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NOTES ON INDUSTIUALIZATION AND INCOME 

DISTRIBUTION IN PAKISTAN 

Stephen R. Lewis, Jr. ' 

Introduc tion
 

These brief notes are divided into four parts. First, there is a
 

short discussion of the mechanism of economic 
growth which causes per
 

capita income to rise and which, in 
 the course of economic growth, raises
 

the incomes of lower income groups. Second, there is 
 a discussion of 

facts, or artifacts, of industrialization and industrial growth policies in 

Pakistan as they relate to the distribution of income in that country. The 

question of why concern with the distribution of income has recently cmerged 

as a major issue in Pakistan is also raised. Third, there are some obser

vations 	on the major issues in income distribution as they relate to indus 

trialization-and industrial policy, at least as they are seen by one economist. 

Finally, there are some concluding comments on concerns about the future. 

I. 	 Why Does Per Capita Income Rise? 

Since an implicit or explicit model of economic growth 	is important 

to the 	way I think about the di:-tribution of income, it is well to sketch that 

model briefly so that those reading the interpretations later in this paper 

will understand the frane of reference. In aggregate terms, per capita 

income 	rises during the course of economic development because of (i) a 

An earlier ,'crsion of this paplr was presented to the Conference on Eco
nonic 	(irowtlh and Di .;tributivte ,T.J;ticCC in Paki;tin, held at th. Univcr ;ity
of Roch':stcr, July 1970. Commncnts by Paul Clark have been hlpfll ill
 
revisions.
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rise in the level of physical capital used with each laborer, (ii) the edu

cation of each member of the labor force, and (iii) technical change which 

is not directly attributable to either capital or labor. 1 In more disaggre

gated terms, there are two major sources of rising productivity of labor. 

and of per capita income. 

First, there is rising productivity of labor in each sector of the 

economy, particularly in the agricultural sector in those countries which 

are predominantly agricultural. This rise in per capita production in each 

sector comes about not only from an increase in reproducible capital per 

worker and from improved forz.ns of reproducible capital, but also from a 

more educated labor force and from "pure" technical change in each sector. 

Seconr, thenre- is a transfer of labor from sectors and sub-sectors 

where the productivity of labor is low (much of agriculture, small-scale 

industry, and large portions of the service industries) to modern sectors 

of the economy in which the productivity of labor is much higher (large-scale 

manufacturing industry, modern services, and parts of agriculture). In this 

process of resource transfer and capital and technological accumulation, 

lower income classes in the economy participate in econonic growth both 

through becoming edLuca ted and el nployed in rising-productivity part.s of tradi 

tional sectors, and especially through participation in the shift Of th labor fL:,'L 

ectors of the economy.from low productivity to high productivity -

'rhe basic model underlying much of the structure transforiiztion of 

economics as they have moved fron witderd(-velopcd to more developed statc:, 

is, in my viewv, best (,-pres socd iu tle two-sector imnodel outlint.-d by W. Arthur' 

Lewis, and based on the classical models of Adarn Smith, Ricardo and Mvlarx. 
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The mechanism of the two-sector model emphasizes the shift of the labor 

force from low productivity uses in the traditional sectors (particularly
 

agriculture) to the high productivity uses 
of labor in the modern sectors.
 

Wages paid in the modurn sector are related to the productivity of labor in
 

the traditional sector, though modern sector wages 
are generally somewhat
 

above those in the traditional sector. The difference between value added
 

and the wage bill in the modern sector is 
 profit (or "surplus"), which is 

assumed to be saved and reinvested in very large proportions. As the modern 

sector grows relative to the rest of the economy, therefore, the share of 

profits, and the share of saving," in income rises. As saving and investment
 

rise, the overall rate 
of growth of the economy increases.
 

The reason orie can be "sure," 
 in terns of the model, that the profits' 

share (and, therefore, the savings share) in income will rise is that labor is 

not bid away from the traditional sector but moves freely, since it is in relative 

surplus in the traditional sector. This mechanism, as emphasized by Arthur 

Lewis in his original and in subsequent articles, works regardless of whether 

the capital in the modern sector is owned publicly or privately. The labor 

force is absorbed into the modern sector at higher wage rates than they had 

been enjoying in the traditional sector, so that despite a rising share of pro

fits in total income there is also a rising total wage bill, and rising wagea 

rate per laborer throughout the economy, due to the shift of labor from low 

to high wage sectors. As the share of the labor force in agriculture (and other 

traditional sectors) falls, average productivity, and average wage rates in 1he 

traditional sector will also rise. Since modern sector wages are related to 
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average productivity in the traditional sectors, the shift of the labor force from 

low to high productivity uses pulls along productivity in the t~aditional sectors, 

even if no efforts are made to raise productivity there as well. 4 

The mechanism of growth outlined in the Arthur Lewis model will fail 

to function if the rate of saving and the rate of investment in the economy do 

rise as the transfer of resources from traditional to modern sector uses takes 

place. This failure of the saving rate to rise can occur either because wagC 

rates paid in the modern sector rise too rapidly and absorb the profits that 

would have been saved, or because the profits' share is not saved but rather 

is consumed. 5 If capital in the modern sector is publicly owned, the major 

danger to the mechanism of growth is rates will rise inthat wage the modern
 

sector relative to the traditional sector and that insufficient profits or surplus
 

will be left at the hands of the public sector for reinvestment purposes. 6 If 

there is private ownership of capital in the modern sector, then the mechanism 

of growth might fail for any one of three reasons: first, there may be upward 

pressure on wages due to social legislation or union pressures which kecp the 

share of profits or surplus (and therefore saving) from rising; second, even if 

the profits' share stays high, the private capitalist may choose to consume 

rather than reinve t, which keep.,; the iaving rate from rising; or third, the 

development of a more wealthy class of capitalists in the modern sector with 

obviously high luvels of income and luxury con:surption may be politically in 

tolerable. (1f the govcrnment could induce private capitalists to continue to 

make high profits while the government taxed away virIu:illy all of those pro

fits and reinvested then-i themselves, the mcchanismn could continue. This 



-5

option should be pushed much further than it has bcen in Pakistan. ) In 

any case, if the mechanism of growth in the two-sector model does fail 

to function, one must face up to the question: what are the alternative 

ways of providing for capit,l accumulation and the rising share of saving 

and investment in total income. 

II. Artifacts of Industrialization in Pakistan 

The basic description and interpretation of industrial growth in 

Pakistan has been written up widely and will only be referred to briefly 

here.'7 It should be pointed out that we are mainly concerned with large

scale manufacturing industry, which could be equated roughly with the 

modern sector as understood in the two-sector model. Padstan has en

joyed an extrem-ly rapid ratc of grow-th in the modern or large-scale sector 

for the past twenty years, though there has been substantial deceleration 

within the last five years for a variety of reasons. At the same time that 

there was rapid industrial growth, however, there has been relatively ,-low 

growth in the rate of per capita income, with per capita income virtually un

changed in the decade of the 1950's, and a Z to 3 percent a year increase in 

per capita incorne in the 19 6 0's. The icreased growth in tle 19 6 0's was due 

primarily to an increase in the growth rate of agriculture. The share of both 

investment and saving in national income did rise over the last twenty years, 

and tuidoubtedly a large part of the increased saving ratio was due to a rising 

share of profits in income. There was heavy import substitution in mnanufac

turing, and there has been a substantial expansion of manufacturing exports 

as well. The rising share of profits in income was heavily influenced by 
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government policies which used a set of exchange controls, over-valu1,11ion
 

of the currency, andI impoi t licenses, as well 
as tariffs and indirect tacs
 

to turn the 
terms of trade domestically against the agricultural sector.
 

These policies resulted in a very submtantial transfer of income from agri

culturists to industrialistS and import traders. 8
 

1i. terms of the distribution of income, it was undoubtedly people who 

wcre already in the upper cnd of the incomne distributioi wbo received rnost
 

of the benefits from the industrial policies that were followed (in terms of 

large profits going to import licensees or to producers of goods in highly pro-

tected markets domestically). 1! is not at all clear what range of income
 

classes suffered in the agricultural sector 
from the transfer of income out
 

of agriculture. In West Pakiston, 
 since mo,;t markr'fngs by r,.Li-I-rdfe:.,n-. 


tively larger farmers, and since the adverse terms of trade would 
only affect
 

those who were 
heavily in marketing of agricultural produce, it is likely that 

the size distribution of income, in terms of the share going to the lowest classes 

of the population, may not have been adversely affected by industrialization and 

trade policies. Indeed, to the extent that food grain prices were kept relativtly 

low a].l over the COutIry, ma";n1y snal],l-r fa rJnerB who are net. i)urchastr,; of 

food grains tiIloubl, ely bei,,,filtcd fr(Ith thlis type of policy. n ast P ,k tan 

the situaltion is muchI less clear, since the distribution of land ov.wnerd.ip is 

much more even in F>,;t Pa hi ;tan and 111;11'y Small f.Lrmers i re heavily .iipagel 

in mark:tiing of conmiercial. c rop).;, paItic ularly julte. Th' c fore, tte ill ihs 

policies which affected agriculture undoubtedly had a more a dlwrs e effe.ct on 

the size distribution of incoine inl Fast Plistan. 

http:ov.wnerd.ip
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The industrial policies also affected the distribution of income be

tween East and West Pakistan, a subjcct which is too broad to be more than 

raised here. Certainly there was a major transfer of income from East to 

West Pakistan, particularly in the 1950's. I would only observe in passing, 

howevcr, that the regional income transfer from East to West Pakistan scem:; 

to have been largely a question of the transfer of income from agriculture to 

manufacturing, so that its intentions, at least, were not as insidious as might 

be supposed from the existing artifacts on the size of that regional transfer of 

income, though other evidence points to considerable conscious discrimination 

against East Pakistan per se by policy makers. 9 

The industrialization policies also benefitted some workers, since 

manufacturing wages were relatively high compared to agricultural wages, and 

those who were fortunate enough to find employment in manufacturing partici

pated in the growth process through a sectoral transfer of labor, as described 

in the two-sector model above. 10 However, the available data suggest that 

during the 1950's only about 5 percent of the increase in labor force was able 

to be absorbed by large-scale manufacturing, and while this figure is undoubtedly 

somewhat larger in the 1960's (though data are not yet available), it is clear 

that value added in large-scale manufa cturing industries has growvn much more 

employment in those industries. I Irapidly than has 

The real wage rate in the modern sector has stayed relatively low (at 

least until r ecent events), as A. R. Khan has shown. It should be clear from 

an analysis of the two-sector model, however, that real wages in the nmodern 

sector "should" have stay(d low, if we are to believe economic analysis at all. 

Productivity of labor in agriculture was not increasing to any ma rkCd c:..t1t:Jt 
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over this period, and therefore the opportunity cost of labor to the modern 

sector was not increasing, leading one to suggcst that wages should not have 

increased. A few more comments on wage increases appear below. 

The other important fact, or observation, about industrialization, 

especially beginning in the carly 19601s, was the large concentrations of 

wealth that were becoming extremely obvious in all the major cities of Ea:;t 

and West Pakistan. These concentrations of wealth we're undoubtcdly fostered 

by the trade and industrialization policies which tcndcd to raise profit share 

total income well above what they would have been under free market conin 

ditions. The higher visibility of extreme wealth in the cities, the lack of rapld 

growth of the labor force in the modern sector, the continuation of the inconit 

, ..
UIbL.LI LU1 J J.l UUL.,I, 1";-U .LW' J±. , . . 1.and ± ' . ,,.., 

tical stresses between "old" agricultural and "new" modern industrial peophe 

and families in the economy all undoubtedly contributed heavily to the politic..I 

importance of the income distribution issue in the late 1960's, and they will 

undoubtedly have a major effect on economic policies for the 1970's. 

III. Issues and Observations 

1. It should b menritioiied at the out:et, thouglh it is often for gott!en 

in polemics on incom(! distribution, that Palkistan is an cxtremncly poor countr.y 

in terns of the average level of income. It is even poorer in terms of the in

come of the average person (median income). Thu.;, while there is grea;,t weiIiI 

in some parts of the country, and extraordinarily high incomes for a very s,,rtnll 

percentage of the popullation, a perfectly even di.;tribu.tion of inconic would 1,..vw' 

a s;tlt' of labject povert, ratlier than h.ivijq,, oly 7;1,vcr-yo.I : in the (oult lry ill 
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percent of the population in that state. There would undoubtcdly be sub

stantial gains in the level of material well-being for the people at the very 

bottom of the income distribution, since, according to Bergan's figures for 

1963/64, the per capita income of the poorest 20 percent of the population could 

be tripled or quadrupled by re-distributing to it the income received by the top 

5 percent of the population, though it is unrealistic to think of redistribution 

on such a scale. 12 It is clear that the rich in Pakistan arc not doing their share 

for the development effort or for supporting government services; 13 it should 

also be clear that a more even distribution of income would certainly r;ot hclp 

reach the millenium in the short run. 

Z. It should also be pointed out that the magnitude of the "maldistribution" 

of income that has been brought about by industrial policies is relatively l;trgc: 

when compared with domestic saving, but rather small when compared with total 

income. In 1964/65, value added in large-scale manufacturing industries amounte, 

to a bit more than 7 percent GNP. Based on data for 1959/60 census, approxi

mately two-thirds of that, or perhaps 4-1/Z percent of GNP, would. have been 

profits, depreciation, interest, and rent. Therefore, gross profits of manu

facturing enterprises could hardly have been more than 4 percent of GNP, a 

figure which, though large relative to the small percentage of individuals who 

owned most of the large-scale manufacturing industry, was relatively small 

compared with the rest of national income. Since a substantial portion of gros: 

profits were either taxed or were saved, the industrial sector probably contri

buted over 20 percent of gross domestic saving and 5 to 10 percent of govern

ment revenue through corporate taxes in tile mid-1960's. 14 Despite the fact 

that ile manufacturing share in saving is larger than in GNP, it should .. kco be 

_clc, :iL a cl a_!i i nantiac~f: Lwrtin i.1s s tic h_.IhIL'aIU4Criultu ral], o c, c ,.k~. _e.i l! 



with respect to distribution of incomc and the generation of saving will 

continue to be much more important than industrial policies for sometitne 

to come, in terms of the quantitative impact on the economy. 15 

3. It is important to recognize that there will be inequality in the 

distribution of income, due to variations in skill and education, relative 

shortages of certain kinds of labor and in certain areas of the country, 

even if there were equality in the distribution of property income (which thert, is 

not). The question that has to be faced by. government officials, politicians, 

economists, and civil servants is how much inequality, for what purposes, ai1 d 

how to shape economic policies affecl:ing the distribution of income. Even in 

the major Socialist countries that have exp- rienced economic development 

there have been rather substantial differentials in wages and salaries, and 

this will continue to be the case, in my view, for the foreseeable future. Thi:. 

fact, or artifact, is partly due to the necessity of wage differentials in order 

to allocate scarce resources efficiently. 

Also, to the extent that the government is committed to a basically 

private-property-oriented development policy (and to depart from this would 

entail not only economic changes bul. major social and political upheaval as 

well) there will be a distinct relationslhip between the dit;tribution of income 

and the size of the saving rate in the economy, since most studies of saving 

indicate that there are different substant illy marginal propensities to con

sume out of different types and size distribt tions of income. Tierefore, in 

thinking about distributiona] policies as they relate to industrialization for th: 

1970's, or in evaluating the performance of the econorliy over the last two 
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decades, wc would all do well to concentrate not on the fact that there has 

been or will be inequalities in the distribution of income, but rather on the 

effects of various policies on the size distribution of income and the effects 

of those same inequalities on such variables as the efficiency of resource 

allocation, the geographic distribution of economic activity, and the mobiliza

tion of resources through private saving and taxation for the development 

effort that have resulted from those policies and inequalities. 

4. It seems quite clear that the industrial policies of the last two 

decades have aggravated the unequal distribution of income in Pakistan. 

They have done so directly through transferring substantial amounts 

of income from agriculture to the industrial and commercial sectors through 

the control system, the currency overvaluation, and the import licensing sys

tem. 16 In a senfse, agriculturists were forced to surrender valuable cornmodi

ties at well below their real value to the economy in exchange for manufactured 

goods that were priced well above the prices at which they would be traded in

ternationally. The differential between the prices they paid and the prices they 

received were in effect a tax on agriculture that went primarily to industrialists 

and traders who received import licenses to purchase goods at very low cost and 

were able to re-sell those goodu in a highly protected domestic market. 

Industrial policies have aggravated the income distribution indirectly 

through encouraging a high capital intensity of large-scale manufacturing (by 

maldng easy access available to cheap imported capital goods) and by discrimin

ating against small-scale industry through the detailed and elaborate liccnsing 

procedures for imports of capital goods and raw materials. Both of these in



direct effects resulted in a slower rate of growth of unemployment in the 

relatively high-wage sector of the economy than would have been the casc 

with a similar amount of capital formation allocated differently, i.e. , to firms 

with lower capital/labor ratios. In other words, given the volume of manu

facturinA investment that took place, if firms had been induced to use larger 

amounts of labor relative to the amount of capital that they had (by charging 

higher prices for capital goods and for foreign exchange) the volume of labor 

absorption into the high wage sector of the economy would have been greater, 

and the resulting distribution of income in the economy would have been more 

even, as people moved from low wage employment in agriculture and traditional 

services into hit-her wage employment in manufacturing. 

Policy change s that would raise the price of capital goods to all users 

are a vital part of improved policies for the 1970's, if income distribution is 

to be improved without retarding the rate of growth of output. 17 First, such 

evidence as exists suggests that small-scale firms, which have not had privi

leged access through import licenses to imported capital goods at the official 

exchange rate, have used much higher labor/capital ratios, and lower capital/ 

output ratios, than large-scale, privileged firms. Thus, even within similar 

industries, higher prices of capital goods would encourage greater use of labor 

per uxtit of imported capital. Second, higher prices of capital goods would 

change the composition of investment by industry away from more capital in

tensive, toward more labor intensive industries;, increasing the employment 

effects of given levels of invstinent. JI'ird, since many of the capital-goods 

industries in the metal-working sectors of manufacturing are more labor inten

sive than thc -t'\,r;ige manufacturing industry, higher prices for imported capital 
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goods would increase profitability in that industry group, and provide 

incentives for investment in more employment -intensive indutri's. 

5. Presumably, what irritates people most about the unequal 

distribution of income is the distribution of profit income. There seems 

to bc much less concern (in political terms) for the unequal distribution of 

land and of agricultural income, though this is such a large issue that it 

deserves special treatment of its own. In addition, one hears few comp.nints 

about the fact that high level civil servants may earn twenty to thirty times 

the average family income in the country. Presumably, most of the concern 

is with people who have fifty or.i-nore times the average family income. So, 

I limit my concern here to profit income, which has the convenient advantage 

of overlapping very consiflerably with the indriitril secfnr. 

In thinking about the problems of the distribution of profit income, it 

is important to distinguish between economic profits, which come from success

fully taking economic risks, from making more efficien't use of resources than 

do other producers of similar products either at home or abroad, etc. , and 

economic rents which, though accounted for in business firms as profits, really 

Col from exploiting a monopoly position. in a protected market, or from pri

vileged acceuss through governnci.it policy to licenses to import at well below 

real costs. Economic profits perform a function in a private enterprise or 

mixed economy. Indeed, discussions in the last decade in the Socialist bloc 

countries have pointed to the importance of economi'c profits in terms of both 

indicators of efficient resource use and incentives for innovation, risk taking, 

*liI( toclnical progress. Profits which occur in the form of economic rents, 

do not perforin any economic function, and are really tran."fer pay-n(:'nts from 

http:governnci.it


othcr sectors of the economy. Worse still, economic rents coming from 

special privileges or protections make it possible for a firm to show a 

profit in a bookkeeping sense at a time when their economic profits are 

negative, i. c. , indicate a misallocation or waste of society's scarce 

resources.
 

In my ,-iew, one of the principal problems of Pakistan's industrial 

development is that much if not most profits were due to economic rents 

that resulted from government licenbing and protection policies. Indeed, 

economic profits may have been negative for many industries in many years. 18 

Thus, while the government policics have influenced the level of savin., in the 

economy, and while they have encouraged capil:al formation in many urban 

areas, they have done so at the cost of a manufacturing sector with st:bstantial 

degrees of inefficiencies in it, and they have contributed to a more uneven 

distribution of income as well. This set of circumstances is not an inevitable 

outcome of economic growth through the development of a privately owned 

large-scale manufacturing sector. Economic policies followed by the govern

ment do make a difference. For example, higher prices for foreign c>WhangeC 

and for capital goods, le:.s dependence on import licensing, etc. and more 

dependence on tariff policy and indir-cct tax policy could have succced,.!d in 

turning the terms of trade against agriculture, and transferring income out 

of agriculture, but could have transferred more of the income to governumn 

and to the labor force in the manufacLuring -,ccIor (sue ,4.above) and much 

less to profits of traders and manufacturers. Such a set of alt,-rnati c poli

cie s would i11so have helped to promnote mor'C (fficic t uzi,1 of il il rt:',i raw 

materials and capital goods, and of doJrnestic Li bor. 



6. Since many people are gravely concerned about the mal-distribution 

of income resulting from a high share of industrial profits in income, what 

should one do about it? I will state categorically that I fecl that a policy based 

primarily on raising wtiges of industrial workers would be a most unfortunatc 

solution both ecorlomically and, with a lag, politically as well. Real wages 

in manufacturing in Pakistan should be set primarily by productivity in agri

culture. Real wages in manufacturing are already, it seems, substantially 

higher than wages in the agricultural sector. 19 As the agricultural sector 

increases its labor productivity, real wages in manufacturing will rise also. 

However, to artificially raise real wages in manufacturing, simply because 

one is upset at the wealth of industrialists, would create a situation out of 

which many countries arenow trying to extricate themselves. 

The literature abounds with references to African and Latin American 

countries particularly, though not exclusively, where a widening gap between 

manufacturingI urban areas and other activities has led to excessive migra

tion to the cities, wide-spread unemployment in urban areas, and attendant 

political and social unrest which becomes increasingly difficult to manage in 

the round of policy decisions that vill have to be made five years hence. A1:;o, 

higher wages for indu: trial worker";, if on( hold-, the rest of the variables in 

a system unchanged, will tend to make decisions about the capital/labor ratit, 

used in new investments even worse than they have been in the past, and will 

cut down the rate of growth of employment, further aggra vating both the pro

blel of efficient resource use and the problem of income distribution in the 

country as a whole as wyell as that of unemploynment in the urban a rc;s. Th;,t 

there is large-scale concern for this problvm around thc world is evi chm ed 
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by the recent International Labor Organization Conference on the World 

Ernployment Program. 20 Regardless of whethcr capital in the manufacturing 

sector is publicly or privately owned, real wages in manufacturing should not 

rise out of line with incomes in agriculture, or there will simply not be enough 

resources left for saving and re-investment. 

If PakLstan continucs to have a mixcd economy in the manufacturing sec

tor, the incentive system must be straightened out to remove the windfalls go

ing to domestic monopolists and licensees from too low a price for capital and 

foreign exchange. The answer is not in simply raising wages. In the past, til, 

tax and tariff system has only nibbled at the enormous windfalls that have gene 

to the industrial and trading sector. In brief, the tax-tariff-licensing systenm 

ha, opcrated in th. fo!!,.ing vay: the curvr'ncy it; overvalued and tariffs arc 

low; this leads to excess demand for capital goods and raw materials, which 

are then rationed by the import ]icensing system; the rationing at low prices 

results in windfalls and high profits to licensees; the high profits lead to out

rage among officials, who impose high tax rates; the rates are so high that eva 

sion is wide-spread and substantial tax concessions are made for many indus

tries, and for all industries in soime geographic areas, which mitigates the 

attempt to tax away the windfalts; higher import duties are resisted because 

they would "discourage investment. " Thus, the system fails both in its at 

tempt to use resources well and in its attempt to improve the distribution of 

income. Sinply raising, or enforcing, corporate profits taxes would ha C S011'0 

short-run effect in narrowing Ihe di .trilbution of inc,.,m but would not i nprov, 

r .csou; ce allocation and so wotld IIo-t hav'e tlt. jijnp1 rtant hut inc(lirecCt tffLcCt Of 

iinproving the emlployVent impact of new inv(.,tm.nt trough better pric in. a"1n, 

http:inv(.,tm.nt
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would be a case, as I have argued elsewhere, for lower corporate income 

taxes to favor saving and re-invcstment if these were accompanied by much 

higher charges for capital goods, raw materials, and other imports, and if 

one wishes to encourage private saving in such a way. This package of 

taxes could be combined with a much better enforcement of the existing high 

rates of personal income taxation, which are on the tax books but which are 

apparently not enforced or utilized effectively. 

7. In devising policies for the 1970's, we should all seek to remember 

that richness does not imply monopoly control of industries and their prices. 

Nor does monopoly control imply richness. There has been some confusion on 

this point in discussions I have heard in the past with respect to the Pakistan 

situation, and it is important to recognize that policies for dealing with mono

poly are generally quite different from those that are necessary to deal with 

an unequal distribution of income. 

IV. Concluding Comments 

Since these notes arc both brief and partial in coverage, a summary is 

hardly warranted. I only wish to emphasize one or two points raised earlier 

and to make a strong plea for candor in di:scussing the options for the future. 

First, major emphasis in discussions of future policy relating to income 

distribution, or 'distributive justice'" in Pakistan needs to be given to th dis

tributive aspects of agricultural policy, in view of the fact that agriculture still 

affects vastly more people and more income than does the manufacturing sector. 

For example, I would surmise that decisions made about the pricing policy for 

food grains in WsNt Pakistan, bcause of a variety of complex mterdeJ(ndvlut 

VLriables, will have more ffect oil the economic we.ll- beinlg of pour r111;II 
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in Eas1 Pakistan tian any conceivable set. of policies related to industrial growth 

could have in the next five years. 

Second, it is important that one kecep in mind a major piece of reality: 

that even a most radical re-distribution of income will not help bring lower 

incomes up a great deal under present levels of per capita income. Because
 

of basic scarcity of resources and low levels of productivity throughout the
 

economy, one cannot 
expect to both increase wages and increase employment 

at higher vages in the short or even the intermediate run. In real terms, re

sources for short-run industrial wage increases would have to come from ,,oi

other place in the economy; ard to the extent that they did not simply conic from 

luxury consumption, would cut into saving or taxes. In the longer run, of coltrse, 

real resources for wage increases comne from rising productivity and incre;'-. d 

capital stock, or the cumulative effects of economic growth. 

Third, my principal worry is that the very legitimate and timely concern 

over income distribution not result in half nv2asures that could make the poorer 

parts of the population worse off a short time hence by making the income dis

tribution somewhat better now. It would be very easy to fall into this trap by 

simply raising wages, for-example, causing some pockets of higher income at 

the cxpense of increased mirgra.tion, urban unenploynent and social unrest. 

Finally, real candor is called for ill discussing the major policy option.s; 

that are open. Thosc who have said that :;aving, investment, wo,and growth oId 

have beit higher with a diffcr,'nt set. of social anid economic policies wliciu did 

not rely ol transfutrring inco IC i ll1o the h uIId s of lmri;lt.e c;-I )i;atis S I wou1(1 

h;tvo relied primanrily on public ownevr:;hip in the m11 mifacturing S(cLor, (: 
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etc. must face up to the reality that,
tribution of land in agriculture, 

beyond some point, the "reforms" necessary to institute major policy 

structurechanges constitute not reform but revolution in the political 

and the social fabric as well as in the economic structure. 22 Simply 

arguing for high taxes on large land-holdings or major land reforms or 

major changes in the public/private ratio of ow.nership of manufacturing 

assets without coming to terms with the political power of large landlords 

not only futile; in some instances, particularlyor large businessmen is 


when argued by wealthy landed politicians, it is simply dishonest.
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