 ·t. 1~ , '-" ro (T,or C' ' , r; .\-.,.r·,),", _ .. 1C.L,'(_lla"lt,ec. L.O eV'-... O,·lU-" _ . .Q .. n. _.l~~ . D..,l1ln::.> von, 
!i""'C'il lc:z'7') _·11.-'- .- .. - "'- ," . • 

9 0 T' C 'ï" D'- .:,> 1 .. '. "" .;- li r' C' .'. • op.'" .<> ~ ,'. cr· ~ 
• i, •• ".1., ! eV.c.. .. o·)l!l.-.D." "S .. ,l •.. I"anC0 ,:,.1 .. ' 01 C"'~ 

'P,'" J l' C'j c co (P::l 1" i S· Il -:? C}) l off·) 'ra 1)lO C" C:::-7 _,J __ __ '_"I~ ,.l;..~ ... _.,. \ ..... ,10· •.• ' __ ._J., .. C:~"·'''.J '" • 
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countrics, 2.lr:;f)St 99;:1 cane from thE! United Stat0s th..rough 

th!;: PL_·lt-80 pro~rarc::-e d tlJ.'inZ 19t!3-6:;. Canada may be mcn-

Causes of ~ying Aid 

The folla·!!inz: reasons usually play a rJajol~ l'ole 

in tying aie1: (i) bal9.D.ce-of-:92yments grounc'J.s; (ii) unwill-

ingne22 on the pnrt of Cl. donor to'offcr either benefit 

or C,'er1i+ +0 tJ'1::> !t+hi· .... ('; T'c~;T't,r". ~_ _ __ \..1 v .~..,. V ___ .L...... ..1..""'''- j , (iii) tying by one l(~ads 

to t:rin,:; ·oy many; (iv) l'"Jrestige and publicity value asso-

ciated 'ltlith conspic1.1.ous projects; anël Cv) commercial 

rea sons, inc }.1J.,l in;i exrort promotion. 

The er:lGr;t;sECe a no, l,ersistence of an unfslvour::'bJ.e 

countrie f' 112.ve leè 'she.r~ to tel-:e me2 sure st,.) 88. se the strélÎn. 



the use of it,s flU1el for tj:le rrocurement of gooe1 s from 

ÜlrO.sec~ ta enSU:C8 that the c'.irl clollr-:.:cs giv-;::'n in cash \·!ere 

Sllent 011 IIdirectly :L0entifiablpll illiJ)Orts of United Stat.es. 

oricin; le and by 1966 aIl aic1 from the United States ,'ras 

"virtually t.ied to the n.s.nll 

It is vlorth obsel"ving that both surplus and 
. . 

deficit count.ries cite the lto8.1ance of [,ayments l1 as justi-

fication for tying aid. "In a frmclanental sense, the 

balance of payments grounci for tying aid is an argument for 

avoirJing the 10ss of r8a1 income ll '\'!hich 'doule! follo'!T if the 

l~ecirient' s demand for im)Ol->ts à"Ld not match the quantity 

~ .~ ~ f 1? 
0.\ alC'-Grans .el". - The deve10ped count"C'ies i,'lith eit.her 

exc8SS nroë1J.ctivp: cé1.1;['tcity or su.r-c.lus stoc1: becoy,:e vel"~T . . -. -
corlcerned to t:i.'"". the ;::.ü' :Ln OrclOl" to rürürf1i~~E!, j.f not 

10r-·, -r" . <:'t' '~7' l r1 ') "<:' • (J r-.I'r, \ .'.'.111,-::; \.nlT~p(> I_,-o_-cer:~, c~ t.I ~,jOngri~ss, __ nrt -._eSSlOn _~}c.::::;, 

SUfJC 0ï,lr,it. t r,~ on Int 01:'lH t :l:J:t1.2]. T~XC 1'18.11': ré) am1 Fa~Tm0.nt s of' th8 
Joint '··;con--:~r:,j.c Cosrr;j,ttce of' COn.~,;rG2~:;, LtOll.tJ.ook f'Jr thE! TJn~Lteè 
St·gtps ~:::8.1.2.nCE' of Pé,yr:lcnt,s,1t I·Iea:~>inr;s PurslJ.ant ta Sec. I)(a) of 
Public L8.1.'i ~,(\Lr (70th Con':.). StatE!rüent of F'ran~c C. COffin, 
Actin:ùèl.r:cinist:cator 01' the A,~:ency fo.r International Develop-
l ''ent " (.-.:.,'._ • a·_ , :..J. 

11,"1 .'. J.. • , 
') 12 ;).:12 v J., .;;::.O..,;.i'.:.,' -..;;.C,,;;;;J.,·C., T\. 10. 

12I1 . " 17 1 n )1('., nn. ~_ -o. - ~~ 
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1~ 
of 13.10. 11 - Another im~,ortant f:D,ctor behincl tyin":' aid is 

the ttunvli11in[~ness\l of the donm: to provide tho benefi t 

(i,-:-cl2.X'ecl. in DeC0Tnber 1960 thé-).t 1t \:10~!Jj': no longer f1n;)ncG 

the l'rocux'p:m8nt of gooe1 ;: froLl the re serve-accumu1s.t ing 

C onntr ie.'3. It ,,!i11' be rr::c3.11eci tha.t \<111811 th8 Unitsc1 sts·.tes 

t 18(1 l t!"J 8. 1(1, there ï:!!.:l.,s cUl :Lr"lL'.eclifl trI :f.8.11 in Ge:elïl.s.n' s 

811.13.:::'0 of arder s fil18.l1Cc~d froPl the United states '. Dev81o)nent 

r'~:·. sons for the Clonor cOlmtric:,,~' :Lntf.3re st Ü1 of~~erin2: tied 

'i"c- C')I';1'ip'" ": ~r'·,ron""·'.1·""nd",11 v'~Jl'a' ~-, f., ~- -- -'~ ~ 1 .. ... .,:;c:.. C1 '·· '''-'. ,_L._ ..... I.,"') 

S'uch tyilY' ,"1·'··i'an~(,F'.:::mt S El;::'~;' a1so p'r''JFOt2 the cr(:':é( t:Î.on 
or lE;.stin~; C()I!J'i(,rcinJ tips 1::bich 0nce es';~:'bli.sl"1.0él. 
'1} 01.1 J..I' 1 11("'\ t (:: S. :~:(~~ n(~ 0 ~~ :c (:-- st 2" ~L c ':~. ~L v C. Et r r;.?. r~ c; .0T: 2ilt S of' or t,}j C=) 1r 
2=~i.,~·it(-\n_c(.:',.1+-

l):T"<'!"nj t.l"lC:'V ~ ... ~j __ ~ _J,j 

Co;o't 0::" Unti8c1. M . .J,lI 
l e0 174' .. 1 }Ll- • 

-14rb :i..cL, p. 173. 
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Tt is lep.:itimate to as\:: vlhether these official credits 
[tied] are, after aIl, not attempt~, to support export 
levels and improve export performanee • • • and 
i:lhether it is not correct to regard the f10\'JS of 
funcls implicit in s'J.ch cree1its as i'Tays in 'Fhich 
effective ex:nort Drice s of ex-oort s froT~ the 1t1enc1ing" 
countries ar~ rccl.~.ced in order to compete for markets 
abroacl. 15 

If Hicks and Bhag"Jati are correct--and there is sufficient 

ground to substanti13.te their vie'Vls--it is not surprising 

that most of the donor countries are rapidly inère8.sing 
./: 

the I-'I'oportion of the tiee' aid to the cleve10ping countries. 

Imo1ications of Aid-Tying for Pa:{istan 

Turning our attention to Pakistan from the 

deve10ping countries as a 'I,·,ho1e,,,,e are faced 'vlith the 

issues of ho'\:! far Pakistan is afi'ecte6 by aicl.-tying, and 

'1;lhethcr aid-tying is sie;niftcant enough to justify attempts 

t 1 "'" t' t' f" cl o ex:::, or e "Tay s an,C' means 101" ne un yJ.n; 0__ a J ..• 

Ansi:Jer s to these questions are obvious1y not easy. 

In this chapter an attempt is made -Co exardne the v8.rious 

irJplications involveci in the aid-tying prob1em in the case 

of Pa;:istan; a propos8.1 for untyins aic1 and/or for red'Ll.cing 

the eff~ct of tytn~ ~ i r~ c~ .-_ '. if it has the tendency for persistency 

is a1::;:0 givrn. 

'l'he r0.cel1.t tre110 or aiè. l'1Q1.'1 in Pa1ds-can is 

-----_ .. _._--_._ .. _" ---
~ . 

l· .... Gha'.··.:i.,~t-" op Cl'.I.. ,- 8 n 1 . . u' <.."1. __ ,. G.,,:;' • . , • -_ • 
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Consori::L1.nr:, lC(;-(.0, tb.r:?' P1211nin~.: Cr:mrÜssion. of Pe.:dst8..l1 

1'"'?cOJ.-'c1s: 

Des1',it0 son'~ ';T81cof,1e ÜlF)!:,ov2ment Ü'l the terms of 
crec1it fJ:,om 8. fe';l Con,soî .. tilli!l lYl0Ii!be:rs, the averaGe 
interest rate on 108'ns has r::one 111"', the average 
repayment perioe\. h(H~ shrï.m:·;:, the pro-oortion of tied· 
credits has inc~ceased and the ETant eleIilent in foreign 
assist.ance has iTirt1J.aJ.l~T c1isaDl')e~H"eél..1b (Unc1erlining 
added.) • 6-

rChere can be no mistaking tha t this trend ha s a 

def'inite implication for an C?col1omy 1ike pa'üstan, ""There 

near1y 50~ of the c1evelopment h:portr. are financed by tied 

aio, 20;'r lJy lJ.ntieé1 aièl ano the rest fron its ()t.'1l1 cash 

17 reSOUl'ces. 

By June. 1965 Pa ':~:)_ st9.n obtainecl 167 10ans/crec1 1t s 

from fifteen countries, l1ê,ne1y, th"'! Unit.P(' states (49), 

(7), CG.na(ia (2), Denmar'<,: (2), Ita 1y (1) a116 Clüna (1); i t 

:tn 'ra lüo 5'. 12. 

l(,~ ovr.-',·"1'""""n·:- 0'1",' D,~ '-1- c·L ."'i1 pl ~Iïltll· -1"; C . . "r <c •• L !.l •..•. J ._ J;~> .. _~l /., . __ ."_ L~ Or'!T.:J.SSLon, 
1:eII1OY'2.n01.lIil for the Pal::\si:an Consœ~tillf:!, l?(·~;-(-:g CIsl2.m?Lb8.u, 
IIp:C':tl 196:,), Il. 32. 

171~.HaCJ., lt~l'ie6 Crec1it,s--A Quantitative J\rlal:rsis,1I 
Ca"(!it;~l ilO"lTenents and '8conomic D("velo'·"rr.Rnt, e<":i •. J. A(~ler 
et aL, Proc8ec1ilws of a ConferCnC(3 1191/1 by the Intol'ne.tional 
Bconorn1c Assoc1:;\tlon (l'T8',7 Yor};:: st. l-I6.':'tin' s Press, JC)t7) , 
p. ~~L~. 
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tiGe:, soft conr;ocHt~; JOé,ns, ':.3 tie6, 30ft ~;roj8ct 10::1.118 

Of 1.,"--:;' 10," ,j CC! .' CC_ .. <_ , soft 

Joans, 



I.B.~.D. cave aIl its 19 100n8 in the f~rm of 

untiec1 he.rcl pI'oject 108ns; l.F.C. (116 the Sé~me for 8.J.l of 

1ts 6 102118; I.D.~. Of~8rGd RIl it~ 10 lo~ns in lD1t1ed 

the Government, aIl 102.11.3 fro~~) I.-;ï.C. ,:J8!'8 ta the Il:C'1w?,te 

secto.q r.:S.::l.D. offered 10 O'Jt of 19 10an5 ta the private 

spct.or; '7 loa.ns out of 8. total of 11-2 10a11.s froIn the mult1-

A, T2.bles 17, 18 am~ 1~' cl'3::lrl~r shO\'1 that aIl the mul.t1-

the bilat.pral lnflovJ5, nost of \'ihich are tierl • lt i8 

therefore not surl'rising that develoring countriJ?s l'Uw 

Pakistan favoux' multilateral aide 

From sucb distribution of loans in Pakistan, 

it 18 clec)': th8.t the (!onors/crpd:i.tors 8.rp strom;'.:r in faveur 

of offp.:::':Lnc~ tiprl, héèl"'O Dro;ir:ct ] oans. \.'·fher:. Jeans ,:rere 

Only 12 out of 2C9 10n118 we:C8 :Ln thp f 01'fil of 

one l'rom the United TCing(lofi', an(' one froc Chinê~. A s a lrcac1y 

8.n(: only 67 ont 0:1 20r: 1.·Tero untien 10'::1113. 

Thus, tt seems rC8sonab}.8 tG concluolP th8t this 

10alJ.-rGttGrn is one of' the ·;i18 jor SOUX'C"'2 0:;'" sp·(':Lons strain 

on Pa~istan's balancp of rayrnents. 



HaQ1s CLDalysi.s i8 the first r::;enerally avaiJable 

IIto liv0'1;.ritIl'tier~ crc(uts for a lon:~: tine to COJO.8. u
19 

in.' 1::!r2.ctice (ancÎ l10t in théory alone) costs that are sic:~n-jfi-

to 

th0 

justify 

2. :1.e' • n 20 

nea SlJJ~ es for 

( TTI1.("O·~ll·ll·i . ...,.::, ~(l"::o(' ) l J..;1 .. ,_ . ...l.l,L~.) '.-'.: l" ~:; J.. 

I-Taq 

rr:"8.C!1.0S 8. startling C0l1cJ.1J.sion; IIThe tying np of' foreign 

·cr0dj.t~ raiscs the aVl?rago ~JI'iC8 of procurc:ment for PaJdstan 

by 12 Tint· c811t.
1I21 If all aic1 v!81'(-'3 corq-:iln tely untiA(l, by 

HaQ' s finDings, coulc1. mV0 saved 

rouchly 2 billion 

t , " un. lsn. 

",,.T,..,',..,,- '::'1 bi Ill' 0"1. 0.(' 'l"'(')'("''''l' "Il. ~ ~"'l' c::.l..~ncc> <.: " ", •. ~! <,il - l ,_. .'. . ~ __ '. ~ "':'" c·. ~ ..., ~ l" ~_ " , 

19~'I' . '" ~., p. 326. 

0 '''\ Cl'J­~ _' l,., 
2lI~ . . t -,.., 1 .-Jan, 0,). Cl.,., ïî • .:.:_. - 1 _ 

"'1 a 1"1 c> 1 a co coU'T'll' n(')' .~ c J -_,__ , ...;J~;. b 

"Tas J2~6 hi~:b.er 
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T.lmLE 6.1 

INSTAI'TCES OF HIGEER PHICES UHDER TIED CREDITS (IN CASE OF PROJECT AID) 

Serial 
No. 

Lll_ 

l'rame of the 
project 

(2) _ 

1. Dacca Bevera~e 
Plsnt 

2. l.';\'\T: Bevera:;;- cc, s 

':{ p ,'2,. ~r SU! .... ,,",'~ 
_ • - ~ ..... - ~- -.:.J ---

}:ills 

l~. J &: D SUZ9.r 
Fil1s 

5. ctg. Sulphuric 
I1C ic1 5: Snper­
phosphatE" Pl?,nt 

( • -:-::11a li. T) U:C' S n:~ cc 
füllS 

7. Hylon 'ru ine :e TG.nt 

LOH8 st 
Quota -;:, ion 
fron 'l'i8() 
. Source 

{31_ 

!J.S. 

Jé'..pan 

lJ. i·:. 

Fethe'clanc1 s 

Fra.nce 

France 

~ 

Louest I~uotation 
in International 

1:3 irl cl i ng 

percentage 
Difi'erpnce 

bet":Teen Tiec1 
Source and 

Intern'ltiol1c:.l 
- BicJdin9.' 
(~4) :"'~lOO 

) 
..<>.-

-1-

Ka tll..re of 
B~uilîment 

(4) (5) (6) 

Germ?.ny 15 COTJ;:,let8 Plant 

FT( -.- . _ ... 25 COT"l'lete Plant 

C zechoslov8.~da 26 Cor:Tlete Plant 

C zecho s'.ova ,,:ia 32 C Ol;r" 1,~ teP 1.9.nt ... 

u.s. 45 Complete Plant 

U.K. 61 Couplete Plant 

(}e r r·~'3.11~r 61 C01-,'"'}.c,:t8 Pléu1t 

f-l 
co 
'A 



e 

T{lT}!;i-:: (.1 - (c()nt'Lnu~cl) 

-_._------_. 

<'3. T'.1bh' Salt ?:éI.nu­
f.'lctU1~(~ Pl.;:.tllt 

9. HaN: Bos T'c1 
Incl ust" iGB 

10. Atlas Plastic & 
"Rnbbel" :nc1'..·lstries 

11. "p,t':!nr;a~, Steel 
ïfror1rs 

12. ICaj:''.lch~ Port 
Trust 

13. !.\ar3.ch:L Port 
Trust 

Itl-~ Na1,·rab Brothers 

15! 

Steel Pl'J.nt 

'=' e 1'2 '~r9.l,h an(~ 
Te lc:::::llol1P ~)e~,t. 

l6~ Karàehi Shipyard 
&. EnG i. nr,l el' :L ng 

':Torks 

FJ'al1cG 

JaDCl.n , . 

J'a-.-;an 

Ja}'an 

TT • r~. 

Japan 

JapCln 

J'apan 

U"I(. 

TT. 1\. , Gerrr'8ny 71 

rrermany 12.3. 

Gen'1ally 25 

Ge,l'many r)e) 
"-. 

N ether land s '.).~ ..., .... 

rTether1anè. s 39 

G e:C'ln.8. ny 3~ 

lt'or1:;0 sa.', Gr08ce 3e· 

Ge'rl11B.ny 57 

e 

Con~',l_et(~ Plant 

CO:.':T',l:c;tc- PIant 

90 Imll. Plastic 
E:xtender 

l'lire-J).1,'2'\.rins Ple.nt 
(2800-ton Capacity) 

'D.·Jin-Sere':! Buc'Œt 
Dre6.:~(è;r s 

GO-Ton Self-Propelled 
F1oatin~ Crane 

P1::.nt :['0)' ::::lnu·;-'·~ct'.1.rin~ 
Steel Eose 

Ins1.1 la tRel an6 Shea thec1 
Cable, SeJ,f-Supportil1'~; 

A'er :1.81 Cable 

P~op~ller ~la?t, Pire~ine 
Flttlnr~s: .'~nglne Luo:rl­

.caT-ll1[; Pump 

1-' 
CJ 
----:J 
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TABLE 6.1 - (s:.;;:~rr;~LJ.luec;.) 

--------_._--_. __ .. _------------_._-------------..,~ 
17. Villasc Electri­

~r·14C8.tlo11 .~"'~ PO'\<,rer 
Disb'ibntinn 

18. ?astern Che~ical 
Plant 

lC). Baluchistan 
. Collieries 

20. :'01n111.9 H ice 1 :111 

Italy 

Japan 

France 

Je. 1.2. 11 

BE:d;; i Hm, C'rer I!~2. ny , 
Japc..=tl1, Yugoslavia, 

Si'leôen 

1].I{. 

G e1"111,0, 11:" , Ja !)2.n, U. ~(. , 
Czechoslovakia, Denmé'rk 

GernRny 

','l"eiGhteo Averélg8 fa!' the j~ hove PJ'O j Gcts 

63 

73 

Steel Pole~, ;,l'J.ffiinull: 
Conductor t, 1;rire, Insn­
lator s, Eyëi.3:~.;~li? C?rn­
pres~ors, G.t'lU S~atlons 

Urea FOl"I'12.loehyde Paci::age 
~i3oiler 

87 Cp·l,tY' i Tllt::'''' l p'lTnps C"'llOVEl --' ....... --- ..... .:.,:.J( -'- L __ ~, ,1:':> - .../_ 

120 

51 

Loaders, tTnc1ergrollnd 
. Loc omot ive: s, ITa ulag e 
Engiues, R8.iJ.~;, Ventila-
t ion Tub!?:::, A.ir COC1,r:('8 28ar s 

Rice Nillin" }'Iachinery 

SouY'ce: CaT,it2.} .. _~Ioyenents ô.nëi.EconŒ!1Ïc Develo-:Jment, ed. J.H. /\.dler and P.':F. T:uznets 
OTe1.,r Yar 1.:::-: St. ERl~tinls, 1)(7), ]!. 328, Table 1. 

f-I 
0:' 
OJ 
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TABLE 6.2 

IFS1'AHC:8S OF HIGI-illR PRICES TJNDER TIED CREDITS 
(IN CASE OF COliHODITY AID) 

--_._~----

e 

SPJl.T.l\L DESCRIPT1Oi'T OF 11'"8}\S LŒI8ST QUOTl-'d'10n LOVillST QFOTAT10N PERCElfrAGE 
j\ro. FROF T1ED SOURCE FROE OTID~ SOluCES DIFFERRHCE 

D.S o (3)1(1~) x 100 
( Lf- ) 

1].) _ (2) . _____ -.--C3.) C+) _ (5) 

J .• 
2. 
~. 

ff. 
5. 

6. 
7. 
8. 
9. 

10. 

(j or .i" 11.c~ ·:1 t. r: (;. TT' ':J ~~1 IS] ~u:: etE' 
~n~les (UneW·'.é' 1.) 

Sh88t.S 
Pl"it.es 

Galvanize~ Irnn Pipes 
(1~-1t Dia!:let'3r l,p.~r 100 

RUl1ning Feet) 
Channels 

Tees 
}'~ng 10 s O~qua 1) . 

Billets 
i[·Phee 1':-: :::;:le .1'. s sprcb}.ie s 

( 'OP1' f' S ~0:,,'1~ly) __ ~". _ 'l' ..... 1,::; ~._ • 

Rs. 
.~ ,-

$ 
:~~ 

\~ 

Rs. 

,~ 

~ 
(':-
'J> 
:1, 
,,:; 
;'~ 

.:> 
_.~ 

';Î' 

l l ").) 0,8 Rs. ""())r(T \ -- --- - . "'- '- l):,:'(). ~~! ~.EtI~r' ;l_/ 

1(4.70 $ 119. L1-2 (U.X.) 
1(1.99 ,~ 

J.13.50 (Jap2n) 1~ 
15~-. 71 $ 102.3)+ (Jal'an) 
l LI-7.28- Ils. 94.91 (Germany) 

1 '72 60 ...1.00 / • .' :~ 106.73 (Ja"pan) 
207.35 i~ 121.15 (U.X.) ~ 
171.51 $ 96.06. (Japan) 
172.22 ~~ 01 Q8 (Si -en CD \ 'W ,/ .;, Vi ,~.'-,- ... -,J 

794.10 .$ 308.70 (J8·ran) 

Sou~ce: Canital 
(ne\'! York: St. 

'oversnts 2J:1/ Tkcmorilic DeveJ.o'oI0:'?nt, ed. J.F. Aèler and P.lII. Kuznets 
~rt.in's, 1967), p. 329. 

".:\0 - -
~() ...,0 

+3 
r;'1 
... -
55 

62 
71 
79 
87 

157 

l-' 
C'J 
'-0 
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by reveaJ5ng strFcLng c1iff8rr-,nces bet'I·jeen tie( aid quotattons 

cmèl int0.rnat.ioné,l bios. One notable e~{an'!,le of sncll. a 

d ifferene e i s the higheJ:' "frei;ht ch:~r~e Sil inposf'à on 

Pa\:ist21''1 by the Uni:tecl statos. 

The shirrins industry is the 1east efficient 

.inàustry in the Unit8d States and it appears that the 

TJnit8c1. states' cb.-.q,Y'Ges are highest 1'1here the inèlustry is 

1east efficient.
23 

As can beseèn fro~ Table 6.3, in some 

cases the Unite(l Stat8s hPt.s chargeà as h:r.Zh as 113% more 

than the intr,rnationa.l froight cha:cgC's. For ex:arr.!, le , in the 

ca se of ItFreizllt 011 22 Loc ()!'1iot ive s (large) If, the U. S. 

EXINBA1TK chargec1 Pa1'::is-can ~:~14-, 500 l')er locomotive, \'lhi1e 

Hor'l.'lay 'I.'J2S 111il1in~: to charge onl~r ~[V,800. This may rightly 

be ca l1e6 8.n eX1)Ort subsicly to the lea st efficient shipping 

inëustries. The Fnite(~ States in sone cases I~2cic1 the "dif-

. 24-
Ct. C C 0 'J.r:n~ f • 

In 2.ny evcnt, t.118 v8.ria-rion of p]:'ic,:, ranges from 

1)/1. to éJ.S hi:l"l as 123;~ ir). a samp1e of 20 ~'Tojects in Pakist2ll.. 

1'i' (F·l. ?n1 -- - - .. -- --, 

-------
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TABLE 6.3 

INSTANCES OF HIGHTi'.R FREIGET CHARGES mmER TIED CR'SDITS 

smIT7l.f.--nIfscRIpTIOlT OF ITEHS 
l'TO • 

(J) (2) 

1. 

2. 

? 
-' . 
'+. 
~ 
" . 
(., 

Frei:~:ht or:. .3C !3oê:-'d 
SC' 1J.::':8, Die se J ""'ncine 
Loc OElOt ive s 
~~ter Gauge LocorIDtives 

Freizht on 2? Loco­
FIot ive s (-Sr'? 11) 
Frei~ht on 20 LOC0-
"OJ...l·'~"'''' (C' .. ,ql1' L'L l.J V oc.; ,.1 I:J! (:. ___ >-.... / 

Frei~ht o~12 Loco­
mot i ~T?.s (LElY:: C) 

F,1:'pü:ht on 22 Loc 0-

motives (Larço) 

LŒ-mST QUOT~~TION 
FROU TIED SOURCE 

,,~ ,-. ~ '.~,r'\ ) () ,~'> ... I 
(DIX') 

(3) 

per LOCoDotive 
TJ. S. 

Sll,500 peI' Loco~otive 
(EXHr3.Arrt<:) U • 8~ 

". Q t::' '\ ,- L " . .; /, j(j) ];)e.1' OCOGO Clve 
(EXnŒ.~FK) U. s. 

". 0 reo P'~ T • ''lrti-'''' .) ",.iJ p" .. , -,OCOL..),_.V", 

(AID) TJ. S. 
:~lLl', 50c peI' Locomotiv'e 

(AID) TT. S. 
';"] , r:;'.,C- ')('>'Y' L "ti .li .. t+,'/'...J' l". OCOILO ._ve 

(EXINBAIr."r<:) u. s. 

LOWEST QUOTATION 
FRON INTERNATIONAL 

BIDDING 

Q+) , 

.$ 5,850 pel" Loconotive 
(Hor\,,&y) 

,~ 7 t=:OI"'\ np.·~ :P l'.., \~,,: J." ..i.t 

(ITOI"VTay) 
$ 5 ,850 peI' 

( l\TOr-',,~V) .1., _ L" c",) 
'h ,..., () r::' 1"'\ 
} :;, ()7'~ l')er 

( 7JoI"'T8'l) _1 ,. "'- ... 

,.~ -:, °QO ',i' t, u ,. peI' 
(No ri.·la y) 

'p 6,800 peI' 
O'·To:t'I·laY) 

Loconotive 

LOCO::;lOt ive 

I.ocomctive 

LOCOEiotiv8 

Locomotive 

e 

PFBCEJ\TTAGE 
D IF'}'l'.!RENCE 

( ~) - (1+ ) x 100 
(rI- ) 

(5) 

43 

~,~ 
~ ~ 

62 

62 

113 

113 

Sou.rC~; C,3.pitaJ. lfOVPFlents <,:>.11(1 Econo'i1Ïc Devolo'lment, 8(1. J.H. Adler s.nd P.ul. Knznets 
(He'\! Yor',:.: St. Yartin 1 s, 19(.7), p. 330. r 

1-' , () 
1-' 
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TJ\BLE 6.'4 

FREQUEHCY DISTRIBUTION OF COl1PLBTE PLANT PROJECTS 
AND SRL."SCTED EQTJIP~IENT PROJECTS REGARDING 

PERCErTAGB DIFFBRENCZ BT~'ll1dEEN TIED SOURCE Mm INTERNATIONAL BIDS 

Perc8nta;e Difference 
Be t~'ïe cr:. 'l'iod Sourc e 

2n{ Intsrn~t i011a}_ Bid 

138101" 20 
-20-lt-O 
40-60 
60-80 
<30-100 

100-120 
Over 120 

8onr'ce: Cé1.lC1JJ.,<=:'.tp'G f:'8!l1 Table 6.1. 

ComDlete 
Plant 

1 
3 
l 
2 

1 

projects 
Selectec1 

Equi}""Hnent 

7 

3 
l 
1 

-

1-' 
'~ 
1 \) 



Ur.Li,trO 

more th8.l1 :i.ntprnc.tiol1al bids in the case of flfreight charges", 

(;7(11 • ,0 T:lore in 

the 

out: 

'~:h(l quotat :Lons off.::ê·rcc:~ by thi? 2t'-r:!l:Li?~r';:; ars ,')ftr:m 
h:Lr:l1F'Y' if t.he S11':'-1:~0:C;::', ':::nr)l,' th9.t t·;· :Ls :ct tir'!': e:c,'y'1it 

.: .. J. ... ~ .. . '. ~ 1 1 

al1c!. CCl)",,!,; (UJ':Jn CO:''lSl( (':('01)1:, once:· J.T, :1.8 r~:H!.8 e182r -cho'C 
t::l;::: ~·I}.r:~'")lit':'\~~ 1.,TlJ_~1_ ljC :~~Li1encr~~~; S.~~·2.-1~rlC:·~:J c:n.sl1 OT· l111"tiec:; 
e~er'! :i.1-,;:'" •• On,?! r:::f' th", s.rnJ,.si.n:.; e}:8,l"~lp s in the 
l' GC "-nt r;~:1)(~:(' i '-,ne (' 0':-' P:'::.':::i st,:,.']', i}:~~; t'na t - ofi".t L:,. co; C orie 0 

t1;'"l):~ Cl)~-~nj:~8,:'~,0Tlf:' 1.111(~C:' -?:e;-:~nc}~ c~E:6l1~. !~~;]1.(} Fr8D.clJ. -
"'... .... " ., 1· •• ., • , .., 

S1.'-rl~- J.lOl' ~ ofI 01" CC', C 01' ·V::. J.::'}. C? r:O"~3. t J.ons ".,r.lL'.C', ':lh'311 e h,C'c l.::CC 

:1.~;2 in:::-;,- the Cjuot8. t :iJ)l'lS J'r'c e i v8c1 fI' 0,', =Ca p ,3.elü-ba 88('1 

a~~(;nt:-.~ fo!' !~tlas COpC0, ':-~re founCt tn be 5.3 pel' cent 
to 1.1-7 per er-mt. hi<;hcr fOT' V~.:"':i.()US iter,'s! 2 

--------------------------.------._---------------
2':;'-T , .r.,a (~, ..;;.o."..,.:o--,C;..l..;.".l.;.." 0' ::p. :( J, t::_ J. ':\h. 

--~ -_. 



- 194 -

leAway in transferring proj0cts to cheaper sources: the 

K118npL1.ô' 2.usaJ~ ]ü]J. Pro j Act fr0r' F.ranc (~ to the Uni teè 

to ':le st 
26 

Gerrnany. 

lA C:eit:i.r;1.J8 of Eaq 1 s Stuè:r 

8.l~rrAci2.·i~.i()n. EOi.'JGv'?-r, .. Et careful examination of the 

8 .. SS1.u':Jpt:Lons behincl. his stuc1y··unfolds.its."vleaknesscs. 

Any valiél compariso1,l of' prices bet""reen tv.ro sources 

of a si11gJe cornrnodity must assur.J8 tl1r:'1t thecoJl1JIloèities 8.:r;'e 

ident:Lcal in aIl respects, inclaë1illg cJ.esign, qnality, 

co.p:.1.c ity an(l spec ifics.tions. 

. ?7 
ca~)['cit:T anëJ qu.8.J.it:r • U - (Unèe:rlinin(: adÔE=:0.) ~eut he contrG.-

"The Cl iff ('J'once s in cie si:~~ns an/ Sl'GC i:'.'ica tions I!8.'~r-: C OP"noI'-

28 
isons ('liffi.cult. If ~ïl8n L~ it ue:('8 :,0851010 ta find 

26T1";r~ ._ ,J ___ . • , r· ~~? ----
27I1Jicl . , r' . 32'7. 

22IbjJ~. (' , 1) • ~\3é) •. 



this involvE's t.o a 18.!'gr 8::ct8nt a value jueignent. "Sach 

country 118.5 clevelop8o, throush t.radition.al trade p8tt.erus 

ami cuJ.t.u.ral ties, 8. \:ind of ItnOrlliU for juèging the qus.lit.ies 

the United TCinf;c1or.l '.-!Oule; 'oe muc!:!. preferred to gooc1 s from 

Japan, oyen thouc;h the 1;00(1::: 1;!l2re virtually identical in 

aIl respects. 

Apart fr'om thi~, Eé''.q has pr2.ctic8.11y ignored the 

l)02si1.Jility of "shifts in r~:iorityll if 3.nd vIhen rrocrrreIn.i::nt 

'. 
Bha;~;ua ti, ut iJ.:i. 7,il!.:.~· S9.mue Ison 1 s ~;Te IJ.-l-;:no;:,;n lIover -cnr,il"lonsa t ion. 

theOrel!ll1 , sh()'\:!s the.t K8.Q 1 S m81.",ho(1 of Yt1(-':asurin:; the cost of 

aid-tyil1r~ ilmay not full v mea sur(~ the cO'st in the stric t 

economic 
" 2° of the terr~ .• Ir / (Ul1derlininf~ aàc1ec1.) 

Lgain, Chenery, Ll. COi1l18ct:Lon ' .. rit.h the discussions 

m:o,.tp of to be 8.n 

Em·j8VC'!.', r'ven if an accurate comparison bet"rGen. 

------------ --------_._---------...,-
n. 2. 

in J.H. 



ï (1.( 
... ~!.. ;/1.' _ 

Thore is baI'dly 8ny room for Cloubt a.bout the 

EU8 in ordGr. 

Pe.l'haps the basic issu!?! lies ÜJ. the fact that, 

·1f.ill.ile the e.id-recipients arr. 88.r;:er to '...lS8 aiè-resources 

i:Ji th the SéHr1P freeo mn as they us·~ their O\'7n re sotlrce s, the 

dOllors, for v::?x7ing reasons, arp quito ri?!l.uctant ta give 

t', 1,_8 ... -'-l. ('1 .. p."": .. ·r.' r.:' i~. o'l.n. J'.L· P. "='.' e r;. 0 Il''''.. rt, l' ",T,", 11 El. n ~ rn ()" nt 0 f' a l' ('1 ..... e sour cee , _ .' . • • L'. l; V G.. C ~. • .' L.. .....l - J... , ,C> , 

the <}u8stion is h01~r muc)} the donar i8\11i11in<; tosacrificé. 

If aIl aie1 '\'TeTe nntierJ. and 'VTere in the forrr. of grants, the 

first-r01J.nê effc:lct Vlould be th~:tt the 1088 of .l'eal income 

w:mlcl equaJ, the f'l.!.l amount of aiè. trrul.sfer.l'e6. 

j, s the proportion of untierl. gl"éJ.nt s ci.ec 1ines, the 

1,roporticD of loss of rc·'al incorne aJ.so (Inclines. On the 

o-chor h8.n(, lf the dono:"s :;:;ivc, J.oans nt an intC'rno.tional 

CO~j8~cial rat0, ther2 ls no 10S8 of real incarne; on the 

rate. 



_ 1\~'7_ -. , 

sho':?::: tInt the Unit;::o St.at.~s 1,1(1).16 su..ffer a loss of r88.1 

incomc \"hile the othRr (:1 ()110r S 1/rn1.1l(' ga in fron i t. 31 Cle;3rly, 

the Ul!.itE~d States--the F1S.jO:C Gonor in thp i:w:eld--'·70ulè be 

quite l'pluctant. to do that. If the TJnitec1 states Goes not 

untie, a s a lready not0c1, the ot.her s· ',<! 0'.1. Id a Iso refrain from 

doing so. It se8ms unlikel~7 t.hat the donors, uho have a 

va.royinr,: ca~2.city for sust::LiD.il1'; losses, conflicting economic 

interests and poli-l:icP,J mot:Lv8s, '1:To'Jld ever unite ta untie 

the' aü1 in the nenr future:;. 

It woul( be wise for the rRcirients to accert this 

2. S 8. effect A 

811(;1.11r:, 1:;0 ':joll iIlto,':,:ratC"Q so ê.S to rro'lièe E':2.:·:im.1Y!l 

as the effoct of ai~-tyin~. 

(2) If lt Hers possiblo to h,:-",r8 an internatior1s.1 tenc'pr 

bofore any donoJ:' coun-c:::';T i8 sp).::ctGc1 for Ct l'roject, 

~131 t" ~ ~ r,~"t. l . :t :1-" :;~ \ T8. '_., () '~ Cl" t n l.l.ç. _:). -_ .. , ..... ,',,). 



an oj,.t.irn8.1 2~11oc8.t:i.ojJ of rt'sources i:.j"o1Jl(~ bo aclüeved 
~ , 

by transferrin,::; th..-, project froT" an eXl'ensive t.o' a 

Hene p, Pa lr~i stan 

For, t.he greater t.he fiversification, the grpaterthe 

lem'Tay in t.r8.Dsferring proj8cts to cheaper sources. 

(3) Pa:dst8.n shon16 etteF:pt to persl:lade the 6011.ors to 

C01}îpensat'? for t.he élif'fer":Dce betl:Teen the tiod source 

pricC! and the hl'l:.eX'l1ational prj.c(~. This \'Top]r1 , hm!ever, 

el -.:_r"-i.na·l~p_, t11.8. ", __ ;(Jl~'Y"_!:1 r'e r aVD'Cl llt 0-'" loan"" '()ut 1JOuJ (' no"'" .1_ •• "-'~_ ~ -:'l)C,,- ,.,;.., ,.~ '~, ,,'., .. '. v 

eliminate the e::ctra };)ayment of interpst. Th8donor 
. . 

should incorporate this IIcompensatio.n" ln its balance • 

of p2.yments as an e:--::Dort subsidy to, its less efficient 

S1J.rViV8C: :i.n in-cE'Tnational COl'il})etition "'j011.10 nOÏfl60 so 

not unrkr t]Y' i'uise or tie0 aH;. 



_ l Ge; _ 
-"- .. .. 

T"" <:,1")0'''+ {''Y'01'~ ·'l·,il0 r'("c" -"J' ('11-'- 1", __ .I.J ... :>1, _ v, ... " 1. . __ . .,.!:J • _ V d 

has sharply decline~. If the terrIls are soft e:t th8.n the' 

conventi011nl tp.1'fcJS, the loans are usuall;:r tieè; if the 

loans are nntipc1, thc2T are nearly ahlays harde 

In conclusion, it • , • C'" lS DGrl1ans v!lSe ior - .. the donoJ.'s 

to :':e8;) h: (~ind tlla t "i t i s unfs i.r to 8XI'i8ct a poor countrJT 

[pa:'.::Lstan] to çj.vp. 8.'.Ja;)' $60 nD.lüm each year aS' 2. suos:Lc1y 

to the e::po:C'ter::; O:i~ certain d'8veloped countrie,s and thon 

to have to ~\T this 8.LOunt vr:Lth intE~rEst in 1ater 

:;? 
"'-Earl, OD. cit., 1). 332. 



Ch8:'jT. er 7 

Discusslons in Chéèpter 3 Û10\! clearly tr.tat 

fOl'E:ir;n-éd6 T1loë.els are essential1y attem!)ts -Co anA:ty.ze 

the prob10:,! of the IIdual gapll in tho process of eco-

nor":ic de-velorment. F;s aJ.re8;tiy notee], thesE! b:JO :;sps are: 

H?nt 2'(:(!1.l.irements 0'181: c10mestic S.'3.-VÜ1gS at the tnclicated 

grQi.'lth .rate; a.nd the expo:ct-ir:-:l')ort zap cnap II), defined 

as the excess of pJ'ojected imrorts of ~ooc1s and services 

OV8r the corresponc1inz pr<Jjaction of export earnings. ,'J:hese 

y = C +-1 + X - 1·:' !"ccountil1s Identity 

or Y C 1 = "',. - , 
.1. l'_ 

or l''t l = X L ù -

or l - S = L - X 

~L • (:! • rr2·rl l :: C~(ll ~ 'rT , .L .L 

'Sut in the "(~:;~ ,?:.nt0 1f 80n8(" therl?-) ts D,O x'e:J.8011. 

out: 
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The rea. $on 1!lh:r th::; i:,.,j()~(;ar'. eV8 hl.at ions cS.!':"l.!.()"l~ bn -Ca '<en 
nerel~r D.S tvlO dif:f'p.rent estime,tes of the sarüe st2.tistic 
is that the actual foroign resource .gel', as it even-

.tually \,.,i11 be in rea.1ity, is c1.eterrü118c'1 07 bot.h short 
2~ncl lOl1Q;-ru.n forces, 'Hhereas the gê::;estimates èerlen(\ 
on1y on 10nz-rul1 f oree s. There i s no rea son 1:1hy the 
Y,1,9.l1Y c' iffcl'ent lon~~; -l'un o.8tel'ninB.nt, 88hou10 "\! 0:('1;: out 
ex,,,ctl~T into ~111 equa1ity of the hro statistics.l 

Tt has b8811 esth13.tecS. that in most of 'the c1evelopinc 

countrief-. the export-imrort gap dominates the savings 

In arder to determine the Itminimum consistent" amount of 

forr-ü:;n a id nece ssary t.o briA.ge the (Jominant e;ap, the struc-

tm~e of. the eC0110rT'j undpr study has ta be evalu.8.teë.· in c1etai1. 

'l'here TllUst 'ue 118.11 appl'opriete COPI;1r'rc i83.ro1icy· "'.Jithout 
~ 

se:rious IJolitic;?J.l and social rOlJercusstons.II......DiacraLunatic-

ally' this may be r0prr.; ,s8ntec' 9. S fo:Llo1:!s: 

M,x 

~~--------------~G~P 
L-..-________________ --'~ 4]) P 

rI~~ ~r:~:~:_ '7 • J .• 
~.~(:~}:~~ j~~-<; .. ( .. ,...,.-;~~ ~~~~ ((~.)) :Lf: .~:JÎ8c.~.~r;:: 

,:IT-'~' : "''''''. :~ -~, 
~ . 

r' rI 'T' ... , 
.- ',,! .: .I·~) • 

IT (). "\lt? 118 1 ~, T' st ~i_r;1C; -;:. i.11.:; ":!' or ,':' j_ r-:- n. ~:!. S sou·e c (; i: 88(1 s fOl'" 

Bc oD.or;lic l)eve 10ijj'îlent (rel:' ~;~ or1
,:: J:C""rr::'..1.! - T:E J.J :::;·00':: C 0~:~-,:=~:r'y , 

3. ?( 7), p. J.06. 

2TT1.,;J·"'cl ,,~J'l·O"l~ TT ~ r< lT1 i D 'P ..... ..,r',-.. ,..,· ... OC'D""C· .. S ~nd 
..,. _.1_ V 1,.--:0 _ 1; c.1. t... \. 1._ .... ' , ' • ,l • V •. ' .• ' ~. ., __ J L \:; 1"..;-_. ~! \.' l,J ç.~ 

C."'nitôJ. IT8e60 of DeveloT,'im' Countries (Fel :i Y02:":, 19('{3), 
TDl~~·/Snï)1'. :'I/!~cVll. 1. :C'll.l;_8~: 17, "~'). l_Lf:~. 

~ _Jo. , 4_-
? 
";;V!':l]''O'I': 0" (, i~' .,., l ory 

• '-_ _ ' ... '" " .'. ...... ... L< ., "- -' • __ ./:.. 



- 202 -

~B t t.. .., ..t t· 1 - J. • J .... • 
j., re~:Jresen s ne QOlftl11al1.':; e::po:'-' ,-lElpor-c gG.~J EtnC1Clpa cee ).n 

a proj2ctef yeer. If itls possible ta campress II and/or 

incrp8, se X, tly' c:;a:, decr0a S8 s. If no fll.X'ther cOITlpre s sio11 

of or ::"11crS2. SI? al' . . . ] 
13 r~OSSlO_(,:, ... .'TC enc ('untel' the 

hardé:a:) (here CD). This dornim:l.l1t ha,ré! ;~ap i.s the estim?te 

of the r:1inirrll.lC consistent extern21-resotu~ce rt-:;quil'ements. 

realizec' if 8.ncl onlyif the harD ë.ol'1Ïnant r::;<;:tr i5 filled. 

-::éülu:~'e to C'O S0 r"lic:ht :frustrate the c1evelopment effo:rts 

Prirn.a fe c ie, one gP:l ma~r be ël or~tn8nt over the 

other bLJ.t judze( fror:: 'che :point of vieu of "hGJ:'dness ll or 

"conpressib~,Jit:~II, the dominance m;:~y 1;8 lost. Thus it is 

os rl'ecedc0 in or~er to deternine 

of CCl ~;i':.;9.1 a 11.(; i.nt.ermec: ia-cp g 000. s émd service s ara more or 

less ?i:;:e0. 'l' 111'" C O"j--'nr f" ,c. ,c; i 1)1 n~"a· -~-(1 et- Çl'r'm'i n'j 11.-''' v/'l.,T'. ,i •. "", ',1)1,., P .C_, _. __ _'' Ji •• ~ ->1-'_ ... , ___ ",,' :_) .:. ". u ........... _____ ............. . 

are: e:-::;:oI't;- of consuner f:~ ood.s, ir1l"0rt,s of c 0l'lSnmer gooet s, 

';'[e shal}. f',ec::! hm'! far the rossïbiJ,ity of 
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"compressibility ll exists in the case of Pakistan. Table 

7.1 clearly illustrates the dominance of Gap II over Gap l 

in 1975 in the "ex ante" sense. Furthermore, the c1o:nünanc e 

i5 more pronounceo under the 101.-1 projection thal1 under the 

high one. 

The sensitivity of both the gaps, ceteris paribUs, 

to the variation of -Che gro\'lt.h rate of the GDP is quite 

significant. Gap II is, hm\lever, less sensitive than Gap 1; 

for the difference of one percentage point in the target 

gro".rth ratp, the latter differs by $47 million, while the 

former differs by only :j;34 million. This explains that the 

eCOnOil.ly is in a much better position to attain a higher 

grO'l!1th rate '\I1hen Gap II, rather than Gap l, is a binc1ing 

constraint. 4 

In Table 7.1, 'fle see a range -vJithin vlhich Gap II 

would lie. That is to say, if thp targ~t growth rate, 

given the development structuI'(~, lies betvJeen 5;:~ anô 5 •. 7~~, 

then the external-resourcp Y''-'quirements are estil!latecl to 

be l~Tin~ betvleen ,$1.2 hU.lion anô ,~l. 5 billion by 1975. HOI'! 

the proolen is: hm! rIo ':Te hricige the r:;ap? Since external-

._---------
'+ IJ,. L'anne, ":Key Sector s of the l':~exican ~SconoPly, 

19(0-70," St'J.c"lies in Process .l;ne,lysis (ed. Alan S. l-iianlle 
and Harry 1'1. Ea,rl~Ot."itz), }'Ionozra!'h ~:f18, Cmvles Foundations 
for Rese8.rch in :Scono!"ÜCS at Yale University (Nm·r Yorl~, 
19(3). In the case of' Hexico, i:anne also found that OI)tünal 
use of a relativnly small increase ($75 million) in foreign 
exchange ':lould :i.l1crease the a11n1.1a1 groitlth of the inëlustrial 
sector frorn, 5~,1 to 8;'? in a sit1.1.ation 'I",hen the export-iml"Jort 
gap :L8 doninant over the savin:s gap.' 
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( Rillions o~ noll~~c ~+ lQ6,0 Prl~cQ.~'-~-' __ -'- __ ~__ .. ~ __ ......... _ '- ~ .. v .".J . ___ ; 
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TAB~ 1.1 - (contiru~e0) 

al T"xcb::'tn:;e rate: JI = Rs. 4.75. 
"' D·C.' - . n le r:::'r; , " 01 1 a t,a !)8.S8C' on eXT'e)11(~nCe IrŒJ l, 1 "[,0 ] qn~'. 
~ ... l'_ 4",_-...,; 

cl Ann'll? 1 ilVS:C9,'" Ci: '~r:n,n('i "'ro"rtJ:, r2:te «(~) • 
~ . '- , 
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DeveJonin': COlmtp-i os (1-:;'c'\:: York, O;ctober 1967), TD/34/supr. 1/Ad61. l, p. 24. 
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resource inflm'ls (F) do not ah'Jays necessarily equal Clap II, 

either N has to decrease (assuming that X remains 

constant) or X has to increase Oceepine; F constant), 

or the rate of increase of X must exceed the rate of 

increase in M in order to close the gap. Alternatively, 

to the extent that "\Ile fail to close the gap by manipulating 

X and/or 1-1, \'le 5houl(1 sep. that F performs the gap-

equattng: task. Thus v!e have four groups of policies by 

\'Thich attempts could be made to bridge Gal) II: policies 

to increase external aidj policies to increase private 

foreign investments; policies to accelerate exports; and 

policies ta reduce imports. 

Policies ta Tncrease Foreign Aid 

The absence of a general theory of economic 

development has long bean creatins a feelj.ng of uneasiness 

in the minc1s of those \ .. rho are actively engaged in development 

s'tuC! ie s, empi.t>icr:l.l and theoret iC:t 1. Bruton sta te s: "In 

examine the problelTIs of the underdevelopec1 country, much of 

thr: 6:Lscns~;ion has ta'<.:en p18.ce in .'" vLctual theoretical 

vacuum anc1 consequently i8 oftcm unsatisfactory bath logically 
r-' 

Cl ...... 11 II/ an prac l,J.ca .. y. This absence is unfortu.nate but not 

. . 5H• J : Brl.l.~~on, IIGrm,rth E~éleJ.s an0 UnderoeveJ.opec1 
·~con·::mnes," ln A.l'·). [\r;ar,·78.}"".. ano S.P. SJ.ngh (eds.), The 
;:~COll.OT!ÜC.§ of Unden:]pveloprr.cnt (He,·., Yor1<:, 1963), p. 219. 
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unexpected. Any search for a general theory of development 

is seriously handicalJped by the IIheterogeneity" in initial 

resource enclOï:lment, in cu }.t~ural bac'-;:grounCl, an6 in 

institutional framework al:ong the cOill1tries loosel~T bearing 
6 

the "underc1evelopeôu label. ':(.1he feeling of uneasiness 

eqnally perv,ades the field of foreign aide The theory of 

foreign aic1 is as much in its emoryonic stage as the the ory 

of economic à.evelo~)ment. itself. Chenery and Adelman state: 

Alt.houZh aélvanced cm,mtries are n011 provicl.il1[; 
,publiè (2;rELnts a.nr1 loans to less developed countries 
at a rate in eycess of six billion dollars peryear, 

,there is as yet no scientific bas:is for determining 
the effp:cts of this r(-";soUJ:>ce transfer on therecipient' s 
economic development. In the a'bsence of a valic1 quan­
titativp. arléi,lysis, intuitive judgements a.re made as to 
the, im:0lortance' of. foreign a iel, ranging from tlvi ta J.'f 
t U] ° • 1 ] Il '1 ' o neg _lgl J._8. , . 

A fe'\!! thcnreticnJ. attempts accompanied by enlpirical 

has ber.:n rr,~s8nte(1 in Chê~l'ter 3. The r'10st 110te\·!orthyefforts 

have b(-)en De,de by Fe:i. anct paam'l and Chenery and Strout. A 

care:f.''Lll COP1IJ8.l'2tivp an,alysis of these tuo ô.ttep"pts reveals 

---------------- - ------
,-

°G. Ranis, ;~~C0110JI1; c Gro1;.lth: TheorJ!:. (rie';! Eavon:: Yalr-: 
TT-:1lo ilPr <."i .l.~T T'COlln(,llo C ::~Y'()",rtl'l CR .. ·.rl.+-O.'!', l q?è)))' Cr.':\lJ.tc\~'" p .... nr:'r 1.--1_ .J. <..)--v

v
· .. 1 . ,........ .A_ ". ~'" • _v. _ _'_.'~ , " .. J,-, _ _ C.l. .... ''-' 

II 0 • 115, p. 1.1-JI . 

7n.J?. Chrëmery and 1. flOC lm[m , Il'i:i'orei:r:~n Aid anci 
':jconomic Development: Tlw Case of G-re'Rce, Il Revj.8':1 of 
:Scono!·~iQ§ al1ci stat:i.stics, J:i'ebruary 1'066, I). Jo 
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to be a "successful" country in the sense of approaching 

the stage of self-sustained grovrth, Chenery anô Strout put 

it i.n the categoni of IIhopeless" cOlJ.ntric:s. l,gain, \'1hile 

the Chenery-strout study finds Israel in the category of 

successful countries, Fei and PaaWtl brand it as an 

unsuccessful one, because its aid termination c1ate is 

found to be infinity. 

An attempt to incrAase foreign aid presupposes 

a positive role in acceleratingthe rate of economic 

development. It 1s argueél. that the aid not only removes 

strat8gic scarcities in imported goods but also augments 
. 8 

the resourèes available from domestic savings. Opinion 

about the latter role of for8i~n aid is diviéled. Friedman, 

disagreeing vdth niost development economists, points out: 

The c10mestic scarcity of capital results frorr: the 
lack oi' enviro:nmr-:mt favourable to private property 
and enterprise. By reducing the pressure on govern­
ments to create snch an envirorunent, the final result 
of ciovernment to government grant;::; is lU:el:T to be a 
reduct~on in the amou~t of calü tal ava91able from 
domestlc and other ex~ernal resources. 

Haave Imo azree s ·\!!:1.th Friec1m-'3.n on thi s negati ve 

~. 1. h:c::ünnon, "Foreign -:~xchange Constraints in 
Economic Develonment and l~fficient Aid Allocation, Il The 
Economic Journa\, June 196'-1·, Tl. 388. 

91". F . '1 Il"'"''· ~ • ~ • ~ ., ~ ·1.·'r1eclTnan, J! ore1gn t;conorl1lc ,,10.; l'.!.eans anCt 
Objectives," rrhe Yale Revievl, Vol. 4'7, 1957-58. 



role of forc:isn a ici .10 Ii.allI0':"-D h8 S Y!i8f'2 2. statisticé'.l 

atten:·f.Jt to test the HaavnlI7\o hVT:0thes5..s: his results S1.l:~VJ01't _ " ..., _ .L 

~2.v:Ln:: s. 11 

is shmm in Ti'i~:m~':,- 7.2. "18.n.rl,:!.~J. 118.8 5.nde·;8ndently C0T10 to 

the ,s.2tle conclusion.
12 

be di[:cou.:cageëJ? Fi}~stJ.y, tlv: !'0J..::Vo.l1.C0 of Least Square 

tlv"or!:tic::.tl frame'Hor~: for aIl ëevelorin::: cOi..l.ntrics, an:;" such 

gE:n2!'G.liz~ation m.qy b8 mislcaci.in i.;. Thir(ll~r, there are mS.ny g'~',oë\s 

a.nô services 10ihich h:~ve "strategicU importance in efficient 

10,i" Ti8 ~vr:. 'll"Cl" Cnr·'l":'''·1J
• r)·..., T.oO-ntJ· ~.f' -·r:- '" C"; l ".,. Il':'118' _. _1_.'_ "-."~.. ____ .. _ •. .,,1 tJ . 1.L _"';" Jol _ . ..".~-, •• • '-""-'''''--,-cJ' . _ .. --, 

nate :-:. of LOl1(; -J.nll. "".C Ol':'.OL:ic :>('01'11:. 11 Elncl Cr: :'.:I.t2.1 'tr;ool'1:f 8r 
fXl C.\}'ï Dp-v,,,,:' !.l~)r' cd t:) TJllC1. ·':\.'"r:ë~ :- vr.}~ 0i..~jr:·(!. ./J'J: 0: !~. :~ ,Il s~t L1.r:--· -'7 ',;Je?: c:"' ( 01"'"). ~CJ:\8 

'SC0n0r~l('t)Oj,C '1p·O:r.08C1~1 to lV·vploT'lT.'3nt F18:n:Ti.n~' (Oct0h:-:r 7-1')" 
-....,. -- - - -- - ~~ ]. 9t'3) , PO!lt:1.:~·;.(' Ül8 t, CE (' (-:]':,5.:?i.8 Sc :t""ntic~rv~,~ qC:c'i~,t s "Tc.rip, 
( !·rlcJ·i'"'·."'r:~·,~ 17,...,-,.1..1-, "TOll "Y'>r' '>" 1·1 <:.1- 1'1." r"orr,.,,",yt.·· l "rh') ,·.;. .. ~L. ' .... C'.' ... : ~-,.I. ~.Jl.!- .~_._<: :.L' _ l,,~() •. ~.'_ ..... li,_ .:~) v ;':_"~-',J', __ /' _/ • 

SCli 1.G.ro 
1 :0(' r-; 1.::: 
l !li'?) 
'-.' .,., 

of 8é'.Tlin::: 2 in j,o.tin 
I;1+""'r~n~ tJ' ' .... n·' l"-.·~f .. · <'.'l .. ··\ .. i.·' <:, ... , .......... ç .. _-cc .J C.__ _ ._ 

l ':! 
---For' 2.civ8.ntai3es an(: c1isadvantages of the Lp8.s-C 

estim").t ion methoc1, sep C. F. Chri st., :~conornetric 
a no. }·:.ethocl s (Ee..,,! Yor\:: John 'J:1.1ey & Sons, Ii1~ 
pr. 453-Lt-0l. 
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.lIGURE 7.2 
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~o~ce: M.' A. Rahman, IIForeign Capital and Domestic 
Savings: A Test of Haavelmo's Hypothesis with Cross­
Country Data" "~evim" of Econr>mics and, Sj;at,istic s, 
February 196~, p. 137. 
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if forei:::n-exchanc:;e ea.rnine; E ar(~ not aDequa te to cover the 

entiro import re(~nir0yr(ent.s c0nsist0nt \·[i1::h the taJ1Get gro'i:!th 

l'a t '?, :f:' O:C c' i2: n 1'0 SOlu:' ces bec omo a :nec es .s:i. ty • 

[a tp apF('0?cch is grea t. 01).)' r0.gre ss:i.on ana lys:Ls revoa lE: 

th.9.t th0- correle,tion bet1:1een clomestic sa'Tinzsann thp fnrr,-i.gll 

c8.:;:ital :i.nf1ovT in Pa1dst.an ig positiv<? ano high (R
2 = 0.519; 

. t· . . P' t J th 1C~ . • f . ) 1.- 18 81.S112.:"1.Can ae J~e 1-' S:Lgnl J.cancp 1~ve1 • 

S }10"T·"'-'_· i n ~'1' ""11·~(.') '7 ~ . • '\"".. .['. ":,' J. j • ..., • 

EO':!0V?r, giVElD these fin(l:i.n>~ sand other a.vai1able 

studies
14 

regarê'.ing Paldstilll,- it. SeeL"lS reasonab1e to aSSl.1ne 

tha t for-eii';n ai6 dic1 and vTould l'laya positive ro1e there; ancJ 

tha t ,'zays and 11188.nS shonlfl , therefo:r:e, he exploI'ec! to inct'8as8 

it. But it. i8 no secret that thr-> sHD1,ly of forei:.~n ah1. is . - . 
1 {;' 

[-'8.seli ]'n8inl~T on :;:o"liticaJ. consi<'1ere.t5.ons.- 7 One of the best 

eX8.nplC's i8 Paki:-:d.;an it.seJ.f. Ps.::i2ta:1 CC'.F.e Und8I' hee.vy 

:ln the TJnit~(l 

ll+~ . - 'c, h " ~ r l' , 'T7\ • !1 • d d .... 8:3 .1. • .!,!'r->.C .... 0.T anr, u •. ,~. (,L)n8.,S, .'orelr:n .. l. an 
Indust:r'j.O'':.l ;)nvGIO'~mCl1'l~ in P8.·d.s·t.;e.11 (>onl~,:cC'aJ.; Cent·('(' for 
Devï:;lo:'in-':-:~\rca St'l(~ic;s, D0ct":1':'\b~r l~j:';;,). (J~:i,"':00~~):'2.~:1:8è1.); 
":-1. D. C hr'l1C' J7 cl nc' t~. j'):'LC ;':,\'i8.rl, IIO~Jt ~.}".8.}. Ps:i', tr, .;' ns of Gr O",'Tt h 
anè(~:iJ!: 'Che Case of p.3.;r.:1. s·;-;an, II '.L'he r:'hpr):e~r anc' De sieD, of 
Economie De'velonment, eè. 1. Aèe1.Fié1.n 3.11C' }~. (_rhm:;)ec~':e 
(B9.1t:i.!:~ore: Johns Eor:}':i.ns TTniv,ersoit:r Press, lS6(1). 

15 n' 1 J_ • '-" l' ~'1 t .. ~'." .r.T. 0aSl" -cnJ..s lS :3.p1") lCci.o~e ,0 SOli1e rrt-:tJo.r. C(ono:('s 
of the \'lo:r~l(l, naE'1ely the UD.i.tecl 8ta-c8S, the United Kins;àoro. 
and Franc e. . 
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Senator tTohn o. Pa. store of Rhoél e ISland, \"hile que stioning 

the Assist,ant Secretary of state for Hear East anél South 

~sian ~ffair~, Phtllips Talbot, declared: 

'Bere \'le are cl.ur:nünc a lot of money into Pa1cista.n 
an(l "'ie areooing' ii only for the obvious purpose 
that 1;!8 don't V!ant the Chinese to inf:Lltrate. Then 

. the se very same people go ahead and they make • 
Economie agre8:nent s anc't other agreerüent s ,vii th 
the vÀr"l; 1)egnle \-Jho:m itTe are afraiè püght tak!? 

J "'1 ~. - . 
them over. . 

His er:i,tieisrn ·did not go in vain. The Johnson Aclminis­

trE!.tin.n followed a "get tough1i poliey 1:!ith PaIt::istan in 

1965--at the 'very time 1.t!hen F.S. officiaIs 't',ere citing. 

Pakistan as an "exarn!)le in Asia of '·lP .. .at a developing 

countrycan do '\>lith Hise plannil1s and foreign assistance. n17 

In July1965, ",hile thf: Jo hr:t son Ad!il.inistration haél already 

pleclze("~ l'une s to Indie. t.h.r()~J.~h the Aid-to-InCIia Club for 

the next year , . .,ithout ;:;rior congressione.l ê.p:proval or 

the Pa:d.stan Consortium !.'.~e'?ting on the- J.;rounè that Con-

::;ressional anth()r~ .. z.3.tton ha r1 not ta':9rl p13.cP anr'1 tbus the 

16Quotp(! fro:1 :.'. ,syoob, tr T].3. "Sconomic P.ssist'3l1ce 
to P;.::.ldst.an, 19~4-65, If Tn(lj .. ,'J.TI r:,'u.art§J'lv, ,~::riJ-.Tll.DP. J9(7, 
1"). 13'7. 

17Qilll.u, _April 2, 1?(5. See a180 The HeH Yor'c 
'Times, Auzust 30, lS.c5, 1/Thc~.''2 it is noteà that. the tough 
American a ttitU0 e t01J!aro. Ps.ki stan ori§: inate s "f:rom the 
Administration's caleulateà desire ta prove to other nations 
that they must not ta'Œ limer>ic8.n ai6 for granted and tha t 
even coml'J8no[:.1.o1e econof'"lic Ylerforr:l:::l.nce ~,Ii11 be insufficient 
if it i s aeco!'!11,ani p d by si§;nif'icant :,oli tical apT,osi tion. lt 

• 



Administration '\ITaS not in a position to pledge funds to 

Pakistan for the first year of its Thirèl Plan, despite 

the f8ct that Pak:i.stan' s Ilerformance 'Vlas by far the best 

of the South-A sian developing countries. ;rn' September 

1965, the Indo-Pakistan tnlar broJre out and· the J0hnson 

Administration quickly seized the o!)portunity to suspend 

aIl aid to Pakistan. 

Since the forei:;n policy of a developing' country. 
( 

cannot ahlays be ëlictated by economic considerations 

alone, the supply of foreign aid cannot be taken for 

grantecl. The de sire for ultima te independence from aiè. 

originates in large part from its political implications, 

but also froIn the problem of' non-optimal economic choic8s. 

"l,Tost of' the ain-"'ivinrr .o.c·cnciec:: in<=')'1 .:~+ on p,">f)J':Gct-t;r'OA _ ",,-.,. -~ 0 -. 1...) ...... (:) ~ • ... .- .... v , - .~ .; .1.- -

assistance. This often g:i.VE'-!s rlse to sharp conflict 

beb:leen c1onors' ancl recipients' vie'Vls on national pr:i.orities. 

Donors tend to look J'or projects that havE' high rublicity 

value--projects of gigantic size, lik8 hydroelectric 

schemes. For cOFlpreD.pnsive and coherent planninz, these 

are no morC" relevé:'nt than items li~(e ferttlizers and 

iFl,p:rOVrc.'C: seeël.s. At:ain, the oonor8 themselves differ 

Vlü1eJ.y on formulatiny'; l'riorities. The danger is that 

the project u.ltimatcly se10cted may not fit into the 

planning frarnei..Jork. 1I0ne may • . . doubt the sanct:1.ty of 
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natj.cmal l)lanning \"hen the country is itself in no posi-

tion to protect the relative rriorities of its plan and 

vihon foreic;n Rssistance i8 givr?:n on El [project-by-proj0c-tl 

app:-:'8.i saI by tp.chn:i.ca 1. teams 0:(' i'oreisll. con~;ul tants v7ho 

may have no idea of the broad i)riori ties of th~ countrv. 1I18 
~ " . ~ 

As already noted, foreign official 10ans sho,"" 

a rising trend \·lh:1.1e grants 81101:" a cl f~C lining one. During 

the Pre-Plan pp.riod, grants constituted nearly 67~0 of total 

aüï given to Pa'dstan. The proportion fell slightly to 

60~1. clur:i.l1g the l·'irst Plan periorl. :Sut the c1.rastic fa11 

occurred durinG the Sec0nd Plan perioèl., \llhen the percentage 

figure stood at on1y ll+;::. The Thirél Plan i8 currently in 

its f01.1rth year. Sa far grants have conprised only 6% 

of total aide Pa~istan receivcd an average of Rs. 714 

millj_on as Ilroject a 1(1. and Rs. 617 million as CQl'flTIlodity aio. 

01:1J:,1nC the Seconc) Plan period. Over the f0111~ year s of the 

Thirèl Plan pE-:rior'l, projpct ald (Hs. lLt-45 million) VIas 

near1y dOLl.b1e cOlmnooity aiél (Rs. 782 million) .19 

An unpublishec1 re:;ort of the Committee on 

Forej.gn Jüd Utilization revpals the ciisar1vsnta2:0S of 

rroject-tYre aid: 

18n. F.aq, "problcms of FO!'lnula t j.ng a Devplopment 
st t . P" t Il' 0 17 C D D l t Pl d , ra or;y ln 8Y':1 S an, ln .',. • ., eve _opmen . ans an 
Prog!'ar:1J!les (Paris, 1964), p. 120. 

193 d' 1\ rr b1 ] ee Appen lX .~), ._2. e _. 
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As the Plan depend s for foreign exchange • . • on 
a:i.c1. • • • , the inve stment target can be metonly if 
the aid-giving agencies accept aIl the plan schemes 
exactly at the same time that \'Te itTant to COTllIl"(:mce 
\"or~;: on them. Experience ha8 shovm that a large 
number of schemes listed in the Plan are not ac.ceï_,table 
to the aid-giving ag8ncies \'lhilB others are acce:)~ted 
only after a long delay.20 -

Apart from th18, it is worth noting that a 

significant proportion of foreign aièl consists of technical 

assistémce. Tt i8 ha:rc1ly realized that the foreign-

exchange component of this type of assistance is very 

s111a1.l, eXc8pt for local eXl,enditures of the technical 

eXllerts. There is some F!vidence that the e:h.'"})erts often 

save the mGney for vacationing or other purposes, rather 

than spending it in the developing country. The dis-. 

crepancy betHeen the nominal value of technical assistance 

and the actual value (in terms of foreign exchange) has 

beenestimated as at least $1 billion in 1963 for the 

dev8101ünZ countries as a ,,!hole.
2l 

l:1hile policy-rna'cers Ül Paldstan are accordingly 

thinjdng of \·rays 2.no. li1ee.ns to ren \..1.C8 its c1epenc}p!,?-ce on 

foreign a~~, thn i~ea of formulating a policy ta increase 

20Governri18nt of Paldstan, "8conolt1ic .Affairs Division, 
Pre sident 1 s Secretariat, n.egort of the COITlF1.ittee on '-·'oreir;n 
~_·o~ U~-ili'7a+l·o·"" :Je-I·o")'"',· 1()-') n 5 (Un "1)1; ~'le(1 ) hl _ t, _ u .. u _. Il, \. . lJ . G .. _ ' .. ,' ~, .:' • . p"<' _, .... :::il __ , • 

21See A. Naddison, "'.eho Balance of payments of 
Develol'ing Connt.ries,!! Banca Nazj.onale deI Lavoro 
r,'ufl-rter1y P.eVfE'\,T, Eo. 77, 1966. 



is clear from the past rCê!Corcl. and present inten~cions of 

the (l~)nOJ:'s th8t tbere islittle possibilit~T of a spec-

t8.cn L:œ incl1 ('è1 se in the c!uanti ty 0:': forei:,T!.. :s i6 in the 
22 

foreseeable future. 

f~Gt=ünst thj.s bac}':rround, the best strategy for 

Pa:.\.istan 1:Tonld be to seG~r. aD imp"o'lenent in the auality 

:rather than ém increa se in the ouanti t;.r of fore:Ls:n ::l i ri 
-~ -' .... 

terns of é?,va:1.1abiltt,,/. ' Since a consi6erable amo:mt of 

recent bi1ateral aie 1s tj.ed., the real value of total ai6 

can be considc:;raoly increased if the ef:f'3ct of t~ring could 

br:> sir;nificantJ .. y rec1uced. Tt \'lil1 be recallecl . that in. the 

caSt: of pa1:istan the effect of t~Tin~; reduced the real value 

of tOt::1J. 8.icl by 12% anD th:1.s al:l0unter3 to 20): of the 110rninal 
~?, 

valuo o:~ tiec:1 a 1.c"] it.sc-=:lf.--.J 

fi 8 thinz:; si:·anc;, the hi~~ Dro~ortion of tied ,,- ..... -

'î" 
<:~C.r.T. ",;;Hlc. F81!! Prm-o:-:a12, :Ln,' the :~nternation8.1 

,", •• "l~i-' '~1'-'- ,-,1 .. \'~:." "t'- tp'ni p~. :--. p-ri, ",.1- 1 Ti l'V,,,ps-itv ,. 1 n.L_\, . Oc L), gr:., ..• OI.Ll· .. n 1.. c. __ ne.~ Loon .• __ ._,lC" LoO_l "n ,.~" ... ,~ 
Press, 1~:'Z7), T',ssa~cs in In-er;rœ.tion.9.l ~~ina!lcp., Ho. 59, l'. 2. 

23J·Iélq , op. c it. 
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of debt service, but has a1so distortpc1 nat~_ona1 prio:r:-iti8s 

f ,'l '1" t 2lt or SOUTh; ceve~opmen • 

But it is selc10m understooè by the reci:;:ients 

that the developed countries too have their prob1ems. 

Foreign assistance i8 not only in competition \vith the 

donor SI domestic ex:pE'ndi tures-,..tn vlhich vlelfare ancl 

national security are hie:h in _priOl~ity--but a180 \,Tith _ 

prog.rsrrlmes of tax reouction, 11Thich have considerable public 

allpeal. In many dpveloped cO'Ll.ntries, aid to relatively 

ë! erre.s seël. area s or ël.isaCi.v8nt8ge0us groups is vievled as 

no lesslmportant,th.an aid. ta the developing countries. 

Nor does it require much imagination to realize \.oJh~r the 

donor ties its aid vIhen it ls beset \vith the balance-:-of-

payments c1ifficulties, or d:Lstribll.tes food freely i'lhen it 

ls bnrdenec1 with surpluses resulting from domestic agri-

cult1;l.I'al policies. But -it does requ:Lre imagü1ation to 

probe a 1.tr,rn2ti'lp ch8.nnels i·rhel1 the existing channels for 

a smooth and steady f10w of ald are b10ckec1. 

If wise forE"'J.gn policy can bring a larger amount 

of forei§:;n resourcps, then ecol1or'1ic l)olicy and foreign 

lJolicy shou1él be "Tell intezrated. ~Che attempt to reduce 

dGpen(lence on foreir;;n. aie. shoulë! not be interpretec\ as 

substituting efforts t0 increase clomestic reS01..1."!:'ces for 

-.O.,;;.D.;:..... ---..c=i.-..t., P • 12 . 

• 



efforts to increas8 fopeign resources. The crucial 

problemlies in formulating a plan flexible enough to 

cope \·Jith the lJ.ncert3.inties involveo in. getting thF.' r:LGht 

amo:::lUnt-and the riCht 1dnc1 of aic1 at the right tirlF~. The 

risk could, h01,·!pver, be recluced if del,endence on foreign 

aic1 1,-Tere spreac'l more widely over oorwr countries, 50 that 

lar;,;eindivic1.ua.l c1ouors '\IJould. hB.ve less influence on 

c1evel0:Dncnt policy in the recipient country. 

Policies to TncreaS0 P'riva:,te Foreign Investment 

The func1amental distinction bet'Heen the inf10vl 

of public and private capital lies in the fa.ct that ,,]hile 

the latter is mainly dictated by the mar1cet mechanism, 

the former is not. Although in deve10ping countries the 

proportion of private ca[lital-inflovl in cOi"parison to 

:9ublic ca~lita:J. j.B sIna.ll, the evièlenc8 0f anupward (do1•vn-

'Hard) trend i!iould reflect over-all strength (ylea~cness) 

in the receiving economy. Since the prirD.ary motive of 

foreign rriv8.te inv~stmr:mt i8 profit, it S88";:8 outlets 

i.·Jhere the rate 01' return on ca~'"Iital i8 ez:p8cte6 to be 

say, where profit i8 ~8~imized. Net 

privat!? investrr"?nts floi:ling f:rom developed to èevelopin:; 

countries do in f::-'ct shov! an upvlarcl. trend over the l)eriod 
25 

1960-(-:6. 

25u . t ' -':r t· Tï '1' C ril "D 'T' '1 P .L. nJ. PO l'la ·].Oll.S, ,'el',. ' •. ~.i1.1 ., ._rac.e rOSlJecvS 
and CaDi tal Feed s of Developinr:; Countries (Nev' York, 1968), 
TD!3+/Rev. l, p. 48. 
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TUI'ning to Pa1üstan, the main problem in ta:"'\:in~ 

foreign private capital lies in providing the .appropriate 

aJ:Ylount of incentive and security. Too much incentive 

may a ttract largE'=! pri ynte inflo"T s, but the rayer se floi" 

of dividend s and profits may outstripthe nevl investments. 

On the other hand, too litt le il1centive !1l.ay m.ean practically 

no nevl private capital; indeec1, i t may drive aT,'T~Y existing 

On .April 2, 1948,. the GovernmEmt of pa'üstan 

announce'(l that it "'1ould a1_"Tays be prE~parea to give 

favourable measure of protection to industries established 

in Pakistan. • • • Pakistan would welcome foreign capital 

seekinE il1.vestw=mt from a purely industriel and economic 

objective and not claimlng any 8])ecia1 prlvileges •••• 

for part:i_cipation of tndi&;enous capital are provided and 

monopol1.~ s avoided. 11
26 

Although the se terE!S "lere qui te 

reasr:mable anr: attractive, Pakistan reserved the right 

to talœ over or :!!E'.rticipate in any industry vital to "the 

security or econorn.ic "rell-beins of the State. n27 And 

nothing \'1aE' said regarding the payment of compensation in 

26Quoted from United Nations, ForeL::n 1nvestment 
Lavis anë1 EEW 1J.lations of the Countries of Asia and the Far 
2..ê1. (Ne\'! Yor1(, 1951), S'I'/ECATi'E/l, P9. 56-67. 

2710 , , 1'7 --..l:2.., P • 0 • 
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28 
case. ne"tionalization actue..l1y t.alces !'llace. By contrast, 

the Philippines assure It just compensationll29 in the case 

of netionaliz8.tion. ./\s for the? "reverse flo'.;!1t (i.e., 

.• i·.L. .r> ,., •• '. ..:J '1' ." ~) ut' G . t . Il renll.,lJ[lnce 0-,- prOJlt.,s an'.t OJ.vlcenrtS, nerovel'nmen I.n 

a 110\" fac i li tie:'J for the rerili t.tance of a l'ea sona ble p1'o­

portibn of profits to countries from whi6h capital i5 

drai.vn. " 
30 

Because of such arr.l>iguities and political 

instabili ty, Pa}d,stan Has unab1e to attract substantial 

fol'eign private capitaJ cluring the Pre..:.Plan perior , 1947-

1955; it averagecJ only Rs. le) nillion per year. 1nflows 

drop!"Jed to Rs. 16 million during the First·Plan period, 

195~-60; extreme politica1 instabilitY\\Tas the chief· caüse 

of this decline, and there 'Vlas sUDstantial ca!'lital fltght 

from Pa]d stan. 

The rnilitary regime \·,hich too).\: pm·J0r in October 

1':'58 qu:Lckl:r re .stOJ" 0.0 1l01it::'cal st8.bi l it.y. PJ:iV8.te foreizn 

c8.pitn 1. inC1'8ar.:~ecl lilor0 than fivefolcl, av(·:·ra2;inG: Es. 85 

-------
2811 . " 

--212.. 

29r ." 
~. 

--_._._. __ ._- ------_ .. _-_._ .. __ . 

30c. ~ ~ , J. -~ D~ ._ .• ",.I.~. st 00> J. ~. nt f Tnd'·:t .L. • 1 .,OV"dnnlE":nL o~. ·~0- . .L.:,· .. -.n, .:.....",1,,\:;1.·1§._---2..:.:: L.Svrl8._~ 

Poliey (Karachi, April 1:)1.1-0). ". 

31 See A:Dpendb: h, Table 1. 
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To attr8.ct r'lOl~e ,rivate imrestment, P8.'··:tstan 

h8 s recent J.y of:fer;::~d the folloviing ao\1i tionE! J. tncentlve s: a 

ta:;: hoIi02.y for nE'V ventm.~es--fro!D. 
, 

2 to 6 YGê:rs denenriin;; u ~ _ 

ll.l'on the ,::;eo::;ra~,hic Ioee.tion, 'Hith thG reIatively·l(.)ss 

~ . l -. .. tl] h J . '1 oeve._o~)en rcglons rI?C81.V:Ln?, ·le .onger o.Hays; eligi-

bility for tax holicia.ys ta cover a Vli08 range of inc1ustries; 

carn'1nz fOI'1<'arc1 of lJEi.st losses; liberal deprectation 

allO\·rance.5 ~ incorne ta:!: relief s ta foreign technic id.ns; 

easy rCIJatriation facilit:Les; agreement "dt 1:. the United 

states ana 1'.fest Germ3.ny [;u3. i:,anteein:; invo stm.ent; and double 

ta};:ation relief. For si..ü.lstantial increase in private 

clear and s3}ecific on the Unationalizationll 'issue; it 

shonld promise rE~830n?ble cr;r,~pel1sation in C2SG of national-

iza tian of any industr-;)T. E01i18ver, the urever S8 flopll 

issue i8 best l~ft o)en. 

Pélld.2.t8Yl shol'Jf be c8.ref~J.l in i~nrosin~; restr:i.ctions 011 the 

tion beh.i88l"l fo-C':.·3.~;:-. :0::~iV2.t8 c:~ritol. :ï.n:n.m·J (FI) and 

irnpol'ts 0:'" c("nS'F'/"j~ i~:Ot")cJs (Co) or irnll()~ct5 of 1'8.;;"1 lTIA.terio.ls 

for c (',!l S"J,lEH' :.~:. oo( E:, (.';-.> ) 32 
.. cco • 
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com110{~i.ti8S of thl-: devGlopin~; count:rir:s he ..... s sloi.·.'ecJ. (]'::n .. m 

signific;J.:ntl~r sir1Cf' 1951 fo:c the folJ.o".rln; maj or :r'('2 sons: 

.,.., .... "7 .. ~ .... .l-e'''l·~J r. JOi" pJast'ic'~~-v of' ..:1 "'1'1':> no" fo_y' J..U~ .1J.1C).,l, ,,:" . ..... t..~ ... )Î .. ~ _ . .. t ...... ~_ -LL.." .... \...' ........ ~~t:.~. _ 

C01mno(jitir-,s~ the smo.ller componont of rê..i.vrotG?~i8.1~:: ppr 

for fooc1.s in the Prebisch's well-

lcnOloJl'l the si s surrc;e st;; tha t the long -!'un tondency for the 
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30th the theoretical ané! empirical bases of 

Prel)isch' s thesis have recently been called into 
36 

question. 

The fl.1.ne1.anlGntal fallacy probably li0.5 in dral:.ring conclu­

sions from the ag;.:;reeate g100my picture, vh:1ch s1101·JS a 

dec li11:1n8 trend in th8 "\.."or Id deme.nO for primary prod uct s. 

The degree of ltgloominess" lTI.13.y "He11 vary widely from country 

to country. Just because the recorded aggregate expansion 

rate of ex,.,orts for the develouing countries as a "!tJhole . ~ 

is slo"\:!, and beca1J.se vlorlc1 conditions are unfavoUJ:,able, 

it ï:!ou1d be lomreasol1::-;,ble to sug::;est that any stra.tegy 

to improve eXl)Orts for any particular developing country 

,.,ould meet vIi th failure. 

A close look at the socio-p01itical and economic 

bac1;-::..;rônnd of .Asian and Latin J.\merican countries v]ould 

rev8al t.hat a s10"\:! rate of t3xrorts is not exclusively a 

flolJ1ction of .•. '!Orld dplDé"lnÔ concEtio11S, but also of such 
'":l.7 

oomest-Lc fe.ctors as an over-value.J. currency,- inflation, 

and politicéJ.l instabDJ."ty. "For lllost unc1.erdevelo·oed .. 
conntr:i.es, variations in the SUT:DJ.y of ex:)orts seem to 

"":<hS .• - -c:"Il" "IP'" P t J..' • ..,- ee ll.J. li 8.11(te1'.'3, ' reOlSCI1 on 1'0 PCl,lnl1lsm: 
an T::v:'"tluation," '-::.eoll0rÜc Journal, Junp. 1964, pp. 305-3:26; 
E.G. Johnson, f:~conotilic Po1icies TO':Jarc1.s Less Deve10ned 
COl"'..ntr:Les (::·fashington: The Brookings Institute·, 19(7), 
Ap!18no ix 1\, p. 249. 

37In the case of Pakistan, the extent of' over­
valuation alJi"JI'oximates 33;::. See }~.L.· Pal, "Domestie Priees 
of Irr!~Jort s in Pa'{istan: Extension of ~~mpiricaJ. Finc1 in::; s, u 
Pa1J:istan Develo}iment Hevie"\.v, Y3inter 1965, p. 554. 



")·8 
have been more important thcm f1uctuatiqns in d0y.n2n(1."~ 

For Pakistan in particule!', "in many cases, the bottle-

nec~'~ i8 no 1011';(,'1' 8 l?c'c 0<' pXllort ID:1J:,1.::e ts 81"ro.3.<3 but ---,,--- ._-_._ .. _-- _.. . __ .. __ ..... -
ac"eqn.''ltc 12I'OG.uc~,ion ai-. home ••• about four-fifths of our 

present ~exports 1:lere suffering b0cause of the :proouction 

bot tlenec:{.11
39 

(Unde:r linin[; élc1ded.) 

Thu8 there a:')rears te be. ,,!ide scope for increasing 

the .exports of developing countries, espec~.al1y mf\.nt:lfé.~ctured 

gooas. DUi':ing the 1960 1 s, Pa'cistan bas ree;ist.er0rl an 18% 

incrt:::a se in the export of lI1:u1ufactures, as oprosed to a 

2.5~ increase in e:::':}!orts of' pri.roary commodities. 40 The 

Planninr..; Cormnission has found that fish and rice are 

potentia11y very good sources of foreign-exchange earnine;s. 

It has a180 been SlJJ~'r-:est8clthat r8.'d-J·utr-: 8X1)Orts shou1d 
v~ • 

be stabilizec1 aroun6 aD. annua1 levp1 of 40 to 45 thousanc1s 

of Îxl.les, in orcler to llrAvPll.t r'rices in the internatj.ona1 

Fla:C":ct f'rOtU f7.J.1ü1C. IIovTGver, no plau.siblr-· technique 

has becl1 proposoo to ê.clüeve this tarbet. 

----------------------------------------
381~.T. llacbeô.n, EXDort Instabi1it"'T and ~conomic 

Deve101'\ment (London: <1118n an(} Unuin, 196(.), p. 30 t1-. 

See a 1 so . H. h~Tint, Il'l'hr-: In1'lË, l'cl ané! 011t':larc: IJookins Coun­
trtes of South-l<:ast. J'lsia," llala;ran "Sconomic Reviei!l, 
April 1°67. 

?,Q 
- /Govermnent of Pa';:istan, P1annin~; Commission, 

BriGfinr~ f'or the P8.!;:istan Delegation to the E1ev1.:mth }feeting 
of Pa1-::istanConso:.'t i um at 1Jashi ngton on 21st and 2?nd Ha r, 

Annex D. Unpub1ishoc1.) 

4{)Ibicl., p. 2. 
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Of Pakistanls policies to stimulate exports, 
41 

the Export Bonus Scheme is by far the most important. 

Tt ï:J'as introduced in 1959 and l'las schedrLled to l'un until 

the end of the Second Plan periode The objective of' 

introducing the scheme ",as to create price differentials 

in favour of optinlaJ economic activi tie s throueh an im-

plicit muJ.tiple exchange rate system. It seems that the 

alJocat1J)n of foreign exchange through free operation of 

market mechanism has been satisfactory during the Second 

Plan perioël. Tt ",as then extenc1ed through thE: Thirél Plan. 

Prior to 1967, the prrces of bonus vouchers as percentages 

of faCE! value fluctuated around 150~!, and in 1967 it 

1tlaS about 170-180% •. (This is shov/n in Table 7.3.) Although 

the scheme ha s recel ved considerable a ttentlon froTIl econo-

mists, opinion as to its effectiveness in stümlating 

eX}.;ort earnings is clivicle0.. Sorne argue that the c1iffer-

ential bonus :rates (viz., 20~; for suear, rice milling, 

jute textile s, dyeing, etc.; 30~& for a 11 manufactured 

goods e::cept jute textilesj and zero pel' cent for tea, 

salt, chemical fertilizers, coal and petroleum proélucts, 

LI-IThe main features of the Scl1eme are as follo'..!s: 
for :!!ractically all manufactured gooél s, and selected 
matt?J'ials, the exporter, upon surrenclering his foreign 
exchanr:e to the State Ban'c of pa1dstan at the official 
exchanie rate, obtains a voucher which authorizes him 
to liurchasp :forE'~i_,!n pzchange eqna 1_ in valu~ to a sDecifi €'ld 
nercentaf~ e (c(~,lJ..ecl. the "bonus l'a tell) of the fO!'c:ügn 
exchan~e earnea. This voucher is freely transferable, 
anô its ]!ricp. (calle(l the II pr E':rüum") is cleterrcined by 
war}ept forces. 



PRIeES OF BONUS VOUCBERS 
(In Percentages of Face Value) , 

Ordinélry VOl.'.chers 

1963: lst quarter 
2nél. quarter 
3rc1 quarter 
tl-th q1lartpr 

lQt.4: lst quarter 
~ 

2nè quarter 
':l.rd quartE:r 
4th quarter 

1965: lst quarter 
2nd QUart8r 
-:>,rél. quarter 
4th quarter 

1966 : lst quarter 
2nd quarter 
3ro. quarter 
>+th que,rtcr 

1967: lst quarter 
2nél qu.arter 
~,~(l q,uert8!:' 
4tl~ quarter 

Fifty per cent Re sprvs( 
. Jute Voucher s 

10<7-
~-

lst Cp.1.8.r·ter 
2nè qua:ct0r' 
3 r ('1 (l'L1a rte ~~. 
4th qUG.rt.sr 

lst 01l2.rtr::r 
2no q~J.a:r'tpr 
?rc' (1 U8J:'t8!' 

4th ci'1arter 

Hh;h 

17>+ 
185 
170 
167." 

159 
14-7 
150 
156 

17tl-
170 
154 
149 

167 
16~ 
161 
15'6 

167 
178 
188 
18L:. 

T-I:l r~; 1'1 . 

40 
4L!-
1+1.(-
LI-Y_ 

104-
105 
115 
llF<' -- ~ 

T.JŒ·l 

150 
163, 
157 

'149 

lY·6 
135 
137 
Itl-O 

14'7 
I tl-i 
118 
1~4 .., 

148 
149 
1>+7 
151 -. 

151 
159 
16~ 

, -
166 

LOvI 

40 
40 
4)+ 
1,-4-

4b 
85 
OC) 
0. 
70 

Source: T. -'3.?D. 2n(; I.D. [,., 9,u.'rr8nt }~conor!1ic Position 
ai' l'o.'dstan C\iashinzton, '~l"":ci l, 1:)(2.), Vol. II, 
'Stnti.:.:-i.:;:i.col :;r::en/i:,:, rl1::'J.~:,lC\ 5'6. CUnpubJ.isboé1.) 



cotton g:i.[l..rdn~:;, jute pressing, etc.) have distorted the 

export 'pattern and resourcc-use in fe.vour of comnl'x1ities 

\·rhich earn le ss for0iŒl1 exchange. For exarlrle, though 

cotton earns ';iore" forcigl'. e:,:change than rics, there ha s 

beenashift in relative acreage in favour of rico.
42 

Again, raÏll cotton and ravI jute are. the highest foreign­

exchange-earning ~tems in Pakistan, but the pattern of 

exports has becoIne biaseo. in favour of cotton and jute 

textiles because the latter enjoy a 20% bonus rate v1hile 

the former are not only c1eniec1 the bonus rate but also 

are subject to export tax. 43 Furthermoro, Thomas suspects 

that the Export Bonus Scheme permits mal11.1factured goods 

to be exporteél. at a priee, in terms of foreign exchange, 

i'Jhich is le ss than ~he forc-dgn-exch8.nge cost of CI irect 

and indir8ct irnrorted inputs used to produce the.t cornmodity, 
. 44 

resulting in a los.§. of forelgn exchangc. If this is 

true, i t \:!Ould seem very Q.uestiona ble l,'lhether the Bxport 

Bonus Scheme ~;;hr:>ul(l be allo,:!ed to contü'1.ue through the 

42G• J,·oh8.mm2J1 , rrSome Physical anél r.;cononlic Deter­
minants of cotton Production in \.:test Pa1'-:istan,1f Pa.kistan 
DeVe10T1Yl.:'nt Eevie'.-!,:.,ri.nter 19f>3, P:0. 491-52'7. 

43R• l-lalTon, Il}~xport Policy in Pa1dstan,1t Pakistan 
Develonment Revie'.'!, S},rin~ 19tt.. . 

44S. p . Thomas, IJ.. Critical Rvaluation of Imnort 
Licensins: in Pa~istan, Research Report No. 38, (Karachi, 
F'ebruary 19(6). O'Iimeot:rarhed.) 
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A recent stuc1y c8.rrie6 out 1):" SoliE;;O and S'terD., 

hml8vex', c!isl,el,s the doubt to <'3. lA.l'ge extent, for appar-

net :f.orcj.~:n-exChalj:;G J?1.1l't.hGJ:'f,lO:C' (0 , the il1C\l1.stries 

i.,'.ri th the hi;J.""L\-',st iml)ort recp.J"l:r:8ment sare J'ecoi vin" the 

highe.st bonu,s ràte.
46 

The $tlJ.c1y a1so confirms th·e. finél.ings 

of l·"ohanmacl ancl' of I,~allon that thETe has DeAn a In8.r:':ec1 

shift of resources in f8:VOU.r of :r.1e.nuf2.cturins; industries. 

earnings because of the div0J'sion of resources from the 

rroouct:Lon of g000S 031:"'11i11;; the rnost f01'<?i';~n exch8ngp, na.nely, 

cotton anc' jute. But this ShOlllc1 not bE'; a J11c:î.tter of gree,t 

concorD.; as alrep,dy notr;(l. ,it "\.]01.11(1. !Je unrealistic to l001( 

mo~ities unless the 

in favou:r' of 

(lel (' (' 11.8. te 1\T - ~ 
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Another TflCl.jor ~):c'obl('}:rl concerninz experts of 

developtng countries is export-ülstability~ .A ma;jor. 

is: "\ITill fluctuations in p.xport e2:cnincs :i.rustrate the 

a RveloDmpnt effort by vlea\:ening the economy' s a bi.li ty to 

6bts.in reqr1..Ïrec1. imports 8.'nd thus produc:Lng fluctuations 

in inve st me nt ànd production? 

.A rank-correlation analysis n-=t.s been usec1 h81'e, 

to as::.:ess the impact of eXDort flucu2.tions on investment 

è1nd p:roQuction in Pô.~.:istan. The results show that the 

rank-correlation coefficient beti:leen annual percentage 

flucl.1.aU.ons in eXI"lorts earnings (Xr) , and invest.;;lent 

(~) j.s!ill.t significant at the 5% level 0:(' SignificancR.
47 

One llossible e}:p18.11'3tj.on for this JJ.E:S in the tenocncy or 

C;ooél s an(~ rén'T r1atf':d.81s in anticil':18.ti.on of short­
Lf-Q 

forpi;:;n exchan~.:;G. ~r:hi.s b1'oa\:s the usu8.1 re12ctiol1 

oCb;leeD. :f'o1'eisn f<icchaD.g e ea1'n00 an.ô imrort S of caTi ta l 

invest.n'ent anc'i th<?~ (',..lT.P. 9.:":-,s8.r to bE' nnaf:f'ectec) by 

to '\:lho-l:.hl:;r any s1..1.bstant.:i.8.1 bPJ10:f:'it C,3.n be àerivprl fror<, 

stimuJôting exyort.s. In the short run, the effpct l112,:r not 

Lf-7 Sep .lI.I"lpenè ix fi, T8.b~.e 7 ~ 

481"18.cbean, on. cit., p. 193. 



be large, but in the long x'un the trend of export earning s 

is bound to influence tlle course of economic development. 

'1.1he follO';,·ling 1i',p8.SUres are therefore suggested 

• .:J t . ...... pl' t ( ') tl ln oruel' 0 ll1Crea se expor G earnlng S J.n ~ a.Cl san: l 1e 

IIbonus lt rate shoulc' be allocated on the basis of the 

industry's ability to increase net foreign exchange 

earning S; (ii) export outlfJts shoulo be cliversifiec1 

(Pakistan ' s exports are nOv1 highly concentrated in the 

United States, the United :\:inf,c1om, mainland China and 

Japan) so as to '\'li thstand the impact of ffi:'3. jor import-

polj.cy changes in' a particular cou.."Yltry; attempts should 
... 

be rnadeto f~nd neH mar1cets for manllfactured goods in the 

socialist countries and in the market-oriented developed 

countries. Sorne prosress has indeed already been made. in 

this direction. 

'Policier:; to Heduce Imnorts 

One of' the most crucial clements in the strategy 

to close the export-im!,ort e:ap is tocut drn'!l1 import 

requil'emfmts in such a mannE:r as not to af:f'r-:ct the target 

grovTth rate, the fol'ei.~~n-exchangE' component of invpstl'nent 

is fixec'l. S:i.nce foreizn-exchang8 earning s do not cover 

the entire imrort bill, one looks to exterD,al aicl Or' outlets 

for aeJàitional ex}!orts. But the foreign exchange 8.vailable 
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froID all sources may still not brtèlge the entire gap. 

In that case, thel~e is no. other 'vay but to eut ir!lports. 

The question is.; hO\4 can oit be èone \'Ïithout 

redncing the target grovlth rate? TvTo aDproaches are 

possible: 

Ci) eliminate non..;.essential. imports t'Tithout bringing 

serions social -and political conseQuenâes; 

(ii) produce cu.rrently-imported goods èomestically 

in80far as this i8 economically feasïble. 

Tolet us see hm'l much non-essential imports can be compre8sed 

and to vlhat extent this vlil:J_ close the e::q:-ort-iEport gap. 

Table 7.4 and Table 7.5 shOiJJ the changing composition of 

im:!,)orts in Pa1dstan. 49 Consumer-goods imports r.tB.ve 

declined drastically from 1+2% of total im,orts during the 

Pre-Plan perioè. to 2L!-::(; d 1J.ring the Secnnr Pla!': ~eriod. In 

th8 Pre-Plan ~;E;Y'io:lo, Pa'-(istan ha cl virtuê..lly 1:.::' inèustry 

nu:-nerol.1S C01121.J.nler-gooCÎ 8 industries. The p:r'0::70!~t:~on oT 

im~)or·t s of rm·! mS.terial for conSl1.lTJGr gooe' 8 .::.180 i3 r·c lined--

49For details, see A:DI!C116ix ,t;, 'l'able 5. 
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TABLE 7~5 

PAK!STAN: 
COHPOSITION OF INPORTS OF CONSUNER GOODS 

(In Percentage) 

pre-Pl.cm lst Plan. 2nc1 Plan 

Fooe! an(~ Po oc: Proclucts 45 59 6~ .., 

Non-Food anc1. lTon-Food Products ~r:; . " , 41 37 

C'OU'Y>CO" Ca1c'11p.!..eo frn"l"T Islal'- In11"\orts o·r P'-l1;-l" "J-an .. f'!.T'01·]"l-h and-\.....) ~ '," • _. L-__ . II . . __ 1:_ .t.. _ . ._.c Il, _ ,..1 J. c.!. :. \.. • .,' 'V _ _ ._ u..... ." v .... 

StructlJr8 (Karachi, Sel"teJi:ber 19(7), p. 6. 

e 

:-. , 
( J...~1 
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of the total in the Pre-Plan perioc!. to 47~1, Cll1.J'ing the 

. Second Plan. This -i,ncreasc=: is quite unoerstandable in the 

context of the cJri ve for incl nstr ia li za-c jon. By the same 

token, the impor't; of capi talgoocl s cannot be curt8,iled 

'\'llthout affecting the target grm"th rate. As for consumer 

goods, they can be split into tt:JO categories: food and 

food products) and non-food and non-food products (luxury 

gooc1s, ete.). ~1he latter may OE' consièered for compres-

sibility to the degree that they are not essential for 

deve lopment. Table 7.5- 3110'1:1 S tl1..a t there ha s been 8. I!lftrï.~ecl 

dec 11ne in Paki stan 1 S ÎJ't1port s of non-food and nOD-fooè 

proc1uct s. They dropl~ed froID. 55% of total consumer gooë1 S 

(roughly 13~~ of total inport s) ta 37~; (9% of total import s) 
'10 

over a decade.' B~en if it was possible ta compress 

these imports, the reduction vloulà not b0 s:ignif'icant 

eno1J .. :~h to effoct strbstantial savings in :f'oreign exchange. 

In clobal terms as Viell, "the scope for further re(.Jucing 

., . f' f..::J ~ '1 ' . l" t ~ l,51 lmporl-;S 0:":' non-.':oou consumer ~ooos lS )ecornn::; more _ lnll eCl. 

~~ablr-' 7.6 Sh01:!S tb...at therG is a high correlation 

50Non-food con~1l.J.mer-~·oocl. s iFl1JOrts of the dpvcloJ:ling 
c onntrip sas 8. i,'lhole 8.ccormtec1 for 25(' of thr:dr total 
.' '1 • J_ ' J Or;'') ~5 'IJ.r" tl'; s -r'i '"" :1.'''' (l' c 1"; nen t '"lOC-:' y ll!.r0J.'vS ln ... /_'~-_ ,a .. ' l,1... __ . __ (,'1.:J,e .. 8.1 .. ·_ ,.: ,() r.: ,·0 

19t<3. Sep TJnitec1 Fat:Lol1s, U.F.C.'l'..4.D., 'J:rade Prosnccts 
and Ca'nital r:0.(·~c) s of Dr:;v~lonJ.ng C01J.ntr ie s, Hel)ort by the 
H.E.c.rC.l~.]). SI?·cretarÜÜ (Ne';l York, November 1967), 
TD/34/Supn. l, p. 92. 

51
Ib

, , 
.--1.9.. 
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) ,'l'l'hile correlation bet."\·leen Gap II and consumer ;00(1.8 

(Co) or :rm'j rll8.te:r:La-I. for consumer .goods (R co) i8 110t 

t0 CO((lp:res~~ irilliorts of COllSUJï:.er gooc1 S H01J].!'1 not be effective 

in l'ed uc in~the 8xport-import gap. 

Let us nOl" tul'n t.o the possibi.lity of import 

substitution as an instrurrlent for closing the ex:!}ort-
.. . 

import gap. As one s1.:œveys the relevant li terature, one 

gets the impr0ssj.on that tlle scope for im:rlort substitution 

i8 very l:i.llüte(~. Thi.s ü) not nocessar:Lly true, hOHcver. 
, 

For unc1.erc1evelop8ci c0 1J.ntries IP'::e Pa':\:istan, ",ith an 

inadèqu.ate econOf'!ic infra- structnrr' él.l1Cl a fa st-grm'ling .. 
1Jonulat::i.on., it i8 11;3.t1.1.ral to exnect that the Dro;-;ortion 
.- J. ' l'.. • 

ovenhe2.cl capital 'I:!N.1lc1 be 'lore;er th'111 the propm:'tion 

necC'ssary' for c":u.J'9.blC' l'ïroducr:'r emJ.inment in the TIl211UfêJ.cturini?: . - .. -
c. 

sector •. Once thi.s i8 realized--in other words, ,once 

empl'!.êLsis is shi:['tr:-·è fron Flanufac'Gurin,,;-orientp(J Itinclnstrial-

ization ll to azr:i.culturp ane social overhr:;ed--vie\,\!s re.g2rding 

the IInorY:laJ." ilatte:C'n of irl;:OJ't substitution '.-Till change to 

e ",ri' C' ô'l"- 5 2 
.. ":.. J ,_ ..... l,; • It 11i.1J theri be soen tJ.1è-:.t there is 

cons:Lë'erabl.r' SCO!)8 for Ü:1l')ort substi tntion in te.rms of 

5~or an e:;'~cpJlent discussion of this topic, see 
H. Hyint, Internation.al TradC' i3-ncl the Devel rminre; Countries 
(a Paper reaCi. at tlle International Congress in hontrea.l, 
September 2-7, 19(8). 



-r-' )()(1 ~ '10 -"'oon "' .... oc~"c·l- s ~'. l _ ", c. ! _ . J... ._' !, ..... ~ ." J. ~ ~/ L • 

lnve s-;:ry:"nt fm~ iD.(~'-'.stJ~ ial ,java lOf'Ti1ent, accord ing to iJ'im8, 
r:;~ 

\ . .Jill rC'G,ncc the mae;ui"tude of the current 8.ccount c',e:fi.c:1.t..'-

~'''a'-: 'let C' J' 11 ll... .! \ .•• ' J .. ) .. ,l. ... 

Pakistin rose from the already-high lcvel of 4~; of total 

con,sumer zooès in the Pre-Plan }JGrioC to 6~~5, C::rtrint: ';:;ho 

Spconc1 Plan perioc'l. The pichtre for the 687eJ.opin::; cOlmtries 

as 8, 't;!1101e is similar. This further stresss~ th.:è neeel. 

to raise a.grieultlU'a 1 producti vit Y , "'Jhiçh Ï'1Ou16 l'pc!.uee 

fooe} impo:r.-ts and save sU0stantial fa.reisn e:;:ch:,?.l:,::.;e. 

Hhether import,snbstitution helps ta close the 

If 

J.eve; 1, 

ver~T '(\urnosp fo:c \·,11.iC11 i;'lnort sl.1.b-
iJ .. : J..: .1. 

:.:'e .spect to 

53Se r,; -'T. ~~ir;'~s, :~nE!J.;{-tic-=,) l ',?C!li'Ti.C:118S for Develor,ment 
P18,nn'j n-,' = a CG se. St"J.o;r of Pa1,ds"C.sn 1 s ~hi:, ... (:l T'ive-vcal'" PlelD. 
/19611-_J,(:;7(,' ). (T"~"~"'C'11i T,'pl"'r'18r'lT 10,(uO) nT' oî{-lol+ rP11e' à; _ ~) _ - \.Ct...L -::t ...... ,.......' ,.J. __ ...l ..) _. " . ,.:,:..~,.".. "- • _ ... 

pottern of ~TGnts an6 S1.l.~)s:lfi~~.:Jr J.oans ta P2,~::i.sb:,n rev82,ls 
-;-,he E:.n";,)8Tent n:-',:lsct of the acrj.cnlt1.1..::'r'}" c1r?~v(·:lo-N-:~mt of 
th,'· oê ÔnOI'lY. (Sse Che,pTor r:, -p. 183.) . 
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aggrezate savinzs) as a result of :Lmport substitu.tion. 
5Y-

Also, a. government survey of Yl1é)nufacturtng iné!ustries in 

Paldstan s1l.ggests the.t they are Hor1cing much beloi.tJ installed 

cal'acity, 55 ancl that the d:;.fference beb:.Teen inc1ustrial 

reqnirement sand availabili ty arilO1J.nt s to a bout Y-O% of 
. 56 

total requirements. During the l'hircl. Plan. :period, the 

situation is likely to becorne aC1.1.te. 

Thus successful import substitution in Pakistani 

manufacturing inc1ustry is a qupstionable proposition. 

HOivp.ver, there if; no reason ,vhy import substitution should 
.-. -- ;"-;:-. 

necessari1y be in the direction ofmanufacturing industry. 

It can very 'Hell -Calm place in agriculture and in ra1v-

material proc'luction. Furtherrnore, a careful allocation 

of ava:L la blp. foretin e}:cha nge (frorn both exter'nal and 

internaI sources), bc·sect on shaoOl" pricing, coulcl minimize 

ineffic :Lenc ie s in import- substit:.lting inëlustry. 

5Y-/\ R Trt-.~ trI t S b t·t t· T:1 t ... .,·· _'-;.~. fUJ.è!.n, _ mpor lU S l U lon,,",-,xpor . ,xpansl0n 
and Cons1.JJ;1.ption IJiberalization, If Pa!Üsta.n Development RevievT, 
Sml1Jn.er 1963. See also J.H. POv!8r, IIIndustrializatio11 in 
P2JJ~ist8~n: A Case of Frllsi~r8.t(!ëi 1:a1.ce-Off?tt, Pa}(ists.n. 
Deve lO'r:ment ReviR'.'l, Summer 1?(,3. 

55Shortage of foreign exchange has resulted in 
t · 1·" . !- • +1 ." t· l t 1· h l unu L lzeo C§.ill;:I.Cl\Jy J.11 ,·1e lnous rJ.a .. _ sec or vI ne Das 

gro\,m to 100/: of thr-') G.H.P. in the li8.St fe"\:! VP8.rs. See 
H. Hac~, "Pr'oblem.s of Forr:'tul.stin:; aJ.. Dev810pment Stra-cegy 
in P8.1dst.'3.n,tI in O.T!;.C'.D., Developlnont Plans and PrOsI'alm~ .. "tes 
(Pa:cL:" Sel'teT<'liJer 1964), j}o. v:' 953 , p. 114. 

56Governrnent of Pa'd stan, Hini str~T of Finance, 
Renort of the 1,\IOJ~'dnq; Group cm Inmort polic-.;r (Islô.ma iJad, __ • .~_ .. JJ... 

Decen1Der 19(7) •. 



Chanter 8 

CONClUSIONS 

Prob1emsof Coverage 

Coverage of this study is confineel -Co the role 

of foreifbn econor.1.Ïc aid in. a deve10ping ecoriomy experiencing 

a per sistent defic it in the balance of payment s, ·\Ali th 

special refe:rence to Ps.1dstan. Fany conce:Dtl1al and pr8c-

tical rrob1el7ls of c1.eftnition and me8surement are involved 

in this :::ind of ana.lysis. There are a1so serions c1iffi-

culties in establishing functiolYll rela.tionships am.ong 

comrlC':;;: inter-depené1.E'mt variables. 

T1oJO basic assnmrtions pr8vail thr r)ugho1J.t tb.e 

st.uë.y: (i) tp.B.t OVPI';).lJ. 2:ovo:r-nrrv'!nt r<L8.nninc; 1s conCucive 

to th:? cX'o·Ü.iO.l:l 8.DO r·;8.:Lntena:n.c9 of' an ê.ppropriate environ-

ment for (;conomic development; and (in tha.t forei::;n 8.Ü'l, 

in the scns(~ of inteJ:'-gov("·:~nm(~Et'31 Grant s ancl snbsüJ.i 5~l~è1 

1oans, plays a nositivc ro].p in the develo)ment ~rocess. 

The ernerc;e.l1ce of • • . [a] COr;1tf~On urge to eccmornic 
c1pvelo~mK:mt as a j"î8.2(lr l"\olit:i.cal 12-31.1.8 in ",lI lmèlcr­
developod count.d.es ê,nci thE: dpflnition of é1evelopT!\eni: 
as ct risp in tho lovels of livin:~: o:~ the common rpo]:,le, 
the uncont8 steel 1J.nc1.8.r st8.ncl tn~; th3,t econonic 0.eve J.op­
ment i8 a t8.S''- for' th/' ::;ovc"CJJ_mPI:ti.~s am! thet the 
7()'JPI'ml.l(-~l1ts h8.VP. tG r~p.na]"'e a.nD p.nforce 8.~,·ener8.1 



econo!:rtic Dl2.n, contal.ning a systef:l of int.e:('nat:L()n31l~T 
appliec1. controls anè: impulses to i..:;et developnent 
starteo. and keep it goinl~, i8 entirely a ne\'T tlÜng 
in history •• •• 1 (Underlining added.) 

Ano since it :~s imlîossible to ascertain ,,,hat ·Hot1J.d f1.8.ve 

happened \·Jithout 1l 1'üanning lr , its irnrs.ct cannot be precisely 

determ:i.neo. But for Pa:dstan, it 8eems reasonable to 

belie-ve that planning has'workeCl. i:!e].l, at least during 

the first half o:f the 1960' s. 

As for the second assumpt:i.on, forl?ign B.id is 

neither 8. necessary nor a sufficient condition for economic 

develo:pment. Host of the present "deveJoped" countries 

achievec1 their adv8.nced sta tus i,ri tho1.1t foreign a id. Again, 

desrite prolonced foreign aic1 , mal1.y underdevelopèd countries 

standard s of li vin~ undergo:1.ng litt J.P. or no irnproV'ement. 

In any event, aid cannot bo treated as. the indispensable 

cOÜ1.ponent of econ'Jr:üc develo;'ment, since (a s in the C2.se 

of planning) it :i.s impossible to l'~novj "i'lhat ,:!ould :b..ave 

happenec3 to a rartic·~üaI' economy "Ji thou.t it. J'no. yet, 

havil1:~ Sé':Lc' a}.l this, recrnt experience in countrip.s J.ike 

Ta.i'vi2.n, Israe:1. and Greece d08S sho~,,r that foreit;n aicl can 

play a si3nificant role in accelerating economic growth. 

----------------------------------------------------------------
IG. 1''yrr1al, Develor,:ment and UnderdeveloDment:A 

lTote on the l~echanisrr. of Eational and International 
Ine'quality (Cp:~.ro: k. ':J."8. PrÜ1"ting Press, 1956), l'l'. 63 
and 65. 
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Turnin[', to the T!J.ain theme, icleally the stuc1y 

sh0~J.ld have treatcd the East anCl the"i'Jest Hingsof Pakistan 

by OV0j~ a thousanél. mih;f' nf 

Indtc'-l.1 ter.i."itor:T , ciiffer~: in c'.l'·(',ost C'v-ery i:!ay--incluc1i.ng 

12.n~11.8.S9, culture and clü!1t."lte--from the i.[est lJing, 1:!hich 

b01:'oeJ:'s on Afghanistan anci.Iran. According ta the Paldstan 

l';0 cOl1sti tutional 1JJ.al1 voulcl bG 1:.!Qrl-:able in this 
country [Brit:i.sh Ii1C1 i3. ] or D.ccept8.ÏJle to the l:uslims 
unless it is c!.eE'ir~nedon thü follo':Jing basic prin­
ciple, namely, that f-/~oGrD.Thic2.11y contÜ,;uous units 
are delT'arc8.ted into rep,'10ns ",.hich shoalèl. be so 
consti tuted, \vith sncb. territorial reac1 justment s aS 
IS12y be neCG ssar:1 \,':i.ththe are!). s in \'lhich the Euslims 
are nurnerice.lly in ma2orit:r, as in the no1'1-h-i.<1e8tern 
anc1 e~, ?tern ° z?ne s o-F' !-ndie.? sh?uld ~e gro1J.ned t? ° • 

constl·C1J.te lllc1.Gnen(1en'G stai~es ln 1'71.1].c11 the cons'cltu'ced 
lUÜ-CS sh8.11 OP autol1.omous and soyerei~':n. 2 (Unc1erlining 
added. ) 

'But neithcr "Hil1[; is 112ovprei:n" or "a utonomo1.J.s. 1t Furthe:c-

mo:(' 13 , the TC\f:. jor :i.ty of the to~: c~ec i Si0i1-ï.i·<J::::el" s corne fronJ '..'Fest 

Da'rlO ..,J-"'n° _ ;..... 0 L:-..A.J. , 

'.'fin:. '1:h8r~_ tno, th~, i.rn!:;8.1ancG in re::::~ion8.1 2:rOi·Tth, once 



This une qua l flm,! of' rèsources has not only 

1'lidenecl '.the disparities in ree;iona.J·'incomes but has also 

1)roc1.uceO seI'i'Jus ·001itic8l strains--so much sothat the .. . 
:-;'QVE'·rnttF;nt ,,!as Torcee] to recocnize the problem. of' o.ispar-

itiesin the Constitution of Pakistan. Und el" Article 145, 

Clause 3, a J!rimary object in rlan formulationH sha11 1:>e 

to' ensure that disparitles beti'Jeen thePr0vinces, ·and 

bet'\'leen dj.fferent area s ",d.thin a Province ,.c in relatibn 

to incorne Der capita are removed and that the resources 

oi' Pa1::istan • •• are used and allocated in such a Ti]ann8r 

as to achieve that object in th~ sho~test pOssible time.,,3 

. In an attempt to fulfil this constitutional 

obliGation, the Third PIe.n prop0serl ah increase' of 40 
. . 

pel" cent in the regional income of Bast Paldstan and 35 

pel" cent for vfest Pa 1::istan,. as against 30 and. 28 pel" cent 

respecti vely in the Sec one"] Plan. Deve Iopment expend itLu'es 

of 3.s •. 2.7 billion an.à. Rs. 2.5 billion '",Tere aJ.located to 

:3ast and ~:rest Pakistan resppctively. Em'lever, t"ro thin~s 

T'JUst be exr1icit.1:r r0coGnized: the Thir(1 Plan cloGS not 

provide any mr:ochc1.nis:·'l by '.!hich actual transfer of rea1 

re sources from '3e ~;t to ;~8. s'i: Pa',:i stan '1:101.11(; ta',c:e :91ace; 

30n Larch 23, 1969, Pa::lstan 1 s Const:i. tn tion Ï'la S 

abrogatec1 by (Teneral ~e.hya }{han., thp Comrnancl.er-in-Chief of 
the Pa::i otan Army, '\'Tho too';: pOirIer from Pre sicl pnt Hol1amrned 
Ayub Khan and :olaced the country under Eart:ta1 LaI·J. YahYê., 
hO\'!E'ver, dcclarec1 that no najor chances ln polic::r '1:1o\.11d be 
n~0e in ths near future. 



anël there is coni'lict bet~ .. Teen the Plan ' s ·:)bjectiv8S of 

maximizi-ng G.N.P. grOl<lth ljlhile channeling increased resources 

into the less Ylroc'uctive East ~\Jins. In any event, there 

is sorne l'eason to oelieve the.t rp-gional disparities have 

not only f&ileè to disappear but 'have actuaJ.J.y ~!Jiôeneël.. 

Thus, a logical.extension of the present stu6y's 

coverage "l'lould have been the construction of tï:JO regional 

balance-of-payments accounts :for Pa!:dstan. This l:lOulél. 

'have Dermitted a cOrI1nrehensive analvsis of the strains on 
.. Jo.. V 

national resources and cou.ld have yielc1ed a deeper unél.er­

standing of the impa.ct of foreign aid on the country's 

economic gro1:1th.·But the data for ,this ty}!e of approach 
. 4 

a·re not available. .Consequently, thestudy. has bad to 

be more limited in scope than considerations of thoroughness 

vloulc1 I-Jarre.nt. 

~rhe éliscussion in ChB.pter 3 indicated that sorne 

qU81yl-i+::,+·1vc. ",1'lvl;oS (for' ClX"'i~nle· +ho 'POSPIlC'te'ji,,_Dorl';"'D \._Lr_v~.'...V .• _ '.,' ,J .. ·À ... ~_."'" •.•• _ .-'.J..:; •.. .î.~ ,\,.I_ ... ~ ... _l .· .. 0 __ ... .!.\. ...... c~~J.. 

cl eveJ.or:Ln:,: econor,l.y. It i:-T<J c.~ aJ.80 ·,')o~n·r=:.yl out tb,a,t s1.1.ch an 

4In this c011nection, S08 ,ï. L. Fischer, "Concc!"ts 
of r~.?S iona J. T~ct)nomic Deve J"ol'n~ent PrograT:'!s, Il Pal)el~ sand 
Procp.!"'('li.l1r,:;; ol' tbe i:ter-:'iom'l.l Sc5J:'nc0 '!\,S?OCi2.tion, VnL 1 
(1 ('\r"r', '-J •.••.. ) , ...... , •• _.- .;' ... ' .... Î' ~ .' .!.-' • 



_ ?).t..-\ _ __ le 

approach may not yield meaniD~ful results, bocaus8 an 

increa SE' in G. N. P. ca 11 s not only for acl e qua te sa Vll12;: S 

but also for indispensable miniI11JJil i'1!)ort;:l. 

, . 
D1'J.n::; 

this foreigl1-exchan~(e aspect into sharr,er focus •. Despite 

various shortcoraings--,sllch as omissi.on of th8 :SUPlÜ~T side 
5 

of the foreign aiC!. aDo the arl'arent neEls.ct of r:1ebt. 
6 . 

repayment --the Cht-mery-Strout T00del pJ;'ovides useful 

insights into the nature and tyr)e.s. (and possiJ)le seguence) 

of problems el1countered b;;r a developing economy. In 

essence, the mocl.81 suggests that the savine;s-investment 

gap (GaD I) is dominant over the export-import gap (Gap 

II) i"hen the supply of foreign exchange i8 adequate and 

the dOf1estic savings rate falls belm·! the rate necessary 

to achievE"' the target grov!th J',éo.te. Gap II emerges as th<.:' 

binéling constraint \-.]hen, given adeC}uete domestic sa.vings, 

foreign-exch.ang€ earning s 8.r8 insuffici<:mt to finance 

imr·orts of goods and services 'v!hich cannot be produced 

domestically (at aIl or on corlpetitiv0 terrns) but are 

vital for l'?}li6 economic grovJth. Both the l·icKinnon and 

9.nc1 Chenery-Strout. mociels ShO',T that forcign atd is much 

r:) 
"G. Ranis and J.C.E. 1i'ei, "Foreign AssisT,ance ancl 

:Sconolnic Deve1opment: Cow.Iüent, II Amer:Lcan Economic Reviei'T, 
Septernber 1968, }I. 908. 

6S8e 1:I.A. Rahman, IIThe vlelfare Bconomics of Foreign 
i~id,1I Pa1dstan Deve10Dment RevÎE)"vl, Summer 1967. 



more effective 1:1hen Gap II, rather than Ga:9 l, beC0f.'18S 

the binding constraint.. It' is, in this, context that vie 

unèertook 'to analyze the," balance-of-,navments nroblems of 
• w ... 

Pa1cistan--a country '\'!ith an unbroken ,i"ec0rd of defici-cs 

on cU.l'rent ,account since 1951-52, ano 1:rLth a long experience 

as one of' tb8 largest aicl-recipient.s in the developing 

1;lorld. 

An important find:Lng vlaS t.hat foreign aid has 

contribnte6 to balance-of-payments str8.in th..rough the 

pressure o~'" c1ebt obligations ané! the distort.ion of invest-

ment priorities by t:Led project aid; but tbat aid has 

Gased the st.rain th~ough large supplies of essential 

cOD1J!lodityaid. The preponderance of'project aid bas 

helped', as weIl, to create excess productive capacity 

and a high-cost industrial structure in Pa:'.üstan • 

. The analysis'revealed IP.ajor \'18a)-cuesses in past 

policip.s 13.1.me(1 at Pa:dstan l s ba'.ance-of-p13.yments !~)I·oblems. 

'l'he decision not to deys.lue the l'upee in 1949 vJas found to 

be particularly harmful; not o11.1y did Pa;:istan a1nost 

for jute, but in the course of time 111.0ia became one of 

On the othel' h811C1 , it vlas snggt?stpc1 that the1'e 

i8 no neecl for' alaI'11l about. the existin[ 0,E':bt-servicing 



Itnd.ts. But tmless ac1eql1s.te forr.·stalling JnC8.sures 2.re 

talwn \vell inac!vance, él. c1ebt cri..sLs c.:'ulcJ develop in 

thR year s aheG.èl. 

There waS also a 6et&il~~ discussion of the 

prob1en of ·tiee]. 8.i0. Franc p , Italy, Ja~,an 1':1nd the Feth0r-

ltè'nrJs,the "v!orst offenc:e:c,sll (B.cco:('c1inC to Haer) ln the 

fie 1rl of tytn~', maél e ~ . .3 108.n8 ur to 19(-;5, 2.lîI3 n r2a:ely a 11 of 

them were tied, haro nro~ect 10ans. None of 209 crec1j.ts COll-

tractE.'è UI' -Co 1965 vrere untir:;à and soft com.moèlity aÜ'. On 

the 3.vera[;c', the ~')x .. j_ces pa5.é1 for t.iecl aio in the United 

Ite.1y a·nc1 France ',Fere 

'J 0 r-'.( 
.;lU, :Je, 63 and 66 per CE.'nt higlv3r, :cespectively, than 

inter'nat:tonal priees. Tied aie' recl.ucec1 thG real value of 

aid by rouch1y 20 per cent. 

effect on domestic savin~s in Pakistan. 

~~s the neGligible 

c ~nSUT;-;(.~r cooe:; s; thi s calI s into (lU(:)si; :i.on the frequently-

taileC in order t~ briëige .C; 180, a ran':-co:erelG. tton 



an8.1ysis suggestecl. that exrort instability in Pa1.d.stan 

i8 not significantly related ta fluctu.at:tons in. invest-

Jnent; snch inst8.bility, therofoJ'0, s11ou1(1. not, in itsel:i:, 

bE-' C2,use for great concerne 

Some General Polic;}' n.ecomm.enëations 

Since foreign. aid' a1'rear8, on balance, to have 

p1ay~c1 a positive role in Paldstan, it is strongly recom-

menëled the.t--des:rite the.announced intentions'of the 

Government to eliminate deliendence on aid by the enel of 

the Pel'" sIlective Plan (1985) --every effort be made to 

increase both its quant:i.ty and @a 1 ity. fmd since the 

sup}~ly of aid seems to depend more on polj.tical than on 

econornic considerations, it is suggested that foreign 

pollcy be inteeratpcl 1!!~.th n,3.tional economic policy, i:d.th 

a vie i;l to rn2.::dr1izinc forp.i::;n-resource inflo'i:Ts anô mini-

mizing the burden of clebt servic!". '1:'hi8 5.8 not to say that 

efforts ta recluce !,pliancp. on fOl~0ifin aicJ shouJ.ei be clirün-

i Sh0C1 or di scont:LmJJ"{;; -Ln our jucJgment, th(~ hIo goa l.s are 

not routna lly exc J.usi vc~. 

aid might bp to instill donor confidence in Pa%istan's 

b ·l·J·~r tn i·;l; ..... (, fi"(C· J-i ··1v 'ci t r.>\T ~st cl lt 3. 1.. J.!J" , .. u., ...... 7.e a.L.l e ... "cl...vÎ- .. ~ an. 0 repCi." Ild.8,J S 

on tÜ10 and in full.. Hm!ever, i t shoulc1 be born.e in nünd 

th8~~ econor:1i.c D8rformancF' i5 only onA o.ï'" the many c:riteria.--



not necessa:cily the most irr1.I)Ortant--useë! by th0 donor ih 

S ', l -'. . r' ~. '1 U:!, 1--/ ln~:, . Cl 10. • Pa1:dstan bears testimony to this in the 

In any ca.se, l'8.::istan shoulét malce specifie 

effort s in the folloi,·.rin~ è 5_rections: (1) to per suac1e the 

donors -Co soften the tt?rms of 1enôing; (2) to achieve a 

re-negotiatior:'. of 016 debts; (.3) to obtain more untied' 

commo(~ity aifi A.ncJ so recluc8 idle caps.city as r'J..1ch as 

possible; Cf) to secure increaserl. muJ:til-él.tera1 aid along 

,·Iith a constant or incrcasin::; le v !?.J. of bilateral ass:i.stance. 

It ha s bnen su[:;ge steCl that l)riva.te foreign 

card ta l shonlë: lJe a t.tract.r!d to Pakistan by offering suffi-

cient incontives, particulnr]y compC:'Dsation for nationalized 

propert.~r, 2,110 Ij.;jpral terms of profit rem:tttaD.ce. J/loreover, 

l;rays anè\ Yr.8aDS of eJ:r2.nél i.nr:; eXTlorts should be exnlorecl, - ~ 

fOl'" JTI:::J"'l,·r n ci".ll'."Co(1 ,.~OO(: s ._ _.J J • .J ... ,.. . ' • ...L ~_. _.~ ..... 

Fins.J.l:', the Y.'ecl'1.J.i.trD.ent of planners s'cLJJ.(:")G in 

ar:.aptiD[; to fluctus.t:J.ons L1 forpign-aül inflows, closer 

an6 thr' ;·1;3.:Ln-rr'nanc(; of 9. s-CabJ.0 f:c)litic'J. systr.':·'l--a.JJ. these 

HOUJJ; contr:LbiJ.te to a successful "ta:Œ-off tl Dy Pa:~J.,stan 

in the npar future. 



APPENDICES 



,-

For Appendix A, Table l, see the attachec1 Folder. 
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APPE1TDIX A - - TABLE 2 

A SUHHARY STATEHENT OF PAKISTAN'S BALANCB OF PAYMENTS 
(IN HILLION RUPEES/C1JRRENTPRICES) . 

q J 
';;.;./ 

Pre-Plan First Plan Second Plan Thin1 Plan 
_______ . 195'1=5...S. 1955-60 1960-65 . 1965-70 

l Tot"'l TmllOY't P"'''F·-;nJ-C' ...!-e C~._.l_ .. ~_ (..!"~_.l ..... t.,-' 7,772 13,692 24,689 29 40s' " ,-

2. TotaJ. -::'xport B.sY'ning.s 6,572 9,517 13,218 14,874 

~. T"::x:nort-Im-cort Gail (2) - (1) 1,200 4,175 11,471 14,531 -... .... , ./ 
.0 

560 4,289 12,014 4 Net Vorpl~n ~id 10,972 • ' .w • ..J. C;.~.l . 

si 5. Short Fall (4) - (3) -740 114 -499 -2,517 
V 

6. CPa,n[:;es in Golc1 and Foreign 
(+) 817 146 Y 

F.xchange Reserves (-) (4-) 219 (+) 308 

7. }i~rrors an(l Omissions an(l 
Short-Term C.3:ni t.e.J. Ï'Tovement s -77 -3_2 -280 

Q.,I ~:hp 'l'hirfl Plan i8 in its fourth yeë-"'tJ:'. 
1 .... / l 1 ~ ~. . -'-' ~. .L T d D' • ~ , pT 1. 80 . ~ 12./ nC~U(·E!S Iorel2'n T,rlV8. IJP lnves,~nsnL., .11 '..1.8 .t.J-3Sll1 a:!..c' an, ., . ..-'i-. ale. 
2/ - for short fal1 or deficit and + for S1.l.l.:'lJlus or l1PcC'.tive short fall. 
cl/ (-) for incT'Pé'.sP-, in Eesprves and C+) for c:8cr92.Se o~c c1rowins; dOvTn of Reserves. 
QI Does not. includ8 the fisLLT'8 fo~:, J96b-69, \,rlüch '.,.T2.S .'~!.ot '::>.vai1ahle at the tj.121e of 

preparing thE T8ble. 

Source: Calcu18tef from Arpenfi~ A, Table 1. 

e 

j\.Y 
"·:1 
10 
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APPENDTX A 

Year Fo!'ei~n 1~i,3: il 
( JLüy-June) GJ~'rnts 8: Lonns 

195J.-52 5 
lq~?-r:)? I tf-5 - -'./ - .,.. ~ 
lqr:;~-h4 180 "'-"'- "" l Qr:;4-r::;'~ 1(,~ 
--, / .;.,.- --,".' ,/ 

1955-56 472 
1956-57 76? , ,-
1Qr::7-r::S 1256 ,;." ". 

1958-59 (;10 
1959-60 1067 
1C)6o-é.l 1506 
19t..1-62 ]530 
lq6?-t-=\ ?'.'\8? 
lo6;:-h4- -- ~ 

2931 - - -
1964-65 3142 
lq6~-66 2}l1.1-
Î966-{;7 333Lr 
19(7-62, ~r::;'2n -..,.' -'.' 

19(8-(9 1+010 

T.I\BLB. ~. -,--------
NET II'1FLm-r OF FOREIGNRESOURC}~S 

(nr InT.Z~IOI\T HUPEE~S) 

De~)t l'Tet Net Private 
Ser- Foreign Foreign 

vicin;-: 1\ • -
"ôlC Il1v(: stF;ent 

,5 11 
145 19 

1 179 22 
10 155 24 
ln \., 462 9 
.33 729 21 
?2 12211- 2e , 44- 766 10 
41 1026 14-

100 1406 90 
120 1460 90 
188 2194- 81 
21t-3 2688 90 

·2796 ~46 77 
411 2503 100 
~"y, 
... ; ,-1_1 2814 92 
600 292:' 130 
715 3295 160 

gj InCl U!3 B9 sin Id.e; 8.l1Ô PL_1I-t,O .IHe1 are ,inc J.nderJ. 

Source! Calcul:?~t("é! f"r"OD Appendix ,4, Table 1. 

ChanGes 
In B.eserv8s 

(+) 1+67 
(+ ) 377 
(+) 38 
(-) 65 
(-) 371 
Ct) 19Lr 
(+) -=\20 

162 (-) 
(-) 127 
c-) r,r:: 

.-' ,,' 
(-t- ) 97 
(-) . 308 
( +) 201 
c+) 284 
(-) ~12 
( -t-) 470 
( +) 150 

N'st T'ol'eign 
I=l.e SOLU.'ces 

483 
54-1 
?':lq 
ïQt-
100 
q4Lr 

1572 
614-
913 

11.!-41 
164-7 
1967 
2979 . ~7 31/ 
2291 
3376 
? ?no 
~4;';r, 
-' ./"-. 

e 

f0 
'.;1 
().! 



For Appenc1ix A, TabJe Y-, see the attached Folder. 
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For Appendix lA, Table 5, see the attachecl Folder. 
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.1I,PPTo'·11D1X A Tl1BLB 6 

:Œ~yq -~ CFIIT("r'S 
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195'0-51 
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195'4-55 
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1956-57 
1957-58 
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3 
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- 21.3 
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- J.~~. 8 
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1+5.8 
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- Il.8 

6.8 
39.0 

2.3 
2.4 

21.9 
2.3 
4.7 

12.8 

14.6 

RllI~ 

1( 
2 
1 
3 
7 

15 
4 
6 

14 
8 

10 
13 

q . 
Il 
12 
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RANK CORREL.~TION COEFFICIENTS BET!:FE:rGN 
PAKISTAN 3XPORTS AND GFP·, D,PORTS JUill PRECEDIHG 

YEJ~R 1 S BXPORTS,'Jnm EXPORTS' AND TNIJ8ST1TEET 
. __ ._._---~----- ~_. ~ -_.- -_ .. _--~ ..... _--_. --'-_._.--

_.RAIE CQB~~I~q':::.lQLÇ9~FFICI:SIIT ___ ._..êJ;r1-PLE SIZS RElvVm~ 

HOT.4TIOlT~.; 
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= 
= 
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• oE~ n 16 NOT SIGNIFICANT 
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"i: n. l{~ NOT SIG nU'IC MJT 
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1') J ,_ J_:r~:LJ ~C:?:21ce Le"vc~I) 
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~-'2c'l-: COTl'?l·stion Coef::"iciont 

Percents;8 chance in expo:..,ts (Xt) 

Perccnt2Ss c~~nze in (',J~ 

Perc8nt2~0 chan~e ." .l-
lI} l!nrO~ t.. S (Nt) 
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C;-'llc~llë tn('l :?:;'>()r1 .Append:l.x ,4, Ta ble 6. 
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APPElifDIX A rr ABLT~ q . 
y 

U.S.A.I.D. LOANS TO PAKISTAN 
lQ4'7-1g6t:\' , f -, .-' 

(J é· 11 . f P ) .l __ lons 0 ,cupees 

-.--.-~-~-- -~--~-- :27----~-

Project Tier~ Proj 0 ct Loan (80ft) Tied ConunO(~ity Loan (Soft) 

.qrf'Ol..1nt Interest 
Rats 

______ .A r 

1.Airport Eqpt. 10 0.75 

2.Chalna 
Anchorage 17 0.75 

3.Ctg.Hil1 
Tracts Il 0.75 

\. C " . , . 
'i". onn.o r 1"[, le s 

- 5th 

r:; • Dé'. cc a - !~ rie ha 
, Road 67 2.00 

6- Di c tl~ 1· "O. 11.1. i 0'" , • J _ .... ) _ ~ ~ l~ _ ~. .LJ. 

Sc hernp - - I0ï', SSC :;h 
-' 2.00 

7 rï'ml)" 11:~ nr 0 J' •.. '!.. ~t.. .• r- • 

--:sP ~1 -- 0.75 

8 "'e~ silo; 1; tv • l' ,C.t __ lJ_ .• ".- cl 

st ',1.(' ~T 10 0.75 

Grace Re1:'3.,rment _ u Amt. Int. Gré'.ce Reray. 
period Perio(1 Rate Ppriod Pprioa 

y, QI 
G R A ,... r,. R 

20 61 

20 61 

20 61 

667 2.00 20 61 

2(i 61 

20 61 

20 61 

2C 61 

e 

SI 
Sectors ô.conomic 

Group 

Govt. T & C 
10 

\ )-'l 

':J 

Govt. T & C 

Govt. Agr. 

Govt. Cormnerce 

Gov-c. T &: C 

Priv3.te utilities 

rrovt. l~gr • 

r,.ovt. other El 

n.e.io 
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JiPP"SFDTX A q TABLE 9 (continueQ) 

C).(';eneral COli1110(~­

itics - lst 

lO.General Co~~o{­
iti_es - 2nd 

Il. :",eDe.'ro..l Cons111-
t3.nt $- -Êi? ~l 

l2.Jerteral Consul-
tél ~1t s--~'rp 27 

13.I~0n ~ steel 
--lst 

J)+. 1l':)n": Stes l 
--2n('1 

E~.I}'Ol1 ", Ste''''l 

16. 'G"! rna "hu::.y 
r.:ï'''lr.c' -f-J,. _. ',J ,_. -',' • ,-, 

17. :'7':~"··c 

l~ . :. ~!O'.12 ~(' ic~ 
~rs6 'tcP,t i')D--I 

18 

a 
/ 

1G 

0.75 20 

C.7:-' 2C' 

2.no 2') 

O. T5 20 

0.75 2C) 

200 

143 

61 . 

Cl 

~1-29 

-:nf: -- ' 

476 

el 
el 

(1 

e 

0.75 20 61 Govt. Conlne!'ce 

0.75 20 61 Govt. Corrm~Grce 

Govt. .othETS 
n.e.i. 

Govt. OthGr s 
n.e.i. f0 

~,,' 

D 

:).7'5 2D 61 Govt. C OrrlTflerC e 

r, '7~ 
\_ .• t "" 20 61 GO.V-l:. CO!Jl,merce 

2.00 20 61 Govt. Cor.rnerce 

Govt. Agr. 

Privc,te Utilitip.s 

Gov-c.. utiJ_itj_8S 
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I1PP'P.l,TT"\IX f), rj'lI\DTF. a _ (c,-,r . .L.-;nil",ri'l 
J • .1 :. ';.LJ .. ~, .L}i.J.)..L.J.::.::_~ ___ ~ " ... _v.~,.>. ...... \.., ....... J 

~t?~I~.:?;.cI1trte Ij()ol 
t1 (; j~ = .~~- ~: .. 2<] 2.0C' 2:~) r< -l- Others '_70V,-,. 

n.e.i. 

2C'D}·~P!.)_:::'~.)i? Er2.(~.i-

cr:!. ti0n--II ~{\ :2.00 o, ..... \ (1 Govt. ' util,ities .. " ",J ~"-' 

21.1'~8c 11. ~q:JJG. 
,-" 7~ el "SP ~·:I~.PJl\ '7 20 Govt. others ( \..i. ", 

11.e.i. 

22. Hech. Pool 
biT HAPD1~ ~?)+ 0.75 20 (1 Govt. cthGrs : -'. ~l . '\ 11. e. l. --' 

23. p 0 ~:. sng.~~ • 
C.75 61 RP vt~PDA '7 20 Govt. Utilities { 

?y 1) T:' "'0 ....... ; 'l'T,-,"-rc 
•.•• •• Jo" • !. .'. ' .. :::; ...... ~L 0', ,- .~: ,.;> ~1·1 2.00 20 61 Govt. T è": C 

25 .F' ,,\~·r. n3.:L11~!2.:rs -'r-, ') 0n 20 61 GO'IJt. T 2: C .J"': ~. ",. --. 

2(. PO~'JAr Di stbn. 
BP 1+1 i) 7~ 

',... • f .,- 20 (,1 Govt. uttlities 

27.PoFer St9.tion 
ct:· 61 L. Ftll'"J 2.00 20 Govt. Ut.ilities 

2e. POHPr Station 
Siél irganj 41 ~~ .00 20 61 . Govt. utilities 
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APPEIIDIX A~ TJ\BL"E 2 - ~c()ntinued) 

2'?Port Pr0ject 
16 toI ctc~ . 2.00 2!") Govt. T ::;: C 

':·0.PoHer Distbn. 
(0 t,l \'lP WAPD.A 2.00 2C' Govt. Uti1ities 

31.~ailways - 4th lY-G 0.75 20 hl Govt. T & C 

32.Ra:Lhiays 5th f,C) 
. .- 7C:: o. ; 20 61 Govt. T & C 

33.Salinity Proj. 
- lst 51 o 7r:: 

" .. '" 20 61 Govt. Agr. 
:\) 

34.Salinity praj. 
,'C, 

~ '. ~ 

- 2nél h. () '7r:: 20 61 Govt. Agr. 1 ,,' • 1 ; 

35.Sui Gas Trans. 
01 - 3rél l ~ 2.0C' 20 Pr5_vA,t8 l}tilities 

._~ 

36. 'J'elecor0.!"'J1J.ni-
c:~tions '')') 

'-~ 0.75 20 61 Govt. T à C 

37. Tr8nsmi sB·ion 
61 Lines 13 2 .. 00 20 Govt. utilities 

38. Urban 1!tater 
61 Snrli1y 17 2.00 20 Govt. utilities 

_._--_. 
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!'PPPl.IDïX 1\ rp fi DT? q _ ( c· ("\~t -j nue -j) _,'.\ Jo .1_, __ . ...,., __ .• -1.:.)..:....1. vIl J _ _ .IL. 

~/' ,'\l}" loans in This Ta~)l(" a:re .Contractual loans. 

121 In thi_ s stl}_oy the averace perio6. of repayment s anr~ the vieighted rate of intere st 
. are 18 ye2,rs ane 3 • .3476% respectivej_;J~. TrE2tinG theseas the terrets of a "st.anc1ard" 

lo::m, the insts_J_1menT,cot1es to 0.03720. Jlll loans vThoE'e installments are belo1~T 
This figur8 h2ve been treatp('l as soft 10an8 .9_nè those ï.:Jlth higher tnstallments 
as harde ' 

Q/ The pA:riocl S 2. 1':? .i;j_venîn nt .. lIl:Je.-r' oi' half-years. 

gj liT !li:. Cil an~ 1Ir.,C_'." del10te II~Cl'anSl'Ort and Cornrr:unications U and IIAgriculture H 

resp8ctiveJy. 

Source: 
0<"ar8.chi, 

Government of P8_kistan, State Ban~: of Pa1Üstan, Externa 1 Debt Servicing Liabi lit Y 
JunP. 19(5), pp. 43-56. 
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illEFDIX A 

project 

EXHffiANr: :: 
1.Cotton r,inn5.n:::; 
2.D8CC8. Fotel 
3.}ene2.~2.J. Tyrr3S 
\.IDEP , 
;' .~'lu~9.('hi Eot?l 
(- PT;"" l ~t 

- • - ~.1. - _ ...... -' 

7. PI!.'; - 2nc1 

;:.~ • "S.ê. ~.l \ ra:·7 S 

Q/ 
<? .1::--h82 t 

BANK LOANS: 
J..PI/\ - lst 
?-. PI/\ - 2Dè 

r~ie( 

(0 nO:J.l1t 

l' .. , 

~1 1,( 
..... u 

4 
12 
l '7 
~, 

(-1: 

16 
r::r-; 

( '71.) 

27 
Il 

TABLE 10 

u. S. EXIHBIHTK AND ü. S. BAHK LOAi'TS TO PAKISTAN 
1947-1965 

O~i}.lions of Rupees) 

PI'/') jec·~-: . Loan (
__ i:~7 

-.: ....... .., ~ 
Lc.!.'\' '). , 

I11·;-,8~'~8 st 
Re.te 

r 

r::; 7h 
...... 6 " 

r' '7h ). .,.' 
h 7~ .;. . 
r::: 7r:: ./. , 
r. 7:::-: 
f:)·7~ .. . ~ .,/ 

1=:' 7r:: " . , .,: 

t:' 71=:' .... , .... 

( :? r::;,')) - . ./ . , 

7.77 
6.00 

Grace 
Psrioc" 

n 
QI 

r:: 
./ 
LI-
4 
4 
t 
2 
2 
~ 

(29) 

Il 

ne lia Vn8 nt . ~ 
SAC t 01-' 

Pc:rioc: 
QI 

R 

17 
~6 
i6 
10 
36 
14 
10 
16 

(59) 

11 

Govt. 
Private 
Private 
Private 
Private' 

Semi-Govt. 
Semi-Govt. 

GmTt. ' 

Govt. 

Semi-Govt. 
Semi-Govt. 

-Sconomic 
Group 

Ç../ 

l,ianufô.c-GtU' ins; 
Others n.e.i. 
l·~a nui' <" c t tU' ing 
l'18.nufactur 5.ng 
Others n. e. i. 

T & C 
T&C 
T 3: C 

Commerce 

T & C 
T & C 

ForE~ 

o~ 
Lopn 

Cont!'élctual 
Contractual 
ContI'élctual 
ContrE.c-Gual 
Contractual 
Contr2ctua1 
Contractnal 
ContI's.ctua1 

Contre.ctual' 

SUD"liAr 1 s 
Su~iJlter' s 

U 
QI 

Sep f~n"enclix i-\, Table 9, Footnote b/. 
Sep. Aîlî,r=:ncii::.~ fi, ~Ca1Jlp 9, Footnote v. v 

V 

UT D~ Cil denote s "TransTIoJ.'t aml 
_CoPI1urücations lt • 

Tiea Soft Commodity Loans. 

Source: SaBe as Aprendiz A, Table 9. 
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.APP~JFlIX A 

PJ~O j ec~t ~e i_8 r' Frojf:ct ~~()8.1'l. 

T !>l3tt: 11 

GERJJ:"AI'TY'S LOMTS TO PAKISTAH 
1)47-1965 

""11' "u ) I.e 'l __ J_OYlS 01 :-,npees 

!,~ _ §J 
\.'. '2. :""#('i l . / Fnt i8(' !Jo8.ns 

!1r'()1'nt Ints:C'cs-c '}rê,c8 
pp.":i..or; 

'- . 
'Leï~avmem:; . ~ 

A!;lt. Int. Grace Re,.ay. 

l.lctatp Hayon 
Pl~nt 

2. :; ir i '!:èi3T s ;il 
-:q n ·i.;, nE' nt 

3 • Î; lU::7. li~2 chine 
--.Jnte 

4 '~'1' co C' \.'~ Pa~r • : ..... l ..... ' _' .• J C \.. 

5.Cavstic So~a 
Plant 

6.CoB_xial CEd)J.e 
PI'oj. 

.? .Coasta]. Ves­
sels r,p 

A 121 . 
____ __ ----1Z_ G 

REl.t.2 

84 {.oo 

4 f.oo 

15 6.25 

Perioè 
b/ 

11-

21 

Il 

26 

Rate Period Period 

1\ '. r .- G R 

~ 
-' 5.50 3',,\ 

.... .1 12 

12 5.50 10 ~1 
~-

4 5.50 10 ~1 
~-

21 3.00 14 27 

Sector 

e 

:SCODO!ŒÏc 
Group 

cl 
-' 

[\) 

."" Pri Vê-', te Eanufact:J.I'in,Q: '-~l 

T . n c.:,. y>.!.. .':' .r St __ :' ... ' 0.; ~._ 
Govt. C OT!lElUnlCG '\.. '1.011S 

Semi-Govt. ;·~.él.nufact. 

Govt. rp (~ C 

Govt. Nanuf3.ct. 

Govt • T & C 

Gov".::. T ~: C 
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_.4PP?1;rDIX il L TJ;,JT::-'; l} - (cont.inued) 

cil 
-' 26 5.50 8. Cor:Œ:10c! i t -i_c: S 10 30 Govt. Commerce 

9.CoaxiaJ Cnble 
(.00 Prnj. 5 22 Govt. l' & c 

pl .;:::.., 

6 14 ":1.6 10 .COe che s--HI' 3.00 Govt. T & C .J< 

Rail;:·ray 

11. Fer-d.8 s--:s. Pal;:. 18· 3.00 14 29 Govt. T 8: C 

12. G0ne!'2c l U 1\) 

(j 0rl~lnOr; i t-:1 30 5.50 10 3e Govt. Commerce '-, ", 
13.Hattar C. 

18 6.00 ::i'acty.--lst 27 Private Hanufact. 

11+. ~.T2 t tén-' C. 
Facty.--2nél ls' 6.00 2-7 Private 1,'ianufact. -,.. 

15.JD:8P--lst. 71 5.50 10 31 Govt. l-Ianufact. 

1(. r)lJP--2nd 24 5.50 10 31 Govt. lvIam,1f9.C-C • 

17.IDi3P--3rd 5 5'~ 50 10 ~l Govt. ' Hanuf2,ct. -.-
~/ 

li:: 1',.'1"P':, 'PerIr-! i T' _ .• __ ". '. r. _" .. ~ c ........... _ 

8 14 36 Y8J~d 3.00 Govt.. T J: C 



ee 

,i I",-.,-,-,---,'r..,.;, TABTP 1] ( _.J. • d) 
1-1 /1~ '," "~_''-;''. Ul~ _,. - COL1L-J.l1Ue 

___ • !l".' ",?,!JC'''! ,--,----
l n--l'--. -------- 71';- ----, 
_ ',' • "~~,è"1 ~- J. ~ - ;..;.; - .. --- --

20 • J- ··9.21 :" () =-' i. w!') ~~\~. 
72~ (~ ~:.~,~ l~ ~r 

:21. On:~ FP,1, , '-,. , .. _~, 
~~.:. ~.:~ :': ~)li 

2"). PICIC--ls:', 

23.PICIC--2ncl 

21+. PICIC--3rd 

:r:; • P O'\'J 8'." Stl~,. 
l'-Inl tari 

2{-..PoJ.yethelene 
FIent 

? f7'n ']'T"--~ ~IC'~­__ : • _~i.a]_. _ ~ ... Ct~! ;::--- - _ 1-.' \..1 

28 ~?2, ihJ2_~7 s--2nc1, 

2~. F~8. j.l i.12.Y" S--]1'-'( 

30 .Ha i l':wy s--4th 
Q./ 

31. SC! 1J_ '."l,i ty 
C ont',. Thé' 1 

1'·· .'.t..1 

f7r] 
{ :' 

47 

-:;1 

5.-?) 

c:.2:: 

.~:' • ('10 

(: • tjî) 

29 

2(. '-, 

~23 

83 

2)+-

12 

22 

21 

24 

62 

l.l!:;" 
1 

'JO 
..:L) 

32 

--
~ ~O 
; ~."- 10 ~, l, 

~-
Govt. C O:-fEle:~ C (, 

'c' r:;"'Î 
;l' • ..,' ' ... 10 ~., 

~,:) Govt. l~J .iîvfdC t • 

Semi-t',ovt. T t~ C 

r:;" h' (') ,,' .... ' ... ) 10 31 C'7ovt. 1'~G'1,nu:f-:, ct. 

~ r-{r. 10 -:),1 Govt. l :anuf.,:,ct. .; . ,~ \- .J -

r:;'')(\ 
;' .... '.' J.O 31 Semi-Govt. Eanufact. 

Se!!':~. -(}ovt • 1Jt:Llities 

P,r' i va t,r:. l'iar: uf:~ ct. 

Privato T ,7. C 

? -nn 
.:. -",.'-...- 1)+ 27 Govt. T S: C 

iL ~,(l 1._ '-' 10 30 Govt. T (: C 

4.25 12 :n. 
...-""' Govt. T '::c C 

3.00 14 36 Govt. .llgricu1 t. 
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CHHTfl., YUGOSL4VIA AND T:B:S USSR' S WANS TO PA.'{ISTAIif 
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I.B.R.D. LOANSTO PAKISTAN 
1947-1965 

Cl'-li11ions of R.u~ee s) 
:;-/~--- -------
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Ameunt Interest 
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Grace Repayrr.E'nt· 
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----------------~~---
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Form 
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g/ 

LF.C. LOANS TO PAKISTAN 
1947-1965 

( -r'll' f'R· ) l"l __ .lons 0 __ .upees 

e 

.QI ------------------------------------
project 

1. ~f!dal(:jee Indnstr:i.0:ë' 
2. Cr0scent Jute Products 
":),. ISE"lélil Cew:mt In6ustr:1.8S 
4. Isp:aiJ. CeYôent Ltcl. 
5. P2C 1Œ';PS T..Jtd. 
6. Stoel Corporation of Fa~. 

Untied Pr0ject Loan (Hard) 
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4 
9 

le) 
6 

Il 
3 

Interest 
Rate 

7.00 
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7.50 
7.75 
7.00 

Grace 
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Il 
6 
9 
6 
6 

10 

El 
Rerê~~rment 

Period 

8 
16 
22 
20 
2C 
10 

sv' 
-rï;col1omic 

Groun 

liam:d'ac t ur ing 
l~al1ufé.~ct uring 
Yê.D.ufactu.r ing 
HanLlfa.ctLu'ing 
l'lanufactiJ.r ing 
JranufacttTing 

fi/ tl.l1 Ioans in tbi,:~ TEl ble e.rF' Cont.r:lctnâ.l and a llaca ted to the Privat e sector. 
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APPENDIX B 

DBRIVATTON OF TOTAL VOLUlvIE OF' RRQtrIRED FORBICrÏ'J AID 
FROH "THE FEI-PAAtJiffMODEL 

The total volume of aid through accumulation 

from the basE" yeFlr Ct ) to the aid-terr'lination year (t) o 

is givPl1 by the ;c:hac1ed C.r"'&. ~At in the diagram belovl: 

__ .. , ~ = ~ loje L 

~-' -~ , J [F, ] cLt . . . . f 6.uA1inv (III) 

o 

(u. - \l..e-"':o )] VI;." . E9.VAT'ON (g) 

'~~~~~~~~~----~--------------~~ 

the derivation or th0 total requirpd aif: 

1. No rever se flO1·! of caDi t81 ancl intere st 

payments is 9prmitted. 

2. V'" (0) = l an6 p(Q) = 1: vlheI'Ë: V· (0) = Per capita 

G.N.P. at initial period; 

pCO) = Population at 

initial periode 



- ')( ',7 _ 
, __ o. 1 

Let .AT = Total volume of acc1..1Il1ulated foreign aide The 

value of AT for any V*(O) ano P(Q) is obtained from: 

V~(O) p(O) 1K 
AT 

= ]A* 
T_ 

f, 

><t) dt . . . ( 1) = 
0 

The value of ACt) is found from 1I:quation (8) in the Fei-

vlhere 
/' U. 
rA -= ~ 

1\ U 

~ = 1ï 

-

-

0(0 

~ 

--ré 
e 

(f + p) 

('Y'+f)t 
e 

NOvT having Bquatlon (2), ana "Squation (9) ln Chapter 3, 

vIe intE'2;rô.te Equation (1): 



-e 

-
t 

Âr - j [Ft}H 
() -i 

- [[ (,z ë,.t - ~) kJtp)t J.,jt 

= ~ k [1 P~ lo'j}~) J /' K li (Y>+P)~~e(i) f'rtW'j o _-€. 1 P.o _73 - e _1 e 
r - "'"F .e. 1 0 'Y'H Y't-I" 

~ ~ 

~ ~ Ko (~p"j.(~) - ~ 1- (3 k.[ iJ~ilo'1(t) - ~.J 



.' ~(~) ..e = x. 



tk o 

Since K(Q) is C()n . .::~i:8nt, '7('> C211 PY'b-LtrClI':i.l" liUt-, 

[ ( f r { P H ( : J +'] ~ 
Equation (24) of thp ?ei-Paau',; ï!1ocl.el. l ) 

AT = V*(O) P(O) J! where A = Total voll.1me of .. T T 

accumulated aid for V (0) 

= P(O) = l 
-= Arp for V (0) = P(O) = l lby assumption] 

- f 

= !FCtl dt A 

i- ,. ~ Lo~ (-t) 

= o r r ( t e-YO· - 1) ka iN"lt J ""1 
() [ ( ~ r { ~ H d f +11- (,"+P~ ;-

= 
f' (--rH) 

Thus,given r, u, ::, r 2cn(1 0\0' AT is l.m5.qlJ.ply (;ete:(,lilined 

by Equation (3). 

IJ.C.H. Fei anà D.S. Paau\,J, "Foreign Assistance and 
Self-He1'.D," Reviei !] of 'Sconorücs and Statist:i.cs, AU:3ust 1965, 
p. 258. 
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APPBNDIX A 

SOURCES AND NOTES FOR TABLE 1 

Notes 

1/ Fiscal year in Pakistan starts from July 1 to 

June 31. 

g/ 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 1964); 

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 1965/66, 1966/67 and 

1967/68. 

~ Figures for Capital/Consumer goods and raw material 

for Capital/Consumer goods for the period 1951/52 

to 1959/60 have been worked out by app1ying the 

"ratio" found by Professor Islam in his study, 

Imports of Pal-cistan: G:rovJth and structure, A 

Statistical Study (Pakistan I.D.E., September 

1967, Statistical Papers No. 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 Economie Position and 

Prospects of Pakistan (Volume II, Statistical 

Appendix, April 17, 1968), published by I.B.R.D. 

Association. Table 57. 

Figures for P.L. 480 and Indus Basin Imports have 

been taken from Hemorandum for the Pakistan 

Consortium, 126?-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 Economie 

Position and Prospects of Pakistan (Volumë_II, 

Statistical Appendix, Table 57). 

Invisible Exports 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 insurance, 

investment income (Le., 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 elsevlhere), private 

remittance and transfers and miscellaneous. 
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2/ Breakdown figures for the First Plan have been 

taken from the Second Five Year Plan (1960-65), 

published by the Government 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 Economie position and 

Prospects of Pakistan (I.B.R.D., Volume II, 

Statistica1 Appendix, Table 57). 

§! Figures for changes in Gold and Foreign F.xchange 

Reserves have been taken from the Pakistan Economie 

Survey, 1967-68 (Government of Pakistan, Ministry 

of Finance) ,pp. 107-108. 

21 Projected figures for 1968-69 have been taken from 

Annual Plan, 1968-.-69 (Government of Pakistan, 

Planning Commission, June 1968), pp. 15 and 29. 
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Main Sources to Table 1 

1. Government of Pakistan, Ministry of Finance, pakista~ 
Economic surve~, 1963-64, 1964-65; 1965- 6, 
1966-67 and 19 7-68. 

2. Government of Pakistan, Ministry of Finance, A Review 
of Foreign Economic Aid to Pakistan (1962). 

3. Government of Pakistan, Planning Commission, The Second 
Five Year Plan, 1960-65 (June 1960). 

4. Government of Pakistan, Planning Commission~~~=..:==.~ 
for the Pakistan Consortium 1 6 
and 9 

5. Government of Pakistan, Planning Commission, Annual 
Plan, 1968-69 (June 1968). 

6. state Bank of Pakistan, Pakistan' s Balance of Payments 
(Karachi: State Bank of Pakistan, Department 
of Statistics, various issues). 

7. I.B.R.D. and l.D.A., Current Economic Position and 
Prospects of Pakistan (April 17, 1968, 
Volume II, Statistical Appendix). 

8. Government of Pakistan, Central Statistical Office 
(C.S.O.), 20 Years of Pakistan in 
Statistics, 1947-1967 (Karachi, 1968). 



TABLE .1 

CONSOLIDATED BALANCE OF 

PAYJ.lENTS FOR PAKISTAN 
11 

FOR THE PERIOD 1951/52 TO 1967 

PRE-PLAN PERIO F IRST PLAN PERlOU 
(}!111ion Rupees) 

SECOND PLAN PE 

1951/521952/53 1953/5lr 1951r/55 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 1961/62 1962/63 

3/ 
TOTAL PAYMENTS-

I. Development Imports 
§J 

Capi tal Goods (Ca) 

Raw Haterial for Capital Goods (Rea) 

Invisibles~Mni) 

(a) Freight Ch~rges and Insuranee 

(b) Teehnieal Assistance 

II. Non-Development Imports 

Consumer Goods (Co) 
(Inc1uding non-P.L.lr80 Imports) 

Raw Material for Consumer Goods (Reo) 

Invisibles (~Di) 

(a) Of \/hieh Debt Servicing 

(i) Of 1·/hieh Debt Repayment 

,vi 
III. Indus Pasin Impor.t& 1 

5 ' 
IV. P.L. lr80 Imnorts-

TOTAL FINANCING 

FINANCED BY: 

Exports 

Invisibles ,§/ 

II. Foreign Aid: Lo~ns 8.nO Granh 

project Aid 

Commodi ty Aid 

Techniea1 Assistance 

Food Grants and Short-Term Credits 

III. yoreign Privute Inve,tments 

IV. Inclus J:asin Ud 

V. P.L. 4.80 Aid 
Z/ 

VI. Changes in Golel and Forei~n Exchan~e Reserves 
(Inc1udino 1.]·1.1'. Drm-Iino) 

VII. Short-Term Capital !lovements and j'.rrors and Omissions 

2789 2032 1594. 

629 lr35 3lt3 

391 2lr8 187 

153 129 96 

85 58 60 

2160 159f----w5f 

776 570 16lt 

lr37 

9lr7 

162 

865 

228 

859 

2789 2032 159~ 

2368 llr90 1396 

2137 1297 1268 

231 193 128 

1lt5 180 

11 19 22 

lr67 377 38 

1357 

lr39 

266 

99 

7lr 

918 

201 

109 

668 

10 

1357 

1318 

1180 

138 

165 

24 

-65 

-85 
---_._-------------------

2067 

lr56 

275 

102 

79 

2890 

lr67 

25lr 

90 

123 

254. 323 

138 

1219 

10 

2067 

133 

1967 

33 

2890 

204.7 1883 

1812 1621 

235 262 

lr72 762 

? 286 1 295 

ltl 37 

14.5 430 

21 

V 
-371" 19lr 

-90 30 

32lrlr 

50lr 

277 

108 

119 

27ltO 

3lr8 

11lr 

2278 

32 

32lrlr 

2lr53 

465 

242 

119 

10lr 

1988 

240 

9lr 

165lr 

lrlr 

2lr53 

1672 1787 

1425 1440 

247 34.7 

125(· 810 

( 851 1lrlr3 

lr7 52 

358 315 

28 10 

320 -162 

-32 

3038 

llrlr7 

925 

360 

162 

1591 

760 

lr27 

lrolr 

lrl 

3038 

2128 

1750 

369 

1067 

~ 626 

71 

370 

14 

-127 

-44 

3859 

1905 

1166 

5lr9 

190 

127 

63 

1391 

580 

316 

lr28 

100 

60 

503 

3859 

2286 

1877 

409 

943 

375 

505 

63 

90 

60 

503 

-55 

32 

lro59 

2155 

1421 

lr60 

27lr 

210 

6lr 

llr2lr 

5lr7 

33lr 

lr51 

120 

170 

323 

2384 

1920 

464. 

1087 

54.6 

477 

64 

90 

170 

323 

97 

-79 

lr295 

2398 

1690 

lrll 

297 

220 

77 

1502 

563 

306 

540 
188 

300 

691 

4295 

274.8 

2252 

532 

1391 

657 

657 

77 

81 

300 

691 

-308 

-12 



TABLE .1 

ONSOLIDATED BALANCE OF 

P A Y H E N TSF 0 R P A K l S TAN 

E P E RIO Dl! 1 9 5 1 / 5 2 TOI 9 6 7 / 6 8 

SECOND PLAN PERIOD 

158 1958/59 1959/60 1960/61 1961/62 1962/63 1963/64 1964;65 

~ 2453 3038 

D4 465 1447 

77 242 925 

08 119 360 

19 104 162 

40 1988 1591 

.48 240 760 

.14 

~78 

32 

3244 2453 3038 

1672 1787 2128 

1425 1440 1750 

247 347 369 

125(. 810 1067 

: 851 1443 ~ 626 

47 52 71 

358 315 370 

28 10 14 

320 -162 -127 

-32 8 -44 

3859 4059 4295 5933 6543 

1905 2155 2398 2892 3160 

1166 1421 1690 1860 2050 

549 460 411 634 740 

190 274 297 398 370 

127 210 220 270 309 

63 64 77 128 61 

1391 1424 1502 1627 2087 

580 547 563 598 572 

316 334 306 334 637 

428 451 540 600 729 

100 120 188 243 346 

139 

1 

. t 
1 

60 170 300 4001 454 

503 323 691 832 752 

3859 ltü59 4295 5933 

2286 2384 2748 2785 

1877 1920 2252 2215 

40Q 464 532 570 

943 1087 1391 1699 

375 546 657 941 

505 477 657 630 

63 64 77 128 

90 

60 

503 

-55 

32 

90 

170 

323 

97 

-79 

81 90 

300 400 

691 832 

-308 201 

-12 -256 

6543 

3015 

2404 

611 

1936 

1055 

820 

61 

77 

454 

752 
Y 

284 
(76) 

-65 

THIRD-PLAN 
1965/66 1966/67 

6112 

2642 

1800 

560 

282 

205 

77 

241+7 

548 
(224) 

484 

1260 

411 

146 

450 

573 

6112 

100 

450 

573 

-312 
(175) 

16 

7423 

3270 

2120 

790 

360 

260 

100 

3233 

943 
(353) 

700 

1380 

520 

315 

7550 

3500 

2300 

805 

405 

295 

100 

3100 

700 
(100) 

655 

1430 

600 

490' 

300 

650 

7423 7550 

3580 3750 

2920 3210 

660 640 

2414 2570 

1270 1500 

877 900 

100 100 

167 

92 

445 

475 

470 

-53 

70 

130 

300 

650 

150 

8320 

4150 

2600 

1100 

450 

350 

100 

3130 

600 

765 

1765 

715 
420 

540 

500 

8320 

4150 

3450 

700 

2970 

1750 

1120 

100 

160 

540 

500 

-----------------------------------4------------------------

~·.I 



APPENDIX A 

INVISIBLE EXPORT 

PERIOD 

PRE-PLAN 1 S T 

Million:, 
d r 

......• '. INVISIBLE EXPORT ITEMS 1949-50 1950-51'1951-52 1952-23 1953-54 1954-55 1955-56 1956-21, 

, . 1. NON-MONETARY GOLD (net) 
• 1 1 

'1' ••• • 11 •• 1 . 0.5 2 ••• 

.. .. 2. FOREIGN TRAVEL • •• • 1 1 •• 1 •• 1 • •• 2 6 

3. TRANSPORTATION & INSURANCE "' 12 . 37 . 26 23 32 64 

4. INVESTlvŒNT INCOME • •• 6 19 15 13 20 33 

5. GOVERNMENT EXPENDITURE ... 5 18 25 22 22 30 

6. MIOCELLANEOU.s 79 144 158 129 70 53 84 

7. PRIVATE RENITTANCES & 
HIGRANTS' TRANSFERS • •• • •• 0.6 ••• 1 •• 10 18 

TOTAL 79 167 232 195 128 . .140 235.7 

Source: Government of Pakistan, State Bank of Pakistan, Pakistan' s Balance 'of Payrnents 
July 1963-June 1964. 

Government of Pakistan, CIS.O., 20 Years of Pakistan in Statistics 
1947-67 (Karachi, 1968). 
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) R T FOR T H E\ 

o D "1 9 4 9 · 1 9 6 9 
1, 

T PLA N 2 ND PLA N i 3R D PLA .N .' 

"', . 

llion:,· ,. 

956.2Z, 
.:, 

2 5 13 3 0.7 . 2 "'.' , 

t t • , .. ~ .• ,' ~,,' .•. ' ,t . ... , .. 

3 3 4 4 6 , '9 9 8 : 11' 10 9 9 

67 • 66 71 81 80 84 ' 72 107 115 106 99 96 i 

44 
.l' 32 28 35 44 47 36 36 . 50 ' 47 44 44 

37 38 61 68 97 121 163 107 183 172 
.," 

160 156 "'170 1 

82 84 143 138 149 166 215 ,199 264 248 231 224 245 •.. 

29 25 35 ' 31 30 36 37 III 129 120 112 109 119 

262 1 250 347 370 409 464 535 
, , 

570 742 707 660 640 700 1 



• ï'; )T"~ . 
.....;.. .... t>r~ ....... - .. , .... 

T A BLE 7 

,PERCENTAGE DISTRIBUTION OF VARIOUS 1 COHPONE 

J ( l 9 5 1 - 5 2 t 0 196 8 

1951-52 1952-53 1953-~ 19~-55 1955-56 1956-57 195 - e 

A. DEVRLOPMENT INPORTS 
~7~.5 ~19.5 ~~6,6 70~.5 659.1 ' 5~0,~ (i) Capital Goods 297.0 308.7 c 

1 

(ii) Raw Haterials 182.5 1~9,6 illJ 151.1 163.~ 241.9 ~ g§11 1 
Il 

for Capital Goods 
657.0 446.6 461.4 570.6 610.0 946.4 916,0 80~.1 1~ 

(i) as a % sub total A 72.2% 66.5% 66.9% 73.1% 73.2% 74.~% 72.0% 67.2% 
(ii) as a % sub total A 27.8% 33.5% 33.7% 26.9% 26.8% 25.6% 28,0% 32.8% 

B. NON-DEVF.LOPMBNT IHPORT S 
(iii) Consumer Goods 926.3 661.9 425.1 309,9 398.2 875.8 831.3 520,6 
(i v) Ravi Haterials 2J11 18~.1 ~ 163.3 212,1 m ~ 198.~ 

for Consumer Goods 
1441.0 846.0 621.4 473.2 610,3 1223,4 1074,8 , 719.0 r 

(iii) as a % sub total B 6~.3% 78.2% 68,4% 65.5% 65.2% éd 77,37; 72.4% 1 71. J/:. 
(iv) as a % sub total B 35.7% 21,8% 31.6% 34.5% ~4 8< 2e,4% 22. 7}~ 27,6% v , 1 

TOTAL (A B) 2098.0 1292,6 1082.8 1043.8 1220,3 2169.8 1990.8 1523.1 2 

A as a % of TOTAL (A + B) 31 J::1 

• il) 34.6% 42.6;l 54 (d . ) /" 40 IÎl~I 
/. ;;/1 4~ U' .J' JI} 46. O~'~ 52,7% 

B as a % of T()Tf\L (A+ B) ((1 7r! ,.u,. r 6~,4'Z • 1 57 .4;~ 45 ,l+~{ ~O l';;; 
~ '··f· 54,,4;~ 54Io~:; 47. 3~0 

---.--.. _ ... -- ._ .. _-------_._-_ .. __ . __ ... _--.. _-_ ..... _-

~/ Figures for the perioe] 1965-19(9 have been ta1cen t'rom Table l (Appenc1ix A) 1 
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T A BLE 7 
Y 

OF VARIOUS 1 COHPONENTS OF HlPORTS 

1 5 2 t 0 196 8 - 6 9 ) • 

1 8- l. 9-60 1960-61 1961-62 1962-63 196}64 1964-65 1965-66 1966-67 1967-68 1968-69 

'.5 659.1 ·540.4 904.0 1206.~ 1459.4 1941.1 2150.4 2600.4 2250 2565 2550 2600 
~ ~ g§11 3i11 Jlli2 444,4 J:l2J. J76. 1 602.8 J2Q ..§.2Q JQQ llQQ 

;,4 916.0 804.1 1247.7 1762.4 1903.8 2361,0 3026.5 3203.2 2810 ~455 3450 3700 
4% 72.0% 67.2% 72.5% 68.5% 76.7% 82.2% 71.0% 81.0% 80.0% w 74.2% 73.9% 70.2% 
6% 28.0% 32,8% 25.5% 31.5% 24.3% 17.8% 29.0% 19.0% 20.0% 25.8% 26 el% 27.8% 

).8 831.3 520,6 736,6 935,5 682.4 804,5 980,8 1367.8 1121 1318 1250 600 
:J ~ 198.4 408,1 ~ ~ ~ &1fm~ .19i i§Q Z0. 
l,4 1074,8 . 719.0 1144.7 1388.9 1178,8 1449,2 1602.0 2164,2 1605 2022 1930 1365 
éd 77,3% 72.4% 64,3r{ 67.4% 58,9% 55,7% 61.0% 63,2% 69.8% 65.1~ 64.7% Ir3.9% 1').':1 

14% 22. 7}~ ~ 5 01 6" 41.1% 44. 5% 39.0~~ 36.8~~ 30,21~ 34,9/0 35.3% 56,1% 27,6,.) 3 .7/, 32. ~0 

1.8 1990.8 1523.1 2392,4 3151.3 3062.6 3810.2 462e.5 5367,1+ 4415 5477 5380 5065 

,6~':: 46.o~'\ 52,7% 52,li~ 55,9% 62.2% 62.0i~ 65,lr% 59.7~: G3.6~; 63.0% 64.1% 73,0% 

.4;~ 54.o~:; 47,3~0 47.9:t 44,1% 57.8~1, 38.0~ 3lr.é( ll·O.3)~ 3(,.4;0 37.0~ 35.9% 27.0% 
--_.~--~-----------------------'-------

Ish.m, 

\ 
) . 
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R 1 

Ca 2 

Rea 3 

Mdi 4 

Co 5 

Reo 6 

Nndi 7 

Xg 8 

X· l 9 

F 10 

Fp 11 

1,I-X 12 

. i. ~~.: ~: ~D ~.::: j • .. "'._-........ -........ ~ 

R Ca Rea 

CAPITAL RA~1 
GOODS HAT~RHLS 

RE SERIffiS 

HlPORTS FOR Ca 
1 2 3 

• 1 • -.142 

.768 

------'~---_. 

* Indicates High Correlation ,,',rer',,·,·, F 
ïi . 

SOurC8: i~~.JClll'~ 
,.,.. ............... ., .•... , 

rI 'IY: ï ~r 
' .. 

TABLE 8 

CORRgLATIONS AHONG smfE SELECTED ai 

(PERIOD 1950-51 

Mdi Co Reo 

INVISIBLES COlŒUMER RAt~ 
IN DEVELOP. GOODS MATERIALS 

HIPORTS HIPOH1'8 FOR Co 
4 5 6 

-.307 .058 -.353 

.102 .441 -.163 

~656 .734 .452 

.805 .958 

,670 

---~---_. ---



TABLE 8 

~ECTED . anOW'TH VARIABLES OF PAKISTAN 

~50-51 . - 1968-69) 

Mndi X Xi F Fp M-X g 

INVISIBLES EXPOHTS INVISIBLE FOREIGN PR IVA TE GAP 
IN NON .. OF EXPORTS AID FOREIGN 

DEV 1 INPORTS GOODS CAPITAL 
7 8 9 10 11 12 

-.371 .062 -.294 .156 -.,366 .271 1 R 

••• .882 .241 .958 -.172 .947 2 Ca: 

.358 .707 .737 .706 .442 .693 3 Rea 

.914 .032 .977 .078 .959 .032 4 Mdi 

.571 .268 .845 ' .406 .681' .357 5 Co 

.974 ... 190 .905 -.192 .997- -.224 6 Rec 
-.245 .855 -.243 .975 -.262 7 ~di 

.170 .843 ... 209 .837 8 Xg 

.221 .903 .166 9 Xi 

-.195 .967 10 F 

".232 11 Fp 

12 l1 .. X 

- .. - -_._-.... - :- - -, '\ -- - - - -- .. ~.- -. - .. \ 




