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PART I. INTRODUCTION

The Objectives of the Investigation

Many underdeveloped countries of the world have undertaken economic
planning in an effort to promote development. Some countries adopted such
plans even prior to World War II; many others have undertaken planning activi-‘
ties only subsequent to the war., Sonme countries have seriously undertaken
planning and the deliberate foster;ng of economic growth; others appear to
have paid little more than lip service to the idea.

As far as our investigat;on is concerned we accept as fact thgt eco-
nomic planning activities have been carried out for some time (prior to 1957)
in a number of countries outside of the USSR ;nd its satellites, Furthemmore,
countries which are not now actively engaged in planning may do so in the near
future, In short, we are not trying to pass judgment on whether plénning
should or shoula not be engaged in; we are simply acknowledging its existence.

Our overall objective, then, becomes tnét of investigating the effi-
cacy of plans already in operation. Thus, we try to establish which planning
activities seem to-lead to the desired economic. growth and which types of ac~
tivities seem to b2 more or less futilé. We are interested in what h;s actu-
ally happened in & few countries which have been engaged in planning for sev~
eral years to determine what can be learned from their experiences'thnt nay be
useful to other countries. We wish to arrive at generalizations hased on his-
torical experiences that will be practical and useful to underdeveloped coun-

tries now planning for economic growth. . b
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Our investigation is concerned primarily with planning in the fields

of manufacturing and power. Such other sreas as are often included in national

plans, as agriculture, transportation, distribution, education, finance, pub-
lic health, among others, are outsidé the scope of our investigation. These
areas are at least as important but limited time and staff necessarily restrict
our efforts to manufacturing and power, However,lsince the growth of manufac-
turing and power canncot be studied in isolation, we note such other character-
istiés of the countries and their plans as seem highly relevant for an under-
standing of developments in manufacturing and power.

Within the fields of manufacturing and power; then, we wish to deter~

mine what kinds of growth the plans visualized, how such growth was to be

brought about, and to what extent it was achieved., If we can learn what has

happened in several countries with regard to this sequence we may then be able
to make suggestions with respect to the nature of the targets which might be
specified in plans, and the nature of the mechanisms which might be adopted to

fulfill these targets.

Note that we are concerned with planning ;n a free democratic society.
This means that the planning must take into account the wishes and desires of
the people, and the plannexs must be prepared to adapt their plans, if nec-
essary, in accordance with public opinion., This means that people must be
persuaded rather than ordered to act in such a manner as to facilitate the
carrying through of the deslred plans. If planning is to be accompiished
under 2 police state, ‘however, some of the economic problems of planning mé&
remain,’ Many, if not most, of the problems of the planners, however, center
about the use of police power to force adherence to the desired plans. We are
not concerned with the study of police activities.

The present investigation is limited to the analysis of the plans of

three countries: India, Pakistan and Puerto Rico. These countries were chosen



for several reasons:

1) all hg@ begun plzmning by the late 1940%'s so that fi#e O more years
of actual experience are observable, and some judgment is possible about how
well the plans are proceeding;

2) all have at least some statistical information about thelr economy and can
provide reasonably correct informstion about what has happened;

3) each of these countries appears teo have a real desire to make the
plans work and to schieve ecconomic progress;

4} planning activities in the three countries fepresent a range of approaches.
At one end of the planning scale is India with very detasiled plans covering many
aspects of contemplsted development and with the government exercising close
control. At the other end is Puerto Rico whose plans are quite general in most
respects and s&im at providing a proper milieu in-which econonic development can
take place, without prescribing in detail how it should occur., Pakistan lies
roughly midway between these iwo extremities.

On the basgis of the experiences of these countries we are attempting to
determine ﬁhether generalizations can be made about planning-—-the aims of the
plang, the methods used to achieve fulfillment and their success or failure.

Are there any similarities in the types of manufacturing industries which var-
ious countries attempt to foster? Are there any similarities in the metheds
which they use te carry out the plans? And what parts of these plans seem to
meet with greater success, and what psrts with lesser success? If we can de-
rive any generazlizations from cur investigations such ge;eralizations should
be useful as guides to plammers in other countries, By combining such guides
with the detailed Informatioh about a pariicular country, it should be possi«
ble to draw improved plans.

Note that we are not investigating why particular targets in specific

industries were set at the levels specified in the plamns, nor why these
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specific targets may or may not have been met, as the case may be. To explain
why specific incidents occurred is outside the scope of our study: indeed, there
is reason to believe that answers to such questions would not justify the elab-

orate invesgtigation required.

" the planners of these countries

Neither are we trying to "second guess
and tell them what they ought to have done five or ten years ago. Nor are we
érying‘to tell the planners in these countries what they should now be doing
with refereﬁce to specific projects and proposals. It is for the experts in
the countries Concerned to determine whether a specific factory producing a
certein product should be located in one city or another; or perhaps doubled

in size, or stricken from the plans altogether.

An outline of the analysis

In order to arrive at generalizations we must ask substantially the
same questions in all countries studied. The specific list of questions we are
"asking and attempting to answer can be grouped under the following outline:

I, Content of plans

A, What similarities, if any, are there in the characteristics
of manufacturing plants selected for development? What pri-
orities are assigned to the various industries? Are certain
industries always given top priority?

B. Are the same industries reserved for development by the
governments of the three countries under study? What indus-
tries are favored by the private sector?

C. To what extent are labor intensive or capital intensive in~
dustries scheduled for development?

D, Do countries tend to place the major emphasis on the ex-
pansion of old industries, or on the introduction and de-
velopment of new industries?

II. Mechanisms for carrying out the plans

A, ¥hat similarities are there in the measures taken to encourage
end promote private industry?

% ..
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B. How is private industry aided to obtain a trained labor
supply? How is a trained labor supply obtsined for the
puklicly owned industries?

C. ¥hat similarities are there in metheds used for financing
private industrial development? Public industrial develop-
ment?

III. Targets and success or failure

What aspects of the plans under I above were most success-
ful? Which least successful? For example, are the indus—
tries given top priority likely to be more succesful than
those given a lower priority? Do the industries in the
government or private sector have greater success in meet-
ing the targets, or is there no difference? Are labor in-
tensive or capital intensive industries more likely to meet
the targets? Is there any difference in the degree of
success in meeting the targetes, between old industries being
expanded and new industries being introduced?

IY. The unplanned sector

Even within the limited area of ﬁanufacturing and power,

most plans do not embrace everything; instead they select
certain areas Yor development. The parts not selected for
development, may be ignored entirely by the government con-~
cerned, or fthe government may desire to prevent these areas
from expanding. If the intent is to prevent expansion then
prbperly speaking, such industries are part of the plan. If
the government simply ignores them, however, and permits themn
to develop howsocever they may, then they are part of the un- \
planned sector zs that term is here used. The baesic question
then becomes: if economic growth occurs in the planned sector
of menufacturing does it carry over into the unplanned sector
also? Or does growth occur only in those areas where plans
are specific? In this connection it is important to note
that most governments seem to hope that if economic growth
can be engendered in one part of manufacturing, it will carry
over into the other paris,and into the unplanned sector.

In passing we should note that z number of other highly relevant ques-
tions can. be @sked, questions which are outside the scope of our immediate in-

" 3t would be relevant to

vestigation. For exzample, under "Content of plans,
enguire about the scheduling of industries which utilize domestic raw materials
as compared with those bhased on imported raw materials. It would also be im-
portant to enquire @hether industries scheduled for development are those for

which there is already a considerable local demand (as judged from the import

statistics); or those for which the demand is anticipated in the future; or
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those the products of which the government believes‘can be exported.

Another set of relevant guestions center about the raising of capital
for investment. Questions involving deficit financing, foreign exchange, the
export-import relationships, among others, cen and should be asked:

Finally, the }elationship bhetween economic development and the socisl

'
structure of the developing country offers broad scope for study., Unfortunate-

1ly our study and analysis 1s limited to the outline discussed above,

Brief description of methodology

The basic methodology involves establishing two measures of the 'success”
of plans, insofar as the available data permit. The first measure invblves the
eitgnt to which targets were met. We seek from the plans of a country informa-
tion sbout the targets set for specified dates, generally as of the end of:the
plan period. Next we seek statistical information on‘actual production achieved
during the plan period. The analysis coﬁsisté of a comparison of the two, For
example, the first five year plan of India specified that the country- wished to
reach a target of 435,000 tons of ammonium sulphate by the year 1955-56, In
1950=51, the star¥ of the plan period, sbout 50,000 tons were being produced;
hence, the target called for an increase of 385,000 tons. By 1955-56 production
data showed that 393,000 tons were being prgduced, an increase of 343,000 tons
over thé beginning date (1950=51), Dividing 343,000 by 385,000 shows that the
Pilan was fulfilled tq the - extent of about 89 percent,

The second measure of success inﬁolves calculating the coefficilent of
growth for a time.series of production. Given such a series, covering seversal
years, a line can be fitted and the slope determined using the. equation: y -
equals a5 4 bx., Dividing » by the mean of y provides the growth coefficient
(b/my). The larger the coefficient the more rapid was the increase in broduc-
tion of the product being studied,

Each of these measures of succdss was then rela?ed to other factors
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with which our investigation is concerned. For example, indpstries in the
government and priva?e sector could be compared as to-the degree of‘success
achieved, using both of these measures. O0Or, industries could be ranked by
priority assigned in the plan, and then compared to see in which priority
groﬁp the greatest degree of success was achieved, using both measures of
success,

The details of the above methodology had to be adapted, of course, to
the data provided by the country being studied. All .countries do not supply
identical infermation, Indeed, the largest methodological problem :involved
finding the pertinent information in the plans, finding the statistics to evalu-
ate them, and in general; obtaining enough information from the written plans
to give us some idea of what the planners really had in mind at the time the
plans were drawn. .

In this connection we have had to include as a "plan document” such
officlial papers as gave clues about the thinking and expectations of the gov-
ernment. _Of the three countries we are studying India seems to have put itself
on record in greater detail than any of the others. The Indian governmént has
a published plan document which specifies the targets for a ﬁumber of indus-
tries in very precise quantitative terms. On the other hand, the same Indian
plan sometimes mentions other industries in & much less precise manner, making ~
it necessary to infer the probable intentions of the planners.

Puertc Rico, unlike India, has no specific targets for individual in~
dustries. ‘Rather, the Puerto Rican plan consists of a series of government
documents in which the Governor and other political leaders have outlined
genergl goals., They are, among others, raising of the level of living, in- )
creasing the volume of employment, improving health conditions, providing more
education., From time to time the Puerfo Rican legislature passes legislation

to aid in reaching these goals. Such legislation; together with the Governor's

messages, and statements made by government officials; constitute "the plan."”
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Summary and Conclusions .

This section brings together the findings and conclusions for the three
countries studied. In compiling and analyzing the data upon which the conclu-
sions are based, every effort was made to take account of the wesknesses of the
statistical material. However, being far removed from the sources of the data,
all of'wiich w?re public material, generally government collected, must re-
sult in oversights and perhaps misinterpretation, But the basic difficulty re-
mains the "limitation of the underlying data." 1/

The first objective of this é?udy is the development of generalizations
that woulﬁ imprbve the techniques of plann{ng. It was thought that these gen-
eralizations would become apparent after study of a 1limited number of countries.
‘Indeed, this is still believed to be the case but limitations of time have re-~
gquired the writing of this report after only three countries were studied. The
results must therefore be considered preliminary and of a tentative nature.

Clearly it would he desirable to study an additional three to five countries.

Content of plans

ﬁecause India,ahd Pakistan have explicit plans which list projects,
specify ;roduction targets snd delimit areas of private and government interest,
it is possible‘to make a useful comparison of the kinds of manufacturing plents
included in the development programs and the priorities assigned to then.
Puerto Rico's planning is quite different from that of India ' and Pakisten.
The main purpose is to create conditions and provide incentives that would
attract privatgvindustry. Thus, the industries developed in Puerto Rico may

be compared with those planned in India and Pakistan,

Despite the difference in degree of industrialization between India and

1/ B8ee Part 1V, page 119.
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Pakistan, the plans of both countries call for the establishment or expansion
of an almost identical list of industiries. India's plan covers a far larger
ﬂumber of industries; it is a much more comprehensive scheme, Of the thirty-
two indgstries included in the Paskistan plangfwﬂonly five are missing from
the Indian plan. Tweo of these, antimony refining and coal tar derivatives,
made no progress at zll during the plan pericd. Cotton ginning and jute baling
are classified in this study &s planned industries although they do not appear
in a plsnning document, &/ The remaining industry not inciuded in the Indian
five year plan was tires and tubes.

That most industries included in the Indian plan were also included in
Pgkistan's plans is not to say the two countries placed equal emphasis on- the
same industries, The jute goods ahd cotton textiles industries received high
priority in Pskistan and low priority in India. But this is a special situa-
tion as before partition Indian jute and cotton mills handled almost all the -
cotton and a2 large part of -the jute grown in Pakistan. Even ignoring the po-
litical difficulties that arose as a result of partition, it seems logical that
Pakistan should process some of its most important industrial raw material. L4

If the cotton textile industry, the jute industry and those Pakistan
industries not included -in the Indian plan are omitted from the comparison,

then the number of industries we are dealing with are reduced to twenty-five.

Of these, nineteen have the same priority in both Pakisten and India., In addi-
tion to electric power, those that have high priority in both countries in-
clude cement, fertilizers, paper, heavy chemicals, pharmaceuticals, iron and

steel;, petroleum refining, shipbuilding and.communications.equipment

2/ A somewhat smaller number of industries are dealt with in the
analysis becguse of the dearth of daia. b

3/ 1In this study planned industries include those for which the
Pakistan Industrial Development Corporation are responsible. ’

4/ There were no jute mills in Pskistan in 1947,
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and materials. It is-among the light industries that the difference in pri=-
ority occurs.  Pakistan gave high priority to its leather tanning, sugar re-

}
fining; 0il expressing and woolen. cloth industries. In India these industries

and jute .and mill made cotton textiles were expected only to utilize fully ex-

isting capacity.

.

- From the foregoing it is seen thatllndia and Pakistan planned to build

Sr expand the same industries snd assigned to these industries the same pri-

ority except to the extent that certain consumers goods Industries were‘given
& higher priority in Pakistan than in Indisa.

The Igdian plan, and also the Pgkistan plan, although to a lesser de~
gree, .concentrated on establishing or expaﬁding basic industries such as- cement,
fertilizer, steel, chemicals and paper. Puerto Rico, as a result of its pro-
motional activitles, was ablé to attract light, generally,coﬁsumqrs' goods in-
dustries such as apparel manufacture, textile mill products, leather products,
plastic products and some fabricated metal products, light electrical and non-
electrical machinery. Mo}eovefJ because of the special relationship with the
United States, almost all of Puerto Rico's newer industries produce for ex-
port- to the United Stafes. Very few‘Indian or.Pakistan industries produce
primarily for export. The jute industry in both countries snd the cotton tex~
tile industry in India are, of course, important exceptions, among others.

In-terms of plgns, there is a differénce of approach between India.and
Pakistan to- the matter of government ?wnership. India planﬂed to have g large
government owned sector and Pakistan did not. In actuality, both now ha;e a
large government owned sector. In Puerto Rico, the govermment continues to

rely on private entrepeneurs for its development except for electric power, e

The governments of all three countries are the main developers of electiric

power, In boih Indis and Pakigtan, a few industries, such as arms and ammfuni-

tions manufgcture are state meonopolies. More usually, an industry consistis of
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wholly government owned -and wholly privately owned factories. Not unusually
the same industry has factories of mixed ownership.

It is simpler to list the planned industries in Pakistan whicﬁ have

not atiracted government investments. These include only soda ash, leather

tanning, glassware, tires and tubes and oll expressing. And it is possible
that recent government investments include the soda ash and rubber tire in-
dustries. As the Indian plen is a much more detailed one and &s private en-
terprise was exﬁected to invest almost two and a half times the amount that the
government planned to invest in industry, it is to be éxpected that many wholly
privately owned industries are included in the plan. Those industries which
attracted government investments in éakistan but did not do so in India are:
Jjute goods, cotton textiles, woolen cloth, sulphuric acid, sugar refining,
caustic soda, cotton ginning, jute baling and pharmaceuticals. The Indian
Government also planned to invest in the mechine tool industry, locomotive
and rail car manufacture, engineering instrument manufacture, rare earth ré-
fining, and artificial fibre manuﬁacture, among others. These industries have
no counterpart in Pakistan’s plans,

The Puerto Rican plan adopts increasing eﬁployment"as its mgin ob~-
Jective. 1In India and Pakistan this problem is seriously considered; majoge
emphasis is placed on incredsing agricultural employment.and the-development of
cottage and small scale industries to provide .opportunities for substantial
industrial employment. Providing employment is only & marginal considerstion
in the large scale industry plan which is what is under study here,.- This_ is
evident from the emphasis placed on the installation of the most modern labor
saving machinery and its efficient operation,

The final question to be snswered zbout the plans is whether msjor em-
phasig is placed on expanding estsblished indgstries or on establishing new

industries, In Pakistan, the answer is clearly that major emphasis is placed
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on establishment of new inéustries. 5/ At least thirteen, if not more, of
Pakistan's twenty-nine planned industries are new to the céuntry. In India
the n;mber is smaller and new industries form a much less important pari of
the total plan, However, some of the new industries are very 1aréé capital
intensive installations.

Mechanisms for carrying out the plans

The three plans under study deal "with measures to facilitate imple-
mentation in quite similar terms. All provide:

(a) tax exemptions of all or part of the profits from new
capacity for varying numbers of years;

(b) loans through government banks or other government fi~
nancial institutions;

{c) special depreéiation allowances for new plant and egquip-
ment, and in India and Pakistan, the rg%ative frdedom with
. which licenses are granted for the import of capital goods
and raw materials;
{d) teriff protection;ﬁf
(e) facilities for the training of labor for skilled jobsz,

The three countries exercise z measure of control over the establish~
ment and expansion of industries and India and Pakistan arg'empowered to con~
trol the operation of manufacturing plants. In India and Pakistan more strin-
gent controls are in force for cértain specified industries (forty~two in
India and twenty-seven in Pakistan) over which the two governments exercise
regulatory control which covers establishment, location, expansion énd‘some
operating functions. The Indian Government, which hes the mogt comprehensive
control, may take'over companies in the event of non-compliance with the ferms

of the control regulations and the public interest,

5/ For definition of "new" industry see Part II: India, Section on
New Industries, .

6/ United States tariffs are applied in Puerto Rico.

i 4 ]
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Detgiled findings

This study attempts to assess the results of planning by investigating
what actually happened in the manufacturing and power sectors of the Indian,

Pakistan and Puerto Rican economles. The basic methodology involves the es=~

t

tablishment of two measures of "success." The first measure, the extent to

which targets were met, compares the target specified in the plan with produc~

tion (or installed capacity) actually achieved. The second measure involves

calculating the rate of growth of industrial production from time series data.

The figure thus obtained is called the "growth coefficient." To the extent
that targets were specified and time series data were‘available, both measures
of success were used to compare the degree of success achieved (1) by the gov-
ernment and private sectors of. the plan, (2) by new and established industries,
and (3) by high‘priority and low priority industries. For comparing the un-
Planned sector with the planned only the growth coefficient could be used.

Comprehensive use of these measures was possiblé in studying the
Pakistan apd Indian plans, However, ih Puerto Rico, where the plan did not
specify targetsland where government played a much less direct role in indus=-
trialization, these measures were less Irequently used. A rate of growth was,
nevertheless, calculated for all manufacturing in Puerto Rico andlfor the
electric power industry.

Results achieved by planned industries. In both India and Pakistan

those industries wvhich had high priority achieved better results in terms of
targets than £hose assigned low priority. This is not only the desired result,
it is also expected as both governments exercise control at strategic points
of their economies by which they direct effort and resources to fulfill.the

plang, About half the industries included in the Iﬁdian plan and a somewhat

smeller number in the Pakistan plan achieved seventy percent of the assigned

target. But three-fourths of Indian high priority industries and sixty per-
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cent of Pakistan's high priority indusiries achieved this figure.

”

In termg of growth coefficients high priority Indian industries grew at
a faster rate than low priorit& industries. In Pakistan the results are not.as

clear cut as they are-in India.

The average rate of growth of planned industries in Pakistan included

in the analysis was about thirteen percent per year. The same resuli was re—

corded in India. In Pueréo Rico alli manufacturing except sugar grinding grew

@&t the somewhat slower rate of eleven percent per vear, These rates can lead

to a doubling of production in from five to seven years.

Electric power. 1In all three countries, governments generate most of

the public utility power. Production of electricity grew rapidly in all three:

~

India, nine percent per year; Pakistan, fhe-very high rate of twenty-tiwo per-

cent; and Puerto Rico, twelve percent, The average annual rate of growth of

power production in the United States was ten percent during the period under
study. The fact that the rate of growth of power production in Indiz was less
than the average growth of planned. industries in that country is not cause for
concern, The rate achieved by Pakistan is striking and may be the highest
rate of growth achieved by any country during the past decade.

Government owned industries. A comparison of the degree of success

achieved by government owned fectories and those privately owned was only

possible for India. Thisgs showed that ownership did not appreciahly affect

production results, Some government owned factories fulfilled their targets;

others did not. On a percentage basis the number fulfilling their targets
were about the same as privately owned industries included in the plan.

Establishment of new industries. The belief that underdeveloped

countries have less ‘success in bringing inté production new industries is-not

supported by either Indian or Pakistan experience. In India it is possible

to argue that new industries made a hetter showing than did established in-

e
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dustries while in Pakistan they did at least z= well as established industries.

In addition to mew industries the establishment of which were called for in

the plan, many new unplanned industries were established in Pakistan, This
would support the belief that new industriés, produciﬁg quite diverse products,’
have been suttessfully introduced.

It should be remembered that the results reported in the preceding par—
agraph are based exclusively on production data, Other criteria of success,
for example, costs, are at least as important end even though production in
some of these new factories reached the target it cannot be infer;ed neces-—
sarily that the cost of production was such as to produce a profit. They may
or mey not have been profitable.

This result is, however, indicative of India‘s and Pakistan's ability
to overcome engineering and administrative problems usually associated with
the establishment of new industries. As virtuslly all the new industries es-
tablished in Puerto Rico were the work of continental Americans who were thor-
oughly familiar with their operati;n and markets, the results attained in
Puerte Rico are not strictly comparable.

Planning and employment. A major objective of the Puerto Rican, Indian

and Pzkistan plans was to provide employment. In India and Pakistan’ the unem-
rloyment and underemployment problem was dealt with primarily by programs de-
signed to increase the amount of arable land and intensify its use as well as
by assistance to cottage and village industries. The industrializstion pro-
grams in these countries provided a significant number of employment opportu-
nities but despite the surplus labor the factories constructed were the most
modern type with everything this implies about direct labor utilization.

In Puerto Rico, with its much greater population density, industriali-

zation appearé to offer the best solution to the unemployment and underemploy-

ment problem (except for large scale out-migration). The government's plans
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to increase employment called for the establishment of relatively labor'inten-
sive industries. However, those factories actually established were more capi-
tal intensive than similar units in existence prior to the industrial develop-

ment program,

The unplanned sector

The question here considered is what happened to 1ndﬁstries which, for
whatever reason, were not included in the plan. In all three countries these
were & substantial segment of the industriazl sector. In India and Puerto Rico
comparable results were obtained although a different method was used in ‘each
country., In India growth coefficients were calculated for each industry in
the unplanned sector and compared with rates of growth recorded by planned in-

dustries, The unplanned industries compare unfavorably with planned industries

suggesting that unplanned industries are lagging behina.

In Puerto Rico employment was used as the criterion, Employment in-
creased ?apidly in those parts of the economy which were directly aided by the
government. In other sectors of the economy employment did not increase,

In Pakistan many more industries exisf than are included in the plans.
Data were available for sixteen out of perhaps forty such industries amd show
that zbout two-~thirds of them grew at a rate of thirteen percent per year while
only somewhat more than one-half of the planned industries grew at this rate,
Planned and unplanned consumers' goods industries grew at about the same rate.
The- same result is obtained from a comparison of producers® goods industries:
It is possible that the sixteen unplanned industries are not fully representa-
tive of the entire group. It is also possible that the-unplanned industries

grew more rapidly because many of them produce consumers' goods.

i
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Population

PART II, 1INDIA

Brief Notes on the Demographic and Economic Background

The first Indian five year plan covered the period-1950—5l to 1955-5?.
Let us examine,very briefly, the situation with regard to population changes
and overall economic growth during this;period; this will serve as backgroﬁnd
information and provide a hetter appreciation of the results of the plan,

In 1951 India contai;ed about’363,000,000 persons. By 1955 the popu-
lation had increased to almost 382,000,000, a rate of growth of about one per-
cent per year. During this period the United States had a raée of growth of
one and one-half percent per year, India has both & high birth rate and a high
death rate. 1/ If the death rate should be reduced it-is likely that popula-
tion growth will increase considerably above its present level since decreases

in fertility seem to follow only slowly decreases in rates of mortality. 8

Not only is India a large country--it contains about fifteen percent
of the world's total population--but population density also is quite high.

India contains ahout one hundred fifteem persons per square kilometer, as

7/ The Indian government considers that the recorded birth rate of
about 25 per 1,000 population and the death rate of about 14 (1952) are in-
complete. Even these incomplete figures, however, “suggest that the, excess of
births over deaths annually amounts to some 11 per 1,000 population. The
Indian census estimates that for the period 1941-50 the birth rate was 39.9
per 1,000 population, and the death rate, 27.4. The rate of natural growth
thus amounts to 12.5 pér 1,000 population per year, (Census of India, Paper
No. 6, 1954, "Estimation of Birth and Death Rates").

8/ The Determinants and Consequences of Population Trends, United
Nations, T1953. See especially Chap. VIXIX "Future Populatlon Trends";for
discussions of India see pp. 16 2nd 160,

- 17 -
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compared with a density of twenty~eight in Burmz and thirty-nine in Thaaland
(1954) . In all Asia (excluding USSR) populaticn density is estimated at
fifty-four persons per square kilometer. 8/ A growing population in India
means increasing dengity in an already densely settled area,

Income

z

Per capita income in 1949'was estimated at about $57. 12/ Since 1949,

the changes in per capita real income have been as follows:

11/
Year Index — . Year Index
1950 100 1852 103
1951 101 ’ 1953 109

1954 109
From these figures it is clear that the Indian eccnomy has more than kept up
with the increase in population. Whereas population growth is aboué‘i or per- .
hzps to 1~1/4 percent per year the growth in total real income is approximate-

1y 2 percent per year. .(Chart. 1)

Summary of the Provisions of the First Five Year Plan

The first Indian five &ear planlg{ 1950/51 to 1955/56 was adopted in
1952 and incorporsted changes in 2 draft plan Eirculated in 1951, The revigions
increased térgets. The overall objective of the first five year plan was to
increase the national income by 11 percent (from Rs. 90 billion to Rs. 100
billion}, and.in view of population growth, per capita income by about 7.5

percent,

E/ U. N. Demographic Year Book, 1955, Table 1.

10/ "National and Per Capita Incomes, Seventy Countries, 1949,
Statistical Papers, Series E, No. 1, Statistical Office of the United Nations,
October 1950, p, 15. ‘

11/ U. N. Statistical Yearbook, "1955, Table 157, The index for 1954
is our own estimate. :

12/ 1India, The Planning Comﬁission, The First Five Year Plan, peihi,.
December 1952, '
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Total goverament eﬁpenditure on all parts of the plan during the five
year period was estimated at Rs. 20,687 .8 million or about 4.2 billion dollars.
Over $2,6 billion was- considered to be available from internal sources and the
balance from sterling.reserves; foreign loans and assistance-and deficit fi-
nancing., ‘

According to the Indian Planning Commission, agriculture, incluQing
irrigation and power had ‘top priority. A sizeable surplus, it was stated 13/
had to be created in the'agricultural sector and‘mobilizeq for sustaining in- '
creased emp;oyment in other s@ctors., The bulk of the available resources in
the public sector were therefore allocated to the development of irrigation
and power which, together with funds earmarked for agriculture spécifically,
made up about 45% of the $4.2 billion. Statements in the plan about the in-
dustrial field point out that industry would have to depend'greatly upon pri=-
vate capital for development.’ After consultation with private industry, the
Planning Commission expected private investment in this sector to amount to
gbout $490 million. The state, in turn, planned to invest aboué $200 million
in key industries in which it had special responsibilities. These included
"iron and gteel,‘heavy chemicals, electrical equipment and others., -

Table 1 summerizes government expenditure in al}l fields. Details
aboué investments and targets in the public and private industrial seqto%s
are contained in Tables 2 and 3 respectively. Table 4 gives data on the
power development program.

In drawing up the pian in the industrial sector, the Planning Commis~
sion was guided by the following criferia: ' -

1) Existing industrial capacity to be fully used. Perhaps the most im=

portant industries with open capacity were the jute and plywood industries;

13/ 1India, The Planning Commission, The First Five Year Plan,
Dehli, December 1852,
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Table 1,-Government Expenditure Under the Plan
(million Rs.)

Agriculture & Com~

Transport &

munity Development Irrigation & Power Communication In d-g stry Social Sefvices Miscellaneous
Agriculture 1,842,2 Multi- 2,659.0 Railways 2,500.0 Large-~ 1,403,3 Education 1,556,8 Rehabil~ 850.0
- purpose scale in- itation
Animal hus- 222.8 projects Roads 1,088,7 dustries Health 995,.4
bandry & Works & 110.2
dairy Irrigation 1,679.6 Road 89,6 Cottage & 270,4 Housing 488,1 Buildings
projects transport small scale
Forests 116.9 Labor & la- 69,1 Finance 43.9
Power .Shipping 180.5 Scientific & 46,1 bor welfare ministry
Cooperation 71.1 projects 1,275,4 industrial schenes
Civil 228.7 research Welfare of 288.7
Fisheries 46,4 aviation backward North- 30,0
Mining De- 10.6 classes East
Rural dev, 104.7 Ports & 330.8 velopment Frontier
’ harbors Agericy
Community . 900.0
Projects Inland water 1.0 _ Anddmans  38.2
transport )
Local works 150.0 loans to 120,0
Posts & 500,0 corpora-
Programs for telegraph tiops
scareity areas 150,0 )
_ Broad- 35.2 Other 177.4
casting migcel-
laneous
Ovéersesas 10,0 )
communic,
Meteprolog- 6.2
N ical Dept.
Total 2/ 3,804.3 5,614,0 4,971.0 1,730,4 . 3,398.1 1,369.9

-

Source: Government of India, Planning Commlssion, Development Schemes in the First Five Wear Plan (Supplement Volume),
DeIhi, December 1952,

&/ Sum of columns may not equal totals because of rounding.
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Table 2,-Industrisl Projects in the Public Sector

(million Rs.)

New or
Development Projects I n v e s t m e n t Year of Additional
Up to During During During Completion Capacity
1/4/1951 1951=1952 1952-1953 1951=1956 of Project 1955~1956
I, Centrzl Government. .
l, Iron and Steel Project .2/ B/ 5,0 300.0 1957~1958 350,000 tons
of pig iron
by 1955-1956
2, Ship building 15.02/ 23.2 28,2 140,8 1956~1957 50,000 DWT
3. Machine tool factory 1.4 9.8 15,0 96.4 1953-1954 1,600 Units
4. Sindri fertilizer factory 184.2 43.5 30.0 90,3 Oct, 1951 350,000 tons &
Ammon ium X
Sulphate i
5. Chittaranjan locomotive 102,0 28,2 19,1 47,3 Manufactufe 10¢ loco's
factory has started
6. Rallway coach factory ' . 0.6 12,0 40,0 1955 50 Units
7.'Penic;ilin factory 0.4 1.7 6.0 20.63/ 1954 4.8 million
' Mega Units
8. National instruments factory O.4 1.4 2,5 18.2 Production Additional
' : bas started Rs. 6.44 million
worth of instru-
ments
9., Indian telephone industries 12.0 6.9 3.3 13,0 Assembly Rs, 0.2 miilion

has started

worth of tele- .
vhone and other
articles.



Table 2. (Continued)

—e i T— e s,

I.n v e st m e n ¢t ' New or

bevelopment Projects ' : Year of _ Additional
' Up to During During . During Completion Capacity

1/4/51 . 1851-1952 1952-1853 1951-1956 of Project 1955-1956

I. Central Government (cont'd.)

10. Hindustan Cables Ltd. 0.0 2.3 ‘7.0 13.0 1953-1954 Rs, 10.0 million
worth of ecables

11. Mandi salt works P o 1.0 10,0 1954 61,000 tons
. of aglt
12, Rare earth fmctory . 2,61/ N.a. N.A. 5.4, June 1952 800 tons of rare earth

compounds & 200 tons of
thorium compounds in terms
of thorium nitrate.

13, D.D,T. factory ' .. .. 0.5 3,98/ 1954, 700 tons
14, Existing salt works 0.4 0.4 0.8 5.0 1955-1956  About 380,000 tons
of salt
15. Housing factory 9.4 1.0 0.2 1.1 1952-1953 .o
1§. Other projects ;/ N.A., N.A, N.A. 20.2 1955~1956 .
Total 527.7 118,7 136.6 825,3

II. State Government

1, Mysore iron and steel works 21.6 4.0 12,5 28.3 1954~1955  Additional 50,000 tons
of finished steel

2, U,P, Governmment cement 15.3 6.5 12.5 23,1 1953-1954 200,000 tons

faétory
3. Nepa mills 22.5 9.1 8.2 20.0 1954 30,000 tons of news-
print (300 working days)
4, Sirsilk Ltd.gf 38.1 6 GE/ 9 OE/ 20,0 , 1953-1954 16.5 million yards of
5. Sirpur paper mills 20,3 2 ’ 6.0 1953-1954 &rtificial silk (330
) . working days)

—gz oy



Table 2. {(Continued)

I n v e 3 t m e n t New or
Development Projects " . Year of Additional
Up to - During During During Completion Capacity
1/4/51 1951-1952 1952-1953 1951-1956 of Project 1955-1956
IT. State Gowvernment (cont‘'d.)
6, U,P, precision instrument
factory 1.4 1.0 0.7 5,0 Expansion. 12,000 water meters &
300 microscopes
7. Bihar government super- )
phosphate fmctory 0.1 1.1 4.0 4.1 1953-1954 16,500 tons of
superphosphate
8. Other projects N.A. N.A. N.A. 6.5 1955-1956
Total ) i/ 119,3 28.4 46,9 113.0
Grand Total (Central and Staﬁe}i 1 447.1 147.1 177.5 938.3

Source: Government of India, Planning Commission, Development Schemes in the First Five

Volume),Delhi, December 1952.
Q/ No explanation of meaning of.. given in source,
b/ Represents investment of Ceﬁtr@l Government only,
</ 1Including Rs, 5.7 million from WHO and UNICEF,

- d/ Investment up to end 1957,

.8/ Including 350,000 U.S, dollars from .WHO and UNICEF.

£/ Tncluding,inter slia, Nasik Printing Press, Silver Refining, New Mint.

Believed to be zero.

g/ Provision in the Hydersbad State Plan for this project amounts to Rs. 8,57 million

h/ Includes sxpenditure on Singarani Collieries Lid.

i/ Including Rs. 4.0 million for the D,D,T, factory in the Bombay State Plan,

J/ Sum may not egual totzls because of rounding.

s r
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Table 3.-Expansion’Programs in the Private Sectoér

956 Capital

1950-1951 1955-1
Industry and Unit Rated Produc- Rated Prodtic= Investment
Capacity tion Capacity tion 1951-56
(million Rs.)
Metallurgical -
Iron and steel - . .
Pig 17OM...eusvsevesossooesarnses 1,000 tons ... 1,850 1,572 % 2,700 ¥ 1,950 430.0
Finished steel, main producers only.., do ....... 975 976 & 1,550 2/ 1,280 eeen
ALUMINUML ¢ voveanvesnngyereonesnnnseness TO0S tiueey 4,000 3,677 20,000 12,000 90.0 &/
Mechanical engineering 7
Apricultural implements snd machinery
Pumps, power-driven cenvrifugal..... number ,..., 33,460 34,310 69,400 80,000- 12.0
' 85,000 ‘
Diesel engines...scosasesssonsessrncsss G0 covvsns 6,320 5,540 39,725 50,000 PR
Automobiles, &/ manufacturing only...... do «iaasen 30,000 4,077 30,000 30,000 30,0
Railway rolling stock ‘ .
LOCOMOtAVES . s vvavseareasnsesnanssasans A0 sivauns n.a. n.a. 50(plus  50(plus 25.0
50 boilers) 50 boilers)
UnderframesS..ssesscsssvssioersssanseness A0 suuavan n.a. n.a. 400 400 crves
Machine tools (graded)....vvvevceacecoce GO vrivasen 3,000 1,101 3,000 3,000 2,0
Textile machinery
Carding engines.....eeseeveeeresccescs G0 savaven 600 cevae 600 600 Ceeas
Spinning ring frames....ceeaesrranssses O suuisan 396 360 800 700 PRPP
Looms, plain, semi and automatic...... do ,.easen 3,600 1,894 8,000 6,000 savns
Ball and roller bearings ...:...s..s.. thousands ... 600 87 1,200 1,200 52,5 &/
BicyclesS.ivsieressnrsarsasasisnsssssaaes nUMbEr .... 120 101 530 530 N
Sewing machines.,...cccoeessocisovescnasas 0 cuuvan 37,500 32,965 91,500 91,500 PRNPIAIN
Hurricane lanterns.....sssr14ss020+44+ thousands ... 4,260 . 3,240 4,510 6,000 ' vesa s
Grinding wheelsS.v.ieeasranssssnsasnsnns LONS Lauras 360 231 840 750-800 reens
Electrical engineering
Dry batterieS...eeesesesrssserssrssss thousands ... 285,000 136,500 310,000 320,000 cevoe
Storage batteries....ciisesesvsnasssress A0 cuunuun 446 200 538 400. cenes
Electric cables and wires ASCR cables...tons....... 2,500 1,674 5,000 5,000 ceasa
Electric fans.....cvvseestessss0ees.0. thousands ... 288 194 380  320-350  seans
Electric lamps
GSL 1ampS..evivecsnososrrssssonrnrassans AO onennas 23,000 15,000 32,000 30,000 eeans
Minigture 1ampS...sssecorsssasossssrios G0 sanvoae 900 n.a.. 27,500 16,000 reses
Electric motors...cecvsiverssssaass 1,000 hopo ..., 150 99 300 T 320 ceeen
Electric transformers...........s.. 1,000 k,v.a, .. 370 179 485 450 ceeee
Radio receivers.....ssevesrsssessrssss thousands ... 77 49 380 - 350 teane

- G =~



Table 3. (Continued)

2

. 1950-1951

1955-1956 Capital
Industry and Unit Rated Produc-  Rated Produc- Investment
Capacity tion Capacity tion 1951-56
{million Rs,)
Chemical and allied products

Fertilizers
Ammonium SUlPhBEE .uuvevsvcensannsens tons ... 78,670 46,304 131,270 120,000 21,0
Superphosphate....................... do  ...... 123,460 55,089 192,855 164,000 21,0

Heavy chemicals )

Sulphuric acid..................... 1,000 tons .. 150 99 230 192 73.0
Soda as8hiyeeeeesosrasncrvasresrsecses A0 suiass 54 45 86 78 73.0
Caustlec s0dai.isisriniscriconenononee A0 sunens 19 11 37 33 73.0

Drugs and pharmaceuticals
BenzZene hexachloride.,scvvoesersoasee LONS o0eews PR e 500 500 35.0
Sulpha drugB.sseeveeesnvsnsosanes 1 ;000 pounds' ,. saens crees 400 400 35.0
Para amino-salicylic ac1d............ tons ...... crens seese 48 48 35.0
Calcium 1actate..eeesnessssesnnnssess do revess sreas N 50 50 35.0

Paints ‘and varnishes
Ready-mixed paint, varnish, ete..,. 1,000 tons ., 65 29 70. 60 5.0
Pigment, titanium dioxide............ tons ...... srass . 1,800 1,800 5.0
Nitro«cellulose lacquers ..,.... 1,000 gallons ., cesea verss 350 300 5.0
Aluminium paste and powder........... tons 4..... ceees ceeus 750 750 5,0

Soap...............--................ 1 000 tons . 265 106 280 200 60 (includes

glycerine)

Tanning and footwear....,..sv0e0.. million pairs .. seans 85 h/ resee 91 6.0

Paper and paperboard......eeseseeevee 1,000 tong .. 137 114 ~ 198 188 53.5

Strawboard and other boards...eeeseeees . Q0 vovesns 48 22 58 53 53.5

COMENT 4avuveenreesssssseeroesrnonssee G0 aavasns 3,194 2,692 % 5,016 4,515 154.0

Glass and glassware .

Sheet glassS.sseeevsesscnsnsscssvassnes TONS suness 11,700 - 5,850 52,200 26,000 22,0
Blownware and pressed War€.ssessesvee A0 eovase 201,550 86,000 237,800 137,500- BN
142,500
Bangles.cuverernsnaenrserrcrcasnsnses G0 sussae 35,000 16,000 35,000 16,000 sreee
Liquid fuels '

Petroleum products, input of crude oil. dO ...... 250 ceses 2,000 i/ ceens 640,0
Liquid petroleum products ..., million gallons ., n.a, n.a. n.a. 403 3/ PR
Bitumen.................”.......--.- tons seuco. n.a, n.a. n.’,. 379500 -‘j-/ ;oo--

Power alcohol '

Power alcohol,,sesassessssess, million galions .. 13 5 21 18 12.0 ¥/
Commercial spirit.-....u.”..-.-o“. do s eaae 3 n.a. 3 .2 IR

9g -



Table 3. (Continued)

=
1950-1951 1955-1956 Capital
Rated Produc= Rated - Produc~ Investment
Industry and Unit Capacity ° tion Capacity tion 1951~56
{million Rs.)
Textlile
Cotton _
YEIM.1esovosnsesssssansvsss Million pounds .... 1,669 1,179 1,722 1,640 90.0
Cloth, mill mad€...essss... million yards ..., 4,744 3,718 4,779 4,700 90,0
Cloth, handloomesssesasssssnssse Q0 seressans 3,000 n/ 810 3,000 1,700 90,0
JULCeeveennsenssoosnssesassssss 1,000 tons ..aves. 1,200 892 1,200 1,200 90,0
Rayon
Rayon filament....ssessss.s Mmillion pounds .... 4 1 18 18 151,0
Staple fibrC.eeesesssssssss 1,000 bales ...... cenas ceeds 28 - 28 Ceeee
Cotton linters..scesveessss million pounds .... becas reare 5 5 sases
Chemical PUlD.ssssescasassrassess LONS tisranaas ceeas veees 11,5002/ n.a. ceers
WOOLEN e s s vensesensaasassaassos 1,000 pounds .u..s 20,150 18,000 20,1502/ 25,000 1/ e
Timber -
MREtCHES.eevsseeessnsnerenss 1,000 gross boxes ... 35,300 29,100 38, 300 35, 300 5.0
Plywood tea chest..seveesss. 1,000 sq. £t. ..., 138,840 4,940 180,000- 100,000 6.0 i
190,000 -
Food N
Salt 2{--n-cnoclo-onunooooaoii 19000 tons Lo 2!‘270 19920 43026 2’186 n.a. :
SUEBT 4 serenersn.nnsaiossreersasses A0 Liieiinon 1,540 1,116 ¥ 1,550 1,500 1.0
Vegetable O118s.verassessesesssnses 0 tervenan n.a. 1,118 %/ n.a. 1,299 6.0
Vanaspatic.ecscecesassssssssasesss G0 tirnasnns 333 153 382 . 300 5.0
Totalcooa-ooconc|ll---o--noo.oooo- PO R s a s sas s 2,333.0 E_'/

Source: Government of India, Planning Commission, Programmes of Industrial Development 1951-1956, New Delhi 1952,

a/ Including the output of the Mysore Iron and Steel Works

2/ The rated capacity will be achieved when the expansion of projects are completed; i.e., by 1957-58.

g/ Covers only what is expectéd to be spent during the period of the Flan,

g/ The development program for shipbuilding industiry is also covered in this group. No mention of it has been
made in this table because the industry is in the public sector.

e/ Based on fhe program of the two existing manufacturers,
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e 3, (Continued)

2/

g/

n,a.

Figure rélates to calendar year 1950,
Covers the other light engineering industries referred to under serial numbers 9 to 20 also.
Actual production includes the” output of the factory in the public sector.

Rated capacity will resch 3,450,000 tons in terms of input 6f crude oil by 1956-57 when the two
refineries are expected to be in full production.

Exclusive of existing capacity.
Includes expenditure for creating facilities for petrol-alcohol mixture.

Rated capacity of handlooms is based on the number of handlooms in exigtence at present and availability
of yarn at the rate of 20 1bs. per month,

Construction will be glmost complete so that the actual production is assumed negligible,

Figures for rated capacity as well as production do not take into account the installation of 30,000
spindles for fine woolen yarms.

Figure relating to rated capacity (i.e., potential production capacity) and actual production of salt in
the private sector have been estimated, except for the industry®s total capacity of 4,026,000 tomns hy
1955-1956 (including the capacity in the public sector) which has been estimated by the Salt Experts
Committee,

Figure relates to the sugar season 1950=51.

Production figure for vegetable oils, excluding coconut oil, relates to the year 1949-50,

Includes Rs. 380,000,000 investment on other schemes including power generation in the private sector.

Not available.



Table 4,~Power and Irrigation Developments 2/

. Expenditure Additional Aeres Additional
Year (million Rs.) Irrigated . Power
(1,000 Acres—-Cumulative) (1,000 Ew-Cum.)

1951~-52 8.5 . 646 58

1952-53 12,1 1,890 ‘ 239
1953-54 : 12.7 . 3,555 724
1954~-55 107 ) 5,749 875
'1955-56 7.8 8,533 1,082
Ultimete 2/ , ‘ 16,942 1,465
New Schemes &/ 4.0

d/

55.8

-

Five Year Tofal —

Sotirce: Government of India, Planning Commissicn, First Five Year Plan,
Chap, XXVI, Page 30, Delhi, December 1952,
A
a/ Public Sector ohly: Private power companies are estimated to fincrease .
capacity by 176,000 kw.

b/ Relates to projects where completion dates extend beyond plan period.

3/ Relates to new projects with an asggregate final cost of Rs., 2,000 million
on which a start might be made during the first plan.

Q/ Total cost of schemes. included: in first five year plan was Rs. 7,650
‘million made up of Rs., 1,530 million spent prior to March 1951, Rs, 5,180
million to be spent during the plan period and, by subtraction, Rs. 940
million to be spent aftel the plan period.
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source of their raw materials was Pekistan. Generally, non-durable con-
sumers ' goods industries were considered to have sufficient capacity. Ambng
the industries in this category were cotton textiles, sugar, salt, matches

and vanaspati (hydrogénated vegetable o0il). Durable consumers' goods were

also required to use existing capacity fully although new units could be con-
structed to improve efficiency and increase parts manufacture in India rather
than mere assembly, Among the industriés in this category are bicycles, ra&ios,
and electric fans,

2) Cépacity of capital goods industries was.to be expanded. Highest pri--
ority was given to iron and steel, chemical fertilizers and cement industries,
because they were essential to developments in agriculture, industry and trans-~
port as well 25 defense., Other high priority industries included locomotive
production, manufacture of heavy electrical machinery, agricultural implements,
diesel engines and pumps.

3) Partially completed industrial units to be completed.

4) New plants to be establishéd which would strengthen the industrial
structure by rectifying, as far-as resources permitted, existing omissioné;

for example, manufacture of sulphur from gypsum and chemical pulp for rayon.

Mechsnisms for Carrxying Out Plans iy

Introduction

Before proceeding to determine how these plans worked out let us re-
view very briefly the role of the Indian govermment in the actual conduct of
manufacturing and other business enterprises and the important steps taken by

the government to ensure the fulfillment of the plan. A resolution issued by

14/ Source for much of the meterial contained in this section is:
U.S. Department of Commerce; Investment in India, conditions and outloock for
United States investors; U.S. Government Printing Office, Washington, D.C.;
June, 1953,
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the Ministry of ‘Industry and Supﬁly in 1948 set forth government policy as
the establishment of a centrally planned mixed economy in which both private
anﬁ govérnment'enteipri;e would participate. All industries wére to Tremain
open to private enterprise except armS\and ammunition manufacture, atomic
energy production and‘railway:transport over whi?h the government exercises
monopoly control. Later, six additlonal industries were reserved.for State
development excep? to the extent that the cooperation-of private enterprise
was thought nece€ssary. These industries were: coal mining,.mineral oil‘ré—
fining, iron and steel manufacture, aircraft manufactqre, shipbuilding .and
;he manufactu¥e"of telephone, telegraph and wireless apparatus {except home
receivers). It may be noted that private capital is still quite active in,
some of these industries. ZFurthermore, private firms own and opera@e most
other factories and industries.

.Finally, theé plan states that if it is to succeed control must be ex~-
ercised over the distribution of scarce,comhodities, Qribes nust be regulated,
imports and exports .controlled and investments channeled so that favorable con-
ditions are maintained. What follows is a summgry of the more important meas-
ures adopted by the Government of -India,

Although it would be highly desirable to evaluate the effectiveness,
of each measure adopted by the government to promote écOnomic growth and
successful planning, this is outéide the scope of our investigation, A sum-

mary of the various factors which are common to zll three of the countries

stﬁdied, was presented in the'Introduction, page five,

Alds to encourage private investments

@Eriffs. A most important distinction petween India's revenue tar-
iff; and protective tariffs is thzt revenue tariffs can be changed only by an
act of parliament. Export taxes are - also imposed for .revenue purﬁosés and to

control the intermal price of & commodity.
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Protection for Indian industries is sp established policy of the gov-
ernment, XIn general, it is the intent of the government to use the tariff to
encourage the growth of domestic menufacturing particularly in those areas
deemed to be strategic, basic or key industries. To provide such protection
a Tariff Commission recommends to the govérnment the form and content of the
protection, and makes terms and conditiong for the grant of protection, More-
over, the Commission not only attempts to provide protecf&on a2gginst foreign
c0mpetition, but also specifies how the domestic producer who is benefitting
from the protection, is to operate his establishment. The Commission may
specify the scale of output, quality and price of product, use of domestic
raw materiglg, prices, etec. \

Industrizl fingnce corporation, Indian industry in common with indus-

S

tries in mauy underdevéloped countries has difficulty in obtzining long term
credit. In March 1948 the government established the Industrial Finaﬁce Cor-
poration (IFC) in order to provide credit., The IFC may only assist public
limited companies 15/ ox cooperatives registered in‘India and engaged in min-
ing, manuffacturing or power production and distribution.

IFC assistance takes the following forms:

1) Guaranteeing loans floated in the public market
snd repayable within twenty-five years;

2) Underwriting shere, debenture and bond issues by
eligible concerns; _

3) Grenting loans or advances and subscribing to
debentures payable within- twenty-five years.

Tax exemptions, Certain feaztures of Indian tax laws are designed to
- agsist the establishment of new industries. In particular, producers'dgoods

dndustries seem to he favored. New Industrial undertakings which émploy more

15/ For tax. purposes a public company is defined as one which is not
a private company under the Indizn Companies Act, (A private company being one
which restricts the right to transfer shares and limits the number of members
to fiftyand whiere not over 50% of the voting shares zre controlled by less than
six personsg)}.
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than twenty persons and use electricity and which began production within six
years after April 1, 1948hare exempt from normal and super taxes on the first
six percent of their profits during their first five assessment years. Divi-
dends paid -out of such profits are also exempt from taxes.

Provisions in the 1953 Finanﬁe Act exempt companies from supertax on
dividends from an indian subsidiary meeting certain conditions when the sub-
sldiary engages in the manufacture or productioﬁ of the followlng products:

(1) cozl and derivatives; (2) iron and steel; (3) motor fuel, kerosene; crude
oils, and synthetic oils (excluding'oil exploration); (4) heavy chemicals in-
cluding fertilizers; (5) heavy machinery used in industry including ball and
roller bearings and gear wheels and parts thereof, boiler and steam generating
equipment; (6) machinery and equipment for the generation, transmission, and
distribution of electric enérgy; (7) non-ierrous metals including alloys;

(8) paper, ingluding newsprint and paper board; (2) internal combqstion engines;
and {10) power driven pumps. The exemption is also applicable to dividends
pai& to a parent company which arises from fresh capital raiseq through public
subscription by an Ind;an subsidiary for the purpose of increasing production
of the products listed above. .

Special depreciation allowances are granted in the case of new plant.
and machinery installed between 1948 and 1959, During the first five years of
the operation of such a.SS;ats9 gn additional allowsnce egquivalent to the normal
depreciation zllowance is grsnted. Such additional allowances ard dedpcted from

written-down value in calculating deprecistion in subsequent years.

Investment snd repstristion of foreign capital and profits. Although

investment and repatriation of foreign capital require the prior approval of
the government, the regulations appear to make both matters possible. Capital
owned by residents of the sterling area and Norway, Sweden and Denmark is freely

granted repatriztion. Capital owned by the residents of otler countries if in-
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vested after 1 January, 1950 in ; projeéect approved by the Indian government
will also be granted repatriation at any time up to the e#tent of the original
investment and reinvestments which were approved by the governmment. The assur-
ance of.the right to repatriate investments was extended to capital gains 'on
such in;estments in 1953.

All othér remittances of a capital nature are not otherwise permitted
to countries outside the sterling areza excepi where foreign companies are
acquired by the Indian government.

Availability of skilled labér, A surplus of unskillied labor for in-

dustrial employment exists in most of India., Some types of skilled labor and
technicians are said to be in short supply, for example, draftsmen, surveyors,
electricians.‘ The government has.established facilities to expand the skilled
labo}¥ supply and as of 1952 was training over 11,000 persons in government
ceniers,

Government labor exchanges are active in India., In 1952 there were
128 in existence which, together with their branch offices, helped to place
vorkers in the industry of major cities. As unskilled yorkers are in large

surplus, the exchanges dezl mostly with skilled personnel.

Government controls

Legislation and industrial control. The government of India exercises

regulatory control over the establiéhment, location, eipansion, and operation
of forty-two industries under the terms of the Industries (Development and
Regulation) Act, 1951, as amended in 1953. Among other things, the act pro-
vides for licensing of industries, reguires reports, directs compliance with
government orders concerning-production and prices and provides for govern-~
m?nt managers to take over companies in the event of non-~compliance with the

terms of the act and the public interest. iﬁ/

16/ The Industries Act is coucerned primarily with the larger company.
Ig%ggtg%ﬁ%éegte¥§£%sgs whiﬁh emp;%g fewer thag 108 worﬁgrs wit%ﬁuf thefaid of
3 wer worker ower, and undertakings wi ess than
BS.IO0,000 invested are exemp% Yrom the ptovisions o%‘tﬁegict. s
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A feature of the act is the establishment of a Central Advispry’Council
and Developmen? Councils for the scheduled (forty-two) industries. Members of
the Advisory Council are zll appointed by the central government and represent
owners, cmployees and consumers: The govexrnment must consulé with the Advisory
Council before exercising its powers under the act or before it takes cogtrol
of individual enterprises although it is not obliged to follow the Council's
advice,

The Development Councils are bodies which the ecentral government may
868t up. (Several had been set up by 1953.) These councils operate in accord-
ance with government directives and concern themselves with industrial targets,
coordination of production programs, efficiency and the improvement of quality.

The act also permits authorized representatives of the central govérn—
ment to inspect the premises of any scheduled enterprise, order the production
of records and examine any person employed by or having control over the en~
terprise. As a result of such investigations the government may order the en-
terprise to adjust production, amend priceé or to.take steps. to stimulate the
development of the industry or prohibit it from resorting to any act which

might reduce production, capacity or economic value,

Import and export controls. TImport and export controls are in force
in Indiz in‘accordance with the Import and Export (Control) Act, which was
passed in 1947 and extended in 1950 until 31 March 1955, The general purpose
of the controls is to conserve foieign exchange.

Import controls are effected by issuing two types of licenses:

(1) the open genersl license and (2) individual licenses., Licenses are more
freely available for the import of capital goodé and materials requiréd for
industry than for consumer goods for which only a few licenses are granted.
Import controls also involve directional controls in that imports from soft

currency countries are more freely licensed than from the dollar area.
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Export controls are designed to direct the commodities toward hard

currency areas to the maximum extent possible.

Exchange controls. The Foreign Exchange Regulations Act has been ex-

tended to 31 December 1957. India's exchange control measures are similar to
those of the United Kingdom. They give the govermment wide powers to control
transactions in foreign exchange and securities and 'in the import and export
‘of bullion or currency. The purpose of the controls is to conserve foreign

exchange for essentizl developments, The Reserve Bank of India is in'charge
of the overall administration of exchénge control and exchange must be bought

and sold at prices prescribed by the Bank,

*
Labor regulatjons, Large companies usually find it necessary and per-

haps advantageous to follow a rather paternalistic policy toward employees in
view of the geﬂerally low standard of living, Many provide at cost, and in
some cases at below cost or free, such facilities and se?vices as housing,
Junches, commissary supplies, technical tiaining, libraries and cliﬁics.

The provision of certain facilities and services is required by gov-
ernmené,regulations. It is frequently requested as a condition of entry that
new foreign enterprises provide housing. Some Indimn States® require employers
who do not provide housing to make small contributions, based on number of
employees, to gdvernment housing projects for industrial ‘workers.

A Minimum Wage A;t was passed in 1948 providing for establishment of
minimum wages in certain industries. _The minima being aﬁopted are not uniform
but are generally the prevailing wages in the particular industry in the area
ar the time thé minimum was adopted.

- Price, production and distribution controls. In addition fto the

previously mentioned controls, the Government of India has the power to control

prices, production and distribution of commodities in addition to those speci-

}
fied in the Industries (Development and Regulation) Aect. At various times
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these controls have been exerclised over 2 wide variety of industries,as for
example: infant foods, casein, electric bulbs, and tanning materials.

Detailed Findings

Introduction

The industrial and power development schemes included in the first Indian
five yesar plan may be conveniently divided into industries, or perhaps more precisely,
factories thet are govermment owned end those that are privately owned. Witk regard
to government owned factories the plen may be taken as reflecting a fairly definite
decision eithér to build a new factory or expasnd an old one. On the other hand, thé
plans involving the private sector are perhsaps less preciée.

It will be recalled that private sector plans were. dravn up by the government
on the basis of information from private industry groups. Plans to:increase capacity
and production by Indian private industry reflect the private industrialists’
evaluation of & gilven situation in texms of the vsual entreprenurial motives plus
preésures exerted on 'him by the government. For the usual reasons, therefore, such
plans are subjecf to change. However, fhe fact that these plans are incorporated in
the plan document implies that government lias an interest in their fulfillment and
presumably is prepared‘to assist as necessary.lZ/ It is also prepared to insist upon
certsin developments considered to be in the public interest., In general, and Qith
minor reservations, the Indien industrial sector plan can be taken as reflecting

targets which were seriously desired. What results were achisved?

Measures of Plan Fulfillment and Growth

It may be recalled from the brief methodolegical description in the
Introduction that our two measures of the resulis of the first Indlan five

year plan are: (1) percent of target achieved snd (2) coefficient of growth.

The first measure reveals how well a specific industry responded to tpe direc~ -

17/ Except that the plan makes it guite clear when expansion of
capacity of certain industries is not desired.
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tive of the p}anners. The second measure, the 'ccefficient of growth, is'the
egquivalent of an annual pércentage production incresse., It 1s a direct measure
of secular growth,’

The two measures of success are fairly well related (as can be seen
in the cross tabulation presented in Table 5). 18/ Clearly, =z number of in-
dustries experienced both a high rate of secular growth and a high percentage
of target attainment. There are enough deviant cases, however, (diesel en-
gines and finished steel, for example) so that the two measures of success
cannot be used interchangeably. Indeed, they seem to bhe measuring somewhat
different aspects of the degree of development. 19/

We may note the conditions under which the two measureg would be
highly correlat;d and the conditions éhich would gilve no correlation. Assume
the target for an industry to be set well sbove its level at the start of the
planned program, -sgy, & 100 percent increase in the five year period. Then if
tﬁe target be mef the growth coefficient must be large-~of the order of some
15 percent per year. Under these conditions the two measures would be highly
correlated, However, if the target be set very low-=say, a 10 percent increase
in & five year period-=-then even if the target be met fully, the growth c;u
efficienf would be very low=-of the order of 1} percent per yezr, Under these

conditions, then, there would be little relationship between the percentage of

target achieved and the size of the growth coefficient.

18/ The coefficient of contingency equals .7 indicating a fairly high
degree of relationship. Chi-square indicates a probability of less than .01
that this could have happened by chance alone.

19/ In part this may result from the fact that the measure “percent-
age of target attained" is usually based on a comparison of the first -and last
years of the plan period. The second measure “growth coefficient," however,
is based on annual datz for a number of years;.for some industries only the
five years of the plan period are-included, for others the eight years 1948~
1955 are included.
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Table., 5.~Relationship Between Growth Coefficients and

Percentage of Target Attained, India

Target Attalned

Growth

Coef ficients

High range

Intermediate range

Low range

Total
Percent .201 to .500 ¢4 .101 to ,200 .00 to ,100
8 cases 5 cases 3 cases 16 cases
High range Carding Cement Finished steel
70-1004 engines
Caustic soda Sulphuric acid
Ammonium
sulphate Grinding wheels Vanaspati
Bicycles Hurricane lanterns
Soda ash Plywood chests
Ring spinning
frames
Power trans-
formers
Electric
motors
Sewing ,
. machines
1l case 2 cases 3 cases 6 cases
Intermediate Viscose Power alcchol Paper and paper
range yarns bozrd
35-69 Electric lamps
N Alvuminium
Electric fans
1 cage 3 cases D cases 9 cases
Low range - Diesel Superphosphate Pig iron
0=-34 engines -
Power driven pumps Dry batteries
Radio receivers ‘Calico loomg
Storage batteries
Palnts & varnish
Total 10 10 11 31
Source: Tables 7 and 9,
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Percentage increase called for by target and percentage achieved. The
increase in production called, for by the plan varied from a minimum of forty-
one percent for pig iron to infinity for penicillin and a few other new prod-
ucts—--i.e., products which were not being produced prior to the plan period.
From Table 6 it may be seen that the degree to which planned targets were met
varied cénsiderably-wfrom almost zero percent to well over 100 percent.' Hence,
it is pertinent to inguire whether there is any'relationship between the amount
of increase called for in the plan and the amount achieved. Since an ambitious
plan might be difficult to achieve it might be expéct;d that those industries
supposed to increase the most often failed to meet their targets while those
not reguired to increase production substantially usually were most successful
in terms of perceniage of target received. Apparently, however, fhere is no
relationship betwéen the amount of increase called for by the plan and the
degree of success achieved. Of the twenfy industries which were to increase
production by 100 percent or more according to the plan, eight or 40 percent
achieved a target fulfillment oi 75 percent or better. Of the eleven industries
which were supposed to increase only moderately--i.e.,, less than 100 percent--
four achieved 75 percent of the target or better.

We do not know;_of course, how much more effort may have been required
to achieve target fulfillment in those industries where over 100 percent in-
crezse was desired, as compared with the industries having less ambitious targets.
It seems clesar, however, that the amount of increase calied for by a-plan in it-
self need not limit the degree of fulfillment achieved.

Of the eleven industries which did very badly--i.e., fulfilled less
than half of the target—=pig iron did the least well, The plan called for only
a forty-one percent increase in production and only 23 percent was achieved.
Furthermore, this industry had a growth coefficient of only .029, well below

that of other industries.



Takle 6.,-Relationship Between Percentage Target Achieved and
Percentage Increase Called for in Plan% India

- Planned Target L  Attained - Percen t-
Increase -
Percent 0 to 24 25 to 49 50 to 74 75 4
0 to 24 .
25 to 49 Pig iron . . Finished - steel
50 to 74 Vanaspati Plywood chests
Electric f_ans Cement
Caustic soda i
75 to 99 Paints & varnishes Hurricane lanterns ‘

Paper & paper board
Sulphuric acid

'
100 to 1992 Dry batteries Storage batteries Flectric motors Transformers &
Calico' looms Electric lamps Ring spinning frames !

Power driven pumps Sewing machines

Caustic soda .
) Grinding wheels

200 4 Superphosphéte Aluminium Viscose yarn Carding engines
Radio receivers Power alcchol Bicycles

Diesel engines Anmmonium sulphate

Source: Tables 2, 3Aand 7.
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Of the remzining ten industries which failed %o meet even half of the
target, four, nevertheless, had relatively high rates of growth (as measured
by the growth ccefficient). These were: superphosphates, diesel engines, radio
receivers and power alcchel, All of them had been assipgned targets which called
for increases in production of three fold or more., The fact that they sll grew
relativély fast (i.e., faster than the median rate of growth for zll manufacturing
industries) suggests that targets were set unrealistically.

Three of the remzining industries which fziled to meet half the targets
assigned, had just below a;erage rates of growth., These were: power driven
pumps, aluminum, and storage batteries. There are, of course, many reasons why
targets were not met but one possibility is that targets were unrealistic.

The remaining three industries in the group did rather poor1y=~calico.
looms, dry batteries mnd ﬁaints and varnishes. Despite targets calling for a
two fold incréase in production, there was no increase at zll. Whethef or not
the targets were reasonable for these indusiries is difficult to say on the basis
of our investigation. The planners may have been justified in setting the targets,
but for some reason the industries failed almost entirely to increase production.

To summarize, our investigation suggests ?hat carefully set targets
calling for very large increases in production can be met; & two 9r three fold
increase does not automatically lead %o failure in azchieving targets. iIn the
case of India, however, of the iwenty indugiries for which a two feold or larger
increase had been planned, in some four to seven industries (if not more) tar—
gets were not met owi;g to & lack of reslism in planning-=-among other causes.

Priority sssigned to industry and percenizge of target met

Is there any tendency for the fore important industries--i.e., those
with high prierity--to meetf their targets more successfully than those with
low priority? We noted earlier that a government mzy look upon certain targets

&s more important than others; certzinly, an essential of planning reguires setting
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priorities for the.Qarious social and economic objectives in relation to time,
When such priorities are set an evaluation of a plan means evaluating the re-
sults in terms of priorities. If an important targei has been met and an unim-
‘portant one missed, then the importance for future development is quite differ-
ent from the reverse situation, i.e,, where the unimportant target is met and
the important one missed.

The Indian plan does establish priorities for the various manufacfuring
industries, some explicitly and some only implicity. Definite priorities were
indicated for relatively few industries. Therefore, it was necessary for us to
assign priorities to the various industries in accordance with Planning Commission
criteria, We consider first priority industries to be those which would directly
effect increased agricultural production., Priority II industries are capital

-goods industries and certain durable consumer goods industries. Priority III
industries are those where existing capacity exceeds production and prioroty
IV industries sre those not included in the plan at all. 22/

Of the thirty-seven Indian industries analyzed zbout half--nineteen of
the thirty-seven=--attained seventy percent or more of planned production. Pri-
ority I indusiries may have done somewhat better; Ifive out of seven or seventy-
one percent achieved at léast seventy percent of the production level specified
in the targets. Industries in prioriéies II and 'III achieved just about the
median success; i.e., zbout half of each fulfilled seventy percent or more of
the target, (Tables 7 and 8). These findings are suggestive, but mot conclu-

sive, that the industries which receive the highest priority and major attention

from the governmen% are more likely to be successful.

20/ Certain industries have been excluded from the analysis. See
Appendix A for explanation,
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Table, 7-Progress of Planned Industrial Development, India
{Percentage of Target Achieved by Priority)

Percent of Percent of
t
Industry Target Industry Target
Priority I Priority X
1, Locomotives 126 5. Sulphurie acid 70
2. Ammonium sulphate - &9 8. Pig iron 23
3, Cement 87 7. Superphosphate 14
4, Finished steel 80
Priority II . Priority II
1. Indian telephone ind. 2000 12; Shipbuilding (ocean) 65
2. Power transformers 159 13, FElectric lamps 62
3. Ring spinning frames 137 14, Viscose yarn 57
4. Penicillin 137 15, Power alcohol 43
5. Sewing machines 118 16, DLT 40
6. Caustic soda 110 17, Aluminium 38
7. Grinding wheels 109 18. Instruments 35
8. Soda ash 106 19, Radio receivers 12
9.~Bicyc1es 21 20, Diesel engines 9
10, Electric motors 73 21, Calico loonms 0
11. Paper and paper boesrd 66 22, Power-driven pumps 0
Priority IIIX Priority III
1. Plywood chests 137 5. Electric fans 65
2, Carding engines 102 6, Paints and varnishes 31
3. Hurricane lanterns 72 7. Storage batteries 28
4, Vanaspati 70 8. Dry batteries 11

s

Source: Tables 2 and 3 and India, Ministry of Commerce and Industry,
Directorate of Industrial Statistics, Statistics of the Production
of Selected Industries of India, ¥ol. IX, No. 1, Calcutta, January
1957,
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Table 8.-Distribution of Industries by Priority and
Percentage of Target Attained, India

Percent .
of Target Priority I Priority II Priority III. ‘Total
L]

0 'to 29 2 4 2 8
30 to 69 0 8 2 10"'
70 to 99 4 - 2 2 8
100 1 8 2 Tl
Total 7 22 8 37

Number achieving
7u% ana over 5 10 4 © 19

Parcent of total
achieving 70%
and over 71.4% 45.4% 50% 51.4%

Source: Table 7.
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In terms of priorities the following may be observed:

1) TFive oI the seven industries in the first priority accomplished
seventy percent or more of target. This would suggest that the Indian gov-
ernment gives close attention to high priority industries.

2) Ten of the twenty-two priority II industries attained seventy per-
cent of ta?get. But eight of the ten overfulfilled the plan and one of the re-
maining two exceeded niﬁety percent of target. On the other hand two industries
in this category mgde no progress at all and the balance ranged from sixty-six
percent down to nine percent of target. Considering the imporiance of the in-
dustries included in the seﬁond priority: this ié a2 not too impressive per-
formance,

3) Four of the eight imdustries in the third priority attained seventy'
percent of target., Two of these overfulfilled the target. One may have ex~
pected third priority industries to have done relatively better because the
targets in this category were generally set so-that the only requirement was
the full utilization of existing capacity. Third priority targets may a2lso be
considered as resulting from straight forward market analysis. If this were the
case 1t would appear- that the market analysts were’only‘fifty percent correct.

Growth coefficients and priorities

Coefficients of growth weré calculated for those industries for which
time series were available., The median growth ;as gbout .13; actually just
fifty-five percent of all the industries had a growth coefficient of .13 or
more, but for convenience sake let us take .13 as the Aividing line (Tables
9 and 10).

With regard to priorities the following may be observed:

1) Among priority I industries hali--three of six industries--grew

at a rate of .13 or more;
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Tgble 9,-Progress of Planned Industrial Developme?t, India
(growth coefficient by priority) 2

Industry b/My Industry b/ My

Priority I Priority 1
i, Ammonium sulphate 0,325 4, Sulphuric acid 0.091
2. Superphosphate 0.133 5, Finished steel 0.050 '
3. Cement 0.133 6, Pig iron 0.029

Priority II Priority II
1. Bicycles 0.308 10. Grinding wheels 0.145
2. Ring spinning frames 0,300 11, Power alcohol 0.142
3. Soda ash. 0,247 12, Radio receivers 0,135
4, Power transformers 0,244 . 13. Electric lamps 0.119
5. Electric motors 0,244 14, Power driven pumps 0.104
6. Sewing machines 0.217 15, Aluminium 0.097
7. Viscose yarn 0,212 16, Paper & paper board 0.087
8, Diesel engines 0,210 17, Calico looms 0,002
9. Causild soda 0.154

Priority III Pricrity I1I
1. Carding engines 0.510 5. Storage batteries 0.083
2. Hurricane lanterns 0.177 6. Electric fans 0.057
3. Plywood chests 0.102 7. Paints znd varnish 0.023
4. Vanaspati 0.087 8. Dry batteries - 0.022

a/ There are fewer industries in this Table than in Table 7 because of a lack
of time series data. B

Source: Tables 2 and 3 and India, Ministry of Commerce and Industry, Directorate
of Industrial Statistics, Statistics of the Production of Selected
Industries of India, VYol. IX, No. 1, Calcutta, January 1957,
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Table 10.-Distribution of Industries by Priority
and Growth Coefficient, India

Growth .
Coefficient Priority I Priority II Priority III Total
0.00 to ,12 3 5 6 14
.13 to .20 2 4 1 7
.21 and over 1 8 1 10
Total 6 17 ) 31
Number 0.13 $ 3 12 2 17
Percent 0.13 4 50 71 25 55

Source: Table 2.
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2).'Among priority II industries twelve--or seventy-one percent--grew
at this rate;
-3) Among third priority indusygies only two of eight grew at this

rate.

It would seem that second priority industries grew more rapidly than
did the first ﬁriority.' On the other hand, as noted previously, a somewhat
larger proportion of the higher priority industries seemed fo have met the
target. This is explainable (in part at least) by the fact that priority I
industries seemed to have been given smaller targets, than was the case with
priority II industries, For example, of the priority I industries, four out
of seven were agsigned planned increases of less than 100 percent: Among pri-
ority II industries on.the other hand only two out of twenty were supposed to

incregse by less than 100 percent,

Electric power

Development of electric power is recognized in India as among the most
important steps on the road.towards greater industrialization. S8ince the end
of'Wbrld War II India has'suffered from an acute power shortage. Power supply
has been inadequat; in the centers of Indian industry and in some cases has been

1

responsible for delays in construction of new factories and expansion of ex-
isting industries, El/

Various steps have been taken by the Government of India to overcome
the shortage. This is indicated not only by statements in the plan about the
importance of power and irrigation in the form of multipurpose projects, but

also by the magnitude of the funds allocated for this purpose in comparison

with other sectors of the économy such as large ‘scale industries (see Table 1).

s

21/ Shortage of power was one of the reasons given for government
control over the location of new private industries (see section on government
controls, Industries (Development and Regulation) Act, 1951).
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The sum allocat;d for multipurpose projects and straight power pfbjectn
amounted to Rs. 3,934 million (about $780 million), It is true, of course,
that & large percentége of the cost of multipurpose projects goes into worke
required for irrigétion, transportation, and conservation, Neverthelesg, the
power program is substantizl. It is also almost wholly a .government program,

During, the period 1951~52 to 1955-56 government. owned projects were
to have agcounted for an increase in installed capacity of 1,082 thousand kw.,
méstly hydroelectric, JPrifately owned power plants, by contrast, were to
increase by only 176 thousand kw. It may be notéﬁ in this connection that the
industry is under close .government supervision under the terms .of an act of
1948,

The questions which concern us in the case of power are the same as
those asgked in connection with planned industries; namely, what percentage
of the target called for in the plan was actually achieved;, and what was the
‘rate of growth. Ve éhall answer these questions in terms of installed capacity
(kw.) and production (kwh,)
‘ 1) Capacity. ’In 1951 the aggregate installed capacity of public utility
power plants‘was 1,835 thousand kw. From 1951-52 to 1955-56 it was planngd'to
increazse this by ‘1,258 thousand kw. An incréase of this magnitude~représentg
8 very §mbitiops program for India. However, only 59.2 percent of this amount
was installed by the end of 1955, 21a/ It may be recalled that in manufscturing
cne half of planned industries achieved’seveﬂty percent ¢r more of‘;arget.

The growth coeffi;ient celculated from data éﬁ capacity extending back
to 1948 amounts to 0.10. This ig legs than the medizn rate of growth (0.13)
for planneq 1ndustries‘aﬁd just under, the medisn (0.10) for unplanned indus=-

tries, -Nevertheless, it is a rapid rate of growth.

* 21a/ The target completion «date-was 1955-56 (April 1956) but our -data
extend Bﬁif to the end of 1955, It is possible that a large installation was
comnissioned during the intérim although this is not likely as reports indicate
that the power program is behind schedule.

-
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2) Production, The growth coefficient for electric power production
anmcunts to 0.09, Héré again the rate of growth compares unfavorably with planned
and unplanned manufacturing indusiries. And yet it may be considered a satig-
factory rate of growth as it compares favorably with the réte cof growth of power
production in more dgveloped countries. For example, the rate of growth of
power production in the United States from 1948 to 1955 amounted to C.10. EE/

It is most important to compare ;he rates of growth of capacity-—0,10~=
and production--0,09, Capacity is increasing at a slightly higher rate than
production, This should be a2 welcome development as at the start of the pian

capacity was overtaxed. It is likely, however, that this situation persists

because demand for power was quite far ahead of the capacity to produce.

Government owned industries.

Earlie?, we ralsed a question about the degree to which govgrnment own-
ed%é/ factories met their targets as compared with those privately owned and
operated. The information we have 1s incomplete and from an unéfficial source,
However, an analysis is possible,

Table 11 brings together our informétion on performance of government
owned factories. The targets given in this table may be compared with those

given in column 7 of Table 2, 2/

AY
22/ From unpublished analysis of data on production of electricity
in varioU¥ tountries.

23/ According to George B. Baldwin, Public Enterprise in Indian
IndustrgT—Princetpn, March, 1957 (a pamphlet of the Inter-University study of
or Problemg in Economic Development) most of fthe industrial enterprises
owned by the government of India are organized as 'private limited companies'.

(An examgle of such a company from United States experience is the Ford Motor

Company before 1955.) The government holds most of the stock in such com-

" panies although many of them have foreign assistance which may be arranged
through a management contract or by giving the foreign firm pprtial owmership.

24/ It should be mnoted that targets in the earlier table are given in
terms of Tdnacity and are therefore not.strictlﬁ comparable with those presented
in Table 1l. DiIferences in targets shown in the Tables may also be attributed
to the fact that Table 11 is_based on more recent data. Target changes over
fime are not unusual in the Indian five ¥earcglan. Thus, for example,: Table 2
gives 100 locomotives as the target for the ittaranjan factory wnile Table 11
indicates that oan 92 are to be built. In fact, 129 were actually built. We
should also note that time series information on production was virtuslly un-—
available for these factories and industrigs. Hence this analysis 1s based en-
tirely on percent of completion of target as the criterion oI success.


http:production--0.09
http:capacity--0.10
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Table 1l.-Production Achieved by Selected
Government Owned Factories, Indie

r

Production

Phosphate Factory

Target for Terget
Fiscal Year Achieved’ (revised)
Name of Factory Unit 195556 in Fiscal Achieved
Year 1955- Percent
1956 :
I. Central Government Projects
Iron & Steel Project 1000 350 0 0.0
(pig iron) tons
Hindustan Shipyards ¢.r.7.% 20,000 13,000 65.0
"Machine Tool Factory Units 174 1,600 77 4.8
Sindri Fertilizer " 1000 315 326 103.5
Factory tons
Chittaranjan Locomotive Units 92 129 140.0
Factory
Penicillin Factory million 4,8 6.6 137.5
’ mega.
units
National Instruments Ps. 400,000 142,000 35.5
Factory '
Indian Telephone Units 2/ 25,600 50,000 200.0
Industries -
Hindustan Cable Lid. miles 470 520 110.4
Hindustan Insecticides tons 700 2842/ 40.6
(DDT)
II. State Government Projectis
U.P.; Government Cement 1000 200 180 90.0
Factory tons
Nepa Mills (newsprint) tons 30,000 4,000 13.0
Bihar Government Super- tons 16,500 0 0.0

g/ In Table 2 the target is in dead welght tons, a unit which generally gilves

a larger value than.gross registered tons.
b/ Lathes; &/ telephone instruments; d/ estimated

Source: The Eastern Economist, Vol. XXVII, No. 13, Sept. 28, 1956, New Delhi.

Y
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Of the thirteen government sponsored projecté for which information is
av;ilable, five over-fulfilled their targets and one stitained 90 percent of the
target. Four did poorly completing only ir;m 13 to 65 percent of the target.

One did very badly -- 4.8 percent -~ while two did not start at all, One of
the two that feiled to start was among the projects specified as having the
highest priority -- iron and steel. '

Overall the government;s factories seem to have been about as success-—
ful &5 industry in general -in meeiing the targeté. This can be seen by compar=-
ing the information about government plants with the informstion for all manu~
facturing {(as given in Teble 7). Among the government's factories six of thirteen
met 70 percent or more of the taiget; among &ll industries nineteen out of thirty-
gseven met 70 percent or mdre of the target.

A more precise evaluation of the results of government owned factories is
obtained by examining the degree of completion o¢f target within the same industry
for government as compared with privately owned plants. Such comparisons could
be made only for six industries.gé/ (éee Chert 2}.

Privately operated factories met their targets more successfully than
did government owned factories in two industries: plg iron znd paper and paper
board., The privately owned plg lron establishments met 49 percent of the tar-
get and the governmeni owned == none, - In the manufacture of paper and paper board
the respective percentages were 96 and 13, Neither was very successful in manu-

facturing superphosphates; . however, the private sector met lé percent ofr;ts

EE/ The number analysed is limited to six not =9 much because of a
dearth of data but rather because the Indian government, has not attempted in
the first five year plan seriously to compete with established industries. On
the contrary, most of the government owned industries are those new to India;
there are few if any already existing privately run factories in these indus-
tries. See section on "New Industries." However, "government owned indus-
tries constitute the most iniportaht group of large-scale industries to srisge in
the Indian economy in the past decade and their importamce is likely to grow
during the decade ahead. They will even be important should they fail because
the government has placed a great many eggs in one basket and the economy will
go hungry if it is dropped”; George B. Baldwin, op. cit. p, 20.
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target whereas the’government-sector failed to meet any part.

Government factories met thelr targets more succéssfully in producing
ammonium .-sulphate==103 percent as compared with 24 percent in the private sector;
and in building locomotivgs-—140 percent and 100 percent respectively,

In cement manufacture there was almost no difference between the two
sectors. Ptivately operated cement factories met 87 percent-of their target,
and the publicly owned cement mill met 90 percent of its target,

In summary, both publicly bwned‘and_privately owned factories seemed
to have obtained equivalent.tesults. In both sectors there was great variation,
some industries meeting no part whatsoever of the target whe:éas other indus-
tries overfulfilled the targets. ‘

Labor ihntensive manufacturing industriesg

A primary objective of the Indian five year plén was to increase em-
ployment opportunities. The main problem is rural unemployment and under-
employment. and therefore the main programs were the’ir;igation and .reclamation
of land and assistance to village industries., Despite the plan to irrigate some
" nineteen million acres and the expenditure_of about $30 million for the develop-
ment of village industries. and other handicrafts, it is appreciated that a
‘solution to-the problems requires that largt numbers of farmers be remoted from

26/

the land and employed in industry. — The problem is aggravated by a de-

terioration in the competitive position of cottage industries vis a vis large

-
o,

industries.
This section attempis to‘evaluate how effective the industrial develop-
ment program actually was in meeting thé unemployment problem., Such an evalua-

tion could. be based on data showing capital invested per employee and some stand-

Y

26/ According to W. Arthur Lewis, ' "Indian economists estimate conserva-
tively that a quarter of the rural population is surplus in the sense that its
removal from the land would make no difference to agricultural output.” GQuoted
in Buchanan and Ellis, Approaches to Economic Development The Twentieth Century
Fund, New York, 1955,
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ard against which to compare the Indian figures. Unforiunately such data are
unavai;able, and it is not possible to determine exactly the effect on unem—
ployment of the industirialization programs. EZ/ But study bf the types of in-
dustries included in the plan shows that maﬁy are highly bapital intengive--
fertilizers and heavy chemicals, iron and steel, heavy machinery--and among
those that are less capital ihtengive--instruments, light machinery and elec-
trical equipment--the objective is to opergte_af an efficiency equai to western
standards. Indeed, some of the products of the latter group are to be exported
and would have to c;mpete with Japanese goods for South Asian markets., It
appears safe to conclude, therefore, that no special effort was made in the
industrialization program to provide employment. Rather, it appears that iabor
saving methods and machinery were preferred. .

New manufacturing industries

"

A distinetly underdeveloped country such as India, when/iF attempts to-
-develop its economy must often.introduce many new industries and factories.
That is, it must introduce factories which utilize processes not previousiy used
in the  country or manufacture products not préviously produced or, if not en-
tirely new in either of t@e above resqects, factories which are so much larger
than ;ﬁy existing ones as to pose new problems in management and operation.’

It seems to be generally accepted that underdeveloped countries have
great difficulty in bringing new industries into production on schedule, in
opérating them at rated cépacity or, in terms of this investigation, in accord-

ance with the target, and in producing at a profit. It is our intention to test .

this precept against the facts of Indian experience, Our test, however, will be

27/ The'plan contains an estimate of 400,000 as the number of people
to be employed in newly established or expanded large-scale industries. It may
be recalled that such industries were to benefit from an investment of about
$690 million. Thus, about $1,725 is required to employ one worker in industry.
Thig figure may be low as the number of workers inc¢ludes some who would be em-
ployed in small industries.
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limited by the data to production results only=-i.e., to the extent that production tar- '
gets were met, 28/ Comparison of production costs sre at least as importan£ as
comparisons of production. However, the data required for such an analysis are
not available,

The extent to which the new industries met their targets (as shown in
Table 12) can be compared with the degree of success achieved among all indus-
tries (as shown in Table 7). Of the eight new industries, four met 100 percent
or more of the assigned targets...Among all industries, eleven of the thirty-
seven mét 100 percent or more of the tergets, and another eight met between
70 and 99 percent of the target. -On the whole; there does not seem to be much
difference in degre;a of success achieved, between the new factories and all in-
dustries. (See Chart 3).

Table 12 zlso records the results achieved by new Industries along with
the results of selected established industries., The gelection of the latter
was based on the followﬁng criteria: (1) industries included are in priority
I and II only, the same priorities as thé new industries; (2) to the extent
possible industries using processes similar or related to the new industries
were included in the established industry list; and, (3) the percentage of tar-
get achieved by the selected industries as a group is epproximately equivelent
to the percentage of terget zchieved by'first and second priority industries
listed in Table 7,

These results also do not seem to indicate that Indie has had more
difficulty in operating new industries than those long established. Iandeed, a
guick glance at the figures would seem to indicate the reverse; new industries
appear to have done better than the established ones. O0f the eigh@ new indus=

tries listed, four exceeded their targets, one by double the target. Three

28/ Information on production over time is not svailable for most of
these new industrles, making it impossible to use growth coefficients as a
criterion of success.



Table 12.~Percentage of Target Met by New and Established Industries, India

New Industries

Name of Industry

Target Achieved
Percent
{From Table 11}

5 é lec £ ed
Established Indusgtries
Target Achieved

Name of Industry . Percent
(From Table 7)

Hindustan Shipyards
Sindri Fertilizer Factory

Locomotives (Chittaranjan
plus Tata‘s Factories)

National Instruments Factofy
Indian Telephone Industries
Machine Tool F;ctory
Penicillin Factory

Hindustani Insecticides
(DDT)

65,0
103,56

126.0

35.5
200,0

4.8
137.5

40,6

.Pig Iron 23,

Cement - ' 87

Paper & Paper Board 66

Transformers 159 ;
.

Radio Receivers 12 !

Diesel Engines : 9

Sulphuric Acid . 70

Caustic Séda 110

Source: Tables 7 and 11.

!
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éstablished ihdustries attained target production if one would concede that

87 percent is the equivalent of full target.

The Unplanned Sector

India is sometimes tﬁaught of as a country where gbvernment has taken
over most of the industries, Quite the oppoaite is the case, According to the
provisions in the first five year plan, privapg industry ﬁas_to have. invested
almost two and one half times as much money as the governméntnin industrial
developpent. The total contemplated investmenﬁ was 'to be about $690 million,
of which the govefnment expected to invest about:$200 million and private in-
dustry about $490 million. )

In addition to the private investment in manufacturing envisioned in
the plan there is the very large unplanned, sector, which is all under private
control, These are the manufacturing industries such as cigarettes, enamelware,
rubber products which the government left to the discretion of the private en-
trepreneur. What happened in this unplanned sector? Did the économic develop—-
ment generated in the planned sector stimulate growth in the unplanned sector
aiso?

Inasmuch as targets were not set for the unplanned sector only one of -
our two.measures, the growth coefficient, can be used. Our analysis consists
of a comparison of rates of growth of planned indusiries and unplanned indus-
tries. ’The various industries are listed in Table 13 under appropriate pri-
orities, Priority IV consists of those industries which are not included in

29/
the plan, ™

29/ A few industries included in priority IV are mentioned in a
planning document (Programme of Industrial Development 1951-56; Government
of India Planning Commission), but it appears that the intent of the planners
was to allow these industries relatively iree reign.
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.Table 13.~Planned and Unplanned Industries, India
(Industries Ranked by Growth Coefficient Under Four Priorities)

i

e — —
e — —

Industry b/My Industry ) b/My

Priority 1 .
1. Ammonium sulphate 0.325 Priority IV
2. Cement . - 0,133 l. Razor Blades 0,487 )
3. Superphosphate 0.133 2, Ccpper pipes & tubes  0.423
4. Sulphuric aeid 0.091 3. Wood screws 0,407
5. Finished steel 0.050 4. Arc welding elec. 0.313
G, Pig iron 0,029 5. Mzachine screws 0.301
. 6. Lead (refined metal) 0,206
Priori ty II T. Sodium sulphide 0,202
- 8. Crown cork 0.190
1. Bicycles ~ 0.308 9. Liver extract (inject) 0.179
2, Ring spinning framgs 0.300 10. Welding gas (oxygen) 0.172
3, Soda ash ' 0.247 11. Insulators (H.T.) 0.172
4. Transformers:. 0.244 12, Duplicators 0.171
5. Electric motors 0.244 13, Enamelware 0.147
6. . Sewing machines 0,217 14. Copper sulphate 0.131
7. Viscose yarns 0.212 15. Welding gas (acet) 0.123
8. Diesel engines 0.210 - 16, White ware 0.122
9. Caustic soda 0.154 17. Coated abrasives 0,117
10. Grinding wheels 0.145 18. Plastic moulding 0.112
11, Power alcohol 0.142 - 19, Commercial plywood 0.109
12 . Radio receivers 0 . 135 20 . - Expa.nded metal 0 . 102
13. Electric lamps 0,119 21, Antimony (refined) 0,097
14, Power diiven pumps 0.104 22. TInsulators (L.T.) 0.094
15.  Aluminum 0,097 - 23, Brass pipes & tubes 0.090
16, Paper & paper board 0.087 24, Rubber products 0.084
17, Calico looms 0.002 . 25. Twist drills . . 0.076
. 26. Cotton hair belting 0,076
Priority III 27. Refractories 0.038
1, Carding engines 0.510 28, Bichromates : ‘0,034
2. Hurricane lamps 0.177 29. 0il pressure lamps 0.033
3. Plywood chests 0.102 ‘30, Liver extract (oral) 0,028
4. Vanaspati 0.087 31. Sanitary ware 0.025
5. Storage batteries 0.083 32, Asbestos (cement sheet) 0.018
6. Electric fans 0,057 33, Tea. 0.018
7. Paints & varnishes 0.023 34, Copper (refined metal) 0.014
8., Dry batteries - 0.022 35, Cigerettes 0.011

36. Brass sheets & circles~0,027
37. Lead pipes & tubes ~0.,029
38, Copper sheets &

circles : -0.350

Source: Table 9-.and India, Ministry of Commerce and Industry, Directorate of
Industrial Statistics, Statistics of Production of Selected Industries
of India, Vol. IX, No. 1, Czlcutta, January 1957.
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In an earlier section we computed the .median growth coefficieni for
industries in priorities I, II, and TII; this was 0.13.‘ 30/ Fourteen indus-
tries—-—-37 pencent-r out of a total of %hirty=eight in priority IV attained a
growth coefficient of 13 percent or better. It may be recalled that indus~
tries in priority I attained the median rate of growth; seventy percent of the
industries in priority II achleved this rate of growth while only twenty-five
percent of the industries in priority III exceeded the median. From the fore-
going it ma; be concluded that unplanned industries grew somewhat more slowly
than &1d planned industries.

The progress of planned industiries as compared with unplanned indus-
tries can be shown to be decldedly more impressive by dropping priority III
industries from the calculsgtions. There is justification fop doing this when
one recglls that the third priorit& consists of industries in which the main
object is to 'use fully existing capacity. Indeed, there is & rather fine line
dividing some priority III and priority IV industries., - However, the division
between firgt and second priority industries as 2 group and fourth ﬁriority
industries is quite definite.

The variation in rates of growth between planned and unplanned indus-
tries is now much sharper, not only in the range of high rates of growth but
also in the low range, From this one may conclude that unplanned industries
lagged behind the planned sector. And the industries listed under priority IV
are by no means unimpoxtant in terms of industrial development. Indeed, more
than half of them are producer goods industries. It may also be observed
(Table 13) that these industries are not clustered in the high range of growth

coefficients but are well -scattered throughout the list.

30/ It may be recalled that the growth coefficient is equivalent to an
annual percentage increase, A 13 percent increase per year is a very substan-
tial rate of growth and implies a doubling period of about seven years.
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Table 14.=-Distribution of Plasnned and Unplanned Industries
(Priorities I and II Grouped; Priority III Dropped)

Growth Priorities ) Priority
Coefficient I and 1I1I Percent Iv Percent
Under .05 ' 2. 7 8.7 12 31.6
.05 to .12 6 26.1 12 31.6
.13 + | | 15 65.2 14 . 36.8
Total. : 23 100.0 38 100.0

Source: Table 13

The results of a closer analysis of growth in the unplanned sector based
on a division of the industries into producers® and consumers' goods is given by
the following distribution,

Table 15,=Distribtuion of Producers?' Goods and Consumers’
Goods Industries

I. Producers' Goods

Growth Coefficient Priorities I and II Priority IV
13% and over 12 11
Under 13% 6 . 16
Totel : 18 ‘ 27

fI. Consumers' Goods

Growth Coefficient

13% and over 3 3
Under 13% 2 8
Total 5 11

Planned producers® goodq industries achieved better results than unplanned
producers® goods in&ustries. The same may be sald of consumers® goods industries,
However, unplanned producers' goods .industries made a somewhat better record than

-

unplanned consumers' goocds.
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Summary of Findings, India

Introduction

One of the objectives of this investigation is to determine whether
the industrial ‘development plans of certaln underdeveloped countries have had
the degired result. Given this %nformation for several countrieg it is planned
éo attempt to segregate those features of plans to which on; might attribute
whatever ﬂeasure‘of success was achleved from those features which might have
had a negative -effect on growth. One of the factors tgken into éqcount when
choosing the countries to be studied was the extent of planning undertaken.

In this investigation India represents the most fully planned economy.

In India a high level Planning Commission produced an extremely de-
tailed plan document, which the Govermment adopted. In carrying out the plans
the Government was given very.broad powers to control and direct the develop-
ment of the most important organized--as distinguished from cottage--industries.
The éovernment also undertook to assist industries by, inter alia, protective:
tariffs and long term loans.

Measures of success

Two measures are used in evaluating the results achieved by manufacturing
industrie§ and electric power installations included in the Indian first five
year plan; fhey are (1) percent of target achieved and (2) growth coefficient.
The second measure is the equivalent of an annual percentage increase, These
measureg are glso used to determine how well Government' controlled industries
fared as compared with privately'owned ones and wﬁether new industries met their
targets more or less successfully than established industries.

Since all Indian manufacturing was not included in the pian, it was
considered important to see whether the unplanned sector kept pace with or
lagged behind the planned sector. For this aspect of the problem it was only

possible to use the growth coefficient.
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In this connection it 'may be noted that some forty-two industries in-
cluding many heavy, mechanical and chemical industries, as well asﬂhighly or~
ganized light manufacturing industries such as textiles, vegetable oils and
shoes are includedlin the plan. Nevertheless, the largest employer, in the
aggregate, of industrial labor in India is cottage industiries. Eé/ These,

plus the unplanned organized industries, are probably much larger, in terms

of labor force utilized, than the industrigs included in the plan.

Relationship between degree of targgt achieved and rate of growth. The resultis
achieved by planned industrie; were determined by using the two measures de-
scribed above, BefSre summarizing the results it is important to‘note that
there 1s a strong relatioﬁship between the two measures. In'other words,

industries experiencing rapid growth usually met their targets and vice versa.

The two measures are not, however, interchangeable.

Relationship between -degree of target achieved and amount of planned increase.

The Indian five year plan calls for very large increases in production for some
industries and quite modest incresses for others. The question which may be
posed here is whether an ambitious plan (large increases in production) was more

difficult to achieve than z more modest pian., The data do not reveal any defi-

nite relationship between the amount of increase c¢alled for in the plan and the

degree of success (percentage of ‘target) achieved., Some industries with modest

targets achieved poor iesults; some did well; several industries wifh large
increases did poorly and others did well=--in terms of meeting the targets.

This would seem to suggest that very 1arée increases in production, if real-

istically planned, can be realized. It would slso suggest that a number of

targets had been set unrealigticelly,

31/ It should be noted that the plan concerns itself with cottage in-
dustries .also., Village industries is still another group dealt with in the
plan, Dearth of data about these industries makes it impossible to consider
them in a study such as this. . '
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Priorities énd measures of success

-

Priorities and degree of.target achieved. The Indian plan permits

assigning priorities to the various industfies. Obviously, it is more im-
portant to fulfill the target of a high ﬁriority industry than of a low one,

In terms of priorities the following results were obtained:
. . \

Priority

Target Met

Percent I II III Total
Under 70% 2 12 4 18
Over 70% 5 10 4 19
Total 7 22 8 37

About half of the thirty-seven industries analyzed achieved 70 percent
of the target or better. But almost three-fourths of priority I indqstries

achieved this result. This appears to indicate that high priority industries

.

are more likely to reach the target than lower priority industries. The num-

ber of cages included in the first priority is unfortunately rather limited.
There is no significant difference in results obtained by second and third
priority industries, As, however, third’priority industries were required
only éo utilize fully their existing capacity it is believed that targets

should have been relatldvely easy to reach. Perhaps.this is a case where plan-

ning was unrealistic.

Prioritieg and rate of growth., With a growth coefficient of 0.075

or 7% percent there will be a2 doubling in about ten years, The median rate
of growth of the thirty-one industries analyzed amcunted to 0.13, In terms
of the growth coefficient, second priority industries were the best performers.

The results for the three priorities are tabulated below.



Growth Priority
Coefficient I‘ ) II III Total
/
nder ,013 3 5 6 14
Over ,013 3 12 2 17
Total 6 17 8 31

First and second priority industries grew much more rapidly than those
in third priority. This is the éxpected result when one recalls‘that priority
III consists of industries which were required only to utilize fully existing
capacity.

Electric power

The size of the elctric power development program in India indicates
concretely how important a factor power is in the overall development program,
In 1950-51 thére was a serious shortage which hindered industrial development.
At the end of the plan period it was likely that the shortage still existed as
only 59,2 percent of the target for installed capacity was completed.

In terms of growth coefficlent, production of electiric energy in-
creased at the rate of 9 percent per year; less than the median rate of growth

of both planned and unplanned industries. Still this is a good rate of in-

crease. It is only slightly less than this industry recorded in the United

States--0.,10--during the same period. As, however, production and capacity

grew at approximately the same rate, and as there was-2 shortage of capacity
at the start of the plan, it is likely that electric power 1s still in short
supply. N

Government‘owned industries

There appears to be no significant difference between results achieved

by government owned industries and those privately owned. Both types experi-
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enced great variation, some industries meeting no part at all of the target
and others recording results in excess of 100 percent.

New industries

The belief that underdeveloped countries. have less success in bringing
new industries into production than in expanding established industries was

tested against Indian experience. The results do not support this belief.

It is even possible, on the basis of Indian experience, to argue that new
industries made a better showing than established industries as four of the
eight new industries analyzed exceeded 100 percent of t;rget. The median of
Planned industries was 70 percent of target,

The Unplanned sector

The question here considered is what happened to industries which,
for whatever reason, were not included in the plan. In India these are =z
substantial percentage of the industrial sector, In considering this question,
the growth coefficients of unplanned, or priority IV industries, are compared
with rates of growth recorded by planned industries. The results of this com-

parison are shown below.

Growth Planned Unplanned
Coefficient Industries 32/ . Industries
Under .13 8 24
-13 and over ) 15 14

The difference in rate of growth between planned and unplanned indus=

tries is significant. Unpldanned industries lagged behind planned industries.

This is cause for concern as about two-thirds of the industries in this cate-
gory are producer goods Industries. Why these producer goods industries had

lower rates of growth is outside the scope of this investigation.

32/ For reasons ‘given in the main body of the report, priority III
industries are not included.



PART I1II1, PUERTO RICO

Brief Notes on the Population and Economic Background

The various actions taken by the United States and Puerto Rican gdv-
ernments, and tpé various documents issued, which, all taken together, con-
stitute the Puerto Rican "plan” for economic development, stretch over a
period from about 1235 to the present (1956). There are no precise and speci=
éied beginning or ending dates, rather the "plan" is an indefinitely continu- -
ing one. Let us examine briefly the major demographic and economic trends
during this period,

Populatipﬁ

In 1930 Puerto Rico contained about one and a half million persons.

The population increased at a rate just short of two percent per year and in
1950 there were about 2,200,000 persons on.thg Island. In 1954 the population
density was 253 persons per square kilometer, or over two times as great as

in India.

The ﬁigh rate of population growth resulted from high fertility and
low mortality. In the years 1949 to 1951 the birth rate was about forty-one
per 1,000 population, and the death rate about ten; the rate of natural increase
then was thirty-one per 1,000 population. The Puerto Rican population quite
obviously was growing at a rate two to three times as great as that of India.

Since 1950 there has been little growth in the Island because of thg
very extensive out-migration to Mainland United States. 33/ Indeed, since 1950

almost all the excess of births over deaths has been absorbed either in such

33/ Large scale out-migration actually began about 1946. Between
the end of World War II and April 1950 (census date) there was a net
out-migration of about 140,000,
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out-migration or by men entering the United States military forces and there-
by withdrawing from the Puerto Rican labor market., In the absence of these two
factors the population would have increased to perhaps 2,600,000 by 1956, er by
almost 400,000, Instead the civilian population increased by only about 40 to
50,000 and numbered 2,24%,000 in 1956 (July 1). 34/

Compared with India, Puerto Rico already has high density (with its
attendant land and agricultural problems) and potentially a faster rate of
population growth, That the Puerto Rican population has not grown since 1950
results from factors extraneous to any developments which may be considered to
be strictly Puerto ﬁican; whether aAd how such extraneous factors may affect
the growth of the Island's poleation and economy in the future cannot be pre-~
dicted., In the meantime it is important to note that the actual working out of
the Puerto Rican plans for economic development have all been influenced
(directly or indirectly) by the faect that the population. has not increased
appreciably since 1950,
Income
Total net‘national income (and gross national product) almost. doubled
between fiscal year 1939~40 and i955~56 (in terms of the price level as of

1954). The estimates are as follows: 33/

National Product (1954 dollars)

Gross
Fiscal Year (millions) Per capita
1939-40 $499.3 $ 269
1946-47 704,3 327
1949-50 865.4 393
1954-55 1,113,6 495
1955-56 . 1,150,0 506

34/ Puerto Rico, Bureau of Labor Statistics, 'Migration and Popula-

tion Growth for Puerto Rico--April 1850 to July 1956"; Report
No. 4." (San Juan) Sept. 1956, v ; Report on Population,

35/ Estimates for the years 1939-40 to 1954-55 f :
ggoss Protuct of Puerto Ric07—1§40 and 1947-1955, Puerto §220N§faﬁgfgge353gd
Pugi%g gicggo%g%igszgndpStigﬁstlﬁst(ungat%d bggsgrobably 195%), San Juan, !
. . sti - i -
sented in Plerto Rico Monthly Economie Bulletin. 56 derived from data pre
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There was a growth in the gross national product during this decade
and a half amounting to about 130 percent. Per capita gross nationsl ﬁrodugt,
as an approximate measure of the welfare of the 'individual citizen alsc in-
creased but only by some 88 percent. (See Chart 4).

If there had been no population increase at all not only national
product but also per capita product would have increased by 130 percent zand
might have amounted to over $600. If there.had been no out-migration, thé
population in 1956 would have numbered some 2,600,000 and per capita gross
product would have been , 2ll other things being equal, about $440=--this would
have beeﬁ 65 percent higher than in 1939~40., Under these conditions {(no out-
miggation) about half of the increase in total gross national product would
have gone toward the support of a larger population.

Let us now return to our main question and attempt to see how this

growth in the economy may be related to the planning activities.

Puerto Rico's Plan and Planning Activities

The plsan

This is a hope for the future--at some unspeclfied date-- rather than
any particular list of targets to be met, as was the case in India, Perhaps
‘ the most nearly complete statement of this "plan"” or "hope” is the following

excerpt from a speech of Puerto Rico's Governor Munoz EE/ delivered in 1953:
"It is something more than the improvement of our
economic standard of living. It is a way of life, a culture.
The economy is intended to sustain & way of life, Culture is
only in a degree the tool of economics. What a people with
spiritual values want is a way of life. Their economic effort
1 must be made to serve that purpose--~it must not be allowed to
master it.

"1 see at the top of the syﬁbolic hill a people well housed-=-
very few of them in luxurious palaces and none in wretched huts or
slums. I see the opportunity for honest work at a rate of pay

§§/ Speech of the Governor of the Commonwealth of Puerto Rlco, the
Honorable Luis Munoz Marin, broadcast by the National Broaqcasting Company
on July 25, 1953; mimeographed, pp. 5,6. ’
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nioderate but adequate to a good and satisfying life. I see
families that are at peace in the thought that their chil-
dren will be educated to the maximum of their natural abili-
ties, and happy in the Ikmowledge that they will have security
against sickness and old age and the hazards of fortune be-
yond the control of the human will, I can see that some will
have more than this as a result of their own effort, and in.
some cases much more than this. But none shall have less than
this."”

For the immediate future, however, the government wishes to increase

employment, reduce unemployment and provide jobs for an increasing population,
In the absence of extensive out-migration the labor force would increase by
perhaps two percent to three percent each year. In the long run the plan is
to improve the life of the people; in the immediate future the plan and hope
is to alleviate unemployment, both actual and incipient. Puerto Rico's pro-
gram for economic development--operation Bootstrap~-

"has tackled one spproach to Puerto Rico's basic problem:

overpopulation, More than 2,300,000 crzm the island, 670

to the square mile. From the approach of providing work,

Bootstrap has been bzrely 2 holding operation. It has

created 33,000 industrial jobs, and perhaps even more re~

sulting service jobs. But a runaway birth rate combined

with a death rate lower than the mainland's--plus a parade

of labor from the increasingly efficient farms--pours 20,000

workers a year into the market. In the short rum, only by

heavy emigration to the mainland and the Army's draft has

Puerto Rico been able to keep unemployment from rising

despite Bootstrap.” 37/

In order to carry through an action progrem to provide more jobs
immediately as well as lay the basis for continued economic developments,
specific programs had to be drawn. The plan, as finally evolved in terms of
activities actually carried out by the Commonwezlth, centered on the promo-
tion of manufacturing, electric power, and the sale of increased quantities
of rum in the continental United States. Other zctivities included promo-

tion of the toprist industry, fostering of agricultural development, and a

§Z/ Government Development Bank for Puerto Rico, Quarterly Report
to Investors in Puerto Rican Securities, Period Ended March 31, 1956.
San Juan, Puerto Rico, Vol. 3, No. 1, p. 3.

L
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whole series of activities in the area of social welfare, including housing,
education and public health. Since our investigation is concerned primarily
with manufacturing and power, we shall consider the plans for these twp sectors,
for the most part; expansi?n of the rum industry is a part of menufacturing.

hetermining the extent to which these plans were met (as of 1956)
consists, then, only of determining whether or not significant growth occurred.
Since no targets were specified we cannot measure the "percent of target
achieved.” We camnot even calculate growth coefficients (as was done for
‘India) because few time series of gquantity of manufacturing production are

38/

available.—

Summary of planning activities

The-phiiosophy of planning is almost as general as the plan, as
previously expressed by the Governor. Puerto Rico's approach can best be
described as pragmatic. Governor Munoz described planming activities by
stating, "Any weapon fit for the purpose of abolishing scarcity and fairly
distributing emerging abundance, if it be constitutional and if it respect

39/

individual rights, has a place in our armory."™ The technicians concerned

38/ What are called targets appear in the report, Economic Development
of Puerto Rico, 1940 - 1950 and 1951 - 1960, prepared by the Puerto Rico Planning
Board, February 1951. See The Current Situation and Prospects of the Puerto
Ricen Economy,” (chapt. 12); "Targets for the Puerto Rican Economy 1955 and
1960," (chapt. 13); chapts. 14 to 20 inclusive consider various specific aspects
such as public expenditures, agricultural development, etc, What is difficult’
to ascertain is the extent to which any specific "target” figures cited, were
accepted as such by the Puerto Rican government, and to what extent these
"targets" simply represented hoped for achievements. It is our feeling that
the latter is more nearly the case. Government officials viewed these "targets"
as g generalized picture of the future and as an indication of what was to
be accomplished in the long run, if real economic development were to be
achieved. They did not consider these figures as guiding rules for their daily
activities; rather they tended to work on an ad hoc and pragmatic basis,
changing their plans from day to day as circumstances seemed to require,

39/ "The Commonwealth of Puerto Rico - a House of Good Will," address
delivered before the Annuzl Convention of the ‘International Ladies Garment
Workers' Union, May 18, 1956, p. 7.
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with implementing the plan, of course, had to arrive at a specific series
of activities, which we 'will now review in greater détail.

Since the activities and programs currently being employed stem from
government programs undertaken during the depression years of the 1930's, let
us review this past £istory very briefly. The Puerto Rican Emergency Relief
Administration was established in August 1933 by the federal government: its
mission was to provide relief and ?ehabilitation. In 1935 this was replaced
by the Puerto Ricaﬁ Reconstruction Administration with a twcmfold Program:

(2) to deal ‘with the immediate problem of the unemployed whose numbers had been
increased by the depression of the 1930°'s; and (b) to try to develop a
permanent program of economic reconstruction which would provide long run

new sources of employment and income., This agency, using Federal funds,
apparently laid the groundwork for much of the subgequent economic development
in the Island.

In 1241 Dr. Rexford G. Tugwell was appointed Govérnor of'Puerto Rico.
One of his contributions in the field of planning activities was in the
reorganization of the executive branch of the Island's government so that
it had a mechanism for carrying on planning activities. Some of the agencies
created in the early 1940°s, and which subsequently initiated and carried
out various plans, were the Land Authority, the Economic Development
Ad#inistration, Water Resources Authority, and the Planning .Board. Much of
the activity of this Planning Board was of 2 zoning nature and'involved land
use; later it became more concerned with economic planning, Other government
agencies, for example, the Depariment éf Labor, were expanded to provide

40/
services useful for a development program, “

40/ Taken, from: Rexford G. Tugwell, The Stricken Land, Doubleday & Co.,
1947; Harvey S. Perloff, Puerto Rico's Economic Future, University of Chicago
Press, 1950, chap. 3; Thomas Hibben and Rafael Pico, Industrial Development of
Puerto Rico and the Virgin Islands of the United States, Caribbean Commission,
July 1948, ’
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In this investigation we are concerned mainly with tﬁe activities of
the Puerto Rico Planning Board and the Economic Development Administration
and incidentally with those of the Water Resources Authority., The first agency,
gcting for the Governor and the éxecutive branch of the Puerto Rican govermment,
is largely concerned. with formulating programs of action which might lead
to economic growth. The lattexr two agencies are largely concerned with !
implementing such programs and actually getting developmental Programs
underway., Of the two, the Economic Development Administration is directly
involved in attempting to increase manufacturing activity on the Island;
the Water Resources Authority has the job of providiné the water and electricity
_needed for a program of economic development (and also for domestic consumption).

The line of reasoning followed by the government -and the Planning
Board which led to thé activities of the Economic Development Administration, was
roughly as follows:

-1} Geogrzphically the Island is very small, comprising only about 3500

square miles, or zbout two-thirds the size of Connecticut. Muach of the
land is unsuitable for agriculture; =zll the éood land was already being used
fo its fullest extent by i940. Obviously improvements in agriculture were and
still are possible, But it is also obvious that economic development extensive
enough to increase the level of living of the present population and provide
for a growing population cannot possiply be based on improved agriculture
alone,

2) TOther forms of economic activity, except manufacturing, carinot be
counted on to provide much economic growth: Development of fisheries, of
tourism, provision of services fo the outside_world {of which supplying
soldiers to the U.S. Army is one) can contribute é little, perhaps, hut

cannot be counted on as the backhone of a developmental program.

3) This leaves then; manufacturing as the basic activity which must
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be pushed in order to achieve economic development and p¥ovide increasing
numbers of jébs. )

The efforts of the Economic Development Administration (EDA) to induce
the growﬁh of manufacturing in Puerto Rico, thus became the main feature of
the developmental program. However, from the very beginning, it was decided
that private entrepreneurs rather than puﬁlic bodieg should initiate, own aﬂd
operate new manufacturing plants. Hence, in essence, the activities of EDA
center about the problem of attracting and enccocuraging private business men
to invest money in the Island. At present, the essential features of this
agency's program éonsist of the following:

1) =& ten year tax holiday teo investors;é&/

2) factory buildiggs erected by the EDA and leased at nominal rents;

3) Commonwealth government assistance in the selection and recruitment
of labor, and perhaps payment of some training cests (The Puerto Rico
Department of labor aids in this phase);

4) Special efforts to supply extra power requirements if existing
power facilitles.are insufficient (In this case the Water Resou;ces
Authority particigates);

5% Availability of credit through the Government Development Bank,

The private firm which is to open and operate a factory ordinafily
supplies working capital, the.machinery and eguipment, and the $anagement. The
investor must also know his business, in particula; he must know and have sales
channels in the contiﬁental United States where most of the manufactured goods

axre sold. EDA can give but limited assistance in either the manufacturing or

selling processes.

-

41/ For details see, What You Should Know About Taxes in Puerto Rico,
1955-56- Edition., Department of the Treasury, Office of Research and Statistics,
San Juan, Puertc Rico., Silient portions of this document are reproduced in
Appendix B.
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The essential qualification for a private investor who wishes to
participste in this program, is that he produce a product which will not
compete in the domestic 'sales market with factories already in operation.
This means, in effect, producing for export to the United States. The'more
Jjobs there may be in a prospeciive factory, the more interegted EDA will be
in having the factory started.

In addition to encouraging the growth of.manufacturing, Puerto Rico
desires to increase the export of rum to the United States. Distilling and
bottling rum provides very few jobs, approximatély & thousand., However,
since the Federal government returns the excise taxes collected by it to, the
Commonwealth government, the sale of rum in the United States becomes
exceedingly profitable to the Island.

In order to carry out the above activities, authority from the
Commonwealth legislature was obtained as needed, -

Finally, Puerto Rican conditions are considered by the federal
government in its application of minimum wage laws and certain tax regﬁlations.
Originally Puerto Rico was included under the provisions of these laws, and

the 75¢ minimum hourly wage was to apply to Puerto Rico as on the Mzinland.

Because of hardships presumably created by this federal law, the Fair lshor

Standards Act of 1938 was amended by the Congressional Act of June 26, 1940
(Public Resolution no, 88, 76th Congress), This- amendment in effect lowered
the minimum hourly wages in Puerto Rico on products that were to enter
interstate commerce, The Administrator of the Wage and Hour Division was
permitted to set rates below the statutory minimum, industry by industry as
clrcumstances seemed to warrant.

This amendment together with the abundant‘labor supply has resulted
in employers in faciories in Puerto Rico paying hourly wage rates one-third

to one-half the rates pald for similar work on the Mainland, It may be that
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in some cases the productivity of this labor is only from one-third to
one-half:as great so that the labor costs per unit of output are as large
in Puer;o Rico as in the U.S. In other cases it seems clear that labor costs
per unit of output. are lower on the Island because of the lower'wage scale,
There is no question but that these lower wages have been an important

"additional activity” which implicitly is part and parcel of the Commonwealth's
42/ )

ﬁlanning activities.
Federal fiscal measures also contribute to the successlof Puertio Rican

planning activities, For example, Federal income taxes do not apply to Puerto

Rico; this gives real meaning to the Puerto Rican tax holiday. Furthermore,

the Federal government returns to the Commonwealth government all exclse

taxes collected on Puerto Rican rum and tobacco sold on the Mainland. Also,

the customs receipts on all dutiable foreign g;ods which go through Puerto

Rico*s ports are returned to the Puerto Rican treasury. Such funds help

pay Fhe costs of planning and promoting economic development in Puerto Rﬁco.

Detailed Findiqgg

Growth of Manufacturing

Value of production, The volume of manufacturing activity has grown

steadily over the last decade and a half. In 1939-40 manufacturing zccounted
for about $26 million net income, or about 11.6% of total Puerto Rican national

43/ .
income.”™ As of this date the EDA had not yet begun its operations. By

42/ Milton C, Taylor, 'Tax Exemption and New Industry in Puerto Rico,"
Social and Economic Studies, (Jamaica, B.W.X1.), vol. 4, no. 2,  June 1955,
See z2lso the Statement of David Dubinsky, President, International Ladies
Garment Workers' Union, before the Labor Subcommittee of the Senate Committee
on Labor and Public Welfare, April 20, 1955. Statement of Fernando Sierra
Berdecia, Secretary of Labor of Puerto Rico, before the above Committee,
May 5, 1955: )

éé/ It would be preferable to calculate the proportion of gross national
product originating from manufacturing, However, the only information
available on ‘indastrial origin of income is for net national income. It is
. very unlikely, however, that any trends shown 'by analysis of gross national
product would be substantially different from those presented in this report.

1
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fiseal year 1950-51 when the EDA had already begun to attract new factories
to Puerto Rico, net income from manufacturing had risen to about $106 million,
or fifteen percent of total net iﬁcome, {Table 16). Part ;f this rise, of
course, simply resulted from increases in the price level. 'N9vertheléss, that
thére was & significant rise cannot be denied, since manufacturing accounted
for a larger proportion of total net income in 1950-51. -We know that there was
no @ecrease in agricultural or other activities which would have forced z
statistical but economically fictitious incresse in the importance of
. manufacturing, Furthermore, the price level of manufactured producté, relative
to that of agricultural products, did not change sufficiently to produce an
artificlal and meaningless increase in the proportion of net income.originating
from manufacturing,

Manufacturing continued to grow and by 1954-55 its contribution to
national income amounted to about $159 million, or 17.2 percent of total net
income. Part of this increase resulted from rises in the price levef, but
much of it was a genulne increase in the volume of manﬁfacturing.

The possible significance of EDA's activities may be gleaned from
the information on "value added by manufacturing.”" 1In 1952 the tax exempt
factories had a value added of about $36 million; by 1954 this amount had
almost doubled (Table 17). Value ;dded by manufacturing in the factories which
did not have tax exemption - i.e., those not aided by the devélopment program -~
increased only‘from about $31 million to $106 million in 1954. Clearly
EDA's activities contributed toward the érowth of manufacturing in the
Island. What is not clear from the available dsta, however, is, -= how much
of the increase in industrial activity of tax exeﬁpt factories resulted from
the introduction of new fattories to Puerto Rico, and how much resulted from

factories already operating in the Island and managing to 'qualify for tax
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Teble 16, ~Net Income Originating in Manufacturing and Other Industries,
' Puerto Rico: 1939-40 to 1954~55
{millions of dollars) .

Amcunts ) Change %

' , Change
Industrizl Origin 1939-= 1950~= 1954= *39-40 *50-~51 *39-40 $39-40
1940 1951 1955 to to to to

- . ¥50=51 "54=55 5455 '54=55

Total $227.8 $705.7 $924.0 $477.9  $218.3 $6§6.2 306%
Agriculture 70.5 157.7 162,3 87.2 4,6 91.8 130
All other exc, mfg, 130.9 442.2 602.8 311.3 160.6 471.9 360
Manufactufing 26,4 105.8 158.9 79.4 -53.1 132.5 500

% originating in mfg. 11.6 15.0 17.2 - - - -

Sources: Data for 1950=~51 and 1954-55 from Net Income snd Gross Product of
Puerto Rico - 1940 and 1947 -~ 1955,Puerto Rito Planning Board,
Bureau of Economics and Statistics (undated but probably 1957),
San Juan; Table 2, p. 148; data for 1939~-40 from Economic Development
of Puerto Rico, 1940-=50 snd 1851-60, op. cit., Appendix Table no. 11.
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a
Table 17, =Value Added by Manufacturing,

All and Tax Exempt Factories,
Puerto Rico: 1952 and 1954
(in millions of dollars)

1952 1954 Change

All factories $ 126.5 $ 176.6 $ 50.1
Tax exempt - 35.8 71.1 35.3
Other 20,7 105.5 14,8

Source: Puerto Rico Planning Board. 1952 Census of Manufactures, San Juan (?),
1953 (?). U.S. Bureau of the Census, 1954 Census of Manufactures,
Series: MC-PR 1, February 1956,

a
Excluging tobacco manufactures

4
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exemption. éé/‘

Obviously, EDA's program is most successful to the extent that
additional factories are added to the Puerto Rican economy; success for
the program can also be claimed to the extent that factories already existing
in the Island wereiable to expand their activities through the aid of this
program. As of the end of 1956 about 450 factories started under EDA's
Program were ;ctually in operation.

Employment. One very importén& purpose in ‘encouraging the growth
of manufacturing was to increase employment opportunities. Hence, changes in
employment in manufacturing over the last decade and a half, are as important
criteria of the success or failure of the planning activities as are the
value or volume of production. 1In 1939 prior to the start of the EPA's program,
there were about 52,000 persons engaged in industry (excluding home needlework).
By 1946, just as the EDA's activities were beginning to get underway, about
50,000 were so employed of whom about 1,000 were in government aided factories.
After 1946 employment increased steandily. and reached some 73,000 in 1956,
(Table 18). Practically the entire gain was in government assisted’factories.

- The volume of employment 1n‘those factories not involved in any government

Program seems to have remasined largely unchanged since 1952, The decline
observed for the period 1949 to 1952 (Tzble 18} was due in part to decreases in

45/

employment in food processing factories very few of which are government azided.,—

g&/ EDA data showing growth of manufacturing attributable to its.
activities are probzbly an over-estimate. Estsblished factories may qualify
for EDA assistance by increasing plant capacity, among other ways. EDA considers
such establishments, in their emtirety, as EDA assisted. It can be argued
that strict accounting would require only the new addition to be counted in
EDA's results.

45/ Some further error may have been introduced as the figures are
estimates. The results from the 1949 and 1952 censuses had to be adjusted to
each other and to the data derived from the monthly factory payroll reports as
collected by the Puerto Rico Bureau of Labor Statistics., The number of
employees in government ailded factories is also ‘estimated in part.
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Table 18, ;Employment in Manufacturing in Puerto Rico: 1932 to 1956
) (average monthly employment in thousands)

Year Total Production

workers
Total Government Other
) alded
factories *
a a a
1939 32,0 - 32,0 30.0
b b b
1947 50.0 1.0 49.0 43,0
b . -
1949 55,1 5.0 50ﬂ1 47.7
c ' b
1952 96.7 16.2 40,5 50.2
b
1953 62.4 18.8 43,6 56.4
- d
1954 65.7 22,0 43,7 59,0
1855 68,0 25.1 42,9 60,3
1856 72.2 31.7 40,5 64,1

'

Scurces: 1939 data from: United States,l6th Census of the United States, 1940:
Manufactures (1939) Reports for Outlying Areas, Washington, 1943,
1947 data estimated from: Puerto Rico, Department of Labor, Employment in
the Manufecturing Indusiries in Puerto Rico, April 1946, San Juan,
November 1946 (mimeographed).
1949 data from: United States, Census of Manufsctures, 1949, Puerto Ricaq,
Washington, 1951, '
1952 data from: Puerto Rico, Planning Board, 1952 Puerto Rico Census of
Manufactures, San Juan (?), 1954(?).
1953 to 1956 data from: Fuerto Rico, Bureau of Labor Statistics, Employment,
Hours and Earnings in the Mznufacturing Industries in Puerto Rico, (A series
publication), San Juan.

8Tncludes estimated 6000 persons employed in tobazceco manufacturing excluded
from Census of Manufactures.

PEstimated’

CIncludes an.estimated 7,900 employed in tobscco manufzcture; 7,600
production workers.

dps reported in Monthly Bulletin; differs from 1954 Census of Manufactures.
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Power Production

The production oflelectricity has increased greatly in the years since
1940, Between fiscal 1939-40 and 1955-56 production increased about six fold
(Table 19). Indeed, power production for industrial use increased more rapidly
than employment in manufacturing. In fiscal 1952-53 an estimated 350 KWH
electricity were used per employee in manufacturing. Three years later, in
fiscal 1955-56 about 420 KWH were used per employee. This lncrease in consumption
per employee suggests an increase in mechanization and,very likely, productivity
per worker, during these years.

Power production is the one industrf in Puerto Rico for which time
series data are available., The growth coefficient based on these dats amounts
to 12 percent per year. This is a2 very rapld rate of growth. .It exceeds the
rate of growth of this industry in the United States which was 10 percent and

that of India which was 9 percent.

Rum Sales in the United States

During.Wbrld-war IT great guzsntities of rum were sold in the United
States.- In fiscal year 1945=46.about 3,800,000 gallons were sold. At the end
of the war the re-entry of other liquors into United States sales channels
caused shipments to fall to a low of 317,000 gallons in 1947-48, At.that time
promotion was seriously unﬁertaken by the government's Rum Promotion Division
(pert of EDA), and sales gradually climbed, By 1949-50 about one million
gallons were sold, 1In 1954=55 about 1 1/2 million ggllons were sold, and
some $15 million of Federal excise taxes ¢/ returned to the Island (Table 20),

Government Owned Industries

Practically all factories are privately owned; hence, no comparison

of the two sectors of the economy can be made for Puerto Rico as was made for

EE/ United States excise tax on distilled spirits amounts to $10.50
per proof gallon.
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Table 19. =-Production of Electricity, Puerto Rico
(million kwh)

Water Resources

Fiscal Year ) Total Authority Other
1939/40 165,9 69.6 " 96.4
1940/41 192.1 80,7 111.4
1941/42 231.0 96.2 134,8
1942/43 253.4 241.5 11.9
1943/44 283.5 279.1 4.4
1944 /45 293.0 286,7 6.4
1945/46 350.7 342.5 8.2
1946/47 396.9 390.,7 ) 6.2
1947/48 ' 48,6 448, 2 10.4
1948/49 494 .4 487 .6 - 6.8
1949/50 539.4 529.4 10.0
1950/51 ) 620.2 610.9 9.3
1951/52 685,0 . 674.0 f“’ 11.0
1952/53 771.9 760,.6 11,3
1953/54 873.2 860,3 ' 12.9
1954/55 964,7 n.a. n.a.
1955/56 1136.0 . N.&. - n.a.

Sources: Puerto Rico, Bureau of Economics and Statistics, 1955 Statistical
Yearbook, San Juan, 1954, p. 174, ’
1954/55 to 1955/56 data from Current Business Statistics, Bureau of
Economies and Statisties, Planning Board, August, 1956.
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Table 20. -Exports of Puerto Rican Rums to the United States:
1945-46 to 1955-56

Fiscal Year Gallons Value
(millions) (million $)

1945-46 3.7 12.5 |
1946~-47 2,1 7.0
1947-48 0.4 1.3
1948-49 0.9 2.7
1949~50 1.1 3.0
1950-51 1.6 4.6
1951~-52 1.5 4.5
1952=53 1.5 ’ 4.7
1953-54 1.4 ‘4.4

195455 1.5 4.9

Source: Puerito Rico, Planning Board, Statistical Yearbook 1956; (Table 190,
p. 363), San Juan,
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India. There are two government owned sugar mills and one pineapple factory;
how their operations compare with privately owned establishments is not known,
Originally the Puerto Rican government built and operated several factories
but these had been sold to private 1lnvestors by 1950. One of the reasons n
advanced for the government disposal of its manufacturing plants was that
strikes at the factories "showed the vélnerability of government in the double
role of industrial labor's friend and employer."EZ/

Practically all of the: electricity 1s produced by the Government Water
Resources Authority. Originally much of the electric power cébacity was in ?he
private sector. Apparently the private companies would not or could notiexpand
sufficiently to supply the additional needed electricity throughout the Island,
particularly in the rurel areas. Hence, the government agency took over the job

in 1942,

Labor Intensive Industries

As was seen, neither the Puerto Rican plan nor the various planning
activities precisely specify the new factories or industries to be developed.
Heng¢e, there was no deliberate selection of certain types of manufacturing and
deliberate exclusion of others (except insofar as the government did not wish
to encourage the establishment of new factories which would simply replace
existing ones and hence create no new net additions to the economy). Nevertheless,
the governmentﬂdid try to encourage labor intensive industries (industries
which by their very nature require a high proportion of 1ébor, as apparel,
for example) in accoirdance with its desire to increase employment opportunities
and cut downt the volume of unemployment. Since any new factory was preferable

to no factory at all, however, capital intengive industries (industries which

47/ Government Development Bank for Puerto Rico, Quarterly Report to
Investors in Puerto Rican Securitieg, Period ended March 31, 1856, 8an Juan,
Puerts Rico, Vol., 3, No. 1, p.2,
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by their very nsture.require a higﬁ-proportion of capital, as oil reiin‘ingD
for example} were not rejected, if they otherwise appeared to be satisfactory.
What type of factory was actually started in Puerto Rico as a re;ult of the
planning activities?

Before trying to answer this gquestion it should be noted that the
suggr industry must be excluded from the following analysis. Since the volume
_of sugar cane grown and ground is governed by the U.S. Departmenf of Agriculture’s
suger quota, this industry csnnot be developed as tﬁe Puerto Rican planners or
EDA officials might desire. However, sugsr grinding is a fairly large
segment of total manufacturing; in 1954 the number of employees in sugar
'mills constituted 14 percent of all employees in manufacturing, zind the value
added ‘by these mills: constituted 18 percent of the total value added by
manufacturing for all factories ;n the Island. The sugar mills are all
mechanized and capital intensive,

Information on the degree of capital intensity of the new %actories
as compared with 21l other Ffactories is unavailzble, Some information is
davéilablé on the assets per employee in the factories started under the EDA
program; this amounted to-between $5000 and $6000 per employee,ié/ Unfortunately
data on capital assets per employee in factories existing in the Island prior
to the EDA program &re unavailable, .

Rela#ive to the United States very few factories in Puerto Rico can
be considered capital intensive., Few industries requiring heavy machinery und

equipment per employee, such as metal refining and basic chemical manufacture

were established in Puerto Rico." In general the factories which were established

48/ Puerto Rico, Economic Development Administration, Annual Statistical
Report on EDA Manufacturing Plants, 1855-566 Edition, San Juan {?), 1957,
{mimeographed), )
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used a relatively high ratio of lahor to capital,kas compared with the average
for all menufacturing in the United States. Those factories started under
EDA zuspices are relatively much more capital intensive than factories existing
in Puerto Rico prior to the EDA program.

Increased capital intensity was accomplished both by introdﬁcing new
factories with modern equipment to produce products formerly made by hand, and
by introducing new industries which by their very .nature were moré'capital
intensive., As an example of the.first case we note the increase in factory
work in the apparel industiry associated with a decrease in honme needlework.ig/
Home needleworkers use at the most very simple sewing machines; f;ctory workers
often use far more complicated and expensive sewing machines and other
eguipment. Another example of the displacement of hand work by machinery is
represented by the opening of new cigar factories which produce cigars by
machine rather than hand rolling.

Among new industries which by their very nature were more capital
intensive than industries previously existing in the Island are oil reifining,
cement manufacturing, breweries and textile manufacturing. \ K

One inéication of an increase in capital intensity is the increased
output per employed person., Increased output stems from the introduction of
new machines as well as from other faciors such as inproved managerial
eificiency. It has been calculated "that of the total increase of $522.million
in rezl net income(for total Puerto Rico between 1940 and 1954) $325 nillion
resulited from increased output per man year within the specified industries
and the balance was attributed to shifts of employment from industries in
which output per man year of labor input is lower to those in which it is

"0
higher.g“/

49/ The number of women employed in home needlework decreased from
about 53,000 in 1947 to 24,000 in 1956.

50/ Puerto Rico, Planning Board, Net Income and Gross Product, Puerto
Rico « 1940 and 1947 -~ 1955, San Juan (?), 1857 (?), p. 7.
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During this same period manufascturing industries alone produced an
increasse in rezl net income of about $106 million. Virtually all of this
amount may be attributed to lncreased output per man year.gl/

In summary, desplte the desire of Puerto Rican government officials
to attract manufacturing plants which would maximize employment, the factories
which were started under the EDA pr;gram tended to be relatively more capital
intensive than existing factories, Furthermore, probably all factories --
EDA assisted snd those established prior to EDA -~ have tended to moder;ize
and improve thelr productivity over the years, thereby minimizing the &emand.
for labor, A gquestion which we cannot answer is-whether the EDA ;actories
were as capital intensive as modern engineering and technological knowledge
permits, or whether they were ﬁade somewhat less .capltzl intensive in order to
use more of the relatively cheaper labor supply in Puerto Rico (i.e,, cheaper
in comparison with Mainland wage rates).

The Unplanned Sector

Once a nucleus of new jobs have been started as part of the planning
program of the government of an underdevgloped country, 1t is hoped that increases
in employment will spread fhroughout the economy as & result of the "natural
workings" of the economic system. The generzl idea is simple enough: the
government 2ids in creating 2 number of new jobs; the persons who work at
these new jobs, in turn,.require raw materials or services and supplies,
which must’be furnished by other vworkers, thus helping to creste secondary
increases in employment. Furthermore, the people employed iﬁ these.new jobs
presumably earn more and hence have more money to spend than they formerly
had; thus they help create additional secondary employment as a result of their

increased spending,

51/ 1ibid., Table 37, p. 202,
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The Puerto Rican government hoped that the efforts it is making to
promote economic dévelopment would have precisély éhis effect. This'was.exﬁressed
by a representative of the Puerto Rican Economic Development Administration who,
* in describing the plans and aims of his organization, reported that

"Puerto Rican economists had estimated that when the total of 'Bootstrap!
(manufacturing) plants reached 305 they would account for direct employment
of 77,800 workers...The United States Chamber of.Commerce had estimated ,
that new plant development created '‘one indirect job for every direct one.
This is based on the principle that a new manufacturing entity acts as an
economic leavening, stimulating other activity by its supply and service
needs and by employees' purchasing power. By this standard, Puerto Rico
would have ... more than 150,000 industrial jobs (77,800 times two)
providing support for 500,000 workers and dependents."2Z

Perloff, writing gbout Puerto Rice in 19249, was not sure about the
relationship between increases in direct and indirect employment.

"As the proportion of the island's needs being supplied locally increases,
the stimulative effects of expenditures can be expected to reach out in
2 widening circle, so that a rapid, growth of manufacturing enterprises
would induce a strong derived demand for service activities, for example,
in the construction of new factories and homes....On the other hand,
certain of the service industries, especially trade, appear to be
overexpanded in terms of employment, so that increased income flowing

into service industries might merely lead to the more efficient use of
manpower rather than to a large increase in.the.number of jobs,"22

With these observations in mind, let us examine the historical
relationship between direct increases in employment resulting from thé
planning activities of the Commonwezalth government (as aided by the Federal
government) and such increases as‘ﬁay alsce have resulted in other sections of
the-economy: these other sections comprise the unplanned sector for the
purposes-of our analysis,

The number of perscns employed by the Federal, Commonwealth and local

L . t

governments (excluding agricultural workers) increased by about 26,000 between

52/ New York Times, 'Puerto Rico Accelerates Program to Lure New
Industries to Island, July 25, 1956,

53/ Harvey 8. Perloff, op, cit., pp. 254~55.
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1947 and 1956, In addition, employment in government aided factories (those
sponsored by the Economic Development Administration) grew by about 30,000,
Altogether government sponsored employment -- what we consider to be the
planned sector -- increased by about 56,000 (Table 21).

During this decade total employment (excluding home needlework)
decreased by about 10,000; agriculture experienced a decrease of about 66,000
and Aonagriculture‘an increase of ahout 56,000,

Employment in what we may call the unplanned sector,’ then, considering
the entire Island, experienced a decrease of 66,000 while goverqment sponsored
employment -=- i.e., the planned sector -- increased by 56,000, This comparison
would suggest that increases in employment in the planneq sector had the effect
of reducing employment in the unplanned section; this is unreglistic since
the entire decrease was in agriculture, in which far more men were employed in
1947 than were required. Accordingly, let us compare the increase in governmeﬁt
sponsored employment‘with that in the unplanned sector oif nonagriculture,

There was o change in the level of employment in the unplanned section of
nonagriculture during the period in which govermnment sponsored employment
inecreased by SQ,OOO. 34/

Indeed, a decrease might have appeared in the unplanned sector if we
had classed the tourist industry in the government -- i.e., planned -- sector.
The hotels and most of the tourist attractions are“priiately owned ané operated
and are included in our data as part of the unplammed sector. But tourism has
been actively promoted and aided by the Commonwealth government and should be
included, properly speaking, under "government sponsored” employment. Much of
the construction indu;try, which in Table 21 appears under unplanned should

also be allocated to the planned sector; very much of the employment is provided

S

54/ Compare lines 1 and 9 in Table 21.
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Table 21. ~-Employment in the Planned and Unplanned Sectors,

Puerto Rico, 1947 to 1856

(1,000)
Change
1947~
1947 1949 1952 1955 1956 1956
1. Planned, i.e. governmenti-sponsored
employment, nonagricultural 55.5 66.8 88.0 102.8 112.4 + 55.7
2. In government 54.5 61.8 71.8 77.7 80.7 + 26.2
3. In factories 1.0 5.0 16.2 25.1 31.7 + 29.5
4, Total employment, excluding home
needlework 543.3 539.3 523.3 522.5 533.5 ~ 9.8
5. Agriculture 223.3 217.3 18l1.1 1860.,5 157.7 -65,.6
6. Nonagriculture 320,0 322,0 342.2 362,0 375,8 + 55.8
7. Employment-in unplanned sectors
8. Line 4 minus line 1 487.8 472.5 435.3 419.7 422.3 -65.5
9. Line 6 minus line 1 264.5 255.2 254.2 259.2 264.6 + Q.l

Source: Unpublished manuscript dealing with

in Puerto Rico, by A.- J, Jaiffe,

labor force and population changes
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by private contractors working on Federal or Commonwealth financed roads and
building construction. Unfortunately, we were unable to segregate employment
in this industry into the two components; namely, that created or engendered by
government action, and khat created in response to nongovernment economic
demand. Presumably, if a more precise segregation of change; in levels of
employment between unplanned and government sponsorship had been possible we
should have found unplanned employment to have' been even less than show; in
Table 21,

In short, it would seem that the creation of a nucleus of new jobs as
a résult of planning does not necessarily result in the spread of employment
throughout the economy as a result of the "natural workings" of the economy;
at least, it does not result during the initial phases of economic development.
It is undoubtedly true that when a new job is created by the addition of a
perbon to the government payroll or the opening of a new tax exempt factory.
(i.e., through planning) the person so employed has more money to spend., His
increased expenditures, then, could -~ theoretically -- create increased demand
in retail distribution, various service industries, the construction industry,
for utilities, transportation, etc. To satisfy his increased demand these
other industries in the unplanned sector should increasé¢ their employment:
this secondary employment would create tertiary employment, etec.

In reality, however, these secondary industries were operating at such
low levels of worker utilization, and with so much underemployment, that they
had virtually no trouble in supplying increased demands for goods and services
without increasing their own employment levels. At some future date, when
labor utilization has increased very significantly and underemployment has
been considerably reduced, then increases in government sponsored employment

will lead to increases in employment in the unplanned sections of the

economy.



- 05 m

Summary of Findings, Puerto Rico

Puerto Rico desires to create more jobs and reduce unemployment, and
achieve a higher level of iiving - to develop economically., To do this the
government has fostered the growth of manufacturing activities and the sale of
more rum in the United States market {(and engaged in other activities outside
the scope of our investiéation).

1) Manufacturing activities increased considerably between 1939 and
1956., In fiscal year 1939=-40 about $26 miilion net income was derived from
this sector. Im 1954~55, $159 million net income was generated. Even after
allowing for a price increase of two or three fold, it is clear that there
has been considerable growth in manufacturing.

2) Employment in manufacturing increased from about 50,000 in 1947
to 73,000 1in 1956, primarily in factorles alded by the .EDA.

3) Power production algo increased greatly, from 166 millian KWH in
1939-40 to over 900 million KWH in 1955-56. |

4) Rum shipments to the United States rose from a low point of some
317,000 gallons in 1947-48 to about 1 1/2 million gallons in 1954-55,

‘ 5) The government's plains to increase employment called for the
establishment of labor intensive manufacturing "industries although heavy,
capital intensive industries were also welcomed. Factories introdqped into
the Island by EDA, however, were more capltal intensive than those. established
prior to EDA's activitles, Thils is indicated by the rise in output per man
in .manufacturing. )

6) Employment increased rapidly in those parts of the economy-which
were most directly aided by the governmeﬁt. In those parts of the economy

where the govermment's planning efforts were not directly aimed at increasing

employment, there were no increases..
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7Y There was considerable out-migration from Puertio Rico following
World War II, As a re;ulp population grew but little, and the economy
coyld be directed almost qxclusively at improving levels of living., It was

not necessary to divert effort simply to provide for a growing population.



PART 1V, PAKISTAN

Brief Notes on the Population and Economic Background

The primary aim of the economic development program in Pakistan; as
in Puerto Rico and India, is to provide a higher level of living in the face
of a rapidly increasing population. .
Populationéé/

The last census of population of Pakistan was taken in February,
1951, and reported 76.23 million people in the céuntry. By 1960 it is
expected that the population will have grown to 88.42 million. This expectation
is based on an estimated rate of growth of 1.4 bercent -~"a very high rate of
growth indeed. The estimated growth rate was calculated in the following
way. The rate of increase in the population of undivided India between
1931 and 1951 was 1.29 percent. But fertility of Muslims ié believed to be ‘
higher than Hindus. Kiﬁgsley Davisggf estimates the differential fertility
of Muslims over Hindus at 12 percent. This suggests that the annual rate of
increase of the Muslim population of undivided India increased at an annual
rate of 1.36 percent during 193i - 1951, If this ffgure is applied to present
day Pakistan, bearing in mind the percent of Muslims and non-Muslims in the’
population, the rate of increase equals 1.35 percént. However, two disasters
occurred; a famine in 1943 and communal disorders in 1947: which were of

sufficient magnitude to influence population growth. But for these the Muslim

population would have been larger than the 1951 census reported. Taking

2&/ Unless otherwise noted data on the growth of population in
Pakistan are from The First Five Year Plan, 1955-1960 (Draft}, pages 109 ff,

56/ Kingsley Davis, The Population of India and Pakistan, Princeton:-
Princeton University Press, 1951.
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thése and other factors into account, such as net immigration of 50,000

per year and an improvement in health, an estimated rate of increase of
.about 1,4 percent appears justifiable. From this 1t may be seen that during
the period under study, 1951-1957, the population of Pakistan increased by
about 11 éercent. National income would have had to increase by at least
this amount before any real improvement in the standard of living took
place.

Income

No single indicator can accurately reveal the state of development
of a country. Nor are economic indicators alone sufficient for this purpose.
< 1

At least as important are data which indicate the welfare and position of
the individual in his milieu, But if one must deal with a single indicator,

per capita income is perhaps the most useful and revealing. An increase

in per capita income usually indicates that national income is growing

hs

-at a faster rate than population., In Pakistan, as well as in other countries
undertaking development programs, increases in natlonal income aré taken to
be‘indicative of econcmic progréss.

Data on national income are gvailable only for the years 1950 through
1954, During this period national income rose from Rs. 17,828 million to
N 57/

Rs 19,086 million based on 1949-52 factor cost prices. ™ Using population

58
estimates from the United Nations-'/ and adopting 1950 as a base one may obtain

57/ United Nations, - Statistics of National Income and Expenditure’,
Statistical Papers, Serles H., No, 10, New York, Janyary 1857.

i

58/ United Nations, Monthly Bulletin of Statistics, New York,
January 1957,
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index numbers of real per capita national income. (See also Chart 5.)

Year Index Year Index Year Index
1950 100 1952 96 1954 ag
1951 97 1953 98

National income gtatistics from underdeveloped countries are subject
to many qualifications. The figures for Pakistan are no exception. However,
they suggest that from 1950 -to 1954 economic growth in Pakistan was barely
keeping pacg with population.

Summary of the Six Year Development Program of Pakistan

In accordance with & decision of the Commonwealth Consultative
Committee on South and South ﬁast Asia the Government of Pakistan authorized
its Development Board to draw up a ‘Six Year Development Program. This was
done during the last half of 1950 and outlined developments to be undertaken
from July 1951 to June 1957, Prior fto 1950, the Development Board had been
engaged in‘examining and approving various projects-proposed by the Central
and Provincial Governments on an ad hoc basis. Virtually all of the projects

so approved were incorporated into the six year plan,

59
According to the plan document,“”/

"Estimated expenditure on the entire plan during the years 1951 to 1957
is Rs. 2400 million 50 out of which it is hoped that private capital
(both foreign znd local} will be able to invest Rs., 400 million thus
leaving Rs. 2000 million to be financed by Government. After a very
careful consideration the Government of Pakistan has come to the
conclusion that they will be able to finance the entire internal
expenditure of Rs. 1000 million and assistance is therefore needed
to the extent of Rs. 1000 million to cover external expenditure,

It is obvious that unless the external expenditure can bhe financed

59/ Government of Pakistan, Ministry of Economic Affairs, Six Year
Development Programme of Pakistan, July 1951 to June 1957, Karachi, 1950 (?),
(mimeographed) . :

60/ This sum was subsequently increased to Rs. 2600 million by including
in the plan certain items of social capital as housing, health services and
educational facilities. ’
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and equipment and machinery imported into the country the plan cannot be
taken in. hand,"

The main objectiyes of the plan were a net increase of Rs; 800 million
in the country's foreign exchange earnings, an increase of Rs. 100 million
Aper year in Government revenues, and.a thirty percent rise in the standard of
living. This was to be brought about by the following expenditures:

Rs. (million)

Agriculture 820
Transport & Communications 530 of which
Railroads 200 ’
Roads 100
Ports 140
Telecommunications 90
Fuel & Power 470 -
Industry & ﬁining- 490
Soclal Capital 290 of which
Housing . 40
Health & medical 40 -
Education 100
Tech. training 90
Water supply 20
Total 2600

From the 1list it will he opsezved‘that 32 percent of the total
planned expenditure was assigned to agriculture including irrigation;

19 percent was earmarked for industry 1ncldﬁiﬁg mining; 18 percent for
power and fuel; 20 percent for transport and the remaining 11 pexcent
for social capital,

As in the case of India, the bulk of the Government's resources
were to be applied to agriculture and irrigation, fuel and power, tgansport
and mining., The industrial field was to be left more or less open to
private 1lnvestors. 1In other respects Pakistan's plan was quite different
from India‘s. These differences are attributable as much to other factors

as to plamming.concepts. For example, the Pakistan Plan was put together in
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perhaps half a year's time; there existed at the time (and at present as
well) a much gr‘eater shortage ‘of economists and engineers in Pakistan than
in India; the Pakistan Plan was designed not only as an overall guide to
Government agencies and entrepreneurs at home but also as a basis for Colombo
Plan assistanée in particular projects. The result was a document which was
very-detailed for some projects and, by contrast, very indefinite regarding
desired capacity and production of other projects.

Tables 22 and 23 summarize the industrial and power programs of the
Pakistan Six Year Development Progfam. They are based on tables appearing in
the plan document. Statements in the plan about the industrial sector assign
high priority to the establishment of jute and cotth mills as at partition
Pakistan, the world's sleading jute grower, had not a single jute mill, High®
priority was also a;signed to the cotton industry since Pakistan grows considerable
quantities of cotton, but at the‘time of partition, imported virtually all of
its cotton textile réquirements. Power projects were also given-high priority
because of the power shortage.

Wher the Six Year Plan appeared it was understood to represent projects
and targets that the Government itself was prepared to undertake énd meet
or that it hag reason to believe private capital would undertake and meet,
Later, it appears that the Government took a much less firm view of the
targets and projects. This was so becausg: (1} the Plan was hastily drawn
up and contained rather inaccurate estimates of the funds required; (2) private
capital did not come forward in ‘the amounts necessary to construct the ﬁroposed
factories; and (3) the Korean War affected the program by making the supply
situation increasingly difficult, The recession which followed the Korean
War presented Pakistan with perhaps 1ts most difficult planning problems,

Action taken by Government with regard to (1) above, was merely to

adjust targets as necessary. With regard to (2), the Government organized the



Industry and

Present capacity Capacity in

(June 1950) June 1981

Textile Industry (cotton)

. i, Spindles: i. Spindles:
277,000 spindles 400,000

5,000 looms (power)
400,000 hand looms

ii, Production: . ii, Production:
90,000 bales (cloth) 200,000 bales
19,000 bales (yarn) This production

109,000 bales will considerably

improve when the
new mills get
into full swing.

Textile Industry (wool)
Negligible i. 10,500 worsted
' spindles
ii. 6,000 woolen
spindles

Requirements in
1957

Additional
Capacity
Required

Capacity
to be
Developed

Total Internal Production
Planned

Cloth and Yarn:
1,000,000 bales
p.a. at 17 yds,
per head p.a. of
which 25% will bhe
produced by hand-
loom industry.

The present re-
quirements are
expected to in- °

crease by 25%
within the next

5 yrs. and rise
to 25,000 worsted
spindles and
18,750 woolen
spindles.

600,000 -
800,000
bales

i. 14,500
worsted
spindles

11, 12,750
woolen
spindles

600,000
Spindles

i. 20,000
worsted

spindles -

ii. 24,000
woolen
spindles

1ii, 10
finishing
units

iv. 5
hosiery
knitting
mills mfg

i. Spindles:
1,000,000 spindles, 75%
covered by loans

ii. Production: a
454,000 bales (2 shifts)
680,000 bales (3 shifts)

But when the new mills are 1n‘full
swing the production should be
900,000 bales of cloth, including
225,000 bales produced by hand- ’
looms. This capacity should.
consume .78 million hales of
cotton p.a. Value Rs, 600,000,000,
This plan will sufiice for 17

yds. per head p.a. for total
population in 1957 as against
present consumption of 9 yds.

per head p.a.

i, 30,500 worsted spindles
ii, 30,000 woolen spindles
iii, 10 finishing units
iv, 5 hosiery knitting mills
manufacturihg woolen items
only. '
v. 5 carpet manufacturing
mills for machine-made
carpets.

woolen items

only.
v. 5 carpet

mfg . mills
for machine-
made carpets

- £0T -



‘able 22 (Continued)

ndustry and
'resent capacity Capacity in
Juné 1950) June 19351

’

ute Industry

Nil ° One (1) jute mill
i,Loomage:
1000 looms
ii.Production:
21,620 tons
9,350 tons(bags)
12,620 tons.
X (hessian)
Japer
Nil Nil
eavy Chemicals
Fertilizers Nil
Sulphuric a¢id - '
330 tons 12,330 tons
Chustic sdda 3,bQ0 tons
Soda ash

20,000 tons . 20,000 tons

Soap (washing)

50,000 tons 50,000 tons

(toilet) .
300 tons 52,300 tons
Glycerine ! 250 tons

Additional

Reguirements in Capacity Capacity to be
1957 " Required Developed - '
67,000 tons 43,380 tons
(present re- Five(5) jute mills
quirements i, Lioomage 5,000
50,000 tons) looms
ii. Production
109,850 tons
30,000 tons of 30,000 tons One paper mill in
paper and pulp of paper East Pakistan pro-
products and pulp ducing 30,000 tons
products p.a.
80,000 tons 80,000 tons - n.a,
L ]
* 15,330 ons 3,000 tonsg n.a,
20,000 tons 17,000 tons nen
50,000 tons 30,0dOtons“ "o
55,000 tons 5,000 tons "o
5,000 tons . n.a, v
n.a. n.a: e

.
t

Total Internal Production
Planned

i. Looms 6,000
ii. Production 130,000
tons
56,100 tons (bags)
75,720 téons (hessian)™

30,000 tons, value
Rs. 33,000,000

Plans for a fertilizer
factory to prodice
80,000 tons p.a.

undeér preparation °

- P01 -

Left to private

enterprise
" 11}

" "t

" "



Table 22 {(Continued)}

Industry and Additional
Present capaclty Capacity in Reguirements in Capaclty Capacity to be Total Internal, Production
{June 1950} June 19851 1957 Required Developed Planned -
Migcellaneous
Leather:
10,750,000 prs, 10,750,000 prs, 27,500,000 prs, 16,750,000 n.gn. Left to private
{shoes) enterprise
3,500,000 1bs, 3,500,000 1bs. 31,652,757 lbs. 28,159,757 v "
, (sole) - .
3,700,000 sq,ft. 3,700,000 sq.ft, 27,438,546 gq.ft. 23,738,456 "o " "
(upper) '
0il: 80,000 tons 142,000 tons 300,000 tons 158,000 v " "
Ceramics: '
Glass
13,200 tons 14,200 tons 30,000 tons 15,800 "ow " "
Fire bricks
8,000 tons 8,000 tons 40,000 tons 32,000 v " "
c d 2] ' " " "
Sugar: 103,000 tons 107,000 tons 200,000 tons 93,000

- ¢0T -

Source: Pakistan, Ministry of Economic Affairs,  Development Board, Six Year Development Program of Pakistan,
July 1951 to June 1957. Karachi, (19507) (mimeographed}.

aBales of yarn and cloth.

b46,750 tons of bags and 63,100 tons of hessian cloth,

c42,000 tons produced in East Pakistan and 61,000 tons produced in West Pakistan,

leO 000 tons to be produced in East Pakistan and 200,000 tons to he produced in West Pakistan.,

(These figures taken from the plan appsar to be in error. Subsequent calculations are based
on a traget of 160,000 tons.)
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a
Table 23. -Power Development Program, Pakistan
(capacity in kw)

Hydro Thermalb Total
I. The Six Year -Plan (1951-57) 207,000 40, 300 247,300
II. The Two Year Priority Program nii 140,000 347,300
III. Installed-Capagity in 1951 20,700 95,700 116,400

Source: (1) Pakistan, Ministry of Economic Affairs, Development Board,
Six Year Development Program of Pakistan, July 1951 to June 1957,
Karachi (1950?) (mimeogrgphed).

{2) Great Britain, Board of Trade, Overseas Economic Surveys,
Pakistan: Economic and ‘Commercizl Conditions in Pakistan, 1954,
MMM:mmsmﬁmuyMﬂ@,wﬁ;

(3) U.N,, Statistieal Year Book, 1956. New York, 1956/

a
Public utilities only.

bIncludes diesel power plants.
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Pakistan Industrial Development Corporation (see section on Mechanisms
for Carrying out the Plan) Which became a most important factor in Pakistan‘s
industrializ;tion program, The Korean War resulted in substantial foreign
exchange-earnings for Pakistan. As, however, the capital goods supply.
situation became difficult iﬂ 1951, the Government selected a number of
projects for special devglo?ﬁental effort which, when taken together
{Table 24) becameqknoﬁn as the Two Year Priority Pr;gram. This was drawn
up in March 1951.

The Two. Year Priority Program, like the Six Year Plan also underwent
certain modifications. In some cases the targets have been exceeded and
new indugtries have been ad&ed; other schemes have not £een proceded with
and others again have not yet heen completed. For the purposes of our analysis
progress made in implementing the Two Year Priority Program will be considered
concurrently with progress of the Six Year Plan,

The deterioration of the world market for Pakistan's exports after
the Korean War had an adverse effect on Pakistan's development program, The
apgearance of a food shortage compounded the problems. Delay in imposing
stringent controls on imports put pressure on Pakistan's foreign exchange
reserves., Nevertheless, industrial production continued to rise as, with
assistance from the United States and the Colombo Plan, industries were
built and the food position stabilized.

In the spring of 1853 Pakistan emerged from its recession. The
foreign exchange budget was balanced by restricting imﬁorts of consumers'
goods and by drawing down stocks already in the country, Substantial gifts
of wheat from the United States made this possible., All available resources
were put into inecreasing agricultural and industrial production. At this
point the Government of Pakistan decided to Teview the Development Program

and methods for carrying it out. The results of this review were a
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Table 24, -Two Year Develoﬁment Program, Pakistan

Projects . . X . Estimated Cost
(million Rs.)

(1) Transport and Communlcatlons

127.7
Construction of a commercial drydock,,Karachl 2,1
Expansion of ship-repairing facilities. in East Pakistan 30.0
Formation of 2 national steamship corporation 30.0
Purchase of 15 ocean going steamers : 30.0
Establishment of a mercantile marine academy 3.0
Purchase of three Convair aircraft 6.5
Line stores factory 1.06
Telephone factory 3.3
Installation of wireless.transmitters, wireless
receivers and aerial equipment 5.0
Installation of high frequency radio equlpment for
telegraph and telephone 6.8
(2) Fuel and Power 135.7 &
Additional capacity thermal stations at: )
Karachi 30,000 kw
Hyderabad (Sind) 20,000 kw
Lyallpur (Punjab) 30,000 kw
Chittagong 20,000- kw
Khulna 10,000 kw
Narayangsanj . 20,000 kw
(3) Industry and Mining - 244 .1
Wires snd cables plant 8.0
Cotton textiles - additional 250,000 spindles 75.0
Steel melting, re-rolling and fsbricating mills 63.5 )
Leather 'and footwear 5.0
Cement - two factories 20.0
Jute mills -~ -4 of 500 looms each ~ : 45.0
Straw-board, box-board, etc. 3 factories 10.5
~ Caustic soda ) 3.0
Power alcohol 2.0
Pharmaceuticzls and chemicals - . ', 6.0 b

Rubber tires and tubes -
Cotton seed oil mills, two plants .of 50,000

tons annusal capacity 4.5

. Coal tar distillation pilot plant . - 1.k
Antimony refining plant ' 0.5b
Establishment of a pool of drilling .machines ~ - . . ———

(4) Agriculture. L ) P . - 10.86.
--Grand Total . . 518.1

Source: The Colombo. Plan: Report of the Commonwealth .Consultative Committee
on Eccnomic Development in South and South East Asia,. H.M, Stationery
Office, 1952.

a - b .
This figure has been revised upward. Not available and net included in
totals,
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comprehensive revision of plans and Government planning organs., A Planning
Board. was set up in 1953 whicﬁ inter alla was:

Mto assess the resources -~ material and human -~ which can be made
~available for development during the next five years beglnning from
Ist April 1954 and to prepare a national plan of development based
on the fullest possible utilisation of those resources for implementation
in a period of five years from 1lst April, 1954, as a step towards the
attainment of the ecohomic and social objectives of the Government®s
policy.” EE/ :

The Planning Board has completed a five year devslopment plan

. covering the period from 1955 to 1960, Although it supercedes the six
year plan, it does not indicate any large scale .abandonment of projects
already underway.

62
Mechanisms for Carrying Out”Plans—-/

Introduction

The industrial policy of the Government of Pakistan was ocutlined
in ; statement made in April, 1948, On the question.of planning it was
considered necessary that industrial development should be carried out
according to a well defined and integrated plan drawn uP\and administered
by the central government. This was a debarture*from British practice prior
to 1947, under which development of industries was a provinclal subject.
Development planning by the central govermment .is not considered in
any way to be a substantial restriction on opportunities for private industry,
Qn the contrary, the government stated (in 1948) that 1t .would create
conditions in which private industry and trade may develop -and prosper.

However, it is noted in the policy statement that communication services

61/ -From the Government resolution constituting the Planning
Board as reproduced in Great Britain, Board of Trade, Overseas Economic
Surveys, Pakistan, Economic and Commercial Conditions in Pakistan, 1954.
London: H.M. Stationery Office, 1955, page 38,

62/ Much of the material in this section is from: U.S. Department
-of Commerce; Investment in Pakistan, Conditions and Outlook for United States
Investors, Washington, June 1954, and Great Britain, Board of Trade,
Overseas Economic Surveys, Pakistan, ibid.
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such as telepﬁone and telegraph, wireless and broadcasting, and transport
services such as railroads and some road transport facilities are already

[}

government owned while civil aviation was to be nationalized, Other
industries stcheduled for government ownership are arms and munitions
mamifacture, hydro-electric power stations and manufacture of railway
wagons, telephone, telegraph and wireless apparatus.

The statement on industrial policy outlines the various assistance
measures which industry may expect. These include tariff protection, tax
exemptions and the establishment ¢f an industrial finance corporation.
These measures, and others, are discussed below, Finally, central planning
in Pakistaﬁ is concerned with twenty seven majbr industries and industrial
groups, These are listed in Appendix C. Not only does the government
plan for these industries, but it has also undertaken to establish factories
in those instances where private capital is unwilling or unable to- do so

because of "its own inherenf limitations or the nature of the industry.”

Aids to Encourage Private Investments

Tariffs. -- Pakistan's tariff system is predominantly a revenue

producing device, ‘Protective duties, however, are levied under an act of
* 1950 which established the Pakistan Tariff Commission. The principle of
protection of industries was contained in the policy statement of 1948,
It is there recorded that the government will always be pfepaned to give
favorable consideration to claims for a reasonable measu;e of protection
for industries established in Pakistan,

The Pakistan Tariff Commission is required to satisfy itseli that
the industry is operating with reasonable efficiency, that it will improve
its operations so that within a reasonable time it may be expected to face
foreign competition without protection and that the establishment is essential

to the security or economy of the country, The Teriff Commission may in
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addition, or in the alternative, recommend any other forms of assistance

which may be given to the industry by the ceniral and/or provincial governments,

Finance Corporations, «~ There are five government sponscored finance
corporations whicﬁ have been developed in Pakistan since 1948 to promote the
growth of agriculture, industry and commerce and the rehabilitation of
refugees. (Table 25.)

The‘purpose of the Industrial Finance Corporation is to encouragé‘
venture capital and provide medium and long term loans to industrial concerns
which are broadly defined to include in addition to manufacturing, companies
generating power and mining enterprises. The Corporation may make loans.not
only to public limited companies and cooperatives but also to private limitgd
companies and unincorporated priYate companies.ég/ It also assists by under-
writing the issue of stocks, shares, bonds or loans raised-elsewhere. It
does no% subscribe directly to the sha;es or stock of any company. In order

to assure proper management it reserves the right to nominate one or two

directors on the managing boards of the conceras.

Pakistan Industrial Development Corporation (P,I,D.C.). -~ Despite the
various forms of assistance offered to industry, private investment in
manufacturing during Pakistan's earlier years proved disappointingly small

1

{the cotton textile industry was a nétable exception). The Pakistan Government
therefore deciéed to implement the suggestilon in the statement of industrial
policy of 1948 that it might find it necessary to participate directly in the
establishment of certain ‘factories, The Pakistan Industrial Development

Corporation Act, 1950 (which came into force in 1952) established a government

controlled corporation to promote certain key industries, i.e., jute and

63/ A "Public Company 1is one in which the shares are widely held
and traded on the public market. A "Private Company” is one in which the
shares are not traded publicly and the sharecholders are few.
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Table 25, =Government Sponsored Finance Corporations, Pakistan
(Rs. million) :

Corporafion r Date ! Authorized Issued and Government
Incorporated Capital Paid up :Share
Capital (percent)

Pakistan Relfugee

Rehabilitation . .
Finance Corporation  April, 1948 30 16.7 100
Pakistan Industrial 1/

Finance Corporation July, 1949. - a0 20.0— . 51

Agricultural Development .
Finance Corporation July, 1952 50 not issued

Houseﬁuilding Finance
Corporation Nov., 1952 50 not issued

Pakistan Insurance. . ) )
Corporation Jan., 1953 10 2.0 20

Sburce: Great Britain, Board of Trade, Overseas Economié Surveys, Pakistan,
Economic and Commercial Conditions in Pakistan, 1954. lLondon:
H.M. Stationery Office, 1955, p. 64,

lés. 10,2 subscribed by the Government and Rs. 9.8 million by the State Bank,
commercial and corporative banks, insurance companlies and the general public.
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papér, heavy éngineering, shipbuilding, heavy chemicals and fertilizers.
Sugar, cement, and textiles were added to the list of key manufactﬁres.
The development of power from natural gas, chemicals, pharméceuticals and
dyestuffs were added in 1954,

The P.I.D.C.'s aﬁthorized share capital amounted to Rs, 10 million,
The Corporation was to take the initiative in the field of industry; it was
to.build factories with funds provided by the Government. It would also,
in suitable cases, assist private capital in its projects. It was the
intention that, when the projects were completed and successfully in operation,
the P.I.D.C. would transfer the share capital gradually to private investors.
In the meantime, however, the Corporation was responsible for establishing
individual companies to operate under the Companies Act for specific industrial
projects, In most cases the Corporation was to act as managing agent for
such conpanies.

Since its founding the Corporation has bheen most active. It has
finalized plans or commenced investigations for establishing over 35
industrial projects. It has become the principal agent in carrying out
the government's industrial development plans. Pakistan's revised budget
estimates for-1953-~54 provided Rs, 96 million for-Corporation sponsored
projects: the 1954-55 budget estimates allocated Rs. 114.4 million for tbis

purpose,

Tax Exemptions. =-- Central Government income ftax rates are quite

high, both for corporations and for individuals, However, special concessions
are avallable to new investors. The Statement of Industrial Policy of April
1948 deals with tax concessions in the following terms:
Despite its stringent budgetary position, the Pakistan Government
recognise that. taxation policy should, so far as possible, investigate

the hazards to which new industrial projects are likely to be subject
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for some time to come and that a reasonable opportunity and level
of profit should be allowed to those who take part in the industrial
development of the country. The following taxation relief measures
have been offered to industry:

(1)"New industrial undertakings using power driven machinery and
employing more than 50 persons in Pakistan are, during tﬁe first five
years beginning w;th the 1948-49 assessment, exempt from income-tax,
super tax and business profits tax on so:much of their profits as
do not exceed 5 percent of the capital employed.

(2) A special depreciation allowance (which is in addition to the
normal depreciation allowance) is given in the first year at the rate
of 15 percent on buildings erected between 1lst April 1946 and 31 Maféh
1953 and at-10'percent on other buildings.

{(3) . Initial depreciation is allowed at 20 percent in the case of
machinery or plant installed where the machinery or plapt has not
previously been used in Pakistan.

(4) Depreciation in reépect of plant and machinery installed on
or after 1lst April 1948 and before ist Apr11.1953 is allowed at double-
the prescribed rate. -

(5) An extra depreciation allowance is given on machinery and plant
at 50 percent of the normal rate for doubie shift operation and at
100 percent of the normal rate for triple shift operation, proportionate

to the number of days during which double and triple shifts are worked,

Remittance of Profits, Repatriation of Capital and Investments. -- Prior

to November 1954 the policy on remittance of profits and repatriation of capital
was not too clear and perhaps involved some difficulty for businessmen. After

that date the policy was reviewed in ordér to provide additional incentives
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to foreign investors. The ;evised policy provides thgt:
(1) Capital invested in Government approved projects after September
1954 may be repatriated at any time to the country from which the
investment originated, ’
(2) Profits invested ih approved enterprises may be considered
capltal and may be }epatriated.
"(3) Appreciation of any capital investment under (1) and (2) above
may also be considered as investment for repatriation purposes.
(4) Such repatriation facilities‘will be subject to exchange control
regulations as are in force from time to time,
The remittance of profits "lg governed by a number of limitations
including exchange control although the Statement of Industrial Policy says
that the Government "will allow facilitiés for the remittance of a reasonable

proportion of profits to countrles from which éapital is drawn,"

Other Means Designed to Assist Industry. -- The importation of

caplital goods generally receives preferential treatiment. For exémple,

in 1951-52 imported capital goods were exempted-from sales tax aﬁd in
1953 from import dutles. Some basic raw materials are glso exempt from
customs duty: Investments in approvgd industries are not liahle to state
taxes,

-

Assistance in Recruiting Skilled Labor. -- In 1954 there were 17

employment exchanges located in the main industrial centers and in important
towns, but only a small number of workers were processed, Since there is a
shortage of skilled workers and an abundant supply of unskilled labor, the
Ministry of Labor operates several training programs for the purposé of
providing trained operatives in -a variety of trades.

Government Controls )

Regulation of Ihdust;z. -— The Development ¢f Industries (Federal
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Control) Act of 1949 as amended in 1952 and the "Development of Industries
Rules, 1950" -authorize the central government "?o plan and.regulate the
setting up of any new undeftaking or the development of any new-or existing
undertaking” in 27 scheduled industries.gg/

The Rules- require that all existiﬁg industries register and there-
after,'biannually, supply statistices to the central government in accordance
with a fiéed standard form, NeW'i;dustrial undertaking; are required to
apply for permission to operate and such permission, if granted, may contain
such conditions as the "Central Government may see fit to impose, in
particular regarding the location ‘and siée of the uqdertaking, the mininium
standards in respect of the quality of raw materials and products, and the
equipment to be provided therein."

It is stated that the purpose of the Act and thé Rules is to gather -
statistics so that. proper plgnning may be conducted and to aid industry
by preventing overproduction and making the best use of available resources.
The central government is empowered to publish plans, and to "appoint or

demarcate areas for the establishment of new industrial units.”

Import and Export Controls. -- Import controls were established

under the terms .of the Imports and Bxports (Control) Act, 1950, which
empowered the Government of Pakistan to "prohibit, restrict, or otherwise
control the import or ‘export of goods of any specified description, or
regulate generally all practices (including trade practices) and procedures
connected with the import 9; export of such goods..."

During most of the period under study, Pakistan .found it necessary -
to exercise ‘a stringent licensing policy in order to con;erye foreign

exchange. Most liberal treatment was accorded imports: of” industrial materials

and capital goods. Controls are used to fayor imports from soft currency

64/ See Appendix C for list of scheduled industries.
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areas.

Exbort licenging policy is much more liberal than import policy.
Contro; pelicy iﬁ thlis case seeks to direct exports tg hard currency areas,
Destinational controls are also used tq assure fulfillment of obligations
under trade agreements.

-

Exchange Controlg, ---Exchange control regulations in Pakistan are

similar to those in force in other sterling-area countries. Balance of
payments problems and mobilization of domestic capital for development are

the reasons for controls. Transactlons in foreign exchange, securities,
-currency and bullion are controlled. The State Bank of Pakistan is in

overall charge and all exchange must be bought and sold at rates authorized

by the State Bank. -

Labor Regulations. ~~ Legislation of pre-~partition India affecting

labor was taken over by the Government of .Pakistan. These included acts
covering workmens' compensation, employers' liability and industrial disputes,.
among others., But perhaps as important as legislation are the unwritten
social conventions which govern labor relations. For example, new industrial
concerns are expected to providé housing and medical aid. Many Pakigtani
workers enjoy a large number of pald holidays, annual leave, sick leave and
other forms of permissible leave with pay. It 1s also'conventiénal in

many plants to distribute -an annual bonus to workers. based on company

profits.

There are two important factors which affect foreign firms in
Pakistan: (1) it seems to be tacitly agreed that foreign firms will pay
higher wages, and (2) Pakistani citizens must participate both in the -
technical and administrative branches of foreign firms. To insure that
thig is accomplished, training facllities must be provided. The second

factor is formalized in the Statement of Industrial Policy of April 1948,
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Controls on Priée, Production and Distribution, -~ Originally

initiated as a war measure, a number of contrcls on price, production and
distribution continue in force or are revived as the exigencies of the
situation require., The act under which the controls are imposed specifies
certain essential commodities such as foodstuffs, cotton and wool textiles,
paﬁer, petroleum and mica, among others, Provincial governments may be
delegated the authority to exercise the controls,

Detailed Findings

Introduction

Economic planning in Pakistan has gone through quite distinct
phases from govermment interest in a limited number of projects to the
adoption of a formal national development plap. An intermediate stage in
Pakistan's plénning was represented by the Six Year Development Program which
began in mid 1951 and was to have been completed Qy mid 1957, A Two Year
Priority Program (1951/53) was to have been implemented concurrently with
the six year program. In 1954 a Five Year Plan was drawn up covering the
period 1955 to 1960. This was the latest and Post comprehansive of Pakistan's
planning measures.

¥e have taken the 5ix Year Development lrogram and the Two Year
Priority Program as our frame of reference from which has come, inter alia,
information about Pakistan's industrial targets, owmership and priorities.
It is true that the six year program has been superseded by the recently
adogted Five Year Plan. But this need not concern us as most of the projects
in the six year plan continue to be implemented. Furthermore, study of the
results attained under the =six year plan is desirable as it affords congideration
of a planning situation intermediate in the extent between India and Puerto
Rico.

There are, however, certain difficulties which a2 loosely drawn plan,
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such as the six year plan, creates for those who attempt to evaluate ‘its
progress. Targets change, projects are quietly dropped, others ﬁay be
"added, prioritieg alter, etc. 'Perﬁaps even more.important than changes in
the plan is the dearth of statistical data about results,_especially time' '
series data, The reliability of statistical data when it is available is
a matter about which the Government of Pakistan nay speak for itself:

"Reliable statistical information on the development of industry in
recent vears is far from complete. Some data are available from the
census of manufactures which is based upon an annuzl report from owners
of factories employlng 20 or more persons using power. The census of
manufacturers has been completed for only one recent year, 1953, and
very many firms which should have reported did not do so. The Departmenf

" of Supply and Development has gathered considerable information ahout:
basic industries. A number of items of information are available also
about the production of certain goods ~- cloth, .cigarettes and cement,
for example -- which are reasonahly reliable and correct and a large volume
of miscellaneous figures for different individual industries, many of-
which are estimates of varying reliability. These data leave a great
deal -to be desired....For some of the smalier industries for which data-
were not available we (the Planning Board) mzade our own estimates. ' The
limitations of the underlying data must always be borne in mind." EE('"

Priority Assigned to ' Industries

The six year plan document does-not deal with priorities in a manner
that would permit the investigator to segregate the. industries into, szay,
three priorities as was done-in the casé of India. With the exception of
a ;tatemeﬁt about the high prior;ty assigned to eI%ctric power developments
the industries included in the plan are all characterised as "basic",
Fortunately, however, there is a quite ééfinite_indigation from the government
which industries it considered, if nof more: important than others,.at.leasé
as deserving special de;elopmental attention. These are the industries,, the
development of which was assigned to the Pakistan Industrial Development
Corporation. In the analysis which follows planned industries are divided

b}
into two categories; those for which the P,I,D.C. was responsible and all others.

65/ Pakistan Planning Board, The First Five Year Plan 1955—60 (Draft),
Karachi: Manager of Fublications, 1956, p. 217.
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The question of priorities was also. considered by the Economic
Appraiéal.Committe; ﬁg/.which'reported_to the. government early in 1953
about progress of the development program. Four general criteria were
given as guides to govern the planning of industrial growth -~ utilization of .
local raw materials, reduction of imports, maximization :of productivity and-
the generazl welfare. of the country. It is clear that these: criteria are
too general to. use in ass}gning priorities. -The Economic Appraisal Committee
appears to have recognized this later ;n its report when it stated that
‘cotton and jute manufactures should have higﬁ priority because the ratio of
value of finished-goods to capital invested“was:high‘and investment per worker em=~
ployed was Tow:. Other products mentioned as eligible for:high priority |
were: (a) medicines and phérmaceutic&ls, :(b) insecticides and disinfectants,
(¢) refined petroleum-.and allied products, kd) chemical ferfilizers,
. (e) certain heavy chemicals, and (f) materials on which other industries
depend, such as. cement. It may-be noted that most of the industries listed
are among thgse»for which tﬁe P.I.D,C, was responsible.

P, I.D.C.. Industries Compared-with Other Planned Industries

‘As-mas noted earlier, the P.IL.D.C., is a govermment corporation. the
function pf which*is to ‘participate directly in the establishemnt 6f certain
industries which are considered essential t0‘thef9evelopment of the country
and which have nof had investments from private sources in-suf;icient
" amounts., . It is stated in .numerous government publications that the results
of reliance upon private enterprise for industrial development were not
promising and that the government had to -take action. In accordance with

an act of 1950 the P,I.D.C.- was entrusted with. the development of nine

industries: (1) jute, (2) paper, (3) sugar, (4) textiles,.(5) heavy chemicals,

§§/ Pakistan, The Economic Appraisal Committee, Report of the
Committee, Novémber 1952, (Reviewed February 1953), 2 Vols:, Karachi, 1953.
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{8) fertilizers, (7) ship-building, (8) cement, (9) iron and steel. Later
natural- gas, power produced from natural gas and pharmaceuticals were added
to the list,

The above list comprises the backbone of Pakistan's industrial
program., It is of interest, therefore, to examine in as much detail as the
data permits the progress of these iﬁdustries in terms of the plan and in
comparisdn with other planned industries which were not included under
P.I.D.C. jurisdiction,

Before analyzing the data presented in Table 26, it is necessary
to explain that none of the P,I.D.C. industriés are reserved exclusively
for governme;t development, On the contrary, the gbvernment is desirous of
having private capital participate in the companies formed ?o develop those
industries, and when opportunity affords, to sell the Government ‘s holdings
to privéte interests. Some industries are wholly or almost wholly P.I.D.C,
owned; the fertilizer aﬁd paper industries are Examples,f Others have
substantial P,I.D,C. investment; P.I.D.C. has invested about one-third of ;he
capital in the jute industry. The cotton textile industry is virtually in
private hands, an exception being one spinning mill owmed by P,I.D.C. in
East Pakistan. These industries are all recent developments. The cement,
woolen textile and sugar industries are examples where private capital
predominates. In the chemical industry the situation is quite mixed.,

Some products are produced in wholly P.I.D.C. owned factories, others
in jointly owned estéblishments and still others in priv;tely owned
plants. And for natural gas transmission, P.I1.D,C, has j&ined withv
international oil companies to form a new company.

Percentage of Thrget Achieved

Of the fifteen industries for whiéh there 1is a definite
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Table 26, -Progress of Planned Industrial Development, Pakistan
(Percentage of target achieved; P,I.D,C., and non-P.I.D,C, industries)

TbrgetE/Source Production Datagéource

Industry Target Achieved-
Percent
P,I1,D.C, Industries
Cement 163
Jute goods 110
e/
Cotton cloth™ 109 ¢
d
Paper—/ 77
. e/
Woolen spindles— 54
f
Sulphuric acid—/ 30
Sugar a8
g/
Laustic soda 17
/
Soda ash TQ‘
i/
Ammonium sulphate 0—
Non-P.I,D,C. Industiries
\ i/
Upper leather 86
k/
Glassware 15
Tires and tubes No target
/
Steel ingots domf
m/
Steel re-rolling do™
n/
Antimony refining 0
Coal tar derivatives 0

Power alcchol 4

-2 year plan

Monthly Bulletin of

Statistics
.6 year plan do
do do
do do
do Weekly Bulletin

Revised target based Calculated
on 6 year plan

E.A.C. Monthly Bulletin of
Statistics
Revised target Calculated
6 year plan . do
do
do Economic Indicators,
January 1957
do Economic Appraisal
Committee
2 year plan Monthly Bulletin of
- Statisties
do Planning Board
Estimate
do ! do
do Progress of Economic
Development
do do
do do

Note: The following P.I.D.C. industries could not be included in the table

because of a lack of target information or production data: pharmaceutlcals,
gas transmission and power from natural gas and shlp-bulldlng.
Thp following planned industries could not be included #n the table for the
same reason: wires and cables and fire brick. Soap and vegetable oll were
also omitted because largé amounts are produced by cottage industries while
available data only cover a portion of &#ctual -production.



- 123 -

Table 26. (Continued)

[:74

(1) The 2 year plan refers to & list of industries compiled by the Government
of Pakistan during the Korean War. The list became known as the Two Year
Priority Progrem, March 1951 to March 1953.

(2) The 6 year plan refers to the publication, Six Year Development Program
of'Pakistan; July 1951 to June 1957. Ministry of Economic Affairs,
Karachi, ’

(3) Revised targets are discussed in Appehdix D,

(4) E.A.C. refers to the publication, Report of the Economic Appraisal

* Committee, Ministry of Economic Affairs, Government of Pakistan,

(1) Monthly Bulletin of Statistics 1s a serial publication published by
the Central Statistical Office.

(2) Weekly Bulletin refers to the publicstion of the same name (annusl number)
published by the Department of Supply and ,Development in Karachi in
September 19586,

(3) Economic Indicators (January 1957} is =2 publication of the Ministry of
Economic Affairs (Secretariat of the National Economic Council).

(4) Planning Board Estimate refers to the publication, The First Five Year
Plan 1955-60 {Draft}. The Planning Boaxrd, Karachi, 1956,

(5) Progress of Economic Development in Pakisisn refers to 2 publication of
the same name. '

See Appendix D: Revised Targets, for method used to determine target and
productioen figures on cloth.

The two year program mentions two additionzl psper factories to manufacture
straw-board and box-board. Both of these factories came into production in
1955 and the production data used to calculate the percentage of target
fulfilled contains the output of the factories. However, the target which
was used in this calculation reflecis only the capzacity of a plant completed
in }953.

Recent production data are not available, Data on spindles instaslled include
those under instellation in 1856, ’

As up to dste data on sulpburic scid production zre not available the
percentage of target achieved was calculated on the liberal assumption that
existing capacity was being fully utilized except in the case of a 6000 ton
per year plant in Lysllpur where it was only possible to allow 50 percent
utilization of capacity. A superphosphate plant 1s being sdded to this
plant which will use about half the acid the plant is capable of producing.
See also Appendix D: Revised Targets.

As up to date dats on caustic soda production zre not available the percentage
of target achieved was calculated on the libersl assumption that the only
plant producing czustic soda for sale in 1956 was operating at 100 percent of
1ts 10 ton per day capacity.

As of the end of 1956 there waes only one factory producing soda ash,
Production data for this plant cover the period up to 1954 when production
was in excess of rated cepacity. It is believed that this production could
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Table 26. (Continued)

not have been exceeded by the end of 1956.- Percentage of target achieved
was calculated from the 1954 production figure.

The fertilizer factory is under construction, The International Cooperation
Administration, a major contributor to the. cost of construction, advises
that the plant will come on stream late in 1957, As its capacity is only
50,000 tons per year and the six year plan gives a.target of 80,000 tons
per year the best possible percentage would be 63 percent, .

The industry also manufactures sole léather. Sole leather achieved 78 percent
of its target.

Based on 1954 production. It is probable that production had not increased
appreciably by 1956, This may be deduced from data on silica sand mined.
Silica sand is an essential raw material for the manufacture. of glass.

In 1956 the amount mined was the same as the amount produced in 1954.

In 1955 the amount mined was less than the 1954 production. - The plan .calls
for the production of 10 million square feet of sheet glass. This has

not been included in the. calculations of percentage of target-fulfilled.

By placing steel ingots and ste€l re-rolling among non-P,I.D.C. industries

a justifiable distinction is made between these industries and the production
of iron and steel from ore, The P,.I.D.C, appears to be primarily interested
in the latter. -

A mining lease for antimony has been granted and the leasee is required to
set up a refining plant, This had not actuzlly occurred by the end of 1956,
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targetEZ/ and recent production data {see Tebles 26 and 27) only a third -~
five of the fifteen -- attained 70 percent or more of target. P.I.D.C. industries
did better; -four of these ten industries fulfilled the target. Only one of the
five non-P.I.D.C, industries fulfilled over 70 percent of target. These results
are somewhat similar to those found in India and tend to confirm the observation
that those industries which are given highest priority and most attention from
the government are more likely to be successful.

As may be noted-from Table 27, a number of industries could not be
included in the distributioh because of the dearth of production. or target data,
The following general information about some of those industries and about some
industries where apparently less than 70 percent of the targets were met should
be considered riow,

{1} According to the Planning Board the number of woolen spindles

currently (1955) operating, plus those under installation, are considered to
be sufficient to produce the amount of woolen cloth and yarn regquired by
Pakistan and it therefore recommended that no more spindles be installed. If
this recommendation was adopted, and it is likely to have been, its effect
would be a reduction of the target given in the six &ear plan,'and a

conslderable increase in target achieved,

{2) It is true that the ammonium sﬁlphate plant was to have been
completed early in 1955, and until it is completed, the percentage of target
achieved must be zero. However, it is under construction and it is likely
to be in production late in 1957. It is not unreasonable to assume that it

will be producing at or near its rated capacity shortly thereafter.

67/ There is no target for antimony, coal tar derivatives and power
alcohol. They have, nevertheless, been included. Had any one of them actually
begun production it would have been necessary to consider whether such production
was sufficient to place the industry among those achieving 70 percent of target
as in the case of ammonium sulphate, tires and tubes, and steel,



~ 126 -

Table 27. ~Distribution of Industries by Percentage of Target Achieved, Pakistan

Percentage of

Target . P,I.D.C. Non~-P,I.D.C,

Achieved Industries Industries Total
0 - 29 4 4 8

N - 7

30 - 69 2 G 2
70 - 100 1 1 . 2
100 + 3 0 3
Total 10 5 15

Number achieving )
70 percent or over 4 1 5

Percent of Total
Achieving 70 percent
or over 40 20 33

Source: Table 286,
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(3) There was no production of cycle tires and tubes in Pakistan

prior to 1948. By 1954 about 2 million tires and tubes were being made.

{(4) Steel ingots production has increased considerably since 1948,

but current production is still about half of installed capacity. The same
condition obtains iﬁ the re-rolling branch of the industry.

From the foregoing it may be permissable to consider the ammonium
sulphate. industry as among P.I.D.C., industries which fulfilled 70 percent or
more of target. The woolen cloth industry may also be considered among the
better P.I.D,C, performers if one allows a target reduction as proposed by the
Planning Board,

:Among non~-P.I.D.C. industries cycle tires and tubes may be put in the
70 percent or better category but the steel ingot and steel re-~rolling industries,
while making considerable increases in production do mot appear to have come -
up to expectation and may therefore be considered as being under the 70 percent
dividing line. |

The above information is reflected in a revised distribution:

Percentage of

Target P,I1.D.C, Non-P, I.D,C.

Achieved Industries Industries' Total

0 - 69 4 6 10

70 + _ 6 2 8
Total ° T} h 5 s

Percentage of
Total Achieving
70 percent and
over 60 25 44
The reasoning used to arrive at the above distribution is such as to
present most favorably the progress of industrial production in Pakistan. It

may be observed that:

(1} Less than half the industries listed in the six year plan achieved



- 128 -~
70 percent of the target specified.
(2) P.I.D.C., industries did much better than non-~P.I1.D.C, industries,

This tends to support the thesis that those industries in which *°
governments have the most .interest achieve ‘the best results. -

This résult is not wholly unexpected: industries for which P,I,D.C.
are responsible appear to have very important advantages over those without
P.I.D.C. attention. An important feature of P.I.D.C. interest is its influende
with government bureaus in such matters as foreign exchange allocation and import
licenses, among others, 1In a gituation such as exists in Pakistan this kind of
influence is often crucial to the development of an industry. It is not
unusual for private capital to require P.I.D.C. sponsorship before investing in
such industries -as heavy chemicals, paper and fertilizers. The P.I.D.C, has
also been able.- to assist private entrepreneurs, who,for reasons common in
underdevéloped countries such as poor managerial skills or inadequate market
analysis, have been unable to operate a factory successfully. This is possible.
because of P, I,D.C,'s position as a government corporation and its diverse
industrial interests. - For example, the capacity of two sulphuric acid plants,
ofie in East and the other in West Pakistan, were_fquﬁd to .be in excess of the
market for the acid. The plant in East Pakistan was incorporated into a
P,1.D.C, paper factory and the other was integrated into a superphosphate
plant being erected by P, I.D.C.

Growth Co-efficients: P,1.D.C., and Non~P.I.D,C, Industries

68/

Time series data were available for nineteen industries included -

in the six year plan and the two year priority program. Growth co-efficients
calculated from these data (Tables 28 and 29) show that the median growth

was 0.13+, about the same as in India.

68/ Three of the nineteen did not start at all.



Table 28. -Progress of Planned Industrial Growth, Pakistan
(Growth co~-efficient: P.I.D.C., and non-P,.I.D.C, industries)

P.I.D.C. Industries

Jute goods
Cotton cloth
Sulphuric acid
Sugar refining

Pharmaceuticals

Woolen and worsted yamrn

Cement
Cotton ginning
Jute baling

Soda ash

Non~P.I.D.C. Industries

Leather tanning
Tires and-tubes
Steel re-rolling
Petroleum refining
Steel ingots
Glassware
Antimony refining
Power alcohol

Coal rtar derivatives

0.00

0.00

0.00

Source: See Table 26

- 62T -
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Table 29, ~Distribution of Industries by Growth Co-efficient, Pakistan
(P.1,D,C. and Non-P.I.D.C.)

Growth

Co-efficient P.1.D.C, Non-P.I.D.C, Total
Under .05 1 - 3 4
.05 to .12 4 0 5
0.13 and over 5 ' 6 11
Total }0 9 19
Percent 0.13 and over - 50 66 ' 57

" Source: Table 28
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It may be observed that five of the ten industries in the P.I.D.C,
category grew at thg median-rate or faster, and tha; six of the nine industries
without P,I.D,C., attention achieved this rate of growth.

Although a larger proporiion of the non-P,I.D.C, industries grew at a
faster rate we cannot conclude that this group as a whole really did better
than the P,I.D.C. industries. This is because of the extreme variability
within the-nonﬂp.loD.C. group; although many of them grew rapidly,‘three
out of the nine were complete failures having zero rates of growth, On the
other hand, among the P,I,D.C. industries, none were complete failures. Hence,
we can only conclude that the available data do not seem to demonstrate clearly

that either group grew faster than the other.

Electric Power

There is no gquestion zbout the high priority assigned to the electric
power indugtry in Pakistan., Since 1949 Pakistan has had an acute and continuing
shortage of power as the development of industries and the growth of cities
has outstripped the growth of power. As in the case of India the government
of ?akistan regulates closely the development of power, Indeed, hydroelectric
plants are all government owned, and the government has a financial inte;est
in some of the larger thermal siztions. Iﬁ 1947 capital invested in privately
owned power stations amounted to Rs. 33 million, about the same as was invested
in government owned plants. By 1955 the government’s investmept had increased
to Rs. 170 million while private funds invested, in the power industry had
increased to only Rs.-46 mtllion.

The power development program outlined in the s;x year plan called-
for an additional 247,300 kw to be installed by 1957.22/ This was largely a

hydroelectric program which overlooked the immediate needs of the larger

69/ Public utilities only.
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‘. cities. THe two year priority program sought to correct this situation by~

providing for ‘the installation of én additional 140,000 kw "of thermal power
in ?he'cities. Thus, the total program amounted -to 387,300 kw, ’

‘ ‘1) -Capacity. In 1951 the aggregate inséalled capacity of public
utility powér plants was 116,400 kw. By mid 1957 this figure was to have
amountéd to 458,800 kw (387,300 plus 71,500, the latter figure being the °
1948 .capacity). An increase of this magnitude represents a very-ambitious
grogram.‘ As, unfortunately, our data on installed capacity.extend only to
1965 we shall-ha;e to use current (1956) production data (kwh) to esﬁimate
1nsta11ed capacity in order to calculate the percentage of target achieved. ZQ/
This is accomplished by determining thg,pércentage production increased‘in\
1956 as compared with 1955 and applying this percentage to the 1955 capacity.Zl/
By this method of ‘calculation, ‘40 percent of the target was achieved,.

Forty percent. is not too impressive a .figure. But conclusions zbout
the success of the power 'installation program should consider the growth
coefficient: from 1948 until 1955 power capacity grew at a ra&e of 14 percent
per year. - This is indeed a very high rate of growth. ‘

- 2) Production.. Increases in electric power production have been
striking. The rate of increase, i.e., the growth coefficient, amOUn%s t?
no less than 22 -percent per yéar. This may be the most rapid increase in
power production achieve& by any country during the period 1948 -~ 1955, India
and the United States recorded growths of under -i0 percent and Puerto Rico:

achieved the high rate of 12 percent, Pakistan's rzte of growth .of power .

production also exceeds the median. growth of planned and unplanned“industries-

70/ "Based on 1955 data 24 percent of the target was completed.

7)Y/ Estimated 1956 .production (based on data extending to June 1956)
was 757.3 | million kwh; 1935 production was 607 2 million kwh; percentage
increase, 1956 over 1955 was 24.7 percent, " 1955 capa01ty was 200,3 thousand
kw; applying the production rate of increase (24.7 percent) to this figure
gives an estimated 1956 capabity of 249, 8 thousand kwh.
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(sce section entitled The Unplénned.Sector).

Despite this outstanding-rate of increase Pakistan gontiﬁue; to suffer
from a lack of powér; ‘However, with the discovery of natural gas, the position
may have chanped as the dearth of suitable solid fuel heed no longer ;estrain
the plannérs irém-proposing thermal power near'the;sités_of induétrial plants.,

- Unfortunateiy, it is outside the-scope of. our investigation tg consider the
effegts‘o; the .discovery of an important natural resource, but certainly these

are bound to be far-reaching.

Labor ‘Intensive Manufacturing Industries

As in India and Puerto Rico, a major objective of planning is to
increase employment opportunities. Although information is sparse, it 1s
clear that unemployment and underemployment in-rural areas are very high:
rural unemployment may'be as high as in India. To remedy the situation the
six year plan allecated about 32 percent of the total planned expenditure to
agricultural'develoéments including i;rigation; land gettlement and anti-
water-logging measures, Two major drrigation’projects aim at watering some
3.1 million acres,

The . effect-of these measures on underemployment and unemployment is
difficult to assess. Reliable information is also not available about
increases. in employment that have been taking place during the period under
study as 2 result of the industrialization program. However, study of the
factories actually kuilt gives thg impression that both govérnment and
private industries are primarily concerned with efficient production. i
Factories are eguipped with the most modern machirery Qith everything
that this implies azbout labor utilization. Nevertheless, the two largest
industries developed in Pakistan, jute goods.and cotton textiles, are

relatively labor 'intensive. The.cotton textile industry has provided

considerable secondary employment by making yarn available to hand weavers.
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New Manufacturing Industries

Pakistan is still very much of an agricultural country, although
a considerable growth in manufacturing has occurred. This would hardly have
been possible without the establishment of a relatively large number of new
industries. In this section we shall attempt to determine whether these
industries were more or less successful than existing industries, Because
of a dearth of data our test of success is limited to production }esults in
terms of planned targets. As we noted previously other @ests, for example ~-
cost of’prodqction, are at least as important as is the m;eting of a target.
Such other tests, however, are outside the scope of this investigation.

Table 30 brings together our information on new industries and comﬁares
the results achieved by them with those of established industries. It should
be noted that the table includes only those industries which had been assigned
specific targets with the exception of tires and tubes, antimony refining,
coal tar derivatives and power alcohol which had no specific targets. As was
noted previously, preduction of tires and tubes was cons;dered in excess of
70 percent of target. There is justification for this assumﬁfion as fhe
production of tires and tubes had a very rapid rate of growth -- 31 pe;cent
per;year. Only jute goods h;d a faster rate of growth. Antimony refining,
coal tar derivatives aﬁd power alcohol apparently were not brought into
production-at all and they are not likely to be producing soon. Therefore,
no matter what target might have been set, no pércentage of target could
have been achieved because of the absence ,0of production.

But. quite a large group of industries had to be omitted from Table 30.
These are the new industries in the unplanned sector, including cigarettes,
plastics, starch, grinding wheels, plywood, razor blades, home radio receivers

and hydrochloric acid, among others. .The omission of this group, despite the

number of industries involved, probably affects our conclusions to a lesser
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Table 30, -Percentage of Target Achieved by New Industries, Pakistan

Industry Percentage of Target Achieved
Jute goods’ 110
a/
Woolen spindles 54 (70)
Paper 77
b/
Tires and tubes ) — (70)—
Sulphuric acid 30
Caustic soda ' 17
d/
Glass 15—
e/
Ammonium sulphate 0 (70)~
Antimony refining 0
.Coal tar derivatives 0
Power alcohol o)

Source: Table 26.

&/ As was noted elsewhere woolen spindles may be considered to have attained
70 percent of target.

b/ Although no target was specified in the plan, the growth of production
has been very rapid, '

¢/ At partition there were two small factories producing sulphuric acid
by the "chamber process'. Their capacity was about 330 tons per year.
The new plants use the "contact process” and are considerably larger.

d/ In 1947 the capacity of the glass factories amounted to about 400 tons
per year. At present capacity is in the neighborhood of 25,000 tons
per year. ;

e/ As was noted elsewhere ammonium sulphate may be considered to have

attained 70 percent of target.
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degree than mighé be expected because 2ll of these industries, with the
exception ;f cigarettes, are quite small, at .least in terms of capital
investedazg/ Nevertheless, the number of new industries which havé been
built is 1mpre551vely 1arge and would surely support the belief th;t new:
industries, .producing quite diverse products can be successfully introduced,—

But 1s this contention supported by the data in Table 30? The answer
would appear to be affirmative if, as was done earlier, woolen spindles, tires
and: tubes, and ammonium'gqlphate are considered Fo have accomplishéd 76'bercent
or more of target.Zi/ Thué, five of the eleven, or 45 percent, of the new
industries listed achieved 70 percent or more of targei. This- is virtually
the same result és was achieved by all planned industries. (See the revised
distributionlof page‘127). While this may not be a high degree of succéss,brt
does tend to confirm the tentative conclusion based on Indian qﬁﬁéﬁiences, '
mamely that new industries can be brought. into production with about the
same probability of success és results from the expansion of established
industries. Whether more effort is required to make a success of a new industry
as‘compared to the enlargement of an already existing one, we_cannot'tell‘from

I

our analysis.

Fl

The Unplanned Sector

Introduction

The Government of Pakistan has steadfastly maintained in public

statements its belief in the free enterprise system. However, it has also

72/ The cigarette industry ranks 14 in terms of capital invested. The
remaining industries are below the 20 rank in terms of capital invested.

73/ This. is not to dispute the statements made by the government -about
how shy Pakistan capital was and probably still is. The government refers mainly
to heavy industry where the required investments are sizeable and returns are’
sometimes delayed.

74/ See section on Percentage of Target Fulfilled,

-
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made known its readiness to- participate actively in any industry when the
security or economic well being of the state so requires. Im actuality the
Government has taken a leading rele in the industrialization of the country,
justifying its action on the grounds that private capital was unwilling or
unable to develop these industries. In particular, the heavy, capital intensive
industries, such as paper, fertilizers and otﬁers required government participation
(so.it was claimed). Many, indeed most, of these industries were included in
the six and two year plans., Those for which data were available ﬂave‘been
analyzed in previous sections.

Despite the heavy investment in and the importance of the industries
included in the plan, they constitute only a part of the industrial development
of Pakistan during the past six years. A far larger number of industries are
operating ~- all under private control. In this section we shall try to answer
the guestion -- what development, what growth took place among this group of
industries?

As was'explained in our analysis of India, of the two criteria used
in this study the only one that applies to unplanned indus&ries is the growth
co-efficient, Table 31 lists the industries to be analyzed under the three .
categories. The third category is made up of unplanned industries and P.I1,D.C,
and non-P.I1,D.C, industries comprise the first and second categories,

For the purposes of our investigation it is unfortunate that time
series data are évailab}a for only sixteen industries in the unplanned sector.
There are a much larger number of industries in operation; the 1953 census of
manufactures listed at least forty industries exclusive of those specifically

75/

included in the planning program.~— Since only a small proportion of the

unplanned industries can be studied the question arises as to how representative

75/ See also Appendix E: Industries for which Time Series Data are
not Available,
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Table 31. ~Pisapod Industrics Compared with Unplanned Industries, Pakistan
g
{Industries ranked by growth coefficients under three categories)

Category I (P.I.D.C.)

Category II (non-P.I.D.C.)

Category IIXI (Unplanned)

Industry b/My Industry b/ My Industry b/My

1. Jute goods 0.42 1. Leather tanning 0.31 1. Paints and varnishes 0.49

2. Cotton cloth 0.29 2. Tires and tubes 0.31 2. Silk and rayon fabric 0.32

3. Sulphuric acid - 0.25 3. Steel re-rolling 0.28 3. Matches 0.36

4. Sugzar nefiﬁing 0.14 4. ‘Petroleum refining 0.20 4. Radio assembly 0.32

5. Pharmaceuticals 0.13 5. Steel ingo?s 0.17 3. Incandescent lamps 0.28

6. Yoolen & worsted yarn 0.12 6. Glassware d.14 6. Hydrogenated vegetable oil 0.24

7. Cement 0.10 7. Power alcohol 0.00 7. Cigars 0.24

8. Cotton ginning 0.08 * 8. Coal tar derivatives 0.00 8. Fruit & vegetable processing 0:18

9. Jute baling ¢.07 9. Antimony refining 0.00 9. Beer 0.17

10. Soda ash 0.04 10, Cigarettes 0.16
11. Foreign type liquor 0.15

12. Rectified spirits 0.11

13. Medicated wines 0.11

14. Sea salt 0.06

) 15. Resin and turpentine 0.04

16. Tea manufacturing 0.02

Source: Table 28 and Pakistan, Ministry of Economic Affairs, Central Statisticsl Office, Statistical Bulletin,

Vol. 5, No. 1, Karachi, January 1957.

- BET -
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these sixteen may be of all unplanned industrigs in the country. Unfortunately
we cannot answer this question since, among other things, we do not know why
gata are presented for these sixteen and not for others. (In the case of
India, it will be recalled, production data were avallable for -38 ;ndustries
in the unplanned sector.)
Results

PIanQed-industries achleved a median growth coefficient of 0.13 plus,
as we noted earlier. -6f these planned industries eleven out of nineteen grew
at the rate of 13 percent per year or better. Among the unplanned industries,
on the other hand, eleven out of sixteen, or about two~thirds, grew at the
rate of 13 percent per year or more (Table 31)}.

The observa}ion that more of the unplanned industries grew at this
higher rate perhaps may be accounted for to the extent that the sixteen are
not fully representative of all unplanned industries. Possibly those
unplanned industries for which production data are not available, grew much
less rapidly than did those™ we were able to study. Perhaps the unplanned
industries include & larger proportion of consumers' goods industries than
. do the planned industries, industries in categories I and II. Among planned
industries about six out of nineteen are consumers' goods industries: among
the unplanned industries .fourteen out of sixteen are consumers' goods.

What results are obtained if we analyze the consumers' goods industries
separately? TIn the planned sector five such industries. grew at a rate of
13 percent per year or more, and only one at a lower irate, Among the unplanned
consumers' goods industries, ten grew at a rate of 13 percent or more per
yvear and four at a lower rate. Considering the small number of indusfr;es
avallable for study, we can only conclude that there is little if any
difference between planned and unplanned industries in terms of ratés of

’

growth,
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The rapid érowth of consumers' goods industries in Pakistan, both
planned and unplanned, may be attributed in part to the fact that the source
of many of Ehe products before partition was India, After 1947 the market
remained but the source of supply was blocked. Néw industries as well as
established industries quickly expanded to meet the demand. An imﬁortant
factor in this situation was, and still is, the readiness with which tariff
protection has been granted.

Among the producers' goods industries, thirteen of the fifteen for
which we were ablé te calculate growth coefficients were in categories I
and II, Of these, six grew at a rate of 13.percent or more per year, and
seven at a slower rate, bf the two producers' goods industries in the.
unplanned sector, one grew at a rate well above 13 percent (pain?s and
varnishes) and the other at a very low rate (rosin and turpentine).

In summary then, it would appear that the planned industries grew
about as rapidly as did the unplanned industries iﬁ Pakistan, after taking
into account préducers' and consumers' goods separately. The observa£10n
that more unplanned than planned industries grew more rapidly reflects ihe
greater prevalence of consumers' goods industriés in the unplanned sector.
Consumers' goods indust?ies, on the whole, grew mo;e rapidly than did
producers' goods industries. This observatién applies not only to the
plamned sector bﬁt to the unplanned industries as well,

These results differ from those observed in Indiz where more of
the highér Priority industries clearly grew at z more rapid rate than
did the unplanned industries. In the case of India, as we noted previously;
this held true for both the producers' and consumers' goods industries

separately,
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Summary of Findings, Pakistan

Introduction

In this investigation of'industrial development plans Pakistan
represents an intermediate situation: India is an almost fully-planned
-economy and Puerto Rico a country where planning is least detailed'or
comprehensive.

Pakistan has gone through several quite distinct planning phases
from government interest in a li@ited number of projects to the adoption of
a formal national development plan in 1955, This study takes as its bgsic
source the Six Year Development Program which was drawn in 1951 in accordance
with a degision of the Colombo Plan Organization, It is true that this plan
has bheen superseded by the new five year plan, but study of the rgsults
obtained under the six yeﬁr plan is desirable in that it represents the
intermediate position, mentioned in the preceding paragrzph. Moreover,
projects and developments initlated under the six year plan continue to be
implemented. In addition to the project and target data contained in the
six year plan our study uses s?milar information from the Two Yesr Priority
Program, This program consisted of a 1list of projects chosen for special
developmental e#fort in 1951 when the capitai goods supply situation was
difficult,

Mechanisms for Carrying Out Plans

As in many underdeveloped countries the Government of Pakistan
adopted measures designed to promote the industrialization program,
Protective tariffs are in force, new firms are partially tax exempt,
foreign firms may remit profits and repatriate capital and effortg are
made to teach workers new techniques. Perhaps the.most important device to
develop Pakistan's industries is the government owned Pakistan Industrial

Development Corporation which is empowered to participate, either alone

.
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or in association with ﬁrivate capital, i1 the establishment of.certain
industries, The existence of many of Pakistan's most important industries
may be directly attributable to the work of the P,I1.D.C.

Some measures adopted by the government may have had a negative
effect on industrial growth. 1Import, export and exchange regulations are
among the controls adopted by the government. Price controls were also
in force during some part of the six year plan period. In a quite direct
way, the government is empowered to exercise control over the size and
location of industries and it may inter alia impose standards in respect

to the.quality of the final .procduct and raw materials used.

Measures of Success

The same.measures of success were used in studying Pakistan as were
used for India, namely, percent of target achieved and growth coefficient.
However, Pakistan's plans did not deal with priorities in a manner that
would permit projects to be segregated in accordance with degree‘of
urgency of development, A close appro#imation to a classification of
this type was arrived at by considering that P.I1.D.C. sponsorship was
indicative of urgency. The balance of the planned industries were
classified as less important, at least from the government's point of
view. Unplanned industries made up a third classification, the development
of which could be conslidered to be least urgently desired. Thus, for Pakistan,
in place of priorities we consider industries as beilng divided into three
categories: P,.I.D,C, and non-P.I.D.C. are two planned categories, and a
third-;ategory consisting of unplanned industries.

Categories and Degree of Target Achieved

Before summarizing the results obtained for Pakigtan it is
necessary to state that both the quantity and reliability of statistical

data leave much to be desired. In drawing conclusions, the limitations
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of the underlying data must always be borne in mind.
In terms of categories the following results were obtained:

Number of Industries

Percent of Tarpet P.1.D.C, Industries Other Planned Total
Achieved Industries

Under 70% 4 6 10
70% and over ' 6 2 8

Total i ] 10 8 18
Not quite half of the eighteen industries analyzed achieved 70 percent
of the target or better. But 60 percent of the .P.I1.D.C. industries achieved

this result. This tends to confirm earlier findings to the effect that

industries in which the government has taken an active interest are more

likely to reach the targets.

Priorities and Rate of Growth

Half the planned industries in Pakistan achieved a rate of growth
of better than 13 percent. This is equal tc the rate of growth recorded in
India.” Non-P.I.D.C. industries obtained somewhat better results than did
P.I.D.C, industries, However, the non-P.I.D.C. group also contained three
industries which: completely failed to grow whereas all P.I.D.C, industries
recorded some growth. On balance, then, there doesn't appear to be any real
difference in the rates of growth of P.I.DP,C. and other planned industries.

!

Electric Power

There is no doubt gbout the urgency with which the growth of
electric power production is viewed in Pakistan. Pakistan suffered from
and continues to feel the effects of a very serious power shortage which
curtailed industrial production. In the early years of the existence of
Pakistan about half of the electric power capacity'was owned by'the
government, but since then the govermment's share of power facilities has

increased rapidly, most of it being hydro power installations.
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[y

In terms of the target set in the six year plan, ‘the ﬁower'program

. completed only about 40 percent of its goal. 'Howéver, the size. of the

program and Fye rate. at which capacity grew are factors to be considered.
The growth«oélpower(cépapity was at thé very high rate of 14 perﬁght per
year,

)In‘terﬁs of production, the growth coefficient amoun;s to no‘iess:
than 22 percené per year, perhaps the most rapid increase in power production
achie;ed.by any country during the 1948-55 period. Indiaand . the United
~States recorded. growths of under 10 percent and Puerto Rico achieved the.
high rate of 12‘perqeqt. Despite this‘outgtanding rate of increase,

Pakistaq coptinues to suffer from a lack of power, - PN

- - -

New Industries

-In terms of targets, new industries in Pakistan do not appear to

have fared less well than established industries. Thig conclusion is

supported not only by a-cpmpérison of the percéﬁtage,of:target achieved: by
new industries and by established industries within .the planned. group, but
also by the fact that many new Industries h;ve been set up .in the unplanned’
sector. With-regard to targets, five of the eleven new industries }or

which data are a;ailable fulfilled 45 percent of the target, whileﬁ44‘percent,
of all planned'industries‘achieved this result. |

The Unplanned Sector

Many industries -- some: quite impoxrtant, 'some new, others long
established =- are not includéﬁ in the plans. In Pakistan these industries
are far more numerous than those included in official plans, They probabl}
employ more people, although very 11kel§ less capital,in the aggregste,
than the planned industries. 1In- considering what develgpment took place

in the unplanned sector we may use only one of our two criteria -~ the

growth ccoefficient. The results--of a comparihon of planned and hnplanned
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industries, using the growth coefficient, are shown below,

Growth Number of Consumers’ Number of Producers'
Coefficient Goods Industries Goods" Industries
Planned Unplanned Planned Unplanned
‘Sector Sector Sector Sector
13% and over 5 10 6 1
Under 13% 1 _4 7 1
Total 6 14 13 2

Aftér takiﬂg into consideration consumers' and producers' goods
industries separately, it would appear that the industries in the planned
sector had about the same rates of growth ;s those in the unplanned seckor
of Pakistan's economy. In India, on- the other hand, the planned industries
grew at a more‘rapia rate than the unplanned, i

We should also note, in passing, that consumers' goods industries
as a group grew more rapidly than did producers’ gooﬁs induistries. Vhy
this is so, is outside the scope'of our investagation., In India, it will
be recalled, producers' goods industries grew more rapidly. The observed
difference between Pakistan and India may reflect differences in emphasis

placed by the respective planning groups, as well as other factors inherent -

in the manufacturing or marketing processes, or thé political situation,
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APPENDIX A, INDUSTRIES EXCLUDED FROM THE ANALYSIS,INDIA

1. The following industries were excluded from the analysis because
data on production covers products which are not quite the same as are dealt

with in the plan:

1) cable and wire 5) home service meters
2) aluminium conductor 6) automobiles
3) winding wire 7) woolen yarn

4) sheet glass and glass shells

¥Y. The following industries were excluded from the analysis because
the plgn digd not require additional capacity or production:
1) cotton yarn 3) sugar refining
2) jute 4) bangles
IIIi The following industries were.excluded from the analysis because
data reported ;eflects only production from organized factories. Cottage and
small-~scale industries produce substantial quantities of these products and
their operations might be affected by increased facto;y production so that total
production of the product might actually be decreasing or increasing at a much

less rapid rate than would be supposed from data originating solely with fac- ~

Y
L]

tories:
1) soap 5) rice milling
2) glue 6) coffee roasting and grinding
3) stoneware 7) cotton cloth

4) wheat milling 8) matches
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APPENDIX B, FURTHER DETAILS ON THE ACTIVITIES OF THE PUERTO RICO

ECONOMIC DEVELOPMENT ADMINISTRATION

The following information, taken from official publications of the
Commonwealth of Puertc Rico, forms a general outline of the variocus incen-
tives employed by the Puerto Rican governmment to attract private investment
to the Island, The Economic Development Administration (EDA) is the main
agency engaged in this effort, and hence the major part of this Appendix is
devoted to a2 description of its activities. Activities of other Commonwezalth
agencies functioning in this field are also described,

Tax exemptions

The major emphasis of the program is on tax exemptions. A firm which

can qualify pays neither United States nor Puerto Rican taxes. The essential

4

elements of the program are described in the following excerpts.

From What You Should Know About Taxes in Puerto Rico (1955-56 editionm,

Department of the Treasury, Commonwealth of Puerto Rico, San Juan, pp. 33-36).
Puerto Rico's Industrial Tax Exemption Program

The Commonwealth of Puerto Rico has established a broad program
of incentives for the purpose of stimulating the estsblishment and
growth of manufacturing and other enterprises in the Island. Under
this program the Puerto Rican Government--besides offering direct
technical and financial ald--grants exemption from the major taxes
bearing on business to firms fulfilling certain conditions and to
qualified individuals receiving dividend income from these firms,
or rental payments for leasing their properties to exempt operations.

Exemption is granted as shown on the following table:
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On

For

The corporate and part-
nership net income tax.

The personal and corporate
partnership net income
taxes.

The property tax

Net income from those operations
of a business declared exempt by

the Governor after application to,
and investigation and hearings by,

the Office of Industrial Tax Ex-
emption.

Income from the leasing of prop-
erty to exempt operations.

Dividends or profits received
from exempt operations (only when
paid to residents or nonresidents
of Puerto.Rico who can establish
the fact that they are not re-
qulred to:pay taxes on such divi-
dends or profits in the jurisdic-
tion where they reside).

Property owned by or leased to
exempbt oberations,

10 years

10 years

7 years

5 years if firm's
property is
valued at less
thah $1 million;

6 years 1f hetween
$1 and $3 million;

7 years if bhetween
$3 and $5 million;

8 years if hetween
$5 and $7 million;

9 years 1f hetween
$7 and $10 million;

10 years 1f over
$10 million

In addition, eligible operations are exempt from payment of municipal

license taxes for a ten year period.

Eligible firms:

Any firm is eligible for tax exemption if it:

a) produces or seeks to produce on a commercial scale
in Puerto Rico any manufactured product which was
not produced on such scale on or before January 2

1947; or
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b) with certain qualifications, initiates on a2 com~
mercial scale the production of any product or the
carrying on of any process in Lhe following list:

processed food prodpcts

ceramic products

glass and glass products

footwear

soap

tin cans and tinware

furniture ’

wearing apparel

balls for sports

straw, reed and similar fiber products

bedsprings and mattresses

leather goods and imitation leather goods

bodies for motor vehicles )

tanning and finishing of leather

paints

animal feed

artificial flowers

candles

candy

cigars

cigarettes

perfumes, cosmetics and other toilet

preparations

hosiery

biscuits, crackers and pretzels

edible oils and fats )

fishing tackle

gloves

paper boards and paper pulps

rugs o

food pastes )

agricultural produce cultivated by the
hydroponic process

polishing or other processing of diamonds

products of slaughter or meat packing
operations

‘book printing, if accompanied by binding

c) operates a tourist or commercial hotel

From Industrial Incentives Act of 1954 (a publication of the Economic

Development Administration, Commonwealth of Puerto Rico, pp. 4-5).

¢

1) What does this new program provide in the way of specific
incentives?

a) Tax exemption (1) of profits'derived from certain
industrial and hotel operations; (2) of the income derived
from the use .of real property, improvements thereon and
machinery and eguipment owned by or leased or otherwise made
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available to, exempted businesses; and (3) of the dividends
therefrom received. (Sections 1 (a), 2 (a), 2 (b), 2 (£),

and 3 of Act No, 6 -approved December 15, 1953, the text of

which is hereinafter set forth, cited hereafter as the 1954 Act.)

b) Exemption from taxes on real and personal property.
(Section 1(b) and 2(b) of the 1954 Act.)

c) Exemption from municipal license taxes (Sectibn 1 (c)
of the' 1954 Act).

2) For how long are such exemptions granted?

_A substantial and effective chahge or departure is made as
compared to the incentive situation under the 1948 Act. Income tax
and municipal license tax exemptions (par. 1(a) and 1(c) above),
are effective, with respect to each exempted business, for a prriod
of ten years (except in the case of dividends where the period of
exemption is seven years--Section 3 of the Act), which commences on
the date when the business starts its tax exempt operation. 1In the
case of real property, machinery and equipment, the period varies
from five to ten years, depending on the amount of investment, and
such period starts on the lst of January preceding the commencement
of operations as regards property then owned by thc exempted business
and: on January 1 next following the start of operations as regards
property acquired after such start of operations (Section 1(b) of the
Act).

3) Who is eligible for these tax incentives?

Individuals, partnerships and corporations who or which:

a), Start the production in Puerto Rico of a manufactured
product (the definition of manufactured product is crucial; it
is given in Section 2(g) of the 1934 Act) not being produced
there on January 2, 1947 (Section 2(d) of the 1954 Act).

b) Start an additional unit to produce a substantial
amount (Section 2(d) 2 of the 1954 Act), of any one of the
articles "designated” in the list contained in Section 2(e)
of the 1954 Act.

c) Operate any old units which produce any one of the
articles so 'designated,” but only after the sdditional unit
referred to in the preceding paragraph (b) has begun to pro-
duce the same article on a commercial scale (Section a(d) 3 of
the 1954 Act),. )

d) Operate commercial or tourist hotels in accordance
with prescribed standards of sanitation and efficiency, Com-
mercial hotels are only entitled to exemption of fifty percent
of the tax rates (Sections 2(f) and 1{(d) of the 1954 Act).

A b -

4) How may profits be withdrawn from an exempted business?
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The 1954 Act, like the 1948 Act, permits the withdrawal of the
earnings of an exempted operation in various ways:

a)} The fullest benefits of the Act are availlable to
bonafide residents of Puerto Rico, particularly an individual
who either owns the business directly or through a corpora-
tion whose stock 1s prinecipally held by him., The Act provides
that dividends paid out of the earnings of an exempted opera-
tion during its first seven years of operation may be distri-
buted free of taxes to resident. individuzls and corporations.
But such distributions must be made within the period of fif{een
years counted from the commencement of operations of the exempted
business. This means that the earnings of such seven year period
may be retained and used in the operation of the exempted'business
for a maximum period of eight years after such seven years. How-
ever, stockholders need not wait for such tax exempt dividend
distributions. They may sell the stock at a price higher than the
original price to them and the gain derived in such sales is tax
free if made prior to the expiration of the tax exemption period
of the exempted business (paragraphs (a) and (c) of Section 3 of
the Act).

b) Another means of withdrawing tax free profits is through
the liquidation of an exempted business through the procedure
better known as a tax free merger., This procedure provided by
Section 4 of the Act is closely similar to the one provided by
Section 331 of the Federal Internal Revenue Code of 1954,

¢) For further details on this subject, reference is made
to Rudick and Allan s article "Tax Aspects of Operations under
the Puerto Rican Tax Exemption Program,"” published in the Tax
Law Reveiw of New York University School of Law in May 1952,
pages 425-430, These comments are still in point under the 1954
Act,

An example of how these tax exemptions may actually benefit a firm

is provided in the Industrial Newsletter of EDA, (October 1956, p. 2)

Firms Domiciled Firms Domiciled
in Continental U. S. in Puerto Rico
Net Profit After Net Profit
U. 8. Corporate, in Puerto Rico
Income Tax is: Would be:
$ 29,500 $ 50,000
53,500 100,000
245,500 500,000
485,500 1,000,000

Flexible depreciation

Those firms which for one reason or another cannot obtain tax ekemp-
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tions are allowed the privilege of depreciating real property and capital

equipment,

provieion is described in a mimeographed statément released by the EDA in 1958,

entitled,

for income tax purposes, at any rate the enterprise desires. This-

N

"The Privilege of Flexible Depreciation Under the Income Tax Law of

Puerto Rico."

What articles may be depreciated flexibly? The privilege of flexible

depreciation is extended, according to Act No. 105, to all real prop-
erty '‘acquired.or first used in an .eligible business (agricultufe, con-
struction, or manufacturing) subsequent to December 31, 1954, and to
other depreciable equipment used in an eligible business. -

Advantages to the firm. The pr1nc1pal ‘advantages of flexible depre-

ciation are as follows:

1.

3!

Capital requirements are lowered..' By accelerating depre-
ciation,-a firm can in effect borrow"” capital from the
government in its earlier, expanding years and repay that
capital when it has reached a more mature position and
accumulated resources through profits. If expansion of

plant and/or equipment continues, "repayment" can. be further
postponed, As depre01atlon allowances on old plant and equip-
ment are exhausted in an expandlng firm there are always new
allowances, on new plant and equipment, to take their place.

A3

Long~run tax liability is lowered. Although the long- run
depreciation deduction for any one item is the same on either
a flexible--or a stralght-llne depreciation basis--a long-run
tax saving is nevertheless poss1ble by using depreciation as

an adjustment fo annual_proflts. Even if tax rates do not
change, a firm may take higher depreciation in good yedrs and
lower depreciation in lean years and in this way remain in the
long run in the lowest possible surtax brackets. The effect is
similar to that of a liberal loss carry-forward and carry~back
privilege, without the attendant administrative complications.

An incentivé is provided for replacement of obsoleie equipment,

If efficiency and profits can be increased by the replacement

of old equlpment by new, there is no longer any disincentive in
terms of long “pay-out" per1ods. The pay-out period of new eguip-
ment can be speeded up by application of higher depreciation allow~

-ances, Moreover, accelerated depreciation facilitates a continued

eguipment replacément policy by both reducing the need for fresh
funds and at the same time making such funds easier to raise.
Equity capital will be attracted by the possibility of the faster
"pay—out" and by that of higher profits and/or increase in capital
worth. Loan capital will be attracted by knowledge that taxation
need not intertere with the repayment of a.loan from operating
profits.

Relation to capital gains taxes. Upon sale of flexibly depreciated

Property, the additional gain or loss resulting from application
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of flexible, rather than straight-line, depreciation is treated as ordi-
nary income. However, capital losses includible in gross income may be
netted out against such "extra" gains. Moreover, any residual gain is -
taxed at no higher a rate than that at which 1t would he taxable if av=-
eraged out over three years (ending with the taxable year in question) or
over the life of the property, whichever is smaller. The purpose is to
prevent the shifting of business income, for tax purposes, from a current-~
income to a capital gains basis by means of the flexible depreciation de-
vice, yet at the same time to prevent any undue disadvantage to the firm
which disposes of rapidly-depreciated property.

Relation to Industrial Tax Exemption. A tax exempt firm does' not have the
privilege of flexible depreciation, -since depreciation at less-than-normal
rates during the tax-exempt period could be used, in effect, to extend the
period of tax exemption beyond, the allotted ten years. After the tax-
exempt period, however, such a firm has the same privileges as any other
firm with respect to newly-acquired or newly-employed property. Also, a
new firm using the old property may have flexible depreciation thereon.

A variety of attractive possibilities thus exist for the reinvestiment in
Puerto Rico of accumulated tax-exempt profits.

Value to the Puerto Rican Economy. Flexible depreciation provides a pow-
erful incentive to the continued expansion of successful firms. So long
as a firm keeps expanding, it always has an underpreciated assets position
against which to charge depreciation as profits warrant. In effect, the
Government says, ''We will forego collecting part of the taxes that would

* normally be due, if you reinvest the saving in new plant or equipment,”
For z2n enterprise with limited, expansion possibilities, flexible deprecia-

tion provides the dual incentive of shorter pay-out periods and higher long-
run profits. Coupled with Puerto Rico's lower business tax rates and possi-
bly supplemented by further tax reforms, flexible depreclation thus provides

2 long-run incentive for establishment jin Puerto Rico.which may eventually
replace tax exemption and which even now is much broader in its applica-
tion. Contrasted with the situation in Puerto Rico, only a very limited
amount of flexibility'in depreciation is currently available to mainland
firms under the Federal Internal Revenue Law.

Other Aids

Factory buildings. The Puerto Rico Industrial Development Company builds
for manufacturers single story factories with ;ents between 40¢ and 80¢ per
square foot per ycar. The location of the building as well as its type deter-
mines itls rental. Buildings in the interior of the Island, and other loca-
tions less attractive to potential investors, are offered at lower rentals in
order to disperse manufacturing throughout the Island. A number of multi-

1

purpose structures are scattered throughout the Island, ready for immediate

occupancy.,
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Bank loans, The Government Development Bank for Puerto Rico, established
in 1942, has a two-fold purpose (described in an advertisement in the New York

Times, July 25, 1954, Section 10),

First, it is Fiscal Agent for the Commonwealth itself, its
Authorities and some seventy-five municipalities. Secondly, it
13 expected to provide leadership in the expansion and develop-
ment of the financial aspects of the economy.

Among its operations in the latter respect, the Bank is a
source of term loans to private industry, supplying funds to manu-
facturing companies for periods up to ten years, In this way it
complements and assists the normal lending activities of local

. commercial banks,

In its dual role, the Government Development Bank necessarily
must keep close check on significant statistics relating to the
economy of Puerto Rico, In the first instance, the Bank as fiscal
agent desires to bring such information to the attention of buyers
of Puerto Rican bonds on' the mainland. 1In its second capacity, the
Bank must -keep its finger on the pulse of the financial, industrial
and business life of the Island so that it can be most helpful in
making effective contributions to Puerto Rico's expanding industry.
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: AFPENDIX C,

LIST OF INDUSTRIES SUBJECT TO

CENTRAL PLANNING, PAKISTAN

Arms and munitions of war

Cement

Coal

Electrical equipment--fans, lampg,
motors, generators, transmitters

and switchgears

Generation of electric power--
hydre and thermal

Glass and ceramics

Heavy chemicals industry--
sulphuric acid, caustic soda,
sode ash, fertilizers

Heavy engineering industries for
construction of aircraft, ships
locomotives, wagons, automobiles,

agricultural machinery

High temperature and high pressure
reaction and carbonizetion plants

Iron and steel )
Machine tools

Manufacture of telephones,
telegraphs and wireless apparatus

13, Marine fisheries

14. Mineral industries

15. Non-ferrous metals and
alloys industry

16, Paper and pulp

17, Petroleum and mineral oils

lé. Power and industrial alcohol

19. Pharmaceuticals and drugs

20, Preserved and prepared foods

21. Rubber manufacture

22, Scientific instruments, gauges
and precision tools

23. Sugaer

24, 8Salt

25, Tanning and leather

26, Textiles--cotton, woolen,
jute, silk and rayon

27 Tobacco
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APPENDIX D, REVISED TARGETS, PAKISTAN

1. Cotton cloth. The target for cotton cloth includes cotton yarn (termed

surplus yarn in Pakistan statistics) manufactured for sale to hand-weavers. The

target given in the six year plan is 680,000 bales of yarn and cloth., Production

data are glven separately in terms of yards of cloth and pounds of yarn. The
units used in our calculations were yards of cloth and yarn combined, This was
possible as a bale of cloth equals 1,550 yards and a bale of yarn weighs 400
pounds and yields 1,600 yards of cloth as four yards of cloth (on the average)
are obtainable froﬁ one pound of yafn. In other words a bale of yarn and a
bale of cloth ;re equivalent,

‘The target from the six year plan is 680,000 bales of cloéh and yarn,
680,000 x 1,550 = 1,054 miilion yards which is roughly 680,000 x 400 x 4.

Producfion in 1956 = 481.1 million yards of cloth and 166,7 million
pounds of yarn. ‘481.1 $ 166.78 xa4 = 1,148.2 million yaf&s of cloth,

2., Caustic soda, The target for caustic soda as given in the six year plan

is 20,000 tons per year., According to government reports 5 2,700 ton per. year
plant waé installed integrally with a paper factory. As the paper plant is
operating'near capaclty it is assumed that the caustic soda plant is liﬁewise
fully productive., This situation is reflected in a reduction ;f éhe target from
20,000 to 17,300 tons per year,

3. Sulphuric acid. The target for sulphuric acid as given in theé six year

plan is 15,330 tons per year, As in the case of caustic soda, a-3,000 ton per
year plant was incorporateé in a paper factory. A 6,000 ton per year plant was
also incorpgrated in a super phosphate factory. However, the capecity of the
superphosphate factory i1s such és to enable it to utilize- only one half the
caéaCity of the sulphuric acid plant. The sulphuric acid target is therefore

reduced by 6,000 tons per year and becomes 9,330 tons per year.
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APPENDIX ‘E, INDUSTRIES FOR WHICH TIME SERIES DATA

ARE NOT AVAILABLE, PAKISTAN

1. Biscuit baking 15 tons per 8 .hr. day

2, Aerated waters. n.a,

3. Refractories 3.6 mi}lion bricks per year:
4, Hydrochloric acid ‘600 tons per year

5. Machine tools 550 lathes, 515 bandséws,

315 drilling machines,etc,

6. Pumps Rs. 300,000 per year

7. Diesel engines (excl. marine enginés) n,a.

8. Bic&cles 350 per month &/

9, Sewing machines‘ 1,000 per ménth b/
10, Hurricane lanterns 209,000 lanterns </
11, Metal containers n.a.

12, Razor blades . 30 million per year
13. Oxygep n,a,

14, Acetylene - n.a.

15. Plywood (tea chests) n.a.

15. Cement products n.a.

17. Grinding wheels 100 tons per‘year
18, Starch 8,000 tons. per year
19, Printing n.a,
20, Dry batteries 7 million cells per year
21. Storage batteries n.a.
22. .Switch gear n.a,
23. Electric fans n.a.

a/ Estimated production; basically an assembly operation.

b/ Production is estimated at about 300 per month.

¢/ Production in 1952,
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