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Growth, Development and Regional Equity

in Pakistan

Introduction

The existence and stubborn persistence of regicnral dualism'at
various stages of national development is a facet of economic
growth long recognized. Indeed, Hirschman notes that for an econ-
omy "to lift itself to higher income levels, [it] must and will
first develop within itself one or several regional centers of

w1/

not appear everywhere at the same time. There are within a country

economic strength. It is obvious that economic progress does

" ... particular places ... where wealth canvgrow most easily ...
marked out by geographical advantages, proximity to minerals or
sources of power, or to areas particularly suitable for specialized
crops; alternatively they may have naturally good communications,
so that though their sources of supply are at a distance, they can
be supplied from many sources rather easily w2/ Although it may

be relatively simple to posit a variety of causes leading to spatial

inequality, it is more difficult to explain their persistence.

I have greatly benefited from comments and suggestions made
by Professor Hollis B. Chenery and Dr. Walter P. Falcon. Unfortu-
nately the responsibility for any remaining errors and. for the
conclusions must remain with the author.

l/“ Albert 0. Hirs chman, The Strategy of Economic Development.
(New Haven: Yale Unlver81ty Press, 1958) . 184,

-

2/ J. R. Hicks, Essays in World Economics. (Oxféfdz Clarendon
Press, 1959), p. 163.




Presumably the economic interdependence among regional units within
a nation can be expected to be much stronger than between couriries.
Admitting for a moment the applicability Qf the classical assump-
tions, internal factor mobility should tend to eliminate inter-
regional income differences. Abstracting from transport costs,
regional differences can persist only via lags in the dynamic
adjustment process. The fact that depressed areas and béckward
regions continue to persist suggests that some internal factor

flows tending to reduce interregional inequality do not occur with
sufficient speed and quantity to offset the dynamic conditions which
cause an increase in inequality. Thus once unequal rates of growth
develop, tﬁey tend to perpetuate themselves. Industry and trade
will become attracted to the dynamic region in part, at least, to
take advantage of the external economies which such a growing center
possesseS.é/ Investors thus spend a long time mopping up all the
opportunities around some "growth pole" and neglect those that may
have arisen or could be made to afise elsewhere.

While the problem of regional income inequality is not limited
to underdeveloped countries, it is the context of development that
the regional problem can have severelfepercussions. If the eco-
nomic differénces between regions also follow 'a clear geographic
division and reinforce sbme>social.and linguistic¢ differences, . then .
the growing disparity in regional welfare may cause a severe strain.
on the poliﬁical framework of the nation. In a number of developing
countries‘the allocation of resources is controlled by some central
governmént agency. Consequently, discontent with the épatial dis-

tribution of growth is ‘readily focussed on such an allocative agency.

§/ While there undoubtedly are real external economies which mark
the growing region, it is also likely, as Hirschman notes, that the
aura of success in the dynamic center may lead to an overestimation
of such external economies by potential investors. Cf. Hirschman,
op. cit., p. 185. ' :




-3

The governmentfs program to ameliorate the problem of regional dis-
o parity will often entail, as a minimum, an.effort to change‘the.past
pattern of resocurce allocation and ensure an increase in the share
of total investment destined for the lagging region., A more active
government policy may encompass a policy of income transfer to the
pocrer regicn as well, Such regional progréms may take the more
dramatic form of 1TVA's or may be implementgd through highly publi-

cized institutions like the Casa.per il Mezzogiorno, or it may

simply result in a general national commitment to regional welfare
and the use cf varicus differential taxes and incentives to create
regional traﬂ.fers,é/

Regardless of how the government's regional policy is imple-
mentad, ﬂhe need to take account of the regional problem adds an
additional difficulty to the already complex problem of achieving
rapid eccnomic growth for the nation as a whole., While "so long
as such an effort [to give preference to backward depressed areas)

does not.diminish. appreciably the rate of progress of the economy

[y

&/ Among the better known post-war regional development programs
are those for Southern Italy and the Northeast of Brazil. For an
analysis of the Italian situation see Hollis B. Chenery, Paul G.
Clark and V. Cao Pinna, The Structure and Growth of the Ttalian
Economy, (Remé: Mutual Security Agency of the United Statés of
America, 1953) and Hollis B. Chenery, "Development Policies for
Southern Italy," Quarterly Journal of Econcmics, LXXXVI (November,
1262), pp. 515-547. The Brazilian case is discussed in Werner Raer,
Industrialization and Economic Development in Brazil, (Homewood,
Illinoiss Richard .D. Irwin, Inc., for the Yale University Economic
" Growth Center, 1965) and Stefan H. Robock, Brazil's Developing

-+ Northeasts A Study of Regional Planning and Foreign Aid, (Washington,
D. C.: The Brockings Institution, 19263). Additional references to
regional planning and programs can be found in the extensive bibli-
ography in.John R. Meyer, "Regional Economicss A Survey," Surveys
of Economic Theory, Vol. II (New York: St. Martin's Press, 1965).




and thus its capacity to provide cumulative increases in investment,

. . . 5/ .. . . . .
the sentiment is unexceptlonable,”“/ 1t 1s precisely the implied

shift in investment rescurces from one region of a céuntry to an-
other that may well lead to a lowér nafional income level and
growth rate for the econdhy as a whole. The equity considefations
which might force the government to undertake public action to
redress the regional imbalances may make more difficult the problém
of raising savings and increasing the national growth rate.é/

While regiconal targets are often considered a relatively minor
objective in the wverall national plans, the precise weight that
should be given toe regional factors can really only be judged with-
in the political and geographic framework of the specific country
being studied. For geographically small and politically and
socially homogeneous countries, the problem of a disparity in
regional income may never become very serious. At the other extreme,
for gecgraphically large countries, marked by a diversity of po-
litical, linguistic, énd cultural factors, the question of inter-
regional inceme differences may become an increasingly important
factor as economic development proceeds. While the real world
allows for no such facile dichotomies, it is clear that in Pakistan
the political tensions generated by the problem of "economic dualism"
~have reached such a stage that an analysis of long term growth of
‘the econcmy is incomplete'and even irrelevant if considerations of

‘fegional welfare are omitted.

.

L7 Themas Balogh, "Equity and Efficiencys The Problem of Optimal
Investment in a Framework of Under ~development." Oxford.Economic
Papers, {New Series), I, no. 14, (Pebruary 1962), pp. 25-35.

5/ A possible, but certainly less interesting case, where the
dynamic region has grown not because of any inherent economic
advantage but solely through government favom:tlsm is ruled out,
In such a situation the proper allocation of investment would not
only remove the regional problem but maximize national growth as
well.




Two sericus obstacles usually restrict the scope cf regional
analysis. The first relates to the simple problem of defining the
boundaries of the area to be chosen for analysis. Ideally, the
t<

region to re studied should be the geographic area for which cliear

sclicies and objectives have been enunciated. The second problem
: P

is the lack of data relating to such an "economic development
7/
region. "=/

In practice the area to be studied is usually restricted
by the availability of relevant economic series. The oft noted

fact that Pakistan is divided into two non-contiguous provincés,
East and West Pakistan, presents us with clearly defined regions
which are easily identifiable with what might be called the "lagging"
and “dynamic” region and for which specific development policies

and cbjectives existw§/ At the same time data relating to the eco-
nomic perfermance of the two provinces are available. While the
conceptual problems of defining regional income still exist, such
data does provide a basis from which to begin the analysiéa It
should, hcwever, be added that the regional data are at the very
least marked by the same shortcomings as all the statistical infor-
mation available in Pakistan and to some extent are perhaps even

weaker.

4 The term "economic development region" was first used by
Fischer. See Joseph L. Fischer, "Concepts in Regicnal Economic
Development Programs, " Papers and Proceedings of the Regional Sci-
ence Association, Vol. I (1955) pp. wl-w20.

é/uv It should not be inferred from this that there is economic
homogeneity within the provinces. Indeed, some of the intra- _
provincial differences in economic welfare may well be much greater
than the measured inter-regional differences. Nevertheless, as

a generalization, and especially one which has beccme of political
inportance, the identification of East Pakistan as the lagging
region and West Pakistan as the dynamic region has considerable
validity.




The remainder of the paper i& divided as follows. First the
background to the regional problem is presented. Then attention is
focussed on the long-term growth of the economy in a macro-economic
setting. Using the results of the macroc-analysis, an attempt is
made to spell out the structural changes implied by alternative
growth paths. Finally the policy alternatives open to the pianm
ners are discussed.

The attempt to analyze both the macro and micro aspects of the
develcpment process reflects a desire to lose neither the informa-
tion which might be gained by foéussing on tre dynamic aspect nor
that to ke gained from the sectoral. The more usual specification
of planning models is to concentrate either on the problem of
planning over time, cor at the other extreme, to emphasize the sec-
toral analysis in a static setting. This dichotomy in the emphasis
found in varicus planning models flows rather directly from the com-
putational difficulties inherent in solving multi-sectcral and
inter-temperal models.. If, in addition, a regional dimension is
included, the problem becomes even more acute.

Neither the dynamic nor the sectoral aspect of the development
procéﬁs can be sacrificed without considerable loss of information.
Yét the sectoral breakdown of the economy should not be aggregated
to such a degree that any technological differences in the produc-
tion structure among the various sectors, and amcng the regions, be-
comes meaningless and that choice, in terms of sectoral composition,
‘becomeszhighly restricted. Similarly, in terms of disaggregation
over time, one would like to leave scope for a gradual transition

from one phase of the development process to the next rather than

force the model to make abrupt changes as would cccur if the dy-

namic aspects of the prcoblem were severely restricted.
The question as to what aspect of the prcblem can be omitted
with a minimal loss of information is a complicated one, while it

is clear that there is a considerable need for simplification.




Cne method of Simplifying the solution of the problem of planning
bver regions, time, and sectors is to break it down into steps or
stages which can be tackled in succession.g/ More specifically,

it seems appropriate to deal first with the problem of distributing
production and income over time without regard to the composition,
while as a second stage, the question of composition and structure
can be analyzed. This means that first a macro problem is set in
which the intricacies of distribution over time are given full at-
tention and that as a second stage a micro problem is solved.

The advantages of approaching the problem of multi-sectoral,
multi-regional, and inter-temporal analysis through a process of
Stages are relatively obvious. Such an approach allows for con-
siderable scope in analyzing both the dynamic and sectoral aspects
of regional growth. Nevertheless, +this method‘does have some limi-

tations which are discussed in section IV.

IT. Growth and Structural Change in

the Regional Economies

Economic growth in Pakistan can be divided into twe distinct
periods. fThe first, from 1950 to 1960, or perhaps more correctly
1959, was one of relative stagnation.lg/ Since 1960 the eccnomy

has shown a remarkable improvement in its development performance.

2/ Jan Tingergen and H. Bos, MaLhem'tlcal Models of Economic Growth,
(New York, McGraw~Hlll Book Company Inc.,. 1962), pp. 2-3.

1

Although Pakistan became independent in 1947, . the statistical
‘data for the first few yvears of lndopendence are soc unreliable and
so influenced by transient factors rela ating to the uprheavals follow-
ing partition that they are more us sually omitted from any analysis.,
Data in Pakistan are collected on a fiscal year, July-to-June, basis.
For convenience I refer to calendar years rather than write the more
appropriate split fiscal years.
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For the period 1950 to 1960, gross national product, in constant
prices, is estimated to have grown at an annual rate of about 2.6
per cent, just equal tc the estimated growth of population. In
the pericd since 1960, national product, again in constant pfices,
has increased by slightly over 5.4 per cent per annum and per
capita income by 2.8 per cent. Investment, as a per cent of gross
national product, has increased from 9.7 per cent in 1960 to 17.3

per cent in 1965, and the savings proportion has risen from 6.5 to

o ’ 11/12 . . . . .
10.5 per centowm/AZ/ In brief, in 1955 when Pakistan's first Five-

%éar Plan pericd began, the country was in the lower guartile of
countries with respect to its investment, savings and growth rates.
Since theh it has moved to the upper quartile.ié/

Although there can be little doubt that the econcmy as a whole
has made real progress, regional developments have shown consider-
able variation from this national pattern. In order to understand
more fully the problem of regional development, it is necessary to
look briefly at the pattern of regional growth and structural change

over the past years.

The Regional Economies: Their Structure

and Growth

The composition cf the regional economies is shown in Table 1.

i/ T. M. Khan and A. Bergan. "Measurement of Structural Change in
the Pakistan Economy: A Review of the National Income Estimates, -
1949/50-1963/64," Pakistan Development Review, Vol. VI (Summner,
1966), pp. 163-208. '

12 . : s . ; :
12/ Pakistan, Planning Commission, Evaluation of the Secend Five

Year Plan, 1960-65, (KRarachi: Manager of Government Publications,
May, 1966).

3 < ; . .
13/ Hollis B. Chenery and Alan M. Strout, "Foreign Assistance and
‘Economic Development," The American Economic Review, ILVI
(September, 1966), pp. 679-733.
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TABLE

Percentage Distribution of Gross Provincial

Sectors

Agriculture
Mining
Mant facturing

(a) Large scale
(p) Small scale

Construction

Tra.sport and
communication

Gross Regicnal Product

1950
East west

65.1%
3.9
(17.1)

" (82.9)

0.4

5.0
25.6 30.9
100.0%  100.0%

1955

49.3%
0.3
11.1
(51.1)

(48.9)

2.0

5.6 5.7
25.8 31.6
100.0%  100.0%

(57.4)
(42.6)

2.6

5.6
32.3
100.0%




While the role c¢f agriculture dominates the structure of the re-
gional economies, in West Pakisfan the share of agriculture in the
regional product has been declining rapidly over the pericd 1950 to
1965. 1t is, however, the share of manufacturing in the regionsl
econcmies, and their growth over time, that is most striking.

At the time of partition both regions lacked any industrial
base. The major share of the early industrialization effort was
concentrated in West Pakistan. A variety of factors contributed to
this spatial bias. The infra-structure in East Pakistan was, and
to some extent continuss to be, poor in compariscn to that found in
West Pakistan. ILand costs are also higher in East Pakistan. 1In
addition, the mere physical presence of the central governmeant in .
West Pakistan undoubtedly played a role. Althcugh one may argue .
over the relative importance of these and other factors, the result
has been the develcopment of a rapidly expanding and diversified
industrial sector in West Pakistan. As a direct coensequence of
this regional bias of industrial growth, such related sectors as
banking and insurance have also favored West Pakistan, probably tb
a larger extent than is reflected in the data in Table 1, since there
the regional allocation of such services has been done officially
on a simple 50:50 basis.

In analyzing the sectoral growth that has taken place in the
two provinces, it again becomes apparent that one can identify two
distinct time periods._ From 1950 to 1959 both regicnal econcmies
were relatively stagnant, although the growth in East Pakistan was
significantly lower in nearly all sectors than in West Pakistan.
Since 1960 bcth regions have had higher growth rates in all sectors,
but more important, East Pakistan's econcmy appears to have begun
to grow at a rate which halted the process of a widening in the

. . . . A 14
regicnal per capita income dlfferences.““/‘

14/

There is some evidence that since' 1960 the regional disparity
in terms of incewz per capita has narrowed. However, the varia—
bility of tha year to year data makes it difficult to draw any firm
conclusions from the few observations available.
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The eifect of this pattern of growth on ﬁer capita regional
product is shown in Figure 1, While there was a disparity in per
capita preduct in 1950, the difference between the two regions
widened till 1960, Taking East-Pakistan as‘lOO, the lewvel cof prod-
uct per czpita in West Pakistan stood at 116.7 per cent in 1950,

rising to 131.7 per cent, in constant prices, in 1960 and declining

7
to 126.8 in 1965. oOne additional factor shculd be noted. A more

regular time path is found in West Pakistan's growth of per capita
product than in East Pakistan. This reflects the more diversified
structurs of Wesl Pakistan's eceonomy. In Baso Pakistan, by coantrast,
changes in weaiher can still have a significant effect on the lavel
of agricultural output and hence, on the growth rate of regional
product.  This is brought out, for example, by the sharp drog in

the per capita preduct in East Pakistan for 1963 when agricultural

output declined as a result of a poor rice crop.

Tnhe Ragional Economies: Foreign and

Regional Trade

Perhazps no other aspect of the regional problem has involved
more acrimecnicus debate, supported by fewer facts, than the gques-
tion.of net resource transfers. Exports from East Pakistan have
provided the bulk of foreign exchange earnings over the past years,
whereas the major share of foreign imports was destined for West
Pakisian. In terms of regional’trade East Pakistan has had a con-
tinued deficit on its current account, which at least for the early
years was ! thar its surplus on its foreign trade acccunt, thus
implying a net transfer of resources to West Pakistan. . Haqg esti~=
mates that these transfers amocunted to Rs. 210 million‘per annuﬁ

in the periocd 1230 to 1955 and perhaps Rs. 100 million in the periocd
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mechanism for achieving such transfers was the combined
cperaticn cf the exchange control and imporkt licensing systems.
eir fereign exchangs to the centr
foreign exchange thus collected is licenss
to importers din line with govermment policy, the velune of inports

1

frog abroad destined for either region can be conirolled. One
might expect that the regional surplus on the foreign account would,
over time, be offset by a deficit on the regional trade account,
Bxporters are, aftor all, pedd in dowossisc curtransy, o and 17 s
carnot be wsed te bay foreigo merchandis thore would e o tane-
demcy for inflation eventually leading to a wovemsnt of gdods Ly om
the lowar te the higher price region. ‘Uhis cifsetting tendency has
not worked, primarily because the binding constraint on such pove-
wents has been a lack of shipping space for inter-regional trade
and the fact that domestic currency transfers are unrestricted.

The precise meaéuremﬂﬂis of such transfers is difficult, if
not inpossible, because of definitional gquestions and a lack of data
relating to trade in invisibles and cap1ta1 movements., Nevertheless,
the total regicnal surpluses on the commedity trade account shown

‘Bast Pakistan in Ta were, certainly for the early period,
Y [

for
f such @ magnitunde that even the inclusion of noncommodity trade

would probably not alter the conclusion that, on balance, a trans-—
fer of rescurces had taken place. But regardless of what defini-
tion ¢¥ resocurce transfer cne employs, the net inflow of

aid must egual a region's balance of payments deficit on

and regicnal accounté““/ The data in Table 2 would lend

15 -

15/ Mahbuk-ul Yaqg, The & ategy of Economic Planning:
Study of rakistan, arachi oxford University Press,
pp. 100-101.

16/ .
= Assuming nc changas foreign ekcudng“ reserves




TABLE 2

a/

Foreign and Regional Commodity Trade Balances

2w~ o - * . dom. o amem - .
{Ro. Millioun/Current Prices)

EAST PAKISTAN

Surplus/ ~Surplus/

. EXports

Imports

Deficit (=)

1963
1964
1265

628
1,211
1,087

642

645

732
1,041

909

I S e S =

391
515
856
407 -
311
332
376
841
748
579
682
1,039

899

1,059
1,499

1,726

238
656
231
235
334
400
665
68
240
302
3©8
220
402
190
-275

-458

Exports

Imports

Deficit(-)

32

46

36
107
131
181
221
325
264
278

361.

363
401
469
511
542

229
211
161
177
370
293
31%
510
690
660
543
801
832
918
844
857

-197
-165
=125
- 76
-239
-112
- 98
-185
-426
-382
-182
-438
-431
—449
-333

-315

Deficit(-)

41
531
106
159.
95
288
567 .
-117
-186
- 80
216
-218
- 29
-259
-608
-773

a . . . . ] . . .
i/ Pakistan, Central Statistical 0ffice, Monthlv Bulletin of Statistics, Various

issues.

(Karachi:

Man

ager

of Government Publications).




TABLE 2

WEST PAKISTAN

Foreign Account Regional Account Total
: Surplus/ : Surplus/ Surplus
Exports Imports Deficit(-) Exports Imports Deficit(-) Deficit(-)

565 930 -365 229 32 197 -168
1,342 1,184 158 - 211 46 165 323
922 . 1,504 -582 161 36 125 -457
867 1,065 -198 177 107 , 76 -122
641 845 -204 . 370 131 239 35
491 801 -311 . 293 181 112 -198
743 . 982 -240 319 221 og - -142
' -827 510 325 185 -642
-866 _ 690 264 426 ~460
-592 660 - 278 382 -210
-1,044 543 361 182 -182
-1,641 ‘ 801 363 438 -1,203
-1,700 832 401 431 -1,269
-1,808 a18 469 449 -1,359
-1,910 844 . 511 333 -1,577
-2,523 857 542 315 -2,208
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some suppert for the view that the major recipient cof foreign aid
has keen West Pakistan, even making a genercus allowance for the

effect of cmitting invisible trade.

The Regional Economies: Investment

and Savings

While savings and investment estimates for Pakistan are esx—
tremely weak, an analysis of the pattern of investment shows that
East Pakistan's share cf investment has remained remarkably constant
at abcut one third of total investmentolZ/ At times this geographic
bias of investment has been justified in terms of the lack of
"abscrj tive® capacity in East Pakistan. This has usually been
taken to wean a lack of technically skilied persons needed to im-
plement investment projects. Although the concept of absorptive
capacity is difficult te quantify, East Pakistan's develcpment
effort has at times been plagued with a shcrtage of technically
trained personnel, managerial talent, and complementary inputs.

This in nc way removes the possibility that other factcrs played a
role in the allocative decision-making process. The location of

the central goverhment in West Pakistan gives a distinct advantage
to that province. “West Pakistan not only hests the central govern-
ment but also holds nearly 90 per cent of its positions. Thus the
region is in the not unenviable position of controlling, through its

hold over the central government with all its economic controls, the

L1/ Cf. Haqg, op. cit., pp. 254-255 and Pakistan, Planning Com-

mission, Evaluation of the Second Five Year Flan, op. cit.,
pp. 170 and 201-209. '




1
allocation cf strategic development resources available to the en-

tive countfy.”iﬁ/ Regardless of how one wishes to explain the
allocative kias, two facteors stand out. Tt is likely that East
‘Pakistan's abscrptive capacity was indeed lower than that of West
‘Pakistan and that tc a large extent the lack of investment in East
Pakistan must be ccunted as a major element in the inability to make
any substantial reduction in the level of disparity.

Table 3 shcws a comparison of regional savings and investment.
Despite the caution with which one must interpret these series, it
appears that the average savings rate in East Pakistan is lower and
more variable than in West Pakistan. This variability of the sav-
ings rate is again a reflection of the year to year fluctua-
tions in the level of agricuitural output and tetal regional prod-

uct in East Pakistan. For the Second Five Year Flan period the

marginal rate cf savings in East Pakistan ccmes to 18 per cent
while that cof West bakistan was 15 per cent. The bulk of the in-
crease in savings for the period 1961 to 1965 thus criginated in

.East Pakistan.

Long Term Objectives for Pakistan

Despite the fact that the actual differences between the pexr

capita product levels in the two regions of Pakistan is not very

. . 18/ .
great as compared to that found in other countrlesy“i/ i1t must be

18/ Md. Anisur Rahmaﬁi "East and West Pakistan: A Problem in the
Political Economy of Planning," Economic Development Series, Report
No. 59, (Cambridge: Harvard University, Development Advisocry Serv-
ice, Center for International Affairs, 1967), p. 22. (Mimeographed) .

L2/ For a compariscn of regional income differences for some
twenty-five countries see Jeffrey G. Williamson, "Regional Inequality
and the Process of National Development, " Economic Develcpment and
Cultural Change, XiIii, No. 4, Fart II (July, 1965} pp. 1-84,
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stressed that the problem in Pakistan is almost unique in sharacter.
In no other ccuntry have the two regions been separated by a thou-

sand miles cf foreign territory, posing encrmous cbstacles for

inter-regional mokility of goods and laber. And the fact remains

that regional disparities are more tolerable whgn the poorer region
can at least enjoy the minimum necessities of life. 1In pPakistan,
even West Pakistan, the relatively affluent region is living close
to a subsistence level. The disparity in regional welfare is there-
fore particularly painful,

As a consequerce of the political pressures generated by the
disparity in regional welfafe, the removal of all differences in
regicnal incomes has been made a Constitutional obligation. More
recently, the Frlanning Commission has proposed that this target be
achieved by the end c¢f the Ferspective Flan period, 1985. ‘At the |
same time dependence on foreign aid is to be.terminated and per
capita income to be doubled.gg/ The setting of these cbjectives
has been done with little analysis that would bring to light alter-
native growth patterns and the opportunity cost of meeting a strict
regional inccme equality.target., The objective cf the present
analysis presented in both macrc-terms and in tefms cf sectoral com-
position is aimed primarily at highlighting the regional growth
problem and bringing to the fore the possible effects such a re-

gional target may have on national development.

20/ Fakistan, Planning Commission, The Third Five Vear Plan,
(Karachi: Government of Pakistan Press, May, 1966) pp. 17=30.




Growths:s The Macro-Economic

Implications

The dynamic linear programming model used to anaiyze
time phasing characteristics .of the development paih for the
economy as a whole and for the two regions is an'adaptaticn of

: 21/
the analytic framework developed by Chenery and MacBEwan™ and
Chenery and Dorfm =~ As the assumptioné underlying the formu-
lation of this madel have been described extensively in the ar-
ticies cited above, the description below will be brief.

The ,0r feature of the model is the realistic assumption
cf a permissiblie divergence bétween savings and investment, the
gap being filled by fereign aid. Two sectors are identified,
showing the capaciiy of the economy to transform domestic(re—
sources into foreign exchange., & “trade-~improvincg® production
sector is specified which proeduces either "non-traditional exports™

or import substitutes for foreign or regional trade. The results

of shifts from prcduction in the regular "traditional®™ sectors

to the "trade-improving" sectors causes a rise in the economy-wide

capital-output ratic reflecting the operation of the principle of

v Hollis B. Chenery and Arthur MacEwan, "Optimal Patterns of
Growth and Aid: The Case of bPakistan," The Theory and Design of
Ecoﬁomic,DevelopmenLy eds, Irma Adelman and Eric Thorbecke
(@@ltimore; dohns Hopkins University Press, 1966).

22 x . . , . : N
22/ Hollis B, Cherery and Robart Dorfman, "Optimal CGrowth Patterns
in an Open Econciy,* (Carbridge: Center for International Affairs,
Harvard University, 1966). Mimeographed.
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s to be maximized:
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The welfare function has three parts: (i) the discounted flow of consump-

tion over the perind 1965 to 1985; (ii) an indicater ( o ) of the discounted

value of consumption in all post plan years and (iii) the dizcounted value
of the Tlow of forsig i i & welght y representing the price of foreign
. 23 .
351stanceo——/ 12 definit i rs are

given in Appzndix

23/
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see Chens=xy and




in ezzh region and total trade-improv
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as the sum of cutput of the regular

gional investment is th

=
<

utput which is
ing is used in the pro-
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From this regicnal expenditure is defined as:
&

* vyt - M - m * R

+ e, -V < s . . .
t,J.k A ted.d " t,J.k t,J

wre.equal to investment less the capital inflow:
(6)

The region's tr

by the region's export of traditional exports to the rest of the world, less im-
perts and the current account balance for regional trade in terms of traditional
goods, minus the trade-improving cutput for foreign trade.

7 : 1 (1)
PN, - B, . - V..
Tod ? ‘t33°k tsd t,J.k T,d

. exports, foreign and regional, are assumed to grow at an exogenously

- snd are produced by the traditional secotrs.
(8a)

L+ 7

2

_ t
t,5 " %,5.x¢ ) (8b)

Two further conditions are imposed. The regional exports from one region must

equal the regional imports in the receiving region:

“e,5.k T MLk, (8c)

and the sum of the capital inflows in each region is equal to total foreign aid for

the economy as a whole:

Py =Ty g+ (8a)




Structural and Bshavioral Constraints

Since laber is assumed to be in surplus, production in each sector

is limited by ths capital stock in that region. Thus the capacity limit for

regular production is given by:
o -

(9a)

- eccnomiss are characterized by diminishing returns to invest-
ment. The use of a "step" function to epproxinete, by linear segments, the
diminishing productivity. curve of investment necessitates a re-definition

o .Y 9

of investment,

- (10)

(11)

The total capital stock available for production in each region and

each secter is given by:

+ I

“+ BRI

01 o2 03
4+ B, L T0C. .
ted 2,37, 37,5




11 12 13
. =1 + + A
g 83,33, t,J

e T P ey (13)
“where BJ defines the relative productivity of investment as the economy moves
dovnward on the marginal produétivity curve.

The observed limits on the regional economy to absorb increases in the supply
of capital are introduced by méking investment increases a function of existing
capital and an explicit weighting factor (¢j) which determine the permissible

growth of investment.

01 11
N s
t,J t,J —

02 12
I-. + 177, <
t,J T, —

03 .- .23
| I . I o
e t,J t:J

S ain gt

Maximum savings in any year are a function:of base year savings and increases in

regional production,

S, . <8, . +«=(V. .-V ) :
t.J — 70,3 ( t,J O,J) ’ (15)

-

while demand for imports is a function of base Year imports and changes in re-

gional production and investment:

M + m,

. . >M. . +m
t,J t,J.k — 0,

. + A - V. .
0,5k * Mo.3(Ve 3 0,J




It is possible to express most policy targets as a part of the welfare
functicen if the appropriate price associated with such a taléet is known.

,Slpce in general it is not possible to specify the cost of such targets

a priori, it is simpler to.ééfine certain additional policy tafgets as con-
straints to the model. Twé objectives of the perspective plan are introduced
explicitly. Foreign aid is to be ferminated at some specified year, and
regional income per capits must be equalized by 1985. 1In addition, i% is

necessary to ensure that future regional income growth is such as to mairtain

regional parity. Thus,

F, 20  for t = TniT

) = ((=te )  for ¢ = Teny 3T
t,d Y.k ¥ x

In addition, consumption per capita may not decline,

-

H

oy 2 Cory 5 (143) ) (29)

Py

Similarly, unrealistic declines in investment and regional income per capita
N

are rulsd out. Thus,




of the Model

Although the regional income target is clearly defined in the Pakistan
perspective plan, three alternative patterns for regional growth can be
speciried. Thus the possibility of the regional disparit: widening for
some time is at first ruled ocut by stipulating that:

1

)

¢
.k Ntsk

e I ) <Y ) Y

L1, 3 (Nt t+1,k G = 1,3 (N' /

1 1
1,3 t+l k t,d

Furthermore, for political reasons it may be necessary to place an upper

bourd on regicnal income transfers and even to terminate income and resource

transfers at some time. The first constraint is given by:

= 0 for t = T-n

The Basic Solution

The growth of regional income and production in the basic solution is

showa in Figure 2. (The values of all the vari@bles in the solution and

their shadow prices are given in Appendix Tables 3 and 4). By 1971, which

corresponds approximately to the end of the Third Five Year Plan, the differa

ence in regicnal per capita income has been reduced to 26 per cent, falling

Y
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pattern of
ing per capita income disparity corresponds, at
clesely to that projected by the Planning Come
primary difference between the model results and the Perspec-
ons 1s the Planning Commission's assumption that there will
be a sharp drop in the level of disparity between 1975 and 1980 while the

model soluticn postpones the major decrease in disparity till the period

i by which the regional incomes are equated is the combination
cf a high growth rate in East Pakistan, as high as permitted by the absorptive
capacity of that
from West Pzkistan ussd either for an increas¢ in investment or consumpticn

The result is a terminal year per capita income level
regions, For the period as a vhole, income in East Pakistanv
compound rate of 5.5 per cent and at 4,0 per cent in Vest
an arnual growth rate of 4.9 per cent for the economy
as a whole,
This rate of growth for the national economy is well below that indicated
in the Perspective Plan where a growth rate of 7.2 per.cent per annum is
torecast. Althcugh no aﬁﬁempt has been made to choosé precisely those parameters

which would reproduce the long~teym grovth pattern forecast by the Planning

Comeission, it is of some interest to see what effect the regional constraint

e

gk/ The model was ruan for eight periods, each scaled to represent three
years, in order to cut down on the computational time required per sclution.
Thus t=0 is equivalent to plan year 1965; t=1 to 1968; t=2 “o 1971...and
t=8 to 1989. Consequsatly, there is no direct correspondence between the
model time periods and ths initial years of each successive five year plan

enccmpassed in ths Perspective Plan.




in the basic solution, but elimi-

rate of 6.8 per cent appears feasible.

lev d with a sharp increasze

in this solution is Rs. 633 in Esst

d for West Pakist Thus without any attempt to ameliorate
Ltfere, the terminal income level in Bast Pakistan is only slightly

of VWest Pakistan is
It thus bzcomzs

SOl

- that the major burden of egualiz
borane 1 & mincr increase in the welfare of East Psakiztan

©

and foreign aid inflow for each province differ.

it is the meximum growth of investment

irough period 6 (1983), while in West Pakistan the mini--

nstraint is'operativea Thus the combination of the high
westment level in West Pakistan permits that province
own Investment needs and regional transfers. Regional savingsAin
East Pakistan rise as as possible given the marginal rate of savings., so
that by ths terminal year of the analysis, the regional savings-~investment gap is

As long as regional production and

n 1989, the terminal income level is pri-

ast Pakistan's owr growth potential while the growth in West Pakistan

adjust to this level., Finally, a sharp reduction in the aid inflow to

observed. Beyond 1979 total foreign aid is destined for East

basic solution that the equal income target is a

opomy  is more clearly brought out by a consideration
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Maintaining the equal income target but permi
transfers o continue beyond 1989 allows an increase of nesrly 10 per
in the terwins come This increase
akistan permits a higher level of regioﬁél S avings an

inter-regicnal transfers. The limit on such transfers is now West Pakistan's

ability to mobilize savings, and the terminal incom level is no longer set by EBast

-

Pakistan's own productive capability, 32/

If in eddition to the relaxation on the regional production-income gap a

dis measure is pernitted, a furthsr inc

O ircome in West Pakistan so that this province reaches a level of
in 1977, There is no further growith of incoums pexr
This rapid initial growth of income in West
eration of a higher level of savings which can then
the regilonal income difference rather rapidly. Ho»évers it
the level of disparity widens to 50 per cent before beginning
to declins and ev
Finally, considerati s gi 0 the case vhere the redistribus
is limited., 1In + =X luticr ch inter-regional transfers rise to 6.0 P
and for the period as a whole, average:
4.8 per cent ¢ i n that region. Such a redistributional effort may beu
intolerahle on political grounds. Arbitrarily limiting such ufdﬂofﬁ"q to
of income in West Pak stan reduces terminal income levels in both regicns

2. tc Rs. 640 in the basic solution. Thus if the regional parity

marized in Appendix




T

o

a lower level of welfzr:: for the populatioc
solutions considered above, wherg/regional trans-
anogven greater role, the cost in neot permitt dg such transfers is an
nsome,

- of such alternative regional policies on the terminal

incowe level

The anzlysis has so far concentrated on alternative policy choices all of

which were

likzly, however, that z2 A clearer consideration of the cost to
the économy, in Yerms shenti growth Toregone, is presented, the target date
While the extreme solution where regional
entirely presents a result in terms of regional
0 be politically unscceptable, a more realistic target
might be to equate regional pe: ta growth rates. This implies that the present
level of disparity would remain constant, at least over ths Perapectlve Plan.

Such an equal regional growth rate target can be considered as one end;of a
spectruwn of possible regional targets, all of which might be considered polltlcally
acceptable, while at the other extreme is the strict regional parity solution.

By allowing the model to first generate an equal regional growth rate solution and
thnn parame

can be derived showing the various levels of dincome attained by the economy as a
whole, and implicitly, for each vegion. (See Figure 7). Thus with a 5 per cent

difference in regicnal par czpita incomes in 1989, the per capita income in East

Pakisztan increases by 1 per cent over the strict parity solution, while if the
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target is to equate regional per capits growth rates, an increase.of nearly
6 per cent in per capita income in East Pakistan is possibleggé/

The alternatives open to the government policy mekers present an interesting
opportunity ror political bargaining. In return for a relaxation .of the regionsl
disparity constraint in which the Planning Commission is presently forced to
operate, it could offer East Pakistan the possibility of a higher future income
level. For West Pakistan the choice is also for a higher income level but a
cost of permitting considerable redistribution of income over time. Like all
bargaining situations these options should be more correctly stated in terms of
probable outcomes rather than clear certainties. Although it is possible to show
both regions better off, given the simplistic structure of the model, the at-
tractiveness of such alternative regional targets will depend. to a considerable
extent on the degree of certainty with which the policy ﬁakers of each province
view these alternatives. The major purposec of presenting such alternatives is
primarily to permit consideration of a wider choice for framing regional policies.

And such a reformulation of the present restrictive regional policy is clearly

called for if national growth as well as regional welfare is considered an ob-

Jective.

See Appendix Table 5.




Regional Growth and Structure of the

‘Regicnal Economies

As previously noted, it will bhe desivable to guantify, in

terms of the sectoral structure, the m: Cro- economic arowth patterné
dexived from the “time-phasing" mndélg Such a procedure may well
introducé some inconsistencies in the analysis. While on bal-
oot the resalis unduly,
spell out some of thase difficultles.

1t is of some lmportance to specify the initial conditions
for Lot wmodels consistently, This can, in genaral, ko done with-
outt greal diffiiculty, ore impont is the need to ensure
yarabiliis, over tiwe Jn both models. The main dive ergence which
is likely to occur is in the velati nship of the sectoral capitale-
oﬁtput.raties and the aggregate capital-coefficients used in the
dynamic model, As an initial condition the'aégregate capital-

cach region ran be calculated from the sectoral

composition of regional product and the capital-coefficients asso-
ciated with each sector, . Over time, however, the weighted sum of
the sectoral capital-coefficients will change as the rel: iLve out -
put levels of the various sectors.changeu Unfortunately, neither
the direction nor magn i,#de of such a chaﬂge can be estimated
a priori. One possible solution, therefo re, is to colve the "time-
path" model using a cons tdnr capital-coefficient and then using

off the dynamic model to specify a number of the




exogendus variables in the sectoral model. The output levels

derived from solving the sectoral model will, in turn, imply

pital-coefficients. The

o

changes in the aggregate regional ca

sensitivity of the dynamicé model to such changes in the capital-

coefficients can then be tested. If the "time-path" model is
highly sensitive to such changes, a recursive prccedure should bhe
adopted until a set of capital-coefficients is generated whose
value over time approximates that derived from the changes in

the sectoral composition of output.

A second difference between the "time-path" model and the
sectoral model is that the regional economies have been charac-
terized by diminishing returns to investment in the aggregate
model. The sectoral model will have no such apparent character-
istic. This difference, however, reflects the need to represent
in a highly aggregated model the reallocation of resources to
exchange earning and savings activities, in which their produc-
'tivity is progressively lower, until equilibrium is reached. 1In
a two-sector model such a reallocation procedure is best repre-
sented by assuming diminishing returns to capital as the amount
of investment is incrieased. For the sectoral model this reallo-
cation cof resources is made a function of the need to meet a.
minimum level of ocutpul for each sector and to allocate iﬁvestment'
to more than one import substituting activity. That is, although

a specific sector may be most attractive in terms of its relative




saving of scarce resources in producing output, demand considera-
tions will force the economy to shift to the next most attractive
sector. Finally, a problem arises from the use of separate ter-
minal conditions for the two models. While each stage of the analy-
sis yields an optimal solutién, there is no simple way of assuring
that précisely thebsamc optimal path would be chosen if the entire
problem were solved in one intricate model.

It is clear that the relétionship between the two models is
not a straightforward one and that some inconsistency may be
introduced into the analysis. This "cost" should, however, bhe
weighed against the additional insights to be gained.by allowing
greater scope for analysis of the dynamic as well as sectoral
aspects of long-~term growth when regional as well as national ob-
jectives are considered. It is of course possible to test for
the effects of at least some of these inconsistencies on the over-
all results. 1Insofar as these effects are negligible they can
be ignored. This is especially true when one considers the general
uncertainties that accompany any long-range planning exercise,

Thus while as a general procedure the ideaiof solving a planning
| problem by breaking it down into stages may well be incorrgctr

t seems that as a first approximation, the results can be ac-

“cepted.

In order to allow for a considerable degree of disaggrega-

tion, the sectoral model is limited o a static analyvsis coverinc
8§
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two time periods, 1965 to 1974 aﬁd 1974 to 1986. = The constraints
of ‘the secporal model, by groups, with the exogenous variables
appearing on the right hand side, ave given in Table 4, and the
definitions of the variables and parameters are given in Table 5.

In what follows, a brief description of the various equations is
given.

(1) Output Determinatior Twenty-one commodity halances are
=5 :

identified fox 1ch regio: Total consumptiun, exports and tradi-
tional regional imports are set at levels determined by the "time-
path” model., Consumption of each commodity is given by the change
in consumption expenditure and the relevant regional expenditure

elasticities. The commodity structure of traditional exports is

derived from the commodity composition in the base-year, except

that account is taken of the likely inelastic demand for raw
jute and jute products,

The inter-industry coefficients (ai ) are derived from sepa-

J
rate'inputwoutput tables for East and West Pakistan. Separate
sectors are identified for traditional and trade-improving out-
put. The ‘nontraditional sectors are characterized by higher
capital coefficignts but presumably have the sém;>input structure

.as the traditional cutput producing sectors.
b P g

(2) Investment Demand. Equation (2a) is definitional. Total

27/ o
—  These unequal time segments result from the use of three-year
time periods in the "time-phasing" .model.
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TABLE 5

Import
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on gechor 1 Tor rogio

[ pood d
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= Lpaditional x(g“¢w‘l imporis

raditional cuports

.
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CTicdent for veopulor produetion
clent for trade-improving production (13_H
s dmported capital coefiiclent for repular pfxi clion )
Jmported caplial coelficicnt For tradesinproving production
P non-competitive lmport coofficient for xegular producticn
© nog-coupetitive import coefficient for trade-improving production
upper bouad on Anport ﬁlbuh'tutiOQ_for foreign trade in sector i
upper bound on import substitution for regionszl trade in sec tor
coefficient for regional trade of good i

k~flow conversion factor) for inveztment

Tbe gyubol,
~improving
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capital zresources are specified.egogenously in line with the re-~
sults from the "time-path" model. ERguations (2b) and (2¢) relate
& to cutput changes thgough & capital-coefficient
The factow 1, wherevew ppears, 18 a necesgary tesminal
condition for conversion of the flow of investment aver the decado
to capitel
(3) o } dmports.  This equation is again definitijonal, Total

demznd forelgn impovts consists of compotitive imports, ine

vestnment goods imports, and noncompotitive inports of intemedicte

goods . Consumer goods imports are givon cxaqonouslye Tha Ltlznar

off payaments constraint is again derived from tho "L;m@“path"

AN

modeal,

(4)  Import Substitution. Tho total amount of nontraditilonal

production is sct exogenously. The soctoral composition of
output. is determined by the relativa cost in terms of the scarce
factors (capJLa1 and foreign exchange) required to produce various
tradewimprovin§ commoditieée In addition, it is necessary to
place an upper bound on the trade~improvihg production produced
by any cne sectow. Without such a restriction the lineari ity of
the‘model would result in the choice of only one trade-improving

sector.,

28/ For a devivation of this conditon, see Alan Manne, "Key
Sectors of the Mexican Economy," The Theory and Design of Economic
Development, eds. I. Adelman and E. Thorbecke. (Baltimorc: Johns
Hopkins UniveIS1ty Press, 1966).




Lhe physical cou
Eguation (44) defines
egionally traded commodities as the product:
West Pakistan plus the tranepoci cost associated -
with moving this good Egaation (4e) ensarves that the sum of
tewst equal to {the
"tiwma-path" model,
maode 1
atructure in a

The

Lhe maximizabion of regional prod-

uct.,,  This interpretaticn of the wodel comes, in realiby, close

2ncy test. off the macro-economic values
The priweary question to be addressed to
foroulated zs follows: given the age jregate
targets to bz met a * Tegional policy and the regional
alloca;_wz of STENS Wl 2 such a set of final demands feasibl
given the producticn structure of the regional econcmies,

The nooff uip b and Structural Change

Tne first, the egual pe it rome solution, represe:

most orthicdox intevpretation of the regicnal objective, while the

second, groweh rate golution, is taken as representat
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alternative to the present

cutput under thase two alte

1ong are broadly

similay, ‘hd ) ourse reflects the fact that in the mecro-—

model East Pskistan’'s growth rate is alwave at maximum pey -

missible rate given its a rptiy 2y ity As investmeni con-

b

%

shargly in Fast Pakistan over the entirve period,
the highest sectoral growth rates are found for the investment
goods sectors and those sectors closely related to crezation of
new capacity. The relatively low growth rates for

of the assumption that export

manufactured jute is limited. Agylcult”wal output

at. a rate slightly below‘that for regional product
Nevertheless, judged by the pas st performance of the agriculture
sector in East Pakistan, this will still call for substantial
improvement in the agricultural performance.

It is in terms of. the sectoral grovth rates for West Pakistan
revealed by the two solutions that bring into sharp focus the cost
of adhering to the strict parity target. In the egual income so-
lution, which posits a reduction in the regicnal growth rate for
West Pakistan in the later period, the result is a sharp reduction
in the growth rate for the investment goods seclors and such re-

lated sectors as metal pr ?10(5 and nonmetallic minerals in

k'o




TABLE 6

: L .
Structural Changeée in the Pakistan Economy

ﬁRer cent)

Fast Pakistan

Sector 10552 1960Y 19652 1974
1. Agriculture . *A;;‘ 55.3 48.3
2. Manufacturing . . .6 16.3
3. Others . .5 37.1 35.4

Gross Regional

00.0% 00.0% 00.0% ~ 100.0%
Product 100 O( 1 : 100.0% 00.0%

i
A

\ West Pakistan
- Sector :

1. Agriculture 49,
2. Manufacturing 11.
3. Others 9.

g 41.5 35.5 33.2
3 15.1 26.3 29.2
9 38.2 37.6

46.
12.
40.

Gross Regional

100.0% 100.0% 100.0%  100.0%  100.0%
Product ) A

: Pakistan
Sector

Agriculture 561 3.3 48,2
Manufacturing 8.0 .3 11.5
Others 35.9 7.4 40.3

. | i
"\: a i i l ' L. ,

Gross National 1454 oo 100.0%  100.0%  100.0%  100.0%

Product

|
\
|
!

T. M. Khan and A. Bergan, Qop._ cit.
Based on equal growth rate solution.




in West Pakigtan has

sector, By comparison, the

growth rate solution would
.ndicate a fuller utilization of capacity in West pakistan. In
particular, in this solution agricultural output increases by
5.2 per cent in the early period and 6.0 per cent in the later
pericd. While these growth rates ave still bhalow that forecast
by the Planning Commission, they are admittedly high Although
few countries have sustained a growth rate for agricu
put as high as 6 per cent for any length of time, there is sub-
stantial optimism among agricultural economists familiér with the
Pekistan situation thait a dramatic increase in tlie agriculture
growth rate in West Pakistan likely. Conseqguently, adherence
to a strict regiongl inconie parity policy would have the effect
of foregeing the possgible benefits which are expected to be forth-
coming as’a result of the past structural changes which have
taken place in the rural economy of West Pakistan.

Table 6 brings out the structural changes implied by the
equal growth rate solution. Both regional economies show a simi-
lar trend, i.e., a decline in the share of agriculture sectltor and
an increase in the are of manufacturing in regional product.,
The implied change for East Pakistan is dramatic. The Share of

manufacturing nearly triples while the share of agriculture de-

clines from cover half of regional product to less than 44 per cent
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by 1886. In part this reapid rise in the share of manufacturing
reflecis the relatively small base from which East Pakistan began
Bat to c ngidera extent this rapid structure chang:
is an inevitable result of the continued high rate of investment
growth implied by the macro- golutior . For the economy as a whole,
the expectation ie that the structure of the economy will become

s g2

fairly diversified by 1986, relying only for about cne third of
national product on the agriculture sector and having a subs

nanufaciruring base,

Regional Growth: The Policy Tmplications
neglona , rOLlCcy ANpPL1laticiis

The political pressures generated by the difference in

regional pexr capita income levels and the past pattern of re-

gional growth make it difficult to conceive of any long-run

economic plan in Pakistan which can have meaning and national

support. iff it does not clearly pel] out the regional objectives.

Yet rational policy-making should reflect a consideration of

and  th olals The presently accepted policy of
3

regional per capita incomes by the end of the Perspec-
tive Plan appears to be a target chosen on political grounds.
a . ./. . .
Given the varicus pattern of regdional growth and the alternative
regional targels presented above, it bhecomes possible to evaluate

more specifically the cost of the present objective and ccompare

o
. 3

it to a nunber of alternatives.




to raise the level
of well-being for the ati as a whole by‘rapidly raising
the growth rate of national product and to do so wvhile ensuring
an equitable distrilbution of total income. The fiv 2im, in
isolation, would maximize the growth of the_nationa] economy with

little or no attention to regional welfare, Such an alternative
¢

however, runs the severe risk of endangering national unity

Thus, while economically sound, the objective of maximizing only
the national product of Pakistan must be rejected on political
grounds.,

At the other extreme lies the present target of equating
regional incomes, The result is a low income level for both
provinces, and in facf? when compared to other alternatives,
yields the lowest level'bf welfare,  In some sense, however,
policy has fewer risks for Rast Pakistan., The attainment of

equal per capita income level in the two provinces calls for a
minimal redistributional effort. Given the past alleged regional
bias on the part of the central government, East Pakistan may well
feel that any policy that looks toward an amelioration of regional

income levels through an active redistribution policy is unrea] -
G P 3

istic. Thus East Pakistan's policy-nakers may decide that any

deviation from the present regional target, allowing for a more
rapid rate of growth in West Pakistan, will only result in an

increase in regional disparity. At the same time, it scens unlikely
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that the present policy will be followed if, as the results of
the analysis indicate, the implication is for a sharp reduction
in the growth rate in West Pakistan. Not only can one question
the possibility of actually implementing the necessary policies
to frustrate the dynamism of'thi regi 1t again such an at-
tempt also entails political risks.

A realistic assesement of alternatives clearly indicates
the need to frame a regional policy that lies somewhere between
these two extremes. One such solution is to equate regional
growth rates, at least for the Perépective Plan period, and post-
pone any attempt to remove regional disparities to 5ome time

C
in the futureogi/

Suach an alternative not only increases welfare
in both regicns as compared to the strict parity solution but

will have more appeal to aid-giving agencies. Regardless of which
regional target is adopted, the economy will depend on foreign

assistance for some time. . Yet increasingly, donor countries have

allocated foreign aid to recipients whose past performance indi-

cated a high return on such assistance. If Pakistan is therefore

to attract the required foreign aid, it must adopt a regional
policy consistent with a high national growth rate. The substitu-

tion of a policy of equalizing regional growth rates for the

29 . .

23/ Indeed, it seems likely that once growth is accelerated in
both regions the demands for absolute parity in per capita income
levels will become incessant.
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present pclicy of equaling regional income levels would thus
appear to be the most realistic alternative open to the govern-—
ment. Not only wouald it increase the welfare of both regions

and utilize more fully capacity in West Pakistan, but it is likely

to be the regional policy with greatest possibility of successful

implement.ation.




Appendix Table 1

Definition of Variables and Parameters

Variables

ross regional product-
regular production,.
production for non-traditional
total gross investment.
investment for regular production,
investment for non-traditional production,
regional income, |
regional transfers.

savings.

foreign capital inflow.

traditional imports, foreign trade®.,
t

traditional imports, reyional trade®,
traditicnal exports, foreign trade®.
traditional exports, reglonal trada®,
consumption.

population.

capital stock.

capital~output ratio, regular production

capital-output ratio, non-traditional production

a : , ,
Traditional imports and exports are those imports which would
be imported and those exports which could be sold if the structure
of the economy were to remain unchanged from the base year.




Appendix Teble 2

Values of Variables and Persmeters, }965

(1965 prizes)

(Rs. Millions)

. East West

o - 2@ T -
Varizbles ‘ Pak1§oan Pakistan

Gress regional product " R 22,659 24,578
Sa%kng 2,072 3,020
Investment » 2,819 5,413
Imports (forsign) | 1,922 4,240
Imports (regional) ' 965 550
Exports (foreign) i 1,590 1,h32
Net capital inflow p ‘. Th | 2,393

Consumpticn ; - 20,587 21,558

Capital stock KL 73,734

Capital-output ratio: :
regular productiocn : S 3.0,

trade improving : kD if.. , k.o
Population (millions) . o 51.1

12, Income per capita (Rs.)

Parameters

1. Marginal rate of savings

2 Rate of growth of exports:
foreign
regional

3 Marginal rate of imports:
on income

on investment

b, Limit oun investment increase




2 (Contd)

1965

(Rs., Millions)

East West
Paklmuan Pakistan
Relative productivity of:
"good" investment
g

"{faiv" investment
"poor" invastment

0. Absorptive capacity limit

7. Papulation iﬁcroaae:b
19850570
1970w1975
1976-1980
108301985
A as~1090

nNW
PR

t )
-

pO
- *
w0 o

rRatm of discount:

Rate of discount,
post-plan

-

Cost of foreign exchangce

Relative valuation of
post-plan consumption

Post-plan growth rate

Weight for terminal
year incom

Terminal year of analysis

Terminal year for foreign
- &id  T-n 21
16. Terminal year for removal T-n 21
of disparity
17. Terminal year for regional T - 24
transfers
Uprond values derived from least oquaree regrﬁq sion fitted
to actual data, 1960-1965.

b . .
James W. Brackett and Donald S. Akers, Projections of the
population of Pakistan by Age and Sex: 1965-1985 (Washington, D.C.

U.S. Depar tment of Commerce, Bureau of ‘the Conaus, Forcign Demo-
graphic Analysis Division, Jhnh 1965).




2) investment

of "bad" (type 3) investment

-~

ity limit

t
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APPENDIX TABLE 3 (Cont.)

. .West Pakistan

Investment by Type - ' " Capital Stock Production
Trade " Trade. .
Regular Improving "Good" "Fair" - " Reguler ‘Tmproving  Regular

e 73.7 2k, 6

2.6 . 85.9 27.0

1.7 : 88.8 29.L

0.5 ’ 95.5 - 32.2
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117.L L 30.1
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APPENDIX TABLE 5 (Cont.)

Consumption Foreign Aid Shadow Pri
. Discounted Discounted Undiscounted Regional 1
(Rs. Billicns) (Rs. Billions) (Rs. Billi

ers

T731.63 3L.6
776.83 , Ll 7
780.62 . 57:8
L T29.47 53.6
TTL.51 54.3
gl .39 65.2
738.43 50.7
TLh5.66 59.8
7831.6L 52.
62

815.35 .

(

D= O

N == O =6

N N\ O\
[@RNXe R R AV

N w2

.

N
\Nn

.
-3
\

Alternative Parameters

1
)

»

O ~-3-~1 &N
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N1 OVO O\ I

865.49
951.78
7L45.82
768.87
760.29
625.81

o

°
°

tox Clw il = M =e]
Sl Sl S R B
R ) e I
P4
O O\0 W OO
OV N Co

I
o

|
~~

Numeral (1) refers %o co

while numeral {2} indica

<.
1
()
[}y
L




APPENDIX TABLE 6

Composition of Regional Production

Fast Pakistan

(Based on eqg ual income pex capita solution)

¢

Production Rate of Growth
(Billion Rupecs) A (Por cent)
Sector 1965 1974 1986 1965-74 1974-86

Agriculture 11.41  16.05 30.22
Mining » 0.08 0.13 0.35
Food processing 1.16 2.122 5.562
Cotton textiles 0.29 - 0.414 0.92a
Jute textiles 0.40 0.49 0.65
Other textiles 0.14 0.23 0.49
Wood products -0.04 0.06 0.18
Paper products ' 0.15 0.26& 0.872
Leather products . 0.03 0.04 a.10
Rubber products 0.05 0. 0.182
Fertilizer - 0.02 0.27
Chemicals . 0.13
Non-metallic minerals .0.16
Metals - 0.20
Machinery 0.08
Transporlt equipment © 0.14
Miscellaneous 0.23
Construction , 1.11
Electricity 0.12
Transport services 1.22
Other services 5.44

5.4
8.6
8.4
6.9
2.4
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Gross regional product 22.60

a o .
Includes non-traditional output for foreign trade




APPENDIX TABLE 7

Composition of Regional Production

West Pakistan

(Based on equal income per capita solution)

Production Rate ¢f Growth

. : . . ' ;
i upesas : 2y cent)
Sector . 1974 1)36 965-74 19274-86

©
]

Agriculture 4 13.367 19.13 ! 3.
Mining 0.41 0.82 ; 5.7
Food processing . 2,843, 0 4, 908,02 4.4
Cotton textiles 1.1 2,080 2,993 3.1
Jute textiles - = -
Othery tewtiles £ 0.39 0.62 - 3. € 4.0
Wood products )., 03 0.05 0.0 5.0
Paper products ANELS 0.16 0.31 : 5.
Leather products 0.20 0.27 5.9 2
Rubber products .07 0,218 0.43%D0 '
Fertilizer <04 0.11 0.29
Chemicals 0.43 1.,178b 2,728D
Non-metallic minexals 0,10 0.31 0,79
Metals 0.36 1,06 2,540
tachinery 0.22 77 2.,02P
Transport equipment 0.30 D 0.89
Miscallancous 0.22 499 0,319
Construction 1.38 2. 19 3.40
19, Elecuricity 0.22 .54 1.19
20. Transpoxrtation 1,26 .74 2.65
21. Other sorvices 7.03 13 12.08

LI W S N DTS
: & . % e e & & =~ ‘8 s *r &
WO W= 2 =y =Y

(92}

—

Gross Regional Product 24,58  37.70  59.00

2includes non-traditional output for - 2ign trade

bIncludes non-traditional output for regional tradc




moendin TABLE 8

YN st

CCF"x“"J’L"‘luc“l o;. i : P.L(J:U'" .\(:“

e s T e e A

.

(B zsed ca egual e growih rate solutica)

(DJ.J.l 15 ]
Sactor . ' 065 " 1974 1086 055~74 1974-06

e S = QAR ———Ea A Py e P T T

Ayyioulingn L. 41 6,05 30,07 ~ 4.1 : 5.3 %
1 s — A - - : .
Mindrg ) L 35 5.8 : 8.6
Poud procensing L. s 26137 1,0 : L 5.8

A

. ! o il .
Comsteen ol lan 20 . Lol . Y N | R s
11

Jun tresilon 0 - 0.5 0,84 oo A3
Orhir Lontbdlog } | 0,65 VR 8.3
Weod Products 0,04 L5 0.9 L6 0.
Popar predupis 0,15 200 0.s07 72 10.2
Loathinr preducts 0.03 - 0.04 0.09 ' N N
adboor pxcﬂvcts 0.05 0.07% 0.16% . _ 6.9
o Fertilizor 0,02 0,07 0,37 14.9 S 1.9
Chamieals 0,23 0.26%  1.37°

0,16 0.37 108

Matals 0.29 0.34 0,90
Machinery 0.08  0.19 ~ 0.60
Transport equipnent 0.14 0.25 0.77
17. Miscellanzous . 0.23) 0.26 0.45
18, Censtruction 1,11, 2.03 4.87
19. Electricity 012 "-.‘x - 0.24 0.73
20. Trensport sexvices  1.22 | 2.04 4.37
21. Cther sexvices 5,404 7.35 15,324

!
Gross Regional Product 22,60 . 33.26 69.24

,..clur‘ua nen-treditional cutput for foreign trada.
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8.
9.
10.
11,
2.
13.

14,
15.
16,
17.

18.

19.
20,
21.

Composition of Regional

Produc t_.“;.On

West Paki.c

stan

(Based on eguali'regional growth rate solution)

Agriculiure
Mining

Pood proces
Cotton
dute toxti]vﬂ
Other qtiles
Wood pLouucto
Paper products
Leather products
Rubber products
Partiliszer
Chemicals
Non-metallic
ninerals

Metale

Lachinexry
Transyport equip
Miscellanecous
Construction
Electricity
Transportation
Other services

sing
textiles

. -

(BllllOn Rupzes

uoid

n

1965

9 [ .)‘.“

0.20
1.58
1.12
0.18
0.03
0.09

0.11
0.07

0.04
0.43
Q\} J.O

0.36

0.32
0.30
0.22
1.38
0.22
1.26
7.03

1974

)
1286

15.05P

O«él

3,018
2.27%0

0.42
0.05
G.19
0.22

0,23%0

0.13
1.28

a.bh

30.31
1.03
7,049 3, i
4,362,
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2,883, b
2‘49'11,1)
1.5¢
1.332
6.88
1.89
.01

12.50

1965

- . Rate

of

Growth

(I>e

ke

~1974

cent)

1974-198

5.2%
{356

6.0

Gross Regional Product24.58 91.34

Q . . . “ ‘ ) » ~ . ]
Includes non-traditional output for foreign rrade

b. cos . .
Includes non-traditional output for regional trade







