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tw~h 1nlyis ic emhszshy inl Anilfl1oirt7-contrainc~i econonl 

I hS Oo nl ogdvl Strout / !dcn an also Ch nery and li?ewanc3 ricclr 

*,iceey aind i un Adlchjij and" Chery/ 

ile rate o.0f re'alizc'd or aQt"Lua clolyIesLC savilng, would be c Css than the potential 

rate of Savin)g, clue to 0h0 scarcity of comnplementary reso~urces (irnport, ) 

whicJ(_h Call be, pi:6vidced by foftigrii aid oi' foreign savin-ig. Thus, the provision 

of foreign assistancu, can help to mobilie domestic saving, and one measure 

of the success of an ;LS piSaincc pr'' ail may be the level of uarginal Saving 

gcncrated before, andl after the asisalcprogramn has beguni. The correla­

tion bot~ye olnl 1 i n imports and1.i.'ceaacs in domestic saving can be 

taken as f f n and i .Ln 

and the failuve of imports to grow 'raLpiclly cnough to provide com-plements 

to domestic saving may explain th:])-, failure 'of realized or actual domei.:-stic 

Sating to gv'/~ wrapidlly. 

The 'pvobl m, of 'ai sinig (uomet:ic 'naving rates is approac hd in a 

variety of may . Son powV1)Ci:2 1 tiOfr voive' tie rathcr 'simpl)1. pro ­

(losss alaof(1[ profviing ':umpl'.oa)rntary rmsourua w.e~vicli wVill tllowv-g1ysbl 

Sa\inlg. t~o 3icrousc YoJ~13arily, aind whi~ch involve icrceases in snving withollt 

con-mpI toN prescipkon a 

raLt, of savip involve soic sort1 of 3.stibuton of inc ome Ioini alow to 

c,.orrespoiidm" deera e'." . ost 'forin 

g 'Wnh Jmai gAl SZLVilP err (I i .ul0B~ Inc yeasu~d general lt>n tmf to 

ev('niejt cri"!* 3iccai~ vnq~ is much paoy prs~~n 

SU\'olve$amiIn~~prrOr~tidmWntcMO LUUB o 
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Thsparticuilar~ polic y. was use-da i'n Pakis'tan:in5 the L950,:s, (accdo rdinfg tobot 

01ois ithcagictrl 

ag rc at ' 1 [ :i~aii l~v 1)c men o of edomici~l ,n6intdaci in 

rsetr asaighrrtofagil im savingicm,](lw . rth tolok t r 
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andthcrC Vaa'3 R serious discuss3ion of wVhetlher onc could4Ile tie ZO prrcentr 

rate as a parameter in designin~ thc Third Pl1an. In the end, a rate approxi­

ma.ting 0 percent was 4.'used for th Third Plan. Table I gives data on average 

and marginal rates of domestic si , cosodiy imports (c.i. f.and .forign 

saving (called ''foreign resources" in Planning Coinission docupents) for the 

last year before the First Plan and for the last year of each of the three regular 

plani-pcriodS.-) Lin--dditionto Athc-,ave ragess-for~the - entire-Fir st, -Second, --and-._ 7 -

4...Third Plans, and the miarginal rates between each of these periods, all cx­

pressed as a percent of GNP at cuirrent market prices. 

One can sce from the data. n Table I that there was a respectable, 

if unspectacular MRS during the First Plan (13 percent), but that there wvas 

a substant~ial inrcase in tHe marginal rate of saving, (to about 40 percent) 

during the Second Plan, whether one comnputed it from the end of the First 

to the end of the Second Plan, or from the First Plan average to the Second 

Plan average. The high m-arginal rate was, of course, reflected in a rise 

in the average rats from 7. 6 percent in thc First Plan to 11. 4 percent in the 

Second Plan. There was also a sharp increase in the import rate from First 

to Second Plan, and this highecr import rate was financed by both an increased 

flow of foreignii;sistance and an increase il eXPOrt earnings. Pakistan had 

appairently bcen rcleased fron- some of thec import constraint that wvas gcncr­

ally acknowlecdged to be her problein at the end of thejc First Plan periodl, and 

1. 5cc 1] ,/0 I.ahp;'nek /3 ,alld Po%vcr /3,1 for ;uhgoncra].ageeet 

44 9 

4 K4 
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TABLE I : 	 Average and Marginal Rales of Domestic Saving, imports, and
 
Foreign Saving in Pakistan (Percent of GNP a. Current Market
 
Price)
 

First Second 	 Ihird 
Pan1954/55 1959/60 	 1964/65 1969/70 Plan Pan I_n 

6.7 8.8 	 12.6 9.2 7.6 11.4 8.6 

13.1 23.6 3.0 	 19.7 3.8 

7.1 7.5 	 11 .1 7.1 6.9 9.6 7.4 

8.4 18.7 -0.3 	 15.7 3.5 

1.8 3.0 6.2 4.0 3.2 4.9 4.5 

5.3 13.1 -0.04 	 8.8 3.9 

Source: Compuied from Appendix Tables 



the 	SeL'cOildshehadres ne by\1both a'nmore rapid ratc of GNP growth in 


Ihighcr Vic increased flow of
Pl an~d a rate 'of martinal saviing~ Th 

foreign assistance ,0il a iacdincreased, flows of imports had proved 

cornplecicntary to increaLsed domecstic saving;, and domeistic saving had 

:responded positively as thc import constraint had!been cased in the economny. 

1. 	 An alternative way of expressing the complcmcnntary betwveen chianges in 

foreign assitstance and chlangcs in doinestic saving wvould be to compute 

the additional foreign s-aving, or (,S/ 4F. Forthei 1954/5 to 1959/60 
period, each Rupee of assistance generated, resulted in, or was accoin­

panied by' Rs 2. 50 of domeistic ;saving. From- 1959/60 to 1964, the ratio 

was 1. 5011. And, from the First Plan to the Second Plan, additional 

dome'stic .saving generated by additional foreign,C";) saving at a rate of-L 
-gc ............. wvas toL t;}o 


Z. Z4/1. 

Not only wvete thle movementriiis Of domestiu satving, lo~ulcga saving, and lrnpo]rt 

in the directions one wvould expect from the generally accepted view ofth., 

iter-relations, but the movemnents were of substantial magnitude as well. 

The developmennts in the Thiird Plan period wvere of a very different: 

Third l'iii, ws0or paye an im-port­character, but again seem- to be consistent wvith the general view, of.:p~i~, ene~ate;;'res~itdiin :. : 	."!. eali'lupe'o'aS~sta~e ' ... 
constrained econoi-y. Vic mairginal rate of foreign sa-ving was muchi lower 

during t-e TIrvd PlIa im. it Ji;i I h! Ing the Seconl '111dit was 0\,Ver 

from .. e S.cond Plan avera tC d. l av...go as v. TIc ]o....r 

rate of fo-reign s\in,60b)e wt a highler debIt servicingj Cost, 10(1 to a. low 

tom--ar-ginlal rate of c01-ommoity impo)-ts over 1:)c ThirdI Plan, anld froml SOc03nd1 

Tird P)lan1 avraes Teavea rate of savilijg fell1 by about olic -th11ird , and1( 

ihe 1',JW rleOf ' Olvte hrdl',oi. th Seon tothmarginal sa 	 froi 

. ... 01 	 l, ti ;sp )n to th )o c pte haI ­0nhefournl 	 0 i "I" 



had been projectc1). The close rc]a-,tiOn1sh-ip be(-twe'::n the marginal import 

1. 	 The projected •marginal inmport rate had-originally been 9.% for the 

period J90'1/5 to 1969/70, aind15, SO/ fromn thcSecond to thc Thiird Plan 

(anticipated in the :Third Five-Year Plan, 7/).­

rate and the m-arginal saving rate in both the Second and the Third Plan 

sense in terms of thc general viewiof Paldstan asperiods m-nakcs excellent 

an import-constrained economny. 

IV. Estimating Investment and Saving 

A. Country-Wide 	Saving Estimates and Foreign Aid 

The customary procedure for cstimating investment and saving esti­

mates in the LDCs is of the following sort. First, one estimates domestic 

investment (I). Second, one estimates the receipts (E) 	and payments (M) 

between paymentsfrom commiodity and invisible imports. The difference 

and receipts (F) is defined as foreign resources, or foreign saving (measured 

and it can also be expressediin local currcncy at the official exchange rate), 


as net capital flow into (or out of) the country. The estimate of domestic
 

saving (S) is then 	derived us;ing national accounts id entities,
 

S= ~ (1)
 

manner that is appro-Domestic investnent is13c, eral.y reasured in a 

Iy the following proccdure (v.'h ich is ba Sd on the procedlure usCd rot. 
-ximatdl 


i 11voC lent isrecent 1],%nIkistan e;t 	 One c mponent of, 

/ Z6 ud R. .,' , ,iie, Rcport l ,portof the C " 	 L / 



chang-s in invcntories (IC) second is thc domecstic productionl Of capital 

goods (Xij( which inclu1es production of m-aciiiery aId equipmeiit (net of 

exports) and construction of both buildiligs and iioimiprovcmcn-its on thc land. 

the 	value of imn­fThe third m-ajor comiponent of the investment cstimatc is 

site iin the country. This .atter componentported capital goods installed on 

First is the estimate of importscan itsclf bc divided into several parts. 

-of capital goods, c. i. f. in the countrr's own currency k Scc o-d, the' 

value of capital goods imports must be increased to account for import taxes 

(t) on the goods and !or trade mark-ups (in) for capital goods imports which 

are re-sold domestically. 1 Third, there are costs of transportation and in­

1. 	 Estimates of inmay come from several sources. If all imported capital 

goods 	were imported directly by investors, m would be zero, and any 
to be zero. If all im­comprehensive survey of investment would. show it 

from co n mercial importers to investors,ported capital goods were .e-sold 
the estimate of m which would appear in a comprehensive investment survey 

would be a reasonable estimate of the scarcity mark-up on capital goods. 

In a case where some capital goods are imported directly by investors and 

some are .rc-sold, in (as estimat:ed by an investenot survey) would only be 
sur­a partial estimate of a scarcitymark-up, Incases3ivestmentwler 

. 
veys are not. ui'cd r ,cgtairy, which would Characterize most low-inco n e 

of In would be ambiguous at best andcountries, tlhc mealning and th( sourcc 

could be quitc misle:ading at wot.L.
 

site of the inve stment projectstailation of the im ported capital1 goods' at the 

(DZi)' ZTlhus tle investment estimate may be written: 

I = IC + X]z + DNk +(.) 

2. 	 Noti that~i¢ i'; a fafwction Of the ,llantity.and nt the te ofr mp( -

C ital good.; ,. s o thimdimIcnvt S ill l.c Vfl lui ti.On? of Mk duc to di l"folr(V t 1,.-I .- , 

or .exChaifigcrat, vi.ll 1o 	 of01' DMkC .affect tAhi ).	 -. 



Now suppose the governent of the country 15s using a variety of 

tr-ade-restrictig 'dcviccs including tariffs, impoyrt quotas,I i'u1 exchange 

co i-trols, whichi have the effct of raising the shadow p1rice ofi ports 

above Oh ofifcial priceby qj pprccnt (and presume that oi e could find a 

reasonialy videy-agreed-upon value for q). 1The overvaluilation of the 

don-istic currency at the Official exchange rate could be a consequence 

aof about protection takationof exports;aseries of individual decisions or 

or, the individual decisions on quotas and tariffs may be the consequence 

of currency overvaluation and balance of payments difficulties related to 

a change in externalterms of trade or to domestic aggregate economic 

c o c, .r.1n11C ovel-valuati.on and protection are dueo 
policy; or, more 1 , any,,t a co pu, interaction 1 severl political 

undervaluation of foreign exchange affect the estimates of investment, 

foreign saving and domestic saving? 

Begin with the investment estimate. It is reasonable to assume 

(in the absence of comprehensive price controls, whichi are not particularly 

successful in. .LDG).that thei.d niestic market prices of goods represent 

the scarcity pricC.3; of tho:;c n) ,colloIn'y (.he s Lructu,;e of de11.,I)Id,I Jo0the 

i:nto. rl njf.:M t) , Soeconomic policy and the t>:chnngu W il n; c o n st: a tH)tL 1t1e 

valuation of iliveLiC)iCs, dowiestic production of cil.pital goods,, and the 

1. In Pakistan the re ,15 at 
1. ? a spectrl

i,(a st a VZ1 

wlof eco tit;. 
of valu;eI; tha t wohld I,; ;tLgr tied 

S2 Oi i'f[l 
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doincstic WAL,tion and transportation costs of-iported capita] goods 

would not ;'- g r,;,tIly affccfeci by le re -eva luation, cspecially in an eco­

only that used .lport luota s in addition to tariffs to maintain its domestic 

price and proluiction struct:re and trzdc, pattern. Therefore, the chief 

1. 	 See the argument in Pal / 31/, Lewis / 14 /, and Lewis and Guisinger 
/16 / to this effect. 

adjustment to be made to the investment estimate is the valuation of im­

ported capital goods. Presumably, the c. i. f. value of imported capital
 

goods at the official exchange rate should be increased to reflect the value 

of imported capital goods at the higher-than-measured opportunity cost of 

foreign cxclangc to the cou'itry. This could be accomplished by inflating 

capita. goods estimates by q, the percent by which the price of foreign ex­

change 'ought' to be raised. 2 The corrected estimate of investment is then 

2. 	 This assumes import taxes are being used to soak up profits going to 
import lic:ensces as shoe.vn in Pal /31 /. If the government is using 
tariffs and taxes to cor,.;ciol y rai;e the price of ci pi t,, !,ood relitive 
to all oi~er 11(ol,3 ;uc :W Cs cn(i to q forN rvices, II wvol d wi:.;h 'umb:,tittttc 
iln, in ex:pres.:;sion (,.), and1,: rmtain t ti e cotrreci¢ ,:tin tes as writ:ten 
In (3). Il; wo,.uld ho ;tn unt:,um c;i.e, ho, v 'r, :;ili:c' g'vernment:.s 
gen crally try to kee_.p ro' ;Itiv ., pric es of coitI gouds low. 

\writti:A 

c *X -1I DmI) iz h( 1 qc) (3) 

Jn ()rdc'i Oic. tini:;ljt1 , .Ivm cito :mc M1ut\' 	 cn J ;ud 1o, on(. stubtrzict 

(!qLu a t i (. (2 ) N'O, Wc q IU Mt I, 
I'I

( .A ) . ; n Qr ,; 1 *) ;,.' t Q, , : 1 0r , s h o w, Ull t' 

.I:: J I. ,i ((]t- ,,t ) (4) 

:I)f l( 0 V . c ) n ai, t[-i i ll.-'' 2I ''it : i . rkM, -;1 1 Wo.d1, (11Onu ;. 1 i.' l h e 
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official exchange rate represented an equilibrium exchange rate, the ex­

pxessi on in bi'ackets in (4) would be reduced to zero, and the adjO s;id 

investment etiriate \vOUl1 be equCI to the ui1a djus ted menasure. A.- the 

dcgree of currency overvaluation (q) increasees relative to the tariffs and 

markups on capital goods 1 the expression in brackets will increaso, which 

1. 	 Note that the only markups (m) included hcre arc those that find their
 

way into the investment estimate. See footnote 1 page 10 for further
 

disc ussi on. 

would incrcase the :1djuted CstimIatC of investrncnt relative to the con­

ventional es.:timatc. 2 

cxcc dcd the degree2. 	 If the tariffs and markups on imported capit.al goods 

rite,
of undervaluation of foreign cxchangc by t1hC official e-:xchange t],(: 

expressionl in brackets would be negative, and the adius t'd investinent 

estima be would be lov.Cr than the conventional estimate. Thi ,-oul(l be 

a most unusual case, however, particularly for less--dc1vClopcd countries. 

The adjustment in the value of foreign saving i s straightforward (if 

one agrecs on the val to of q) siuc e 1o.h receipts and paty mCnts for lb0.h con­

inoditie ;nd m1i11(1 h" ' i whicl increa:;(il '; i ,,,:; by q J)''rcent, would 

the value of 1 by cj pe i (lt as w,'c. Oie c;1i defi ne 

(I +- ) 	 (5)(1 

t". l] ]-I.o the delhlitL 	 have:i..f\vO li'ila: 5;Hi a m:, nuc ~ 	 .,I ol ;, w 
SA 

1- N. .1,1,(.1 M, , ) - (1j1(1) (6) 

:-,,, k (,- ­:-	.i i ...- ,:) .:'t I ,:)((,,,)
 

http:capit.al
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so 

S = S - qF + Mk(q - t - i - trn) (7) 

Currncy overvaiuaion not1 ui:inbiguou'sly raise conventional 

dome',,Stic llv estiini:,tcs above "real' sv; ing, however, even though 

conventional inethods ,vill undere:;timate foreign saving. The net adjust­

ment to be made depends on the extent to which the investment part of the 

correction exceeds the forcign ,;aving correction. 

If tariffs and markups capture a]Ll of the effects of currency over­

valuation in the investrent estimate (i.e. , if (].t)(l+m) = (l+q) then there 

is no correction made in the investment part of equation (7), and domestic 

saving is overestimated by qF wlhn conventional estimating techniques are 

used (which is the saL ~'e aniounit by which forcign cving is uiduru AiliLu. 

In most cases, value.s of q, t, and rn will lie within the range 

0 < (l+t)(l+in)< (l+q) (8) 

When t and in are both zero, none of the undervaluation of imported capital 

goods is recaptured by the conventional investment estillate. In 'such a case, 

(lonestic ;a ving is overvalued a.s conveiltiorvl.ly mne :tlrcd if 

F > Mk (9) 

that is, if avin, grcatc. t]1..w 

Alternatively, ono could expre'; S itn teri m; of S, that 

the! value of forci (_ than value of capital 

goo(I; ilnpt.) sts. ]LI lqiricaJl.1 , m 'lfl Co tr1u . , ; \vill. 1:a]1 bIotweuIn tl!:e tvo 

;l11! rt cwnht oi:l (9) soJl,..,dCxlVen ,.::-, thL: r ':;li . in ,:7.-!r,.K:.LiII -is rat. 

. ti .:lit. \,'hi i '1n Y 'iff-,b) ;11' i': ., ij I to ch t t.1.il l Jllt. ta 

ala p 
II 10 1k1. [I 21:liH,..p i~ p, '.n~ i ... . x i1)5 i)¢r III 

http:conveiltiorvl.ly
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A 

half of the a mount of q, the con dition undcr v.'hiclh S w'ui be 1e In S 

would be reduced to 

2Y' > Mjk (10) 

In both cxpressi ons (9) and (10), of cou-se, once t)W condition l ben 

enct, any inlicrease in q or in 7 will increase the degrce of under IIatclInent 

of the value of foreign saving and the degree of oversta temcnt of the, value 

of domestic saving as conventionalily mcasur'ed. In other words, with a 

given q, an increase in foreign sc9ving that financed ai. of the reZl costs 

of an increased investment program woul gone rate an app:Iirent i)crease 

in domestic saving shmply bccauz;e of the bias in the es timating pr'ocedUre, 

whether or not there was a real increase in domestic saving (as ,djusted 

for the overvaluatio.,i of the domestic CuIrrenc'). 

In their uajor articke in .e lite ratu r on the ''two-ga p'"model of 

aid and development, Chcnery and Strout / 7 / prese;),. data for fifty coun ­

tries for 196Z. 'Thse data v erc supple.mCnted by the addition Of iInpoIt 

of machinery and equipment. as a rcasonabiC e StiZIAte of cL)ita, god im.. 

ports for forty- iiine of ti,ose "ou ii i , dataU for A~l;,.r a were not a v;aihblhe) 

fronI the Y"'arbool ,, ian.l 'i'r01:,: ; .:tc fo'rly-foillrof ]i Jt'L .. :;!.",/o Of tI, 

re(-lnltird , . 

audi lii ty-t rce fmet C'(i(di!;,on (1I). Thu:-; , e plo ,o , moo pMitl, .J out ;,hovt 

could (:,'1;ily have .)'m lUL' to titv '.'.:,It}1:-: O, Lhc (l.11.'!,,):,c .'unt ies-; r' t 

b)y (h"2 c(V .,,I Sl 3Ut. 11We cM II i, , .'' t ,,f l" :;SI l L . vcf iii 

L!CLi f.ti V 
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13. 	 Government Saving, Foreign Aid and Overvaluation 

There is an adjnstmcnt that should be made to estimates of govern­

ment 	 savin.. when currencics are ovcrvalued, especially in the presence of 

toforeign "..Ssistance. Wleiic governments can adopt a variety of devices 

raise dov,,stic saving, the most obvious and direct method of raising do­

to increase taxation without increasing curient governmentrnestic saving is 

expenditures, and to thus increase government saving. The practice of cur­

rency overvaluation by the official exchange rate combined with the use of 

import taxes to raise the price of imports to importers in order to capture 

of the windfall gain that would otherwise go to the import recipientssome 

introduces an intercsting bias into the government accounts. Suppose a 

government receives a loan of $1 million in commodities which, when sold 

in domestic -markets will be worth Rs. 9. 5 million. In one case the govern­

ment maintains an official price of foreign exchange 	of Rls. 4. 75/$I in the 

hundred percent impo:rLface of excess demand at that price. It levies a one 

tax on the commnodities. The governm ent a ccounts show borrowing (pre.S 1um­

ab].y to fiiance the capil.;l budget) of 11 s. d. 75 mi 1.ijc a nd an additi on to tie 

revenlttC S3Urplu.;s (o) gov InImv.lt. :-;tvih,!..) of . 4.75J imillion. 'The privit 

50 million for the go,d: in doiestic currency. Insector miust pay R.s. 9. 


a 01(n. c.: e , the g 0'.ran C.! is .o__th',dm'lg, down tlhe offixcial p Pct: of 'or igl
 

cxchan:,e , nd( tlie eN.c'lh n' ,e -,';,t Ps-. 9. 50/$11c. In tlis ca e, it c nnlot 1;:,:
 

the ilnp ,l',; of the 1,,ood..; if thc 111.1 $1 1iniflii,. ill cmiiflniti'.:; is to bu itJi ]( ;e.d
 

doins:ti :i1.1y A. :t th I'po'( r iuu(l'11it'Ce(1nll:, , i , t' im r, ;;:, ;i' -I
.,\: t.:,i.lt' 

l 1)iIi (to , !1 oy clpil;t 'lid'. ;i,,.i ) 	 f9. L,) it, 	 ..l:L ,'!n i,.-s,'v.il, fi.'w e t.. 

9.5 lili!.110,1., ,. i, . '; ~ tt ,i..'t to 0 1t' -,,l!]'!y h~y O wt I!'x,, , c'lor t'oi' 	t}w 

http:i,.-s,'v.il
http:t.:,i.lt
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goods. With no differeiice in real tOclr . ,.v en the two situ tilon.', the 

gove rnmient in case one will :.show rising govrum cut saving and will get 

good ma rks from a foreign as sistance az,ency as foreign ai flows incre, 

while 1)c: go le lt in the S.econd case, which.i pursuing a less distortin, 

approach to the pricing of foreign exchange, will have to resort to some 

additional ("real?') tax.ation of the priv;te sector in order to appea r to per­

form as well. 

In order to correct government saving for the effects of undervaluing 

foreign saving and then recapturing a pa,.rt of the value for the govc nrncnt 

accounts, I calcul.,Ated the averagc rate of import duty collected On coIvlC1ciity 

imports, andinuli ted that by the value of foreign saving. This irnplicity 

asci ",nsm th:,. rer imnort . tuzli'nm crl Iole 'g i'- i 'Il t'ue.- saif l 1%11 S U.e.t (',.) by h !a rSi 

duty as the non-aid-financcd imports, or, more likely, (ii) the commodit y 

cornposition of imports with and without aid is not too different, so that. even 

though some com.odities are entirCly imported under aid, the resour(c:; Iliat 

would have been used to purchase the part.icular comnmoditie- will be uwcd to 

'liJprocedure may lcad to sColC ov,.1r- or ULi( w'V­

statecent of the i.lporl l .l- .t t.o 

purclhasu others instcead. S 

tax l Hcclioll, (.;Ill be ;Itt VilM t(-( foreign : :is ­

a w(,lutance, )ut1 caui proMibly bc a rgULwd cither,way for pi1r ct1ll:tr 1v (? t~i... 

period vithui. a count ry. The :cu .'ti I as i crc.te, ii ''Ni thi.,1):Le1" 

of uag;il.c' of Ill," correctio ;!nl 1 \'.; lit a,'et the L,.Ltliti of i' 



*;:A~~ Adjusting Pakistltn s Saving Dat~ ~ AAAAAA.AV 

........ , ...... >A:-,A
. A 
Th Sinc eof applied to the data oe.oladjustment Just outlined was fr 

.. ao ldn for the pcrod covered inl Table I. Obviously, in order .to. akc th. 

corrections Lo the szavinig estiolates onc needs aI combin-ation of informhation 

and bravadlo cspcially in choosing a valuc qoq - the percent by which the 

.~~piC ffoegnec-%hange~ Ilougljt!' to be raised in order to reflect the1 oppor,­

tunity cost of foreign CXcha)l('gec to the economy. The oati on detailed invest­

ment estimatcs are given in several of the Planning Commnis -ion publications, 

1. See Evalutation Report /29 I, 1.eport of Consistency Committee /28/ 

so that one hazs a scensc of the orders of magnitude of the tariff and markup 

rates that are already captured by the investment estimating procedure. A 

Data on imports of n-achinory and equipmenit are readily available froml­

several sources. Average rates of import taxes On capital goods can be 

comlpiled from several published and]0npublishied sources. 

The guiesstimating procedlure focuses on (i) the estimlate to mlake for 

rn aid (ii) thc estimate to uefor (I. rlic ,;timing Comsininvostment 

estimates show a markuip for tradel( ;nd transportationi for importedl capitail 

gofl ill II(, 19C)'; O ;1ut fifty, percenit. I 11sedC a fifpureo of fifteenl percent 

for nI-1 (trad1(e markutps) in these ca.1.ClhtiolS , andl~ did 110t: chan11ge it from year 

to year. h])IVw U(d ZI figurel- ojf 10 pforut£0 q, w\hich may :,ouuud .. x 

I L t-o r.. 1o . ....iistc cm rf 
ad2t,(tJ I hc S'vO th ! v p!t 

Ub d c(It in2 aln ca;, Pal1. (1 1 at 1 I, /3 /~' roL CAt] lA A 'A. 



Oirsclciy, na~rkip oover"iOon :'iinportcd caipital '1gook-"'.hich' are. 

comjorcially iiported fata oi i suggest
.boutoneWr mc capilt1 j'ood'; wcr(.e!W ah. kmtbYo if teriUs~and imfportedl

cormlllrially, iaint the prp~tOnf caipithl goods h;done NvAs ccertainly
sonc.wh t bmalle r c fcli n estimate of tiad. i-IkuS aS a pCr­
centage of all iiportl( d a'pl i]. ,goods 'of t5%" "Isnot inirea*sonabl.c siicL, 
it m'prosents a 01, ! it les5 haln onc-ibirdblori.J 'ov'j6ve'j-ty por Oil ttn:1 of 
inp rte.d capit l f,.ood T c., t.! \vpir c1i0n c rn i on \\hIiC to 1.),
'a chaigcd adju!'1in1ont fac tor Ivoml year to 'cear. Note' tha.t if Lthc estlimato 
for, il is too Jov, (i. e, , if tra~mpoit nmarkupS were lc.'s than' 35%j" an dt,,n 

';40), smlall,was greater than 15 the lownw.iv c coaiction for S is too and 
S is'raly less thatn the fuicgiven in Table IL 

tremely igi, but -which I believe is justified if one is Lr ying to correct: for 

the differcnicoe botwe en thc official price of foreign cxchange and the oppor­

tunity cost of imports in the country. The best defense of this figure is found 

in the data provid.cdC~ 1).,,rl /31 1/32 /, and updated and extended by, Alam ­

gir / 2 Ion the relationship) betwee(,n the domnestic prices of imotdgoods 

and their c. i. f. prices at the- official. cxchaing2c ratc. In 1964/65, during( thc 

most liber~al period of imiports ini Pakistan since the Korean War, Pal's data 

showed that for the average of imported consumer, intorm-ediatc, and invest­

menit goods inclucded in his price survey, the differential bctwcen c. i. f. prices 

and domnestic ,\ho].cs,-J.ece wos 12.3 perccent. A ycear earlier it hiad ])en 

'1'34 )?ercent2 and ill Alamg1jir 's stuidy twoC yea.rs J'later, in ;irkups were higherl 

and so wecre all rates of import duty, so .1he dNesti~uc pric es of imports we r: 

around 1.50 poiccent of' their c. i. f. porice. On. Wlc ex-poirt side, the price of~ 

foreign mchvC]ine ruceivc. by, exporicrs of uVer 0102-half of commodity export 

al aise by .:ot )ni (hcll '; -~ to~ urhad d' th 1Jy'i t u 

abow, the official pt u , elibg ou th ecomudiul i l'W year, All Lhji: 

J. 'I'lia is; (JtSCUSS~ to, PyA.tID /12 ,Ori 4 wi dCtu.ig r/1 6 

i 
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aIuC Of imports t.grcatly exceeded thcfa~ta3t'dllspt the 1: 
*AWfl5 

o f o.po rs throughout the peiiod, and especially in the 19 6 01s. 
doll, 


domecstic
of thle relation of imported to
Finally, thre is -1recent Study 

1:) 

1. A.1. A. Islam- /11/ as quoted by Norton /Z I. 

the price data back into the' 1950's,-'which finds thec'
prices which extends 

..... 

value of q to vary botw,%cen. 74 and 121 for imports over the fifteen years
 

included hcrc.
 

to the saving data for
The application. of the coi~rection figuircs 

The results are fairly striking. As one
Paistan is showVn in Table 11. 

was fairly Iarge throughout the period
would expect siiice foreign Saving 


there is a narked

and since the currency was substantially overvalued, 

saving after applying the correction
effect on the average rate of dome-istic 


The pattern of average and marginal saving rates parallels that

figure.' 

of saving,' but there is a substantial dif­official estin.ate'..estimated by the 

over­
forence in maglitilc.ls for the saving figures adjusted for currency 

valuation. There is a risc in the average Saving rate from the First to the 

Second PIln and a fall in thce Third Plan in both the acdju ted and the un utd 

higher (both LdjUSted aLnd unadjustedVs ries. The ginll Saviig -rate was 

iniflow of foreign aid and ',-n increase in the
when i'cr , wa! ; an inctcease in thO 

r;'tLu in te rThirc Plan period wis:V
flow of imports, 11i( tie m-arginzil savin'tg 


,.l.i . ....
w 1spo 

s1-] ill' thamt acc onlpi r' 

;e...........' cl: idud to 1 l.w I1 , 1 ra.t T ' ...i [tC1.1
 

Y 11.-

of vge bum S,D1k'wI 1~irg 1 ow, of the orjdillary\ to 

of'11 1~i.(r'- he, ijS the : eClUC, Iiol ill tin n~vl 111 rates 

'Jn LIrcgf4: o theJI~o s f.O 'iI !,IV 

http:maglitilc.ls


TABLE I: 	 Adjustmeint of Domu.stic Suvi-j itF'¢.i.cm to Account for Crrcnicy 
Overvalu.,,nn (s. Ml lion, Currenit Price's 

First Second Third 

106.1, .65 ,..,," Plan1954/55 1Y59,/0 ., / P,Icon 	 1IC11 

Undervaluation of 
Domestic Investment 376 546 1,C15 783 1,667 3,824 .4,006 

Undervaluation'
 
ofForeignSaving 400 965 3,015 3,003 4,5-3 10,223 14,857
 

GDS Unadjusted 1,463 2,875 6,025 6,900 10,326 23,530 28, 121 

1,439 2,456 4,C85 4,6?.5 7,950 i7,134 17,29C)GDS Adjusted 


6.7 8.8 12.6- 9.2 7.6 11.4 8.6
 

5.8 	 5.2
6.7 7.7 9.0 6.5 	 8.7 


3.0 	 3.8
13.1 23.6 	 19.7 

10.0 12.0 2.2 15,6 1.3
 

Source: Computod from Appendi-" Tables
 

Undervaluation of )orncsiic lnv, Ament calculcited by: Mj,Ut--t-I m t ln,) 

Llndercaluation of Foreign Savlig ond ov,.rcvc4lUtiou oiGN' C ly:,"cciikiCl>( 

See i(c'J ir duli i ,tiols. 
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Oicy~~~~~~~ ~~~ osusii o dolistit:<Saving and Pakistn~ alooegiivjL 

Sag t .s during'Sriog.i ',rats viggirta the pre i o avenld f a 

l d gi d ia st nm st t go d arktsi bt not qut!- so . 
soeth wao io rain. 

.rs
good as ve uiadjmtied jfigu-S S Ciggst, :Te only q dcstion is in the 

iln. hir av g rate hen0 they ec utapital inflow in te firig Plan Will() . 

sigy s alo lr percentag of GiPtian it "vas. in tie Second P and the 

absolute amroat has increased subsutionally. Iioeever, the avrage rate of 

n Of Sht q r! th mavrynag l rate is macher gns al ra c savingh ighth

Plan ithrd beeathe domestic saving side has 1nilaTn Performance in the 

on the. level of foreigniparticularly good, and it seems difficult to blame this 

one rupee .i: 
resources made available. From the Sucond to the Third Plan, 

of additional foreign savinggcncratust undi one rupee of doge..... 

are ol.mpubicallySaving. Whilc the detail of lthe invustnnt Mstinates 

onc milhl. p1"i p m: t thA there is a grcri.l: r dugre' of
availablc at tiis timu, 

ic i oi. unt.rit a ctivity (and, t1 e rucfmr , i )n :Sti ' tiiundcr-e stimition of donnut 

" Sa\'iilg) t a Va,n LIW :,.t.;e in C livr years. Itil,.rc is not soi ii ' undie rsLtaLe-­
. na gc:1 ,h H 1, . .. . l fliJCm i rti ".('ili1 iL ;':t

11 1illlit it 1';lila: t- CC.fO 
the in vestin Cnl, u:it IFat.,., it w,.uld-a;ic 

.... nt iii 

)et:rt.' m~ 3aloped pro bic' In S rid iutt; . t rc ii L " 
:. ... -- in thie J hilird P-i;, IL:Irexs dic [op s:.qeiP0115 

in~~~~"Ia tlt) 1ird 

..I. d w of t.I ii :!Vi.? *'. 
iqr *.,* *-t'-a t I I '?'r Iad . i. TI[.fl:l i Lj
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(c~ontinuatLion of, footnotert'~iI. fZo 1). 2 ' . 

zinc[ - :'icia sing' ratnesh (oicdiistud i i UuIad,;r di) andv r II 

foeign~anta1-hI n terms yfpolicy"s,,atio, mw r w o ctli sc utbc 
and Thsd. 1'lJist',:e ud tiaciWigjnlt Lhiresultsf Lth iir v-years 
acragTl wi hthn teollong rttiubsn rae r f 

lodr posit :noe, . doo1967/70 
S /Y 7. 9 129. 3 

- A 6.2 ~ 9. 2 

AM 6. 6 ]'0,3 7.0 

Fly 
(AF/~ 

3, 2 
10.])7 1. 

Thcsamgcura pal~en mer*s, though the abLsolute value of tWe 
officia;.l and th WCOrecthd Sa Viln ras are highe r in evry case usinig 

the last three yars of the plas inSlad Of t PLan avr Ng. Most 

signifeca isiin terms 'of policy- evaluation, however, would scem to be 
two facts. First, even discarding We~ results of ithe first LwC) Aears 
of the Third Plan, the marginal saving re fromi uffciad figures is 
qui~e low.. SMond, and a mnore posihtiv note, an additioial rpeOf 

* .orcig.n ai LLtane (fro L92/ Lo Ii~ ju z IU/j gtWtiu LLLd Rn. 2 . At AL 

domestic, Kaving,, which Ir kcrIaeMrmance look 11111ch11butter 1Pthn Ws 
the case usig Plan averages, that inucludle tWe war ad. iUs aferioaLii. 

SLi inerusting to ye -examinu Wte notion. oi oplmna i of 

*domestic and foreign saving and the ''productivity'' of aid in promoting 

saving using data hat lave We'n c ttumul f~ the Ml:'ects Of currency eover­

valvaltiu.i:. . The .ruSul,ts aru rIas .iiA I. y dra.it I,i : 

r. ... 1954/ to1959/6(0 -. ... .. 
I95)llt96 Io/ 5A s 1961/65 to rJ ....N O . 

M"rat to.c " 'a Secondh r toki 196 /6.. 

. ',L iI.. ... . 590 *.-I? inci ,,,Live 2 .S. .... 9,9 '. , 

S : tvWO ,.iit ,'~ ',il 

L A 7 S 1.1 1 

"ht iJIh 1-i I 196i'/65 tvop!tr. cnalu( :I.'1•LV r19 v t)'.'Itl mtmi~t~l.1y hi,,h poihatI 'll ;Ild t I I ii ljl,i",'. ft-I 

• • .r: , 



in~allforei gn saving i "euncratilig' dol. ',tc savin'g is afI ered radicalliy 

l111mi i n hAm t Qll: '3'~ .."i " cudicrLing" a'cases: tint(Lod ful di i 

maore thin an addi tiunal iupule of thim-s~ic sa ving, it geuicr ­consbide.rably 

ateq' consideraly less. 'Phu We of usu~i ci iule'S buggeSS' t, a re­

c'xamnntion. of a ill111I01n O(f p~liL y genera 13 / Itused s I Qby clevelopm cait 

assivtancls agencies is; ill order.* 

I . In their article on aid ra devlomuent in reucu, Adelman and Chen ry 

argue that ''the principal source of the igh productivity of external ye ­

sources 	in this situation Nis been dhe gruat inic reuse in domestic savinusM 
rapid growth. '' And ''This in-reasecithat has becn made possibl, by more 

savings potential is the main SOLIVCC Of tlic high productLCivity Of cX-ternal 

resources in a countr~y which is able to capture filirough domestic savingY", 
GN.P fur Curthecr investmlenlt a sa substantial fraction of the inc rease in 


Greece has done, 1
 

c 

tCo gove rlII1ent Saving. T'able Ill giveS tim coy rec t~ed and the o rigiinaL dati t for 

gov erInet having on ai average and ia vginai basis relative to 413n. heT . 

rate's of gove'rn -

A second a dju stment to data SUggestI ;11 the Ia se SLCioln r .La: tt 

corretio resuilts,. of coir Sc, in lo)wer hvI.rage and. marginl 

ment saving, but the rawe of government savig i still positive for the most. 

ghal isdu erecea t periods, anad for all panods the mar gi r above the ecrag 

g.A ogain, With th cnrret. cl figus, thle govurme t ofu kisLasis ,houiducVesn 

s'CaSubstamia fJi. peocfuiaric e ing rstf-ieIi'' but as1'in­lines, tInh 
.
. . . . . . . .. . . . . . . . . 

(-iree 11 h1S.onsd a(e,":c/1 tLon ;is it Was bernie. Aiso, [ hu:.;pect. tiuit it 

i\(!Y [1C m~te 1)1 M'sac.s theP m o IOt of i iuiO ni 

lt c.1: ( 

1W I~Of the f.u I C 	 ti)iri I;t N ~b y o\'C 

tax I tha Icfm be ;IL.tItihUtatnIble to aLid i u l':kl in lthela CiU I l;111­

that the d 1;1 Ic iii. T;a le I 1 lJrob:, hiocm' fed.O F" 	 iIvh
I a d I.,-IWe.%','at IMTrts, !o 

aiv(i;t iv y kid piciir of 	 r Ic Pu u;o ic 



TABLE IlI. Effects of Parti ol Ad just ment oi Y.Crruinm,.:t Saving for Undervaluation of 

Foreign Saving 

Fisi Second Third 
1959/60 196,4/65 1969./70 PIun Plan Plan 

Average tax on 
imports 22.2% 26.1% 37.6% 27.3":) 25.9%b 36.7% 

Gov't. Saving/ 
GNP 0.1 2.3 3.3 0.1 V.9 2.4 

Adjusted Gov't 
Saving/Ad justed 
GNP -0.6 0.7 1.9 -0.7 0.7 0.8 

Mcrginal rate of 
Gov't. saving 7.0 5.1 6.0 3.2 

Adjusted marginal 
rte 3,R 3;9 A. I 0.9 

Source: Appendix Tables 

Adjustinent was radc by deducting the averaje rate of tcx on imports
times foreign saving inflow fiom the govc rnmnl revenue surplus. The 

revenue surplus was taken to er.qual e.'.rnw.:.it saving. There was no 
adjusrnment of clov.:rnmant ex ciluditu rus fcr unc.drvallicition of foreign 
e>:change u-erl by (jovernmenl u ,u.s 

http:e.'.rnw.:.it


VI. Some Qu-; Ii f.,l a zd !in pticatiol., 

'iTherer c a nutlIbI[C of pro[Atflz1r i. e h,. ,Iwl relatcd to the ;Inlysis 

and calc ulations e-iv.:ri aho\,'. ii. t, if 011C Str.l*tS 'U -Coml)LlLinl a part of 

the natioiu.I accoutsli , what ha pps'ns to thlk. balance ill the accounts, and what 

further adjus tmicjts may be n',cidd? Seconid, whcit ,iic starts re-cornputin, 

incomne ancd the trowth of incoinC on the basis of a set 01 relative prices other 

than existilng domestic prices or base year domestie pricCs, are there siogui­

ficant patterns to the correction process that fit in to the analysis of domestic 

saving and aid ? Filially, what arc the implications of the corrections sup­

gested above for the two-gap analysis of aid and development? 

A first question is raised, but by no means answered, by the analy sis 

and ofts ~ ~ C±tin11- 1 11hilloole IL.I 

there are distortions in (for the present case) the priceIs of tradabie goods. 

The ve ry partial icasure sug e sted above neglects the impact the adjust neilt 

would have on the rest of the national accounts. If total saving is ''really' 

less than its mea s0ur1d amount, some sector of tlh cconony will have less 

savin; I Ian it d i d aid cc. cov\,ntional methods of ireasuremi'nt. There arC 

a variety of ways; ill which thc I1cas;UIrcd ;aLVineg of :; c'ctor ccmuld b- redu cLd. 

Since ,avim,. is convoilliollrl[[y definec.d a:s income minmus coln'sumpt-ion, sa\'ilP 

Could I,(. lr,.IIc(. i" iIl(uj(o\\'i)WI Cu t t jll co~a -UtS('( i.'OIVI., a cd tlp'.,.':a i'd 

adjlsI 0(11.illI Inclti rc cotiOOl ItrlIJ ioll , "I Coa: nhilcit iol of ci~t m i l tn;u ci 

vcriahi. J.1 thL ,11m. I'tlllnI, I.v:tient ; c,of the i:ovcrn I,.ve;uI poiN ;t t, . rc 

tl (v ill c 'eh1%.i: '[wt ,inCch ; i 1()X(~ivf0'ke tilil .t(.' i r tl ,,o;vl. cll 0t11." :;1. 



govcrnnmcrit has access0 to fvru'ier chane at the ,tlial xch,uc ratt.,
 

the value of tOvul'mnvial Conm'li-ii n&VlPie'Htu 'es Altuld bc higheor thai
 

they arc pre scntly mcasured to be, ,andgoverolnent s';aving whon ncmas urcd
 

correctly would be 
still lower than the figurus lg,' tecI in 'labe HI su.gest.
 

If Cile were to reexaluaLu i'atioml incoine at. ''world" pri, es in ord
 

to elimiiiLac from the notional incomew accounts that part of val 
 a added due 

to" protection and currency overvalnation, on:1UWol(d r eduCe 0te '.:L uC aildAe 

in sone sectors of tle econuny, a nd inc rea s vAluC ;Jdcd ill oth' C s(cto I.-i
 

(those that vere discriminated against by the protection system, 
 or had nega­

tive protection) 1 In most LDCs tiLe sectors receiving 
 tie highest degrue of 

1. Maurice F. G. Scott has written a very provocative paper / 35 / under­
tmknl'ng in1St M ah,]' R1 W... - Y1,1 A ........ nal-,
.1. "PM -, -JOl " di-tLI- On 

from Lcwis and Guisinge r / P) /. The p.pr will be ref,,rred to again 
below, as it contains nmerous points relevant to tile present mpcr.
MirrIces and Klan are Am attemptiNig rc-ustilnl:Lons on Lime productin 
side of the national accounts, as explained in /N0 . 

proteclion appear to bt, manufacturing sectors, and Plahistaln is a particul; mly 

extreme cxamnplc. Levi.s and G, isinger / 1()/ sLIug, St that value aIddd in 

large-scale nanufacturing should be r,:iie'cd by pvr',ap. two-thirdS to ilhrve­

fourths if meil M'ind' LU.3(.ihl i md .1~It.t. '.Vohc!, P -t i I1 ,lflAi.1pi tk wilpil t di114 

prices. .foilC '. SsuIIWI l ('Or thc ,ikt- of im/u:Lti'.,n only) th:t 1w ln' tAlin 

\Vaz; re t' i t,,l y byfl all iactl. .wOf i j UO',(;"IiV(0 \Vt C(AL ';, 3' d rt i 

:i l Groa;S ,V1MIM , ' 

It r ' -l~ue :. SilW(c .LhC ri,[t. ()f :11~z ,1-, hL!(.!l1 . ..t nlt , to) 1W. 11~.,.,, 

tw.O-tlii i'd[:, , Pn ll,.t'-ha't,,L l [ rcL" {i:"W:' i : 1t't Iir ],Vi I'Il'y3 

fL ctor pay n prrj,1i,,ii'oiV i.tQiy. j)i)iit' \ i:,, t ,..01drt-lp ! ,,y1.l . 

a[J . ::'. 13" .'';. 

a ii Li i rdit !~ 3 1 i of , ;ttk' 1 t i3'. ' 3:tw . .3 : 
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San ;runt of infcme equal to all CoipOitc' SzIfln" III Paki¢'san (fo Uit11 1. 

1950's andthvly 1e960's). umay -1w mcth of i c hbt it 

to p1 OLUC tOn-dnd mnakisig Ldjustmenklt in the levelbuting all corporate savin'g 

acc ount for most of the over ­of.o~e'nmnt saving ais meintione d above Nvouhld 

all adjustment in saving that wasrSctionmade in o ta V and tro. I, 1 This is 

pdniur
. n. 	 U eyi at. 

/ 	Chapter Ill for discussion attempting to reconcile esti­1. 	 See Lewis /15 
and 3aqai 1Ecrgan / 3m"ates of corporate saving as given by. I-aq 

and Papaliek / 33 / and the aggregate est-im-ate 	 of saving nacic by Berganji 

from expenditure survey data. 

iii agriculture and- inconsistent 'with a view that incomes (and hence saving) 

sectors produ~cing non-tradable goodts would not be greatly affected by the 

protection. and c.Urre ncy overvaluation. 2
adjustmnt for 

2. 	 See Scott's paper /35 / for discussion and evidlence supporting this par-. 

ticular point. 

These comments suggest, that the reduction in 	 domestic saving (that 

com-es about wvhen foreign savingl(, is mTore pI0roerl vaIlued) will comeA frolm­

the SCIItorS tha.t henefit mo-1st. froml- the foreign"l s;avinkg and the dlomestic Cur­

governm-inn a.nd protected .1anufacturrs TIsa 
rcnc y 	6verallu;.tioii: 

has 	the, atonal viii no that it is ;i intuitive Ly a pplatinig resuLlt ;is well * 
.least 

tlic 	disc ussion wVorld priceC \ l Lk havu bNuni ad(jute~Cd upwardt3 	 Not that ill Tty 

to (10 'ostic priees. Scnott / 35 / a ild O hm i Sci ov';y (inl a suminar in Mar1c'h 

1968) arvgtn d that oune shoUld tae 10otne.t iC. final LOI"os. icc 011as tJe)[pr0 
pveutlmlc bLy imrusu'~ni soc'iaVCighlt 101 rh since. the y 

1 vica(~Sc 01 in u df' an1d 1i''s~ote hby social v. 
piavtC fo \~L re, 

v 	cluntions iplacul on01 thin gCoqds1 andt 3t.' 

~~~ h~~blttiOii aiid the S[ItlicthL ()f dcwtnch wou pr. b lbly be, en illih wcbcn 

~ ~' Of tL (hnthdin thcy ar obsiurvadc to 19! prnentLIN 



1 

'F ili,P o f .hii , . t s. a e, .on(,' a~d ju, i J itlt P o Lt 
b 
pt t tin a 

': 

vL I.ti o Iwid ve ltt Io 

This is5 tb qutestion in1 vwich SioL Ntvas pinhiApally intUreSLCdc, buLt Ibe­
lieve the into rpe athondiven here goes a 
bit £aerith nienlha 1ponetodate12--7
 

1'irit, one vilJge.ivt a differe t picture of the bti,,ictiri cOf produc tion in !ct)
 

period than 
one had with the convu2fttonal niethods. Scc ojd, onec will get I
 

different rate Of growth 
nlli.,position Of rPOWL1 thn one had flrom1 Cor.­

tional ITCLeaSUrCS. 
 Usual deflation mecasures adjust growtjli rates for absolute.
 

changes 
in price levels, and havo-inclex numiber difficulties ,vhen there are
 

changes 
 in relative prices arnong sectors. N\everthlelss, they establish a
 

criterion of "real'!? 
 g rn~wt]hroii~ prccz: ")f toUIufiatioji C:onstant.dQ­

estic: prices. The change Scott su gss is a further deflation:to account, fo r
 

differences between w..orld 
 and doio:cstic relative price structures for tradale 

goods,' which acids aniot her dinicnsion to ''real'' growvth. Indeed, one could pos 

thustion of re-eval ud tng incomne igro\'i no: howv teal is real growth ?
 

Ifone adjustsYAYL ic by inus~i~try
nticn 
 of origin i Pakistain, or,. 

on upcs. ..n. iubro 1% !:I i i........
ilnanulfat ............ . woul _.. II or iatnQ
.. ... .......one...... rudoc ,nsie. o ,........
urig andc increa i ancui or iginat ing ill ag ric'ultur'e vut-ive to s c r 
.. ....-!1zJ 

N'Jues and to otheri 11011 tidobhe Wcivin es / 16 A / 351. On~ mould ]s be 

1:1ke4y to find(, . thedc reaSu inl rate of t"ruwth ol domle!ici ouL put su in * 

gimerat iu~c.iiiJugwill, la-vek.t been Ihe I "les growvingr ec:tor, a g nCci turc 

sio nN tane; vio 11i s3e VI in k:SUt\iqI,*.11( Nn. tUjt t l o4..,'.pPUC t..$ S wit I lowetr lt
 

ti. J. ,.cr(IH ele',,e' 
 r t[h c , 7U )I 

http:iqI,*.11


ca'se, TId, apper'-t. ,edit,.'1.headjustmneL in PaJkistt' 11-1 $)cott , t, the. rdt I*)f 

of bTlp it'agc? point per YCa-ir L .og voth rCaI'' G y I Ct one' perc frow Ile 

yen
22,' .1 e to e inid-1960 s (from about 5 poccent to ab'u. 4 perec lL pt k II')150's 

2: : 

is in effcct takingo atway '1,contribntion lwhichof.r c 

.'aS it has' 'beeni 'coiwcnti'oiiaJly mec'.surod.'.. .. . 

Thc adjus tmnnt to '.'real"' growthi has ailothei dimnbnion cf ,mm! iiik!z L 

in-cases %V11,01 the apparenltly' IrapiCly-tirowig SCCt0Ir i:3 an import-ti~ i 

protected. manufacturingr sector. This is a. frequent caso iin LDCi *ij(l Iliii ie 
2' ,:2,2 ;') ;, , 

a widely experienced pattern inl such caSes wherC t bil1cc Of p'in '.IH ii L Libi. 

leads to heavy protection of ancl high piroftability in the manufactu t-ingscof 

Wvhich encouraoes hecavy invostri-e'nt and- rapi -rov.tII of oultput beChild tIm, 

te!CtiV6 WZ-all. The1 turnlingf point in thuec-cie comes as .thc.'protect'.'Atd n t-tti 

fails to save Or carn (net) enougIhll foreignll CXdIMange to 'Offsetthe eiCi 'rts t)I*ni il 

growing domestic factor payments, which finally iesults in incit' ;i.,iing ptres sttre 

on the balance of payinen ts, \xcess capacity)r in" inanufacturing as imnpom-tci r!.a 

materials bccomc increasingly scarce, dlecelorationl in Measured iuiducstt ci[ 

:?iiig activity,(and overall) growth. s,doceleration of in ve tment fa lUng' 

~oll.rates, and. in someu c4'scs infi'tItion r-Iq w 

2.. , .:, . .; :: : :,:< 

1. Sc.. Poweri / 31/ '11d 'Shieain / 36 IIhI, r *fjiz1, IrdSCrIitwol .*(IC -,M lI 

7 bhdpite1i Proh I vc! idU'2 2: 7(: 

I'M,, wide,,y i.i Z t(I OulomO !ci llafl IVI(I tho . ( ( 

'of thle piroble I'cd 2ul'4ucc'P3- fill irnpo't subsLulthl)ntit r'. 0) ' 4 

1c. 2, IIa' I h "2 m ': 
'2 222'"?"iiIil 2':I?£i~i~ii 

1 .ithe~~~'t~~~vopa~~~p''anatys~~~~~~.1 0l}/l1t I: :1 UC' 'i't 'I li1t0 Vltl'l'o.8IlU ~l'~. 2'J~~~222~) 



rrlc an v raLito . -enG oYhd rr,0 idi II1 Iri 

and protcte imp LY U'- h~ f01 no Sbt 

-caeyrqn-stn,;anivsn aeadvr~tiVproeed a Nva 

fp y e t rbe s. jstuLvd , wl -al
absnc of in-%~o an 

sec(~xto hdcubreic ovcralvgial~o' CnIl~and Wadinh ai touigLnudec1inhiitmar-­

2-
2 -~2 cnst raietdI3.ntowd (t5sto t95t ion Phi koi tin) ot.~ u~~itt~ICY 

aT)CfCC of i tionshipd beli cm o piycn w' prcTI\s thcil.ltinlh ' pol 

anal~ys arei of patcuahodVS since basicsan 1I U",' t4l1v(the, '1-,O Wh.~..'icks 'j" 

ractofp mvng 

ansuppl ijjjy of Ctstata asehhce 1rnes diffillt ill 'Io 

idy byiic the marginale dLC t ahi rpqwire cnpaty~ for hvenu t i. 

oas of 

rocapiscty r that infia~~" n f -I thl (oCI~I1 tO. i II b 

r ginportatn of angrn iniiedc ione of~ WeanaT IiO i \ dno-o t 

or-in)k~o,contraine grosawh (195 In! *]'jFj irdw A p. 


analsM&Larguepatclredoninrswerit
h Kin cwtwo, Oiertce~:jjx~PIr­6f 

inte addffiiny of tpintl\vhse a '- th m( u ' e for deeOpmn MCIji i 

Jl.0 llii- . npr y iri Hoil~;w yportipn of it cA . In a( cui 



' ' - 4 ' 4; 

S7.I fa rates. fd7i ,t ). 7 10il
Undl in, CaSCS!H! ln sav)>7in+I~L"g 7:II 

CxcC-Y)+I! ty.IiIII 


fecs aaiyaeAnascaoxcang Mcs, an ut i om 

AButi ' i;'_i ~ I ', f'-'7. 


m pr d:a te o i can eaout becausea tor rpi rise1 in
1cCh. 

aric alof oet GNPyandsavi captalgosltv to ir onpotc' apitalr'd' 

coosa wi th a li ncounerva of.mp .ortages • ,ort su.mti. in 

o cor mpo1rts-at-oxi'tuiinvei c 1~or'Ami tcfo r 
flin rom."eI erases 70cain stipin sornc-ininmeCUS eapaiety oisiicm, and 

marinl.im rt of sit c....n o de beasectof withlaid Sric in the.
 

with a treuea i i,of ce i oftyt domes.ic et..
ratiooteanahsociat odgoods,Sucbatiettessneeeinf~msre sultnt Hic se u..ne capcity.on al. in ....
 

. merit relative to domestic- income, and a :concommi tant d9cres inadmstic
 
in otyoth plain1 old-fbeasoe currency overvaluaion and aifal theods~i 

lrwec ofldomesticallyperoducedo capital re~ rlativ te eitoimpredcpia
 

rest
ubstqitues) as it creaie i.thie . tApi't gukoutpu rato tn .e o" 

h ipot-subs tituedisapari the rsi\vth lower- protection Utid 
(fxor utrimportInvestlLyMent ii.ia-inprvn that.'poducio tad 

l ue l, er unit of cait tI i. Ttic to•th ell e ng hrighl -prs tCiII 

ovi natiiand low tariffs onda goodso-tbotcae curenctheecon or lgod 

I utmt ti i''.: 

ir 11;iti COe ~ Vf,'1 ater th U s,-

7xm; i!i product=i::=io
 
i 'M. outr coi-o or0e1gnr' "! i cf rcmtin( t1 a e igular 'vatrath :/;} : 

a "!':-:iLl! I±~Ii j. . LILiIjtaii 


!i]I!2It]!id~l,'-i ie'ii ~iii!Iii2i!,;lipiice,; Ioi both pital goode .tiid f-n i i d inttI ni~md!i te 

;- o cli i' ii. the, hiphe prol ecflo which iill!I <ipjx iiIt/i!liii!ii~ithli ic ci i c pauy 
ni


'i :~l)Y!;iiII:':!ii' i!i; i r h e ' iddiI~ 1u :'' ,.,I'=,s i c: ii~iiic':iIijil!Iin !Iiil 'pi U tli~ii:+!:111I v; ' pn:i!!: d oit11 I~i f!ii:a hi;i wituei dl i th1 woi~chi ', r 
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capital or forei.,n assistatjc. ,V11it It li:l;, ln acCeelratil!, i n tV0;lnt'l 1ad 

the GNP growtt rates a gain (wlhct i: d.l in P 'U..i sut, in the lae 19M;iU 

and early 1960'4) there will he ll itl, i in the ratC of CIdVestic savin! 

(a) because the overvalued curr,,ncy niulvrva hes, foreign waving and (b) 

because the prt&LKd iiidU.tri,.-, anal LWe govcri ,ntitnwill tin ht'pill rc: ­

ing tic bencfit' of currency oye rval tio n 1dpo.kt'ion aJnd will. show 

higher saving rates. However, one is left with t ut uneasy .eel.Hig that this 

evidence of consistency of oe it the twvo-.qap 1lodI0.rved p 'l'foo'roct Wilh 

may be only (or less than) half the t rth: part of the expla,,i.:,lion ,f the 

observed statistical consistency is simiply a systemnatic bias in th, dat:,, 

which while purpor ting to measure real changes a re in fact inmsking sot r-. 

of the p. 

What is needed in order to test the two-gap hy les.i s in ptrIitriul,a 

countries and on cross-secLion data is a set of da t; corrected for the sys-. 

temiatic bias that anr overvalued currelncv and a concoinnii.tant. systeni Of 

protection introduces into th, aggregate national accotunts. In defeise of 

the two-gap model it sihould he point.'d oitt that even lhe ralier substantial 

cor:rections to the a ggreyt,. (k lt in Cas:' of Pakl.i,; n 1did not -,<, ultd111'. lhe 

in a change in the direction of mowintltn't of forti!yt savill ', Oome: Ii s '.1'1iC, 

and imports, but they did resul.t in ;t ', r/y iairtWt ch;in ,,c in 111c 'r(i,.Is.,; 

magnituode of rv punsve. M ALVtib ite'W. is fir lit v or on Jl.e II.t it ttll t t 

data of a tttitit,'' 01 c;COtt111'it.of, v. tI.s :L hJ .,,.: in no"'.t tr ,:i,'t rt arr'd t 

,=li ",J[l oanI.ri,., iRis sy:stlta tit:, (f'ct in :\y';t'Wit It: my', ... I:. k my W " 

(l \""'i~ ,,1Ic" 111y ed?(l11JIt ';0 1let 'l J [ ,ill In : ill o tt 't" r' tlllllric'; [t.o .'te 11wl , .[{'11 

to, v,,6 0 1l lilc l lll l wl o.p' { ; t -: t i:- J!io tre ,' *' ' : p rld t . I 'l'I t! ' I jLt:I ! :"!iI:, 

http:COtt111'it.of


I p r ' diz'1l, ' t"): 'i a vcfcrre d to ca r1.ier foI fi fty
1. 	 ( I)tt,. 'r 

ry ,i Str,,,t / 7 / andthe Yearbook of
colint r trilr frn (n C 

real puwt nW.i.',[
S 01;t t11h re is;'.t gtrWcr.tiul:,t J,;ct ' ,T.. t 10 

f'l" 1)v , it. l 'iit ill a majority of thos.c LDCs. 0f 

1 	 / 7 /)daL,Mr'n (suec Glienery and 5tront
the fifty couil.ri'., WTfr 16't I 

of over .75, anotherliv lLcasuredit:: (:,)n,)I it-I ; 11:,1 . e./,l!7:i. 
of F/S5 ald .75, ;Al, MtUteltCIt 11)IL- had ,:,l]ics

six had I"/; I tl I . 
• Tl : ' dit:i indicaLe the ikelihmood that. if tIe cor­

1wtveen . Z.) i !Il. 
r v.'r'e s(ed all tile's countr.i.s then tlere

in tili ,; tr.ctioit Ul.linit d 

\V1Oi id !ie a d <.:i,J ' (r Ct0l c t i (o)iCl So Ilon magidwdt (it in d1mc stic sa virq, 

')1 tl IArsn , -'tvUo count rie :; , in partic1tJalr. those with rela Li , ely
still,,lC S 

large cap.ital iuflco,..'s. 

for sich analysis as the two-gap approach but ilso 
have s:inifi'cancC not only 

carried ow: 
range of studies of saving functions that have been

for a whole 
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Note~ to 1T;11)i cA -Saurcos, of D,Ita. 

GNP? al- TvIarket ]?ric. (-Y) 
195'J/55 to 1958/59 - CSO Stati.,AicalIPlAciiii /Z2/, adciut(!d foil 

iindirect taxcs based onlII'unulshe ckt; i the Cenitral 
B]oard of Rvne 

1959/60 to 19(-4/65 - .flhiticw /126/_ 
1965/66 to 1968/69 - Liln omu ./30/ 
1997 rj;cimo -/ pcci bve 1968/69, bsdoin 

2.Foreign- Recii:cs(F) 
1954/55 - Thi~rd Pi /27/ adj7ustcd for~ price changes to currenit 

Prices. 
1955/56 to 1958/59 - Secoiid Plan /25/ 
1959/60 to 196-1/65 - l" Z1i7uaDTion /6/ 
1965/66 to 1968/69 -Pfilanig C._oinission /30/ 
1969/70 - Projcction. of 7-1/? percen-t above 1963/69), based oi /30/. 

3. Domestic Saving, (S) 
1954'1/55 - Third._Plan /27/ adjustcd for price chalnges to Current 
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toGP etimnatc, since invc-sincut; and saving estimates consiste(nt 
with now GNP estiml-atcs havec-never boen ilmaeo.- Sec /13/ foi- e:',p1aria~­
tion.._____ 
1959/60 to 1964/65 - E'valuatioii /26/ 
1965/66 to 1.96s/69 - PILail-ning Cotimmiissioni /30/ Ladjustod for chianges 

in stocks, which werc negLeced iii original estjiimatecs. 
1069/70 - Projection based onl ustimiates of I and' 2? froiri /3!0/. 

4. -Imnports of Capiftal Good., (TvI)
19541/55 to 196-1/65 - Ecouomic Survey //.Dfnioism ciry 

(!Xe op't: Q1Cc tri ,JCLelcticl chi] wry and .cqi pilt ad rn 

po~rt c-quipment 
196-r/66.to 190B/69 

195-/55 adju:ted t) 
- Moiahly JniHca;tov3 

po.t ­1955 
/39/ Augult;t. 1969, 

go v.:~i)at 
bascdo0i 

data fromCnta.tti;tc. fi. 
1969/70) ­ 5 percenit :above 1968/60 ba-tscd *ox/30/. 

5. Surplus on) Covern-menit Accoult: (T'-G) 
19154'/55 to 1958 /59 iu il Bei1vlt.f /,-3/, Cental; s~~L,;nd Wc 

P;IldSJAl Revenue! BJ?;ut.eL. 
1959/00) Third iau/?_7/2/ ij 

1965/61) to 1(Y",)/0, - Ib I-~ 11111 io 

1969/70> Poj c ii oneilc30* 



6. 	 Comnoclity Imports (M)
 
SameLc ;t,.; 1Iporti (if Capital. Goods.
 

7. 	 Commnodity -- ports (1L)
 
Same as Imports of Capitil Goods.
 

8. q is always 1.0. 

9. rn is always 0. 15. 

10. 	 Tax Rate on Capi[tal GooCd: (t) 
-.Collections of tax on capital goods imports

1954!55 to 1)65/66 
(from Cvntral 13oard of Ruwvnuc data) divided by imports of 

capital good.; (Mj. 
- Projection based on unpublished analysis

1966/67 to 1969/70 
by the author of tariff and ta-: rate changes in budgct docn­

inents. 



TABLE A - DATA AND SOURCES 

1954/5 1955/6 1956/7 1957/8 1958/9 1959/60 1960/61 1961/62 

Y 21,920 23,497 27,453 29,327 25-,034 32,680 36,234 38,090 

400 670 945 938 1,025 965 1,380 1,505 

S 1,463 2,538 1,126 1,906 2,381 2,875 3,225 4,205 

Mk 558 262 409 511 461 778 831 1,032 

t-G 0 39 31 37 7 30 521 750 

M 1,558 1,325 2,335 2,050 1,578 2,461 3,188 3,109 

1,760 1,784 1,608 1,422 1,325 1,843 1,800 1,843 

1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

'm .15 .15 .15 .15 .15 .15 .15 .15 

.153 .161 .126 .128 .173 .129 .208 .224 

Y 21,520 22,827 26,50S 28,389 28, 009 31,715 34,854 36,585 

SO0 1,340 1,890 1,876 2,050 1,930 2,760 3,010 

S 1,439 2,042 469 1,327 1,656 2,456 2,353 3,311 



i962,63 

Y 4,3,397 

i,25 

S 4, 885 

Nk 1,429 

T-G 732 

Y 3, 819 

E 2, 217 

.15 

.224 

Y 38,572 

F 3,650 

S 3,890 

1963/'64 

43,575 

2,495 

5, 130 

1,541 

817 

4,430 

2,299 

1.0 

.15 

.25 

41,080 

4,990 

3,495 

1964/65 

48,291 

3,015 

6,085 

1,801 

1,124 

5,374 

2,401 

1.0 

.15 

.249 

45,276 

6, 030 

4,035 

1965/66 

52,513 

2,453 

4, 082 

1,714 

-159 

4,208 

2,718 

.0 

.15 

.301 

50,060 

4,906 

2,493 

1966/67 

61,946 

3. 570 

4.216 

1.731 

1,363 

5,192 

2, 913 

1.0 

.15 

.310 

58,376 

7, 140 

1,500 

1967/68 

66,956 

3,041 

6,813 

1,774 

1,726 

4,655 

3,348 

1.0 

.15 

.370 

63,915 

6,082 

4,525 

1968/69 1969/70 

70,490 75,072 

2,790 3,003 

6,110 6, 900 

1,807 1,897 

2,367 2,500 

4,865 5,300 

3,305 3,797 

1.0 1.0 

.15 .15 

.370 .378 

67,700 72,069 

5,580 6, 006 

4,087 4,685 


