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A comparison of India and Pakistan*-: deals with countries that 

were one until 1947, and still have similar economies, institutions, 

and people. The effect of differences in development strategies and 

policies can, therefore, be seeri more clearly than in comparisons of 

countries with little in common.
 

Differences in strategies were most pronounced during the 1960's 

when Pakistan achieved a rate of growth approximately 50 parcent higher
 

than India's, although the rate of investment in the two countries was 

not significantly different. The reasons for this difference in the
 

efficiency of capital use of the two economies during this period are
 

probably the most interesting lessons that can be drawn from their
 

experience. It was also this period which sheds the most light on 

one of the crucial questions of economic develop;.ment: the extent to 

which the achievement of a high rate of grcvch is compatibl, .. iti or 

*The statistical legerde-main for this paper was perfonved by Susan 

Cowan Jakubiak and Nancy Harmzt. I "- graeful for the co.n'ents and 

help of .;alter P. Falcon, Morton C. Grossman and Hanna Papaaek. 
This paper is, to a considerable extent, an urdating of the 

pioneering effort by E. S. Mason comparing the two countries. ("Economic 
in InternationalDevelopment in India and Pakistan," Occasional Papers 


Affairs, No. 13, September 1966, Center for International Affairs,
 

Harvard University.)
 
Portions of this researcl. were supported by the Development Research
 

Group through funds made available by the Agency for International Dcveioo

ment and the Ford Foundation. The views expressed are those of the author
 

and are not necessarily those of the sponsoring agencies.
 

**This paper was orizinally prepared in 1969 and revised in 1971. 

it covers the period to 1l'59/1970, before the serious events of i970/71 
Since it focuses on awhich led ultimately to the breakup of Pakistan. 


comparison of India and Pakistan, it largely ignores the intra-country
 
played such a large
differences and conflicts in both countries, whici 

role in Pakistan's disince.ration. 
What is now the country of 3arlIadesh is referred to 

during the period under review.as "East Pakistan," its name 
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equity. It is 
conflict with the objectives of greaterin 

definite ccnclusiols on
reach anydifficult to 

scmedata are simply not available, but 
this question because 

rro].: is -ossible. tLer, ....... .. s. 
analysis of the 

can be dravn (uring the 1950's when 
illuminating, contrasts 

than Pakistan s. was substantially higherIndia's growth rate 

analysis of all these 	periods inevitably 
rests
 

Since an 


on comparisons of time series, one ncods 
to be concerned .w.ith
 

available statistics and with their compathe reliability of 

in this paper and
These issues are examined laterrability. 


in a lengthy statistical appendix.
 

I. Gro%-.th and Efficiency 

eichtinlOverall Cro,'.th and the Curious Effect of 

Given the usual caveats about the reliabilitv 
of satis

tics, overall growth was substantially ::her in India in the
 

1950's and substantially higher in Pakistan in 
the 1960's.
 

Table 1
 

Growth Rates in the Gross Domestic Product 
of
 

India and Pakistan* - 1949 to 1970
 

(Compound annual rates in percent)
 

1949/50- 1959/60 	 1959/60 - 1969/70
 

India Pakistan
India Pakistan 


3.5
2.7 1.3 	 1.7
Agriculture 

6.9 12.4
6.7 20.5
Manufacturing** 


4.1 3.2 	 5.1 6.9
Other 

3.8 5.8
 
Total product 3.8 2.6 


2.6

Population 1.9 2.3 2.2 


Product per
 1.6 3.1capita 1.8 o.3 

sources and methods of calculation see Statistical 
Appen

*For 

dix, but note that groazh rates for agriculture are trend 

ccmoarisons.values, not injtial-year/termifl-year 

http:Cro,'.th
http:Gro%-.th
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Part of the difference in overall growth rates 
during the
 

.:-. *,'chto a statistic..l 	structural! efct 


of cgro .th _,mong other co-unri_. s
 
1950's was cue 


be of importance 	 in ccmnTarisons 
I tiE cou.trieq 	 -achieve i'-ntical as well. Obviously o 

a different sectoral 
rates in all sectors, but start with 

groath rates in nationalthev will have differentstructure 

total product growth rates 
product. A simple comparison 	 of 

little about the extent and may, therefore, indicate very 

Almost 
efficiency of the effort made 	by the two 

countries. 


universally, less developed countries have 
found high rates of
 

growth easier to achieve in industry than in agriculture. The
 

country with a higher proportional contribution 
to its nationalU
 

overall growth
product from industry will then show a higher 

if the growth rates of every sector in the 
two
 

rate, even 

countries is identical.* A significant part of
 

gro.rth rate than 	Pakistan's in the 
India' s higher GDP 

the importance of this structural factor requires
* To quantify 

So-called lar-e scale manufacturi
n;, (d

some assumptions. 

a5 least 20 wor.ers and usiz-	 -o,,-amloyin
fined as units 
 -


of India's GD? at the beginning o- :he 1950'S, c 1
was 6-% 


is: wha.t would have beenThe question thenof Pakistan' s. it had starzed 
rate of grow,-th in Pakistan' s GDP if 	

sthe likely 	 "
n
-' 

like India' s. Ciearly if Pakis=a
economic structurefrom an 

manufacturing sector had been 	60.- of GDP like 
India' s, th.t
 

would have crown 	ziore slol,;!y than it did in fact, aiv
 
sector 

One can assume that aj-tan' s
 
its miniscule base. 
 have been : 
growth in the .1950's from a 6: base would 	 a "e 

the "en manu 
rate which it in 	 fact- achieved in l96OCs, 

f Pakistan's qro..,
did reach 63' of the national produc-. 
of 2CK, 

rate in large scale manufacturing had been 12% instead 
:.P1% of GDP, its overall
instead ofbut the base had 	been o5 

to 3.17 a year;
growth rate would have increased from 2.6 , "_-s 

of the impact of the higher ...........
without taking account 

sectors as transnort, ccrc,in suchof industry to icr. 
of difference in overall cre:.

and services. Nearlv half 	 the 
and Pakistan would be "explained" by che 

rates between India 
differences in structure in the base year.
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1950's should not be ascribed to differences in development
 

strategy, but to a stock of capit !A at . : n,'-c wr,,cri 

included a higher investment in manufacturing. 

differences in cirowth will be discussedOther reasons for 

.rith the analysis of agricultural de.vonbelow, in connection 

ment. 

Defe se :.n Savin-sInvestment, 

1950' sWhile Dart of India's higher growrth rate in the 

be ascribed to a different economic structure from Pakistan can 

higher aro ";tat Independence, a susi:antniai part of Pakistan's 

in the 1960's has been ascribed to more ample foreign aid. 

The contribution of aid will be discussed after considering
 

investment and savings. 
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With respect to investment the similarities between the two 

.br,countries are most striking. Both succuc!Jed in rzi,idty increasing 

rate of itivqstmt:,t as a percentage ,of the domestic prOduct it' the 

fifteen years between Inde:perdeice and 196',/6) - nearly (loublina in 

India ore than quadrupling in Pahistan; both davoted a tw'ry large 

proportion of Rvailahle resources to non-consurption u, s (invesilwnt 

and defense) in -the 1960's - between one-fifth and oUe-quarter of 

national product. After 1965 the effect of their wrar, of two years o.' 

bad harvests tnd of sharply reduced foreign aid are evident in a sub

stantial reduction in investment as a percentage of domestic uroduct. 

These facts are interesting in the light of some controversies 

about the development process. First the very rapid increase in the 

rate of investrient in both countries was not accompanied by any 10&-

rioration in the efficiency with which the investment was used, accrd

ing to most observers. A limited absorptive capacity for capital or for 

not seem to have been a real problem in either cmuntry.foreign aid does 

Second, these very poor countries ere able to divert a substantial 

proportion of their total product from consumption to investment an.i 

defense. Their ability, and willingness to do so, is even clearer wten 

a realistic exchange rate is used. Third, and contrary to a good dell 

of recent analysis, investment generally increased (or decreoied) by 

increase (or decrease) in 	foreign resources,
about as much or more as the 


In other words, foreign aid did not seem to substitute for,
mostly aid.* 


but to be at least additive to, domestic savings.
 

to have been slightly
Investment as a percentage of (DP seems 

higher in India in the 1950's and in Pakistan in the early 1960's, but 

small and not much greater than thethe differences are 	 in both cases 


Clearly Pakistan expanded its investment more
likely margin for error. 


rapidly than India, but the difference in investment rates is simul~y not 

significant enough to explain the higher growth rate in Pakistan in tne
 

1960's.
 

6 5 India's
*There is one major exceptionr: between 1959/60 and 1964,/

iiport surplus increased b- 2.55 of GDiP but investment by only 1.61. 

the period 'hen India, ,fter two military defeats, stepped up
This was 

defence expenditure by nearly -2'
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Table 2 

Investment, Defense, Savings and Aid** 

(in 	 percent of GDP at adjusted current prices) 

196/65 1969/70
1949/50 1954/55 1959/60 

India India india P'hk.
India Pak. India Pak. Pak. Pak. 

3.6 3.1 4.23.8 1.9 3.7 3.2 

1. 	Defense 1.5 4.0 2.0 

18.0 13.3 
2. 	Investment 11.7 5.3 13.3 10.1 16.4 13.5 22.0 57 

3. 	Total non
9.3 15.3 13.9 18.3 17.1 21.7 25.1 17.0 19.7
 

consumption 13.2 


0.2 0.6 2.0 4._.1 4.5 L0.6 0.9 5. 
4. 	Import surplus* 0.5 2.5 

(mostly aid) 

5. 	"Savings" 
17.2 16.16.8 13.3 16.3 13.0 14.5 14.L
 

(3 minus 4) 12.7 15.1 


Savings
 12.9 9.9
6. 	
(2 minus 4) 11.2 2.8 13.1 9.5 1.I 9.6 13.5 11.4 


Sources: See Statistical Appendix.
 

In nearly all years the import surplus was almost wholly financed by aid.
 

Foreign private investment made a minor contribution. In 1949/50 Pakistan
 

its imporc surplus by drawin- down sterling balances. India drew

financed 
on its sterling balances in the 1955-58 period.
 

error. The probable error has been
** These figures have a wide range of 

increased by adjusting various magnitudes to provide for 
comparable foreign
 

The whole import surplus was calculated
rates for both countries.exchange 
were upwardand 	 investment adjustad to 

at the accounting rates; defense 
their iz;iport ccm,-.,ponent. The absolute percentages above


take account of 
have little validity, but should be roughly comparable.
 



should not be neglected in inter-countryDefense expenditures 

are. If the issue is the extent of
comparisons, though they almost always 

sacrifice of consumption, ,military expenditures are relevant,a country's 

since they involve foregoing consut:ption, as much as investment. On the other 

hand, if the issue is the respective development effort, defense, of course,
 

Since the Indian economy was more
 represents simply a diversion of resources. 


than four times the size of Pakistan's, the latter's attempt to approach
 

India's military strength meant a much larger relative defense burden.
 

to defense
Pakistan always devoted substantially more resources 


to 1965 when the military regime
than India, except for Lhe period from 1.963 


of President Ayub Khan kept defense expenditures down 
for some years and india
 

In other years India's defense
 increased hers after the fighting with China. 


or 
thrice those of Pakistan in absolute terns,
expenditures have been twice 


The strain on
 
but in relation to GDP, Pakistan averaged about twice 

India's. 


Pakistan resulting from military expenditures can be 
seen by the fact that
 

on investment.

they often totaled one-quarter or more of the expenditure 


can be cited either as evidence that the figure for

These facts 


to indicate the burden borne by Pakirtan's
inappropriate
investment alone is 


economy in order to support both growth and independence, 
or that Pakistan's
 

reduced more than India's by the demands of the former's
 
investment was 


international policies.
 

two countries over time suggest that
 The changes in savings in the 


the previous rate of growth; the
 
five factors influenced the savings rate: 


the struccure of the economy and especially

availability of foreign exchange; 


the size of the manufacturing sector; the ability and willingness of
 

to collect revenueis; and the availability of consumer goods,
government 




These factors probably played a role in
especially for the wealthier groups. 


India's higher rate of savings.
 

The tio periods during which savings declined in Pakistan and the 

one period when it declined in India all followed years of low growth. From 

1954/55 to 1959/60 Pakistan's per capita income at best stagnated. After' the 

1965 war, the bad harvests of 1966/67 and the reduction in foreign aid which 

both countries went through something of a recession, whenfollowed the war, 


growth in the economy was substantially less than it had been earlier in the
 

savings according to most theories on
1960's. One would expect an effect on 


On the other hand, at the end
the subject, and in fact savings did decline. 


of Pakistpr's most rapid period of growth in 1964/65, savings reached their
 

peak.
 

The effect of growth on savings is difficult to disentangle from
 

the effect of foreign exchange availability, since in general, Deriods of
 

high growth and of a somewhat relaxed foreign exchange constraint coincided.
 

The problems which caused a setback in growth for both countries after 1965
 

also reduced the foreign exchange available. The period from 1959 to 1965
 

period when bothwhen both countries were growing most rapidly was also the 

Although it is difficult to disentanglereceived their maximum of foreign aid. 


from the effects of foreign exchange availability,
the effects of growth on savings 


it is plausible that both were significant. Both countries labored under a
 

serious balance of payments constraint for much of the period under review.
 

particularly
Whenever foreign exchange for imported capital goods was 


difficult to obtain, -ome savings probably were used for capital flight
 

rather than investment, and therefore did not appear in the savings/investment
 

statistics. Under the same circumstances, some resources would also be used
 

for consumption, rather than saved.
 

Both these factors would largely produce variations in savings razes
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over time in both countries. The third factor, the structure of the 

economy, iii addition to influ.:ncing saving!s over time, m'y partly e::plain 

the higher rate of savinc7s in India throt, hout most of the period. 

At independence, the modern manufacturine s'Ictor constituted about 

six times as high a proportion to the national product in India as in Pakistan. 

A very rough guess for Pakistan, made elsewherc*, was that industrialists received7i 

about one-third of value-added and saved about two-thirds of their returns. 

If India's in6ustrialists saved at the same rate as Pakistan's, their 

contribution to savings would explain a significant substantial part of the 

difference between total savings in the two countries. 

The Indian government, for a variety of reasons was more 

effective in collecting taxes. Government revenues rose from about 8Z of 

GDP to 10% over the 1950's and to an average of about 14% by the mid-1960's. 

The comparable figures for Pakistan were 6.5, to ,"ove-r the 1950's and an 

average of less than 12% in the mid-1960's. Largely as the result of greater
 

revenue collections, government savings played a somewhat larger role in
 

India than Pakis tan.
 

Finally, it is plausible (as argued else:nheze)* that savings
 

rates are substantially influenced by the availability of the consumer
 

goods desired by the higher income groups. In the mid-1950's Pakistan
 

largely eliminated the imports of most luxury and semi-luxury goods. The
 

production of such goods was negligible. The savings rate increased very
 

sharply and in the mid-50's, the proportion of the national product devoted
 

to consumption was about equal in the two countries. In India, consumer
 

*Papanek, G.F. Pakistan's Developnm'ent - Social Goals and Private Incentc'ves, 

Harvard University Press, 1967 
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goods were more readily available durinc this period, and savings rose mc e 

slowly. By the Mid-1960's; Pakistan's austerity had been relaxed, but .:xlia 

had tightened up. Savings in India , exceeded
 

those in Pakistan.
 

The savings comparison between the two countries suggests, oven mer 

strongly than the growth rate comparison, that simple quantitative indices of 

"self-help", or dedication to development, can be quite Tri!eading. SavingIs 

are not the only non-consumptior use of resources. Defense may nced to be 

taken into account if sacrifice is to be measured. More important, all 

countries with a largeiy subsistence peasant agriculture have found it 

difficult to mobilize agricultural savings. Those with a larger manufacturing 

sector - or profitable exports - therefore find it easier to achieve a high
 

savings rate. 
 The rate of grcwth in an earlier period and the severity of the
 

foreign exchange constraint can also affect 
the rate of savings which can
 

be achieved.
 

The Role of Aid
 

It is clear from Table 2 that Pakistan's import surplus was, as a
 

percent of GDP, consistently more 
than twice India's. For both countries, that
 

surplus was almost wholly financed by foreign aid. In the late 1950's and early
 

1960's, yearly aid to Pakistan was running at about $250 million. It rose
 

subsequently to 
a maximum of $650 million in 1964/65, but declined after the
 

1965 war. The Indian aid figures over this period were quite roughly double
 

those of Pakistan in absolute amounts. Given an Indian GDP which was 4-5 times 

that of Pakistan, aid made a much greater contributiun to Pakistan's resources 

than to India's.
 

There were three 
reasons why Pakistan's aid was significantly hi:,her
 

beginning in the late 1950's: 
(i) the large country effect. Aid donors have
 



simply not been willing tu provide the huge :;um, necessary to nro,.'ide r!:a!]y 

largE countries the same amount per canita as s,allrer countries- (ii') the 

closer political relations botv;e:-n Pakistan and the U.S., the principal aid 

donor for both countries; (iii) Pkistan's bvtter economic perfornance (i.e.: 

higher growth rate) in the eyes of the V$estern aid Consortium. The large. 

country effect was applicable throughout. The political factor, however, changcd 

in the 1960's as U.S. relations deteriorated wich Pakistan and in',proved with 

India (especially after the 1962 fighting with China). The great increase 

in aid to Pakistan came bet'.een 1959 and 1965 despite this deterioration in 

political relations. It is, therefore, quite reasonable to ascribe much of the 

increase iui aid to Pakistan during this period to its economic performance, its 

policies and programs. There was a beneficent cycle - increasecdimproved economic 

aid was a consequence of improved ecoromic performarce, and in turn encouraged 

and permitted steps that ied to further improvement.
 

The question remains: to what extent can differences in growth
 

between India and Pakistan in the 1960's be explained by differences in aid on
 

the one hand and differences in development strategy on the other.
 

Aid magnitudes affected the rate of investment, the severity of
 

the foreign exchange constraint on current imports, and the policies
 

adopted by the two countries. These effects will be examined in turn.
 

to be measured in local
The contribution of aid to investment needs 


currency. However, translating aid dollars (or pounds) into rupees creates
 

problems since the exchange rates of the two countries have differed more than
 

the purchasing power of the respec.tive rupee. To translate aid dollars into rupec3
 

at 4.75 to the dollar for Pakistan and 7.5 for India to reflect official
 

exchange rates would understate the aid contribution to the former. By using
 

rates for both (and an average of the 1954/55 and 196i,/the high--!r Indian exchange 


rates for 1959/60) one gets more comparable data and at the same time reflects,
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somewhat imperfectly, the aezounting price which would be reasonably appropriate
 

for both countries. The result is a synthetic estimate, but one that provides
 

for a more accurate comparison. Such a synthetic estimate, shown in Table 2,
 

at least twice as
indicates that the contribution of aid to investment was 


great for Pakistan as for India.
 

It is likely that if India had received, proportionately to GDP,
 

as much aid as did Pakistan, its rate of investment and growth would have been
 

if the aid to Pakistan had been at India's level.
hig~ier, and vice versa In
 

1960's was
that sense a substantial part of Pakistan's higher growth rate in the 


possible only because of the higher aid receipts. The Indian ratio of investment
 

to output during the 1960's seems to have been around 4.5 to I.* At that
 

than twofold increase in aid would have
investment/output ratio a more 


then i" per annum. The main point, however,
increased the growth rate by less 


It is
is that the rates of investment in the two countries were quite similar. 


therefoLe quite accurate to say that greater aid for Pakistan enabled that country
 

to reach a rate of investment comparable to India's with a lower rate of s'vings.
 

With similar rates of investment, Pakistan achieved a higher rate of growth.
 

two countries is not explained
The different investment/value added ratio between the 


by the effect of differences in aid receipts on the rate of investment.
 

it allowed Pakistan to operate
But aid had another effect as well: 


industrial investment at higher capacity, by financing additional imports of
 

In the absence of aid Pakistan's
raw materials and intermediate products. 


industrial output would have been reduced, but it is unlikely that the magnitude
 

Despite aid, the
of maintenance aid explains Pakistan's higher growth rate. 


lack of maintenance imports seems to have been at least as much a constraint
 

Between 1950/51 and 1964/65 India's maintenance
on Pakistan as on India. 


*If the foreign exchange component of investment is valued at an accounting price
 

and the average of the investment rates in 1959/60, 1964/65 and 1969/70 is used.
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importo (consumer goods, raw materials and intermediates, except for 

those going priLtrily to investment) incro'ao ed nearly 3W.,; in dollir 

terms, while between 1949/50 and 1964/65, Pahistan's dercrened by ]., , 

By the nid-1960's Pakistan had greatly relaxed its restrictions on 

consumer goods ii'ports, so the difference is hardly explained by diffe

rences in austerity. To be sure, part of the explanation lies in the 

higher growth of import substituting industries in Pakistan. But the 

difference in trends is too great to support the conclusion that, 's a 

result of aid, Pakistan suffered fro: a less serious foreign exchange 

constraint on maintenance imports than did India. Fitrther'ore, at 

least one analysis concludes that Palistan actually faced a 

more serious balance of paymnents constraint.**
 

The third effect of more ample aid flows to Pakistan was on govern

ment policies. The groups within the Palistan government who argued 

that governneu. intervention in the econocmy should take the form of in

direct measures (taxes and subqidies) rather than direct controls
 

(licenses, perits, prohiibitions) undoubtedly found their hand streng

thened by the availability of program aid desigrlIed recisely to SUppr,1r 

such a shift. Comparable groups in India could not count on the same 

* * 
strength of support. If, as argued elsewhere, gov'ernment interven

tion was more efficiently accomplished by using the market mechanism 

than by direct controls, Pakistan was helped to make the policy shift 

by the availability of more aid than available to India. 

In short, the widespread contention that Pakistan's substantially 

higher growth rate in the 1960's is largely explained by its higher 

aid receipts, seems to have little basis as far as one can tell from 

these data. Clearly aid permitted Pakistan to have a higher growth 

aid. At lower aid levelsrate than Pakistan would have had with less 

* Total Indian iWports in 1949/50 were not much different from 

1950/51, so the difference in initial years should not affect
 

the comparisun.
 

A. Strout and P. Clark, Aid, P,,rforiance, Self-helTi and .epd,,
 

AID Discussion Paper No.20, Agencr for International LeveiopcnT.,
 

July 1069. 

**. Papanek, o. cit.
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Pakistan would have faced 

the choice of stepping up its savings or acdepting a lower rate of investment 

(and defense), and less adequate operation of installed canacity. It is also
 

likely that with less aid Pakistan would not have improved its policy package 

to the extent it did. But, despite higher aid flows, Pakistan had neither a
 

higher rate of investment than India nor a c'early less serious foreign exchange
 

constraint on operation of existing capital. Therefore, a large patt o. the
 

explanation for the higher growth rate in Pakistan in the 1960's will have
 

to be found outside the provision of more aid. Three activities need to be
 

prominent in any analysis of the lower output/investment ratio in Pakistan than
 

in India: agriculture, manufacturing and exports.
 



15
 

Agriculture
 

It is clear that the major cause of differences in overall
 

growth was the higher growth rate of Indian agriculture during the 1950's,
 

and the reversal of that situation in the 1960's. Statistical problems
 

are, of course, particularly serious with respect to comparisoas of
 

seem
agricultural output, but that these differences existed does not 


to be in doubt. A number of factors played a role.
 

After Independence neither country used its best administra

tors and technicians to deal with agriculture. Pakistan was particu

larly cavalier about agriculture and particularly insistent on indus

trial development since the areas that became Pakistan had been major
 

(In pro-Pakistan publicaagricultural centers with little industry. 


tions they were elegantly called "Hewc'rs of wood and drawers of water.") 

severe for Pakistan's
In addition, the disruption of Partition was more 


agriculture since a much higher proportion of its cultivators, irriga

new to their work or were refugees
tion officials, processors, and so on were 


who had to adapt to new circumstances and, in many cases, new technology.
 

The departure of Hindu landlords and technical personnel also disrupted
 

Pakistan agricultural infrastructure.
 

As a result of neglect and disruption, agriculture in Pakistan lagged
 

more than in India. A change in attitudes began earlier in Pakistan (by 

the mid-1950's), not because of greater wisdom but because of greater
 

crisis. It came as a real shock to Pakistanis, with an image of their
 

country as the breadbasket of the subcontinent, to find that they faced a
 

food
 
lulled by relatively satissevere/shortage. India on the other hand was 


factory agricultural progress and was, therefore, less willing to try
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During India's Second Five Year Plan public expenditure
new policies. 


on agriculture, irrigation and related activities was about 15 percent
 

of the total development program. In Pakistan the corresponding figure
 

was about 30 percent.
 

Though attitudes had begun to chtage earlier, far-reaching changes
 

in policy began in Pakistan only in 1959. In the 1950's Pakistan's
 

agricultural policy package and programs were less effcctive than India's,
 

in the 1960's the reverse was true. However, part of Pakistan's better
 

relative performance was due to inherited advantages, not better manage

ment, and the high agricultural growth rate was limited to West Pakistan.
 

Six factors largely explain the reversal of the relative growth rates
 

in the two countries in much of the 1960's (by the end of the decade yet
 

another reversal seems to have begun):
 

(a) In Pakistan, relative prices for some major agricultural
 

products were stabilized and at a higher level than in India. The
 

government abolished restrictions on foodgrain shipments from surplus
 

to deficit zones, which had kept prices low in the former and had led
 

to more extensive price fluctuations; established a buffer-stock and
 

price stabilization program for wheat and rice; and reduced and eventu

ally eliminated export duties on agricultural products. India actually
 

imposed a more rigorous zoning system in 1965, did not guarantee food

grain prices and persisted with export duties longer than Pakistan.
 

Higher, more stable prices in Pakistan facilitated the use of inputs
 

(water, ferLiliser, seeds) and encouraged a shift from subsistence crops
 

to higher value cash crops.
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(b) Pakistan provided henvy subsidies for some agricultural inouts.
 

For fertilizer the subsidy ranged around 50 percent while there vas no
 

subsidy in India over much of this time. As a result the price ratio in
 

Pakistan between fertiliser and such crops as wheat was among the most
 

For India it was quite unfavorable.* There it
favorable in the world. 


evicence that cultivators will more readily accept the risks of a new
 

practice if there is a substantial difference between costs and expected
 

benefits. Clearly Pakistan encouraged the use of inputs more than India.
 

(c) The internal distribution system in West Pakistan was substan

tially improved, by abandoning the virtual monopoly of government and
 

the cooperativesfor the handling of fertiliser and sinking of wells.
 

Neither institution had proved terribly effective in carrying out either
 

operation, which had, of necessity, to be highly decentralized. In the
 

1960's private investment in tubevells was freely permitted, imported 
r~tio 

becar'e readily available and the cost benefit/was improved bycomponents 

higher output rrices. In India, by contrast, restrictions on private
 

tubewells continued to be effective until the mid-1960's. As a result,
 

the increase in tubewells was much greater in Pakistan. In the Indian
 

to some 23,000
Punjab capacity went from over 3,000 cusecs 


cusecs from 1956/57 to 1965/66. In Pakistan's Punjab the increase was
 

from less than 2,000 cusecs capacity to about 40,000 cusecs.** 1:!;is
 

meant not only more water but also more reliable water. Private wells
 

*W. P. Falcon and C. H. Gotsch, "Aricultural Policy and Performance 
in
 

the Punjab: A Ccmparative Study of India and Pakistan," Asian Review,
 

July 1968.
 

**Ibid.
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were available when crops needed irrigation. With public surface water 

from major irrigation projects there was always the risk that adminis

atrative difficulties, incompetence or venality would deprive particu

lar cultivator of water just when he most needed it. 

Fertilizer distribution was improved in Pakistan in the early
 

1960's by permitting small shopkeepers and other private firms to
 

handle it. Greater availability Ilus the excellent cost/benefit ratio
 

led to a sharp increase in fertilizer use in West Pakistan. In East
 

Pakistan, poor procurement policies, inadequate credit institutions and
 

high risk resulted in very unsatisfactory progress. While Pakistan
 

adopted policies that spurred demand and had an effective distribution
 

system, it did not provide enough fertilizer to take full advantage of
 

these assets. in India the cooperative movement and gcvernment had
 

always been a bit more effective in distribution so a change in the
 

system was less imperative. Moreover, in the mid-1960's India did a
 

better job than Pakistan of obtaining the fertilizer necessary to meet
 

demand.
 

(d) 	The development of public irrization projects was strongly
 

As a result surface water supplies increased more
pushed in India. 


rapidly than in Pakistan. Between 1955 and 1960 India added about
 

25 percent to its irrigated acreage, Pakistan about 6 percent. Both
 

countries discovered that many large scale public irrigation projects
 

were high cost, had a long gestation period and took an even longer
 

time to come into effective use. The payoff on India's heavy invest

ment in such projects will come only over time.
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(e) The Rural -orks Programme, an imaginative effort to use under

employed labor for development of the rural infrastructure by relying 

on hi'ghly decentralized management, was successful only in East Pakistan.
 

It was the one bright spot in an otherwise quite dismal picture of
 

in that Province. 
It provided a basis, beginning in the mid-1960's for a
development/ 


rapid expansion of cooperatively owned irrigation pumps.* The corrcspond

in.g effort in India, the Intensive Agricultural Districts Program was
 

on 


it seems to have had little
 

much more highly centralized and relied more traditional extension
 

methods--demonstration and farm planning. 


success .**
 

(f) Beginning in the mid-1960's technolc7ical change, and particu

larly the availability of ncw seed varieties, had a startling effect on
 

output in some areas of both countries. But the new technology was
 

to

limited to some crops, most notably wheat and some types of rice, and 

areas with a suitable environment, particularly an assured water 
supply. 

this tech-
West Pakistan was in an excellent position to benefit from 


irrigation, and
nological change. Its agriculture is based largely on 


half of the value of its output of major crops is contributed by wheat
 

Large areas of India (as well as East Pakistan) were simply
and rice. 


This is yet another example of the
 not in as favorable a position. 


John W. Thomas, "Rural Public Works and East Pakistan's
*Cf. 
- The " E:perience,Pa'Misan
Development," z Develon-ent Policv T1 

W. P. Falcon and G. F. Papanek (eds.), Harvard University Press,
 

1971.
Cambridge, Mass. 


-
**Dorris Bros..n, Agricultural Develooment in India's Districts 


Pro.ram'e, Harvard Universicy Press,

The Intensive Aricultural Districts 


1970.
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danger of mistaking overall growth rates for conclusive evidence on
 

areas fortunate
development effort or sensible development policies: 


enough to benefit from massive technological advances may achieve high
 

growth almost regardless of their own actions.
 

higher proportionIn comparing growth one has to remember that a 

than of India's agiiculture was able to benefit from the
of Pakistan's 

of the difference in L.eir agricultural growth rates new seeds. Part 

since 1965 is due to the fact that over 10 percent of the value of
 

Pakistan's total agricultural output was contributed by West Pakistan's 

11owwheat and rice, the primary beneficiaries of the new technology. 

ever, since the new technology became of importance in the late 1960's, 

the difference iL growth ofits effect explains only a small part of 

crop production between the two countries, as measured by regressi-L 

analysis. 

But the importance of regional differences goes beyond technology. 

The Punjab, the agricultural center of West Pakistan, has traditionally
 

been peopled by able farmers, more open to new influences than other
 

areas of the subcontinent. The Punjab's land-tenure pattern and other
 

There
institutional aspects are also relatively favorable to growth. 


were other areas of the subcontinent with a favorable human and institu

tional environment for agricultural development, but Pakistan
 

probably inherited more of them than India. An examination of the
 

two comparable areas in the two countries--East and West Punjab and
 

East and West Bengal--provides some indication of the importance of
 

this inheritance factor as against the effect of differences in policy
 

or strategy. 

The two parts of the former province of Bengal showed quite
 

similar fluctuations in rice prcduction during the 1950's, due to
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trend was. noticeable. Howevcr, between
weather. No significant upward 

1961 and 1966 rice output in East Pakistan (or East Bengal) increased 

in West (Indian) Bengal only 15 percent.*
over 30 percent; 


In West
 
Agricultural data in East Bengal are notoriously 

unreliable. 


Bengal they have reportedly become less reliable in the last few 
years,
 

this food deficit state, governed by the opposition to the central
 
as 


for food from surplus areas. 
government, tried to improve its claim 

The differences in growth of rice output must 
therefore be treated with
 

though they are quite striking, when charted, 
between
 

some reserve, 


common stagnation until about 1958-59 and more 
rapid growth in East
 

Pakistan thereafter. Some ccnfirmation is provided by an index for
 

rape, mustard and
 
the production of all major crops (jute, sugarcane, 


With the average value of output in 1952/53
 gram in addition to rice). 


a base the increase in average

through 1958/59 or through 1960/61 as 


from 1961/62) through 1965/66 was about
 production from 1959/60 (Cr 


The rate
 
15 percent in West Bengal., about 25 percent 

in East Bengal. 


in the 1960's
 
of growth in agricultural output in East (Pakistani) 

Bengal 


to have been definitely higher than in West 
(Indian) Bengal.**
 

seems 


Total crop output in the West (Pakistan) Punjab 
grew at about
 

half the rate of the Last.(Indian) Punjab from 
1953-54 to the end of
 

in the Pakistani
 
the decade. However, in the 1960's the growth rate 


for both areas,
 
Punjab shot up sharply. The year 1965-66 was a poor one 


Over the period 1959-60 through 1967-68,
 1967-68 an excellent ne. 


*John W. Thomas, "Rural Public Works and East Pakistan's Develop

173-175.
 
ment," (Ph.D. thesis), Harvard University, 1968, pp. 


**Statistical Appendix for details.
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both ar as had 	 a growth rate of about 4.5 percent per year.* This re

presented a modest increase for India, a doubling for Pakistan comipared 

to the 1950's. 

The picture is reasonably clear and convincing: in the two 

that were quite comparable in the two countries--Bengal and areas 


the Pakistan than
Punjab--growth 	in crop output accelerateu more on 


on the Indian side of the frontier in the 1960's. Since the two
 

Bengals had shared stagnation in the 1950's, and growth in the Indian
 

Punjab was actually higher during this period, it is reasonable to
 

argue that that two areas in Pakistan did not benefit from any unusual
 

-celeration of growth in the 1960's.
endowment which 	would explain th; 


1.968 before the 	new seed
The comparison ended in 1966 or 


It is thcLiefore unlikely that differences
varieties had spread widely. 


in the applicabi.ity of the new technology was a major factor. Differ

in policies and programs provide a large share of the explanation
ences 

for the higher growth rates on PakLstan's side of the frontier in both 

Punjab and Bengal in the 1960' s. 

2
 
4.3 percent (Corr. R = 0.72)*Regressions: 	 West (Pakistan): 


East (India): 4.5 percent (Corr. R2= 0.54)
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In short, growth in airicultural output it, Pakistan was below 

India's in the 1950 's , in port because nf the greater effects nf 

in part because suchPartition; in part b1ecu. e of r,,ater neglect; 


inefficient policies ns ,nvoricw:it restrictionS on th, distrihtinn
 

of inputs and nutputs and depressed output prices, were carried further
 

th, n in India and were even less approlpriate in Pak:isti,,n withI its t'ea her
 

governnmental and cooperative machinery. 

In the i 60 'S, ori eitltural growth in Pakistan w',s signif icant I, 

higher than in In lia. In pl-rt this Vas due to Pakistan's be tter 

in the formi of larg r land areas than in India i;here theinheritance, 


new, seed-based technolo!y was appropriate, This becaue n factor after
 

the mid-1960's when the new seeds became avai lable. In large part, 

however, the higher growth rate was due to Pakistan's more effective 

policy package -- a better relationiship betreen the prices of outputs 

and input.q, including stabilization of output prices; a more effect ive 

distribution syst.m for some inputs and so,.e iavestlecnts as the result 

of perrittin- pr:ivate, as well as public, initiative; and the itevelop-

Pakistan thrnurh the itural I'ulblictment of infi'astrtctuire in East 

Works Prog ra=Ie. On tie othur handi, India providedrmore fertilizer 

in the mid-1960's and invested rore in surface waer development. 

Indian strategy placed heavy reliance on ;.overnment distribxution, on 

centralized decisious, on Lhe educational an(I inspirational effort 

of community development and extension services, and on large scale 

of extension services and majorirrigation projects. The benefits 


irrigation, however, were often not couriensurate with their costs,
 

at least over the short run.
 

Manufacturinu, 

Strategy in manufacturing was partly dictated by the base from 

consciouswhich both countries started, and was partly a matter of 

choice. India had an extensive censurer goods industr;, Pakistan had 

of. As a result, India had experienced indusno industry to speak 

scale, Pakistantrialists, so.me accustomed to operate on a large 

ore cokinig coal, Pakistanboth iron nnd
practically none. India had 

India had a murket nearly five times that rf Pakistanhad neither. 
moreof an aLequate scale in mIny

and could therefore establish plants 

;.as li:jito(d initially to mass consur'nption
industrie3 thian PMa:is'dan, vii 

goods. The Indian tendency tovards 3q] f-suiffici,!ncv was 
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reinforced because its exports were a smaller proportion 
of GDP
 

by the government's inability
than in Pakistan and, in the 1960's, 

Pihistan. 

goods than any Pakistani government. 

and reluctance to rely as heavily on aid as did 

As a result of these factors, any Indian government would have 

placed less e.phasis on conzun r goods and mrcre eruhasis on cardta-

But the Indian government %,-as 

dominant andalso influenced, especially in the 1950's, by t,;o 

themes espoused by some parts of the development fratcrnit'y:related 
steel productionthe importance of so-called heavy industry, mainly 

the difficulties of
and steel processing (e.g., machine tools) and 

expanding export earnings, due to secularly declining terms of 
trade. 

Both notions also had their advocates in Pakistan, but never 
became 

they did in the second Indian Plan. This
firm government policy, as 


different objective circumdifference was partly due to Pakistan's 

pragmatic attitude, and also tostances, in part perhaps to a more 


the greater influence of some professional economists. As a result,
 

Pakistan delayed substantial investment in steel and machine tool
 

production to the mid-].960's and experimented earlier than India
 

to expand exports cf manufactures.with a successful program 

In addition to its grea.er emphasis on heavy industry and in

dustrial self-sufficiency, the Indian government also gave higher
 

priority to public investment. In 1965/66 30 percent of assets in
 

Indian industry were held by public sector enterprises. The com

parable figure for Pakistan in 1959 was only 12 percent and it pro

bably did not change much by 1965/66.* In both countries public
 

for some
enterprises had low returns.** No doubt low profit rates 


public enterprises can be justified on perfectly good economic
 

negligible returns
grounds. However, the fact remains that low or 


a whole reduce the resources available
for the public sector as 


This was a more serious problem for
for re-investment and growth. 


India with its much larger public industrial sector.
 

kIndian data from Mr. Grossman, typescripts based on published
 

reports of the Ministry of Finance. Pakistan data calculated
 

from Papanek, 1967.
 

**India's public enterprises had profits of 10 crores in 19G5/6: and 

losses of 33 crores in 1967/68. (M.Grossman citing data from the 

Bureau of Public Enterprise for 1965/66 and from the "Economic 

Times", March 4, 1969, for 1967-68). Pakistan's Industrial D-e"-oo
rate of return for 1960-;',3 of n>ment Corporation showed a gross 

in West Pakistan. Comparable rates for private ence:~r-Lse6 percent 
were above 13 percent of assets. (Papanek, 1967). 



India also had1, a lns favorable climate for its private investurs 

at least until 19)68. Indiustriaiis, i.4ere shrm:v-d enough to lnoii th;,t 

the differences in rhetoric between the two countries vc're greator thiin 

the differences in nction. But still, the erphnsiJ on a social it 

patteri, of society ill !ndia, as against the in;" nc on prag Inti3 -

for Ohich re ad jmodilfied capitalisrm - in) Palkistan :l t, that it aI i'P (1 

more risky to invest in 1ncia. 

In addi tion to atr.Iosphere, the actiial %ctioils of the Indian g rnvc 'n... 

mcnt also :riade life sore dif'ficult for i-ts- indstrialist-;. India, 

someiwIt earlier ,nd rore consi stntlv than Pa 1:i.tan, put restrictions 

find obstaclels in the way those of its industrialists who had the'Jf 

largest holdins in order ta reduce concentrations of wealth and o,;r. 

Yet these were sorietines industrialists with great ability, as well e.ts 

technical and capital resources. India also pursued a rmore effoctive 

policy of dispersing invostnent; ariong the States, which hail its ce.;t. 

in several smaller, less well sited plants, rather than fewer and there

fore larger an' ore efficient factorics. Above all, India reailine:l a 

more extensive direct control sytem than Pakistan, Both countries 

were stroung on governuent controls over industry, but in the 1960's 

Pakistan began to substitute taxes UnIl subsidies for licences and pro

hibitions. For instance,'bezi nnirg in I€1W'9 , the likistam:i industrialist 

could always obtain the odd spare pairt he needed or ta:e a t'ip to visit 

pay ahis customer uniler the export bonus sclheiae if he was prepared to 

legal I'rerdiunm of I00-200,. In the mid-1960's he could also import a 

wide variety of raw materials and intermediate goods and he could under

than in Indiatake some investients with tuch less delay aad diificulty 

controls reuained more pervasive.where complex 

India's effort to protect and sitmsidise traditioiial srall-scale 

industry, especially hand-spinning and weaving, also went mtuch further 

!,he cost of subsidies %ras a relatively minor asTpectthan Pakistan's. 

of the burden to the conomy of these efforts. estrictions on textile 

factories were of greater importance. That industry, often a leading 

carl." growth and a large user of cheap, semi-sillet labor,sector in 

was by' far the most inprtant'source of growth, ,,,i1loyment and savia',s 

iu Pakistan. Together with jute manufactures it provided the Lull; of 

India had a well-estahlished textilePakistan's manufactured export3. 

and la br, but it was hian~ical)iudindustry, wilh exprienced iazmatermezmt 
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by restrictions irposed to protect its more costly human-powered 

competitors. 

As a result of all these factor.4, 'la!,is tan saw the hothouse growth 

of private, constuver g-oods inihistries, ': ith a short gestation period, 

high profits and high saving rates. When production exceedted domestic 

deumand and tile governmenmt effectively devalued the currency (see below), 

there was a rapid increase in rjanifactured exports. India, on the 

other hand, found that it toolc it lon,, tins, to ac.ieve reasonably effi

cient operation of the complex capilal goods industries it had favored. 

Since a higlher proport'i,-n 

* 	 V.11. Dan'dekar and Nilalk.ntha i'ati, Poiverty in India, Initian
 
School (f Political Econorly, Bombay, 1971.
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of India's mani.ifacturing outout was in lines where quality is 

important, it took longer to develop demand for exports, especially 

since India lagged in subsidizing them. The unprofitable govern

ment sector was more of a drag on Indian industrialization. Direct 

controls and more effective locational policies introduced in

efficiences in India and discouraged industrial re-investment.
 

The Indian approach had draw-backs for growth in the short-run, 

but it was designed in part to achieve objectives other than gro',.th 

and it did provide important experience in the management or 

complex, capital-goods industries. As of 1970 India had suffered 

through a decade of learning how to operate sizeable steel, 

steel-using and other complex industries. It had established 

export markets for the output of some of these activities. An 

intelligent strategy to take advantage of these assets could enable 

India to grow in the future with lower aid levels. Pakistan, on 

the other hand, faced the difficult orospect of maintaining grow.vch 

by further expansion of exports of such industries as textiles and by
 

a more rapid development of import-substituting industries with a
 

difficult technology.
 

In short, the pattern of development in industry was dictated
 

in part by resource endowment and in part by India's more highly.
 

developed consumer goods industries at the time of Independence.
 

But ideological factors also played a major role in the great emphasis
 

which India placed on "heavy" (generally capital goods) industries, 

on public enterprise and on import substitution. The result was that
 

returns were delayed and were less per unit of investment than from
 

http:gro',.th


28
 

Pakistan's consumer goods industries. Industrial exports also
 

grew much more rapidly in Pakistan. 

Exports
 

In few 	fields were differences between the two countries as
 

dramatic as with respect to the gr-wth of exports. In the 1960's
 

and especially in the first half of that decade Pakistan had one 

of the highest export growth rates among less developed countries 

that were not oil rich. India was among countries with slowl , grow

ing exports, with export earnings not keeping up with gro.rth in 

the National Product. 

Table 5 

Export Earnings 

(annual compound rate of growth -- percentages) 

1949/50 to .959/60 1959/60 to 1964/65 1959/60 to 1969/7C 

India PakIistan India Pak:istan India P.kistz::: 

0 	 4.0 5.0 0.9 1.3Primary products 3.7 

12.5Manufactures 	 0.1 Infinite* 6.4 8.7 6.5 

5.0 	 3.6 5.9
Total 	commodities 2.0 3.6 6.2 


12.9 2.3 9.0
Invisibles 	 5.3 11.5 0.5 

2.6 4.5 4.1 7.4 3.3 6.4
Total 	earnings 


* started from zero. 

N.B.: 	The Pakistan rate is almost certainly overstated in the 1950's,
 

partly reflecting improved statistical coverage. In 1969/70
 

political disturbances da-maged real exports and caused export
 

earnings to be underreported, as exporters moved capital out
 

of the country. Therefore the growth rate between 1964/65
 

and 1969/70 is almost certainly understated and affected by
 

political factors.
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Both countries had a severely overvalued exchange rate 

for much of the period since independence and restricted 

imports by direct controls. The elaborate licensing system
 

they used inevitably produced inefficiencies, corruption, 

windfall profiLs and the tendency to substitute capital 

and imports for labor and domestic products. Inevitably it
 

also fostered import substituting industrialisation rather
 

than production for export and turned the internal terms of 

trade against agriculture. These problems have been well 

documented elsewhere* and are therefore not treated exten

sively here. Other sections of this essay discuss the effect 

on industrial growth and efficiency of Pakistan's. gradual 

shift away from direct controls. This section deals with
 

the impact on exports of the overvalued exchange rate and
 

of steps to mitigate it.
 

*For India see especially Jagdish N. Ehagwati and Padma 
Desai, India: Planninr for I:ndusEralisatien, OECD and 
Oxford University, Press 1-970. 

For Pakistan see Papanek, (1967) and R.S. Lewis, Jr., 
Pakistan: Industrialisntion and Trade Policies, OECD and 
Oxford, 1970.
 



29
 

slightly more effectiveAs in other instances, India foll.owed 

of 44% was carrieddevaluationpolicies during much of 1950's. A 

same step in 1949. In fact,through at the time the U.J" took the 

some sense in the short term,
Pakistan's failure to follow suit made 


since Pakistan exported only standard raw materials, quoted 
in
 

But even over
pound sterling, and with a rather inelastic supply. 


the course of a few years Pakistan's overvalued exchange rate 
en

couraged the production and use of substitutes for jute, Pakistan's
 

principal export, and the growing of jute in other countries.
 

Exports of manufactures increased slow.1ly until Pakistan devalued in
 

1955.
 

Both countries gradually developed a whole arsenal of devices
 

some de facto subsidy or devaluation: tax rebates,which involved 

import duty rebates, and entitlement to imports for the production
 

In addition both countries experimented with export
of exports. 


quotas, exhortation, government export promotion offices and so 
on.
 

The effects of all this paraphernalia were modest. First, the
 

subsidy or de facto devaluation was generally small,not enough to
 

induce industrialists who usually had a comfortable, protected home
 

market, to venture into the risky and difficult business of exporting/
 

Second, there was a great deal of red tape involved in obtaining
 

Third, the subsidies were quite uncertain,
many of the subsidies. 


since the government could, and often did, change them from one
 

month to the next. Finally, for some commodities the governments
 

that the encouragement of exportsnever really made up their minds 

the
had priority over the revenues collected from export duties or 
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Export duties on tea, for 
needs of the domestic consumer. 


kept prices low for the do:astic
instance, provided revenues and 


in lower income consumption,
consumer of this important item 

but discouraged production. 

1959 India began to change the effective 
e:change rate 

In 


Over the
 
more rapidly, using the devices previously 

mentioned. 


to have raised
 
next seven years the effective devaluation 

seems 


the rate for many e:-ports from the official 
4.7 rupees to the dol.a~r,
 

to 6-7 rupees to the dollar.
 

Also in 1959 Pakistan introduced its 
export bonus scheme,
 

resulting in
 
/an effechive initial devaluation of 

30-4000 for covered exports.
 

effective devaluation of nearly 8U!.
Eventually the scheme meant an 


an effective exchanze rate
 
As a result of the bonus scheme alone, 


rupees to the dollar applied to about 
one quarter of e:.:port_


of 8,5 

by value by the mid'1960's. Other.incentive programs raised the
 

The export bonus scheme involved no 
red
 

further.
effective rate 


the exporter received a
 
tape, no need for bribes or wasted time: 

bonus voucher together with his export 
proceeds and could freely sell 

The scheme was also guaranteed for 
one cr 

it on the stock exchange. 


The premium on the vouchers fluctuate4 
with
 

more years in advance. 


supply and demand and permitted a continuous 
effective devaluation
 

over time. It was therefore far superior to 
the indirect measures
 

used earlier.
 

The major impact of Pakistan's effective 
devaluation was on
 

the export of manufactured goods 
with well established and easily
 

measured quality standards, 
goods that required a minimal 

sales effor
 

and with a highly price elastic 
demand (e.g.: cotton yarn, gray clo::
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one might expect. But there
 
and jute manufactures). This is as 


were two other interesting developments. First, invisible earning.s
 

rate. a very favorable exchange
showed a very high growth With 

rate, legal remittance from Pakistanis abroad increased 
sharply as did
 

as shipping and other services. Second, the 
income from such items 

bonus scheme was such a dramatic step that
introduction of the export 

became very export conscious. Their
 
businessmen and industrialists 

response, like that of cultivators, seems not to have been in 
the 

At low rates of subsidyform of an altogether continuous function. 


some did not bother to explore the possibility of unconventional
 

exports, but they reacted once the profitability of 
exporting became
 

All sorts of minor exports were the result: pharma
quite obvious. 


paper products, soap, carpets, cement, machinery, fans,
ceuticals, 

even frozen shrimps and frog legs. Exporters

clothing and shoes, 


of these goods, which totaled about 15, of manufactured exports In 

1965/66 to 1968/69, had to break into foreign markets, but 
once 

established found it easier to export in the future.*
 

Two other factors entered the export picture in both 
coun-


Both suffered recessions and setbacks in the
 tries after 1965. 


In addition India devalued her
 production of some export crops. 


to the dollar, but simultaneously withdrew
 currency, to Rs. 7.5. 


some other measures favoring exporters. The effect of the re

cession was similar to the consequences in some developed coun

domestic declined manufacturers were pushed
tries: when demand 


often selling near their marginal cost. Between

into exports, 

1965/66 and 1966/67 the value of Pakistan's manufactured 
exports
 

as leather,
other than jute goods increased by 25% as such exports 

* (Footnote on page 31a) 
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°ist'!n' s: 
not due to demand factors is provided by, a stud°; which 
compares Indian with Pakistani afnua] rates of export crcwth 
beteen 19(5o and 1967 for t ,' same commodities. , c .n.jmin 
Cohen. "The Internc-tionai D'veiop:ent oF Tnjcjia and L"it°" 
Discussion Paper 07, '1conoa-ic Growth Centw, "a1e Universiuy , 
June 25, 19(69) For .vc ry relevant cc:-,oditv, e-cet for oil 
cakes, and for most major markets, Pakistan's exports grew 

*Evidence that nza more r:.pid em.port aroth rate was 

more rapidly.
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cotton fabrics, machinery, clothing and shoes increased substan-


The process in the India took somewhat longer, both
tially, 


come until 1966, and because thebecause devaluation did not 

in large capital items 
potential for expanded exports was more 

towers, rails and machinery) which(e.g.: electric transmission 

some cases,
require time-consuming market penetration and, in 

Bv 3.968 Indian exports of these items wasmanufacture to order. 

The other deve.opraent in both countries, 

the production of such crops asincreasing./ the setback in 

cotton, naturally affected exports.
 

The impact of Indian devaluation in 1966 was widely re

garded as disappointing, and, it was sometimes argued, demons-


Yet Pakistan's exporcs
trated the price inelasticity of exports. 


seemed to be quite responsive to price incentives, The incon

sistency is more apparent than real. Pakistan's exchange 

rate for exports under the bonus scheme was Rs. 8.5 to the dollar, 

India's was only Rs. 7.5. oreover, India's industrialists 

7.5 to the dollar,generally bought their traded inputs at Rs. 

while Pakistan's often could obtain their inputs at Rs. 4.76 to 

They therefore benefitted from a much greater subthe dollar. 


when it devalued India also abolished many of the desidy. 


which had existed before 1966. Pakistan confacto subsidies 


even after its 1959
 tinued with same powerful further stimuli 


Finally, some largely
introduction of the export bonus scheme. 
 Indian 

temporary effects made the impact of the 1966/devaluation 
appear
 

the setback in export crop production and the fact that
small: 


many potential export commodities involved a long lead time.
 

Indian policy was therefore more effective than it appeared.
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on the other hand, Pakistan's system of multiple effective 

rates produced distortions. It sometimes led to such heavy 

subsidies for particular commodities that the country 

actually lost foreign exchange on some exports. Pakistan' s 

policies therefore were less effective than its export 

growth rate suggests. 

in short, exports in both economies proved responsive 

to economic incentives. Pakistan moved earlier and more 

radically in effectively devaluing its currency and achieved 

a 7.5 percent increase/in total foreign exchange earnings 

in the early 1960's, with manufactured exports and invisible 

earnings increasing even more rapidly. India's effective
 

rate for exporters was devalued more slowly and its export
 

earnings grew at half Pakistan's rate. 

Efficiency - E7.xorts and Industry 

It has been argued that the high rate of growth in 

Pakistan's exports and manufacturing was attained at a very 

high cost in terms of inefficiency (and inequity, discussed
 

later). Some analysts have gone so far as to imply that a
 

lower growth rate might have been preferable. A comparison
 

with India, whose growth rate in both respects was less,
 

should be instructive. 

Various studies of both countries show that attempts 

to encourage exports sometimes led to serious distortions, 

as a result of the multiplicity and inconsistency of 

Some exports were obtained at a disproportionateincentives. 


a few cases even the foreign exchange
cost in resources. In 


costs exceeded the foreign exchange benefits. Such
 

inevitable given a
unfortunate results were almost 


multiplicity of incentive schemes and rates, which both
 

countries persisted in substituting for a uniform subsidy
 

for a limited number of subsidy rates.
(or devaluation) or 


The multiplicity of incentives and rates ccmbined with
 

numerous different rates of protection on inputs made it
 

difficult to determine the effective subsidy for a
 



to avoid inadeIuate subparticular commodity and impossible 

on others. There is
sidies on some cormoditi.s, excessive ones 


two countries in this respect.
probably little to choose between the 


Pakistan's Export Bonus Scheme and other devices probably meant 

some 'very high levels of subsidy, but at least that scheme only 

have had a less seriousused a 	 limited number of rates. India may 
had
 

problem with especially high rates, but also/a greater variety 
of
 

the whims o( the bureaucracy.
rates 	more subject to 


It is equally difficult to compare the relative efficiency of
 

A numiber of studies have shown that
the two industrial sectors. 


many industries in Pakistan were very inefficient in economic tetms.*
 

They were able to develop only because of high protective tariffs and
 

to export only with high subsidies. This, of course. is what one
 

might expect to result from hothouse forcing of industrial growth
 

in a country which had essentially no-industrial background. Manage

ment and labor were inexperienced, the infrastructure was inadequate
 

and high profits were required to bring forth the necessary entre-


The consumer paid for the high rate of industrial growth
preneurship. 


in prices that were often way above the price of comparable imports.
 

1) R. Soligo and J. J. Stern, "Tariff Protection, Lmoort
*E.g.: 

Substitution and Investment Efficiency," Pakistan DeVelooment Rev-,e:..
 

and Stephen Guisinger, " %easurin;Strner, 1965. 2) S. R. Lewis, Jr. 
The Case of Pakistan," The o-trnaLProtection in a Developing Country: 

of Political Econo-av', Nov./Dec. 1968. 3) G. C. Hufbaucr, "West 

Pakistan E::[or-s: Effective Taxation, Policy Promotion and Sectoral 
7::nerience,Discrimination," in Development Policy IT - The Paistan 

W. P. Falcon and G. F. Papanek (eds.), H[arvard Universicy Press, L,71. 

This study is concerned also with the erratic nature of the exporl

control system.
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If a greater proportion of industry hact been in government hands, r:'uch 

lower profits would have been feasible with desirable effects on 

income distribution. Hcvzver, efficiency would probably have suffered 

further since the pblicly owncd industries in both India and Pakistan 

were not notorious for great efficiency.
 

Comparable data on the efficiency of India's industry is more
 

limited. Studies of the effective rates of protection indicate thnt
 

some Indian industries also recceived prices way aoove those prevailing
 

in the international market. Bet it would not be surprising if India's
 

well-established industry, growing much more slowly than Pakistan's
 

proved to be more efficient. Such evidence as exists on phygical
 

productivity with respect to jute goods and cotton yarn sggests that
 

within a given industry this was indeed the case, but that Pakistan's
 

efficiency had increased rapidly and was catching up with India. .Again 

this is what one would expect.
 

There :.ere two co-rpensazing factors that made for ine_-ficiency in 

Indian industry: the cornosition of investment and the nacure of 2ver..
 

intervention. Mention has already been tade of the indian emphasis c 

complex,capital-in en-ive industries and Lhe difficulties experienced in 

running them elficiencly. The greater Indian cor-icmenc to direct controls
 

has alsb ben mentioned. There is zocd evidence from both countries th-at :ha
 

extensive sy'te::: f permits and regulations, highly centralized, i:i,hly 

bureaucratic and extremely detailed, made for errors, corruption e.2 w:a:. 

Data are simply inadequate for any judgment on whether Pakistan 

would have been etter off wich a slower rate of induscrial 'row. S 

not clear .hether less rapic growth would have improved industrial effici4,nc. 

* cf. Pispanek (1967). 
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It is clear that both countries made some serious economic mistakes 

in encouraging or carrying out investments in some industries when 

the same resources would have given a higher rate of return in other 

industries and in some agricultural activities. (The expansion of 

sugar production and processing, and of cotton yarn exports in Pakistan 

were examples. If the same resources had been used to expand fertil

izer imports or cotton production they would have given greater 

is not clear whether either country made fewerreturns). Again it 

quite probable ccuntriesmistakes than the other. It is that both 

have made fewer mistakes in resource allocation than most other less
 

developed countries.
 

One can advance a variety of cuantitative information
 
as evidence that one ccuntry or the other operated with a
 

higher degree of efficiency. Crerall, Pakistan had the
 

higher output-capital ratio in the decade of the 1950's, a
 

distinctly lo.:er one in the decade of the 1960's. (See
 

Table 2 in Chapter 1) The contrast between an Indian ratio
 

of 4 for the 1960's and one for Pakistan of 2.7 provides
 

evidence of a more efficient use of capital
 

in the latter. But, as already noted, much of the difference
 

was due to differences in the productivity of agriculture.
 

Such data shed little light on the efficiency of the
 

manufacturing sector and the closely related issue of the
 

costs of export incentives.
 

With respect specifically to the manufacturing sector
 

the effective rate of protection can give an indication of
 

efficiency, it is sometimes suggested. Most of the studies
 

cited earlier, which conclude that the Pakistan manufacturing
 

sector is highly inefficient, are based on calculations of
 

some variant of effective protection
 

Unfortunately rates of effective protection are, at 

least as yet, not very reliable indicators of relative 

efficiency in the two countries, largely because of their very 

defective statistical base.
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In highly controlled, heavily ta.%ed economies like India and 

to ..aurate Pakistan, manufacturers ha:ve a strong incentive 

their costs, and especially their foreign ex-change require

ments and to understate their output. Thereby they reduce 

income and profit taxes, obtain more import licenses and escape 

heav excise and sales taxes. At the same time, of course, 

they greatly understate the rate of growth in industry and the 

true value added, and lead economists to reach erroneous 

Evidenceconclusions about value added at world market prices. 


that the understatement is not minor .,as provided by S. R.
 

Lewis, Jr. for the cotton-cloth industry in Pakistan. His 

data lend themselves to the interpretation that even if there 

was no undarstatement of output in 1959/60, his base period,
 

reported cutput less than a decade late was perhaps only half 

of actual outut.*
 

Bhaawati and Desai** have cast fu.zher doubt on the
 

usefulness of effective rates of protection as measures of
 

areefficiency. They show that for India the rates highly
 

sensitive to the treatment of non-traded goods. (See Table 6)
 

For instance, the index of protection varied from + 1,395 to
 

- 6,093 for sew:ing machines and from + 4,963 to - 807 for
 

electric lamps d-epending on how non-traded goods were
 

handled. Furthermore, it can change quite radically from
 

one year to the next. Between 1961 and 1962 the index for
 

matches, for instance, changed from an average of roughly 

+ 75 to one of - 500, that of iron and steel from + 350 

to - 300.***
 

Stephen R. Lewis, Jr., "A Note on the Consistency*See Years,"
of Pakistan Cotton-Cloth Statistics for 

Recent 
inter 1969. e surg-sts that,Pakist n",,.., va--an. 


given 1o1ulazicn ;ro:.-tn and income elasticities, cloth
 

consumpticn Ona production )should have risen bet-.:een 35 to
 

60 percent at constant prices and that the fall in the 
-relative rices would i,p!v an additional increase of 20 
percent or mor:: . Reoorted consumption instead dropped by, 

20 percent.
 

**Jagdish 1. Bhagwati and Padma Desai, India: Planninr
 
CECD and Oxford University Press, 1970.for Industriablization, 


***The index :- calculated as incremnental value added 

divided by value added at inuernaicnai prices. The averaces
 
given are just orders of mangtude, since there is a wide
 

dispersion due to treatment of non-traded goods.
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If further dmonstration of statistical weaknesses be needed, 

it can be obtained by a comparison of several authors' studies of 

the same industry. Several of the articles previously cited con

cluded that a number of industries in Pakistan had negative value 

added: the cost of inputs at international prices exceeded the value
 

of output at international prices. However, another, and very care

ful, study of eight industries turned up no case of negative value
 

added.*
 

Clearly it would be "heroic" in the extreme--to use the con

ventional terminology for broad conclusions based on feeble data,
 

though foolhardy would be a better word--to use data of such low 

reliability and stability to draw conclusions about the relative
 

efficiency of manufacturing in India and Pakistan. Furthermore, if 

one were to be "heroic" oM would have to conclude that the differ

ences in efficiency between India and Pakistan were not significant. 

Little, Scitovsky and Scott, among the fir:7e& defenders of effective 

protection calculations, show average rates of 313 for India and 271 

for Pakistan.** 

*Board of Economic Inquiry (Punjab), an untitled, undated study
 
of exports by H. A. Syed.
 

**In I.M.D. Eictle, T. Scitovsky and M. Scott, Industry and
 
Trade in Some DeOV.elCinZ Countries, OECD and Oxford University Press,
 
1970. India is for 1961, Pakistan for 1963/64. If one believed
 
these figures, Pakistan's manufacturing sector is the more efficient
 
one, especially if, as is likely, rates have been increasing in both
 
countries.
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A comparison of effective rates of protection for particular industries 

leads to equally inconclusive results. (See Table 6 ) 

Table 6
 

Effective Rates of Protection for Selected Industries in
 
India and Pakistan 

Pakistan 1.963/64; India 
1962 1961. 

Be.assa* Corden* !ielassa--- Corden* Belassa* C:rden* 

372 	 278
Soap -178 223 


Matches 11 9 -443 -531 88 58
 

Sewing machines 138 82 269 215 -5,638 1,395
 

Rubber products -555 525 127 104 73 65
 

Plastics -669 335 372 224 75 60
 

Paper products 376 144 302 162 716 258
 

Sources: 	 Pakistan from.Lewis and Guisinzer, op. cit.;
 
India from Bhagwati and Desai, OD. ciC.
 

*According to the definitions used by these two authors.
 

It is likely that the product mix of an"industry"varied between the two 

the ccmparicountries. Not much significance therefore should be attached to 


to be
However, there does not appear to be any clear tendency for rates 
son. 


higher in either India or Pakistan.
 

Finally, it has by no:w been frequently pointed out that high rates of
 

effective protection can mean gross inefficiency, or high profits or both.
 

In India.and Pakistan both factors weare undoubtedly involved, though it is 

unclear in what proportions. The Punjab Board of Economic Inquiry study
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previously cited calculated the average cost of earning a rupee of foreign 

excharf.e for h industries. An unweiphted averaqe fo"' these industries 
of
 

four ruuees'6.C--stic cost nor runee earned, hit only slirhtly ore than two 

rupees v.i'n r::""ts v e,-cluded. The actual figures have little rman'i.n,.,, 

because they sz,"fer frcm all. the statistical problems nreviously discussed plus 

the li eliho3i that profits are especially seriously une.rstated, but they do 

provide further evidence that high rates of effective orotection zpy be due as 

much to high nrofits as to inofficiency." . 

In shod-., cm:parisors of effective rates *of Drotcction for manufacturin! 

in the two countries are not a useful annreach to the cuestion of relative 

efficiency. That the subect has nevertheless b.:en treated at some n).er.h is 

partly because others have used effective rate calculations to argjuo that 

industry in one of the countries ..,,as hirhl, inefficient, and seccnd because it 

is relevant to a 1iter discussion of the r-.liability of national accounts data. 

However, there sLmoly are no satisfactcry drata on the relative efficiency of 

industry in the two countries. Nor is it clear whether a lower rate of 

growth would have affecte!d ,efficiv:nc.Y. All one can say is that there:s 

no good case To be ade at present for greater inidustrial efficiency in 

either country. 
T*T E ,.IV
 

In appraising the development strat'Aies of the two countri('s one 

look attheir imlpact on equity, as well as on growth and efficiency.needs to 

In both India and Pakistan two aspects of equity were paranount: re;gional 

and class (or group) incone distribution. Given the size and hetero':erity 

of both countries the regional distribution of costs and benefits was 

bound to 

its slow 

received 

be an important 

rate of growth, 

the benefits of 

issue. V#'ith a 

the classes or 

development was 

low average 

groups which 

likely to be 

per capita incore, and 

bore the costs and 

another matter of 

considerable concern. 
Inco,.me D~istribution 

MuCh of the recent writing on Pakistan ins implicitly or explicitly 

advanced the following arguLldnts: 

(a) 	 the deterior;,tion in equity which accompanied more rapid growth .n 

the 19601,,, was a major factor - in some arjuuLnts th e major factor 

in the political upheavals of 1969 to 1971 and the eventual break-up 

* 	See. also 1'z nau k (1967) for inlirect evidence on very high profit 

rates and on physical efficiency. 



of, Pakistan; 

(b) 	 in sonde analSes it is contended that the mnst crucial as;pct of 

equity was incor;e i,i st.ributi ,n by classes, and specifically tile 

relative deu.rioirati(,n in the position of the 	 lower income roups 

the hands of "22and the concentration of income am( wealth in 

families". 

resultkc) the deteriortation of equity uns an inherent an' inevitable 

of the (leve lopmoant strategy fol! (-',:d by Pakistan, 

and ofeuity hits 

longer standing thart in Plakistan, both in the proxinunce:. znts of the 
In India ",lie concern th qi been more wides pread 

political leadership and in professional iiritinugs. The Indian disc,,ssion, 

on the iuplicit assur.:ption tha' while ,aljor
lou¢ever, seems to be hased 

-they do not pre-supioSe a b:sicimprovements in eqtuity are inportant, 

chiange in strategy, but only a Lore vigorous pursuit of sai:ni ongoing 

more far-reaching land reform, nationalisation and socialpolicies: 

welfare measures. 

in the factanl S'ituation oF the
There seems to be less dtiffarence 

bythe 	pcrception of the situationtwo 	 countries than tlre is in 

anslysts (and politicians). 
aenlthnd pov.r is conce:ned,

As far as concentrai-.on of incone , 

ill boththe 	 inductrial structureit is in the nature of the c,tse tbat 

a high degree of concentratioi. Statistics on concen
countries showed 

but 	 the data that (10 eXist
contro" are highly suspect;tration of 


houses in Ptkistan controlled 20:'- of
 
suggest that the 7 lar:,est faailly 


in India
assets and the 6 largest faruily houses
total industrial 

Nowever,
of assets in the corporate industzial sector.* 

controlled .0, 
these data

between tile two countries ,re greater than
the 	 differences 

one-third ofconirolled roighly
would suggest. Gnvern,.,ent enterprises 


ten largest

the total assets of India's industry and nine out nf the 

These comp]anies providedroverment firms.companies by asset size were 


capital goods industries where large

8 price yardstick in matny of the 

Indlian goverrment
rule. In addition in the 1960)'s the

units are the 
and 	 Indian indlustria l i sts

its inlustrialistscoatrnl over 

in Pakistcn. 
exercised Lure 

over tile governrment than was truecontrol 

had less influence 
exercised less 

business fawilies 	 on 
As a result, the few dominan 

n, M.C. lI WddI,,sc ril t).(un 	 uis!hi'd
* rapanel. (19)67), p. (6z ani Grossi 

http:concentrai-.on
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investment, price and siwilir decisions i1 India than in Pl.istan. 

L two rountries, but thvy were a]rost
Differencen dirt eixi th t. ,''r, t 

to exist,
certaini]y ]oss than the di1ffer)icevs that were widely hclinved 

udatan tent are itvai-O cla:"s ijcotme distrilhition, the poor overall 

Lht: conclusion Lhat incoile distrilbutioni wIts -lore egalitorian
able lend to 

over tivie incoehI (istrilbutionl Il.,;
ill 1akista,i t.han in ndiaitand Lhat 

1ess sobecome 1o-e egaiCtarin in intan, la in India. On closer exari

reasons for these resultsnation the-ne are good 

TABLE 7 

1C N! IL.B !O1INGO!INj I. ....

(Gini Concentration Co.fficient) 
Total R'.ral rhan 

A. Colsulmpt tin1 

Pakistan 1 )66,167 .337 307 .397 
L ilian (..' , : '51-55) .371 ,330 .368 

392 .327 .371
Indian (A er,.r : ' 5--0) 

B. Income 

1,al:i :stan l'.h3/e:i .381 .356 .4 4 5 
.365 .331i .136PakisLaX 190/67 

income Dis tribution i.n PakistanSource: Jawnid Afvar, "The ?ja,
beltfro, 1: j(I:, ft r Ti xvs ; 11)i66 bl~ t~llh 

Nov.:iber 197i )dissertatilton, E:arvard UnLiversit.v, 

for India is 10-15 peicent higier than forThe Gini coefficient 


Pakistan, indicating a significantly loss egalitarian distribhution of
 

tdlil,.- the comparison is for different years, this need

inco-te in India. 


it, since Indian inequality seems to be inlcreasing, so
 
not invalidate 


which Pakistan data arf: available,
that by the mid 1960's, the year for 


Lhc disparity betwceen the two cotintries might well have increased. On
 

the other hand income disparities seen to have declined in Pakistan
 

between 1963/6't wid 1966/6 7 . 

Of course these figures are subject to all the usInal doubts about 

be tweea the two counlries
data on income distributio r and the tifferences 

aml over time could simply be :ue to st'tistical error. However, the 

survey,i ;yare
basic sources 1,or the two Cou1rjries, thieir nitional sample 

likely to ho more compa.
a common ancestry and aippro,'ch, and the data are 


for other countries.
rable than those 


qai.te obvious, and prohbably corrct
In any ca:;,.', t;,ire are sont 

Lhc cliff erices . .'le bas ic reasons for a vore
exnlanjiLiot:S ior most of 


Palkistatl
Vidnkistan are: (1) that
egailtirian i ttco.e di.tri blLtiOht iu 
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is a less urbanized society than India and in most 

countries it is in the cities that the great inequalities in 

income occur, (ii) the rural areas of Pakistan had a more 

egalitarian income distribution than India's. There were 

large areas, most notably all of East Pakistan, but also major 

areas in est Pakistan, where small and medium holdings Dre

dominated. (According to Azfar, the 1966/67 Gini coefficient 

was .320 in rural East and .334 in rural West Pakistan). 

A greater inequality of income in Pakistan's cities is 

reflected in that country'-s higher coefficient for urban areas. 

This is what one might expect. G3iven Pakistan's lower rate of 

urbanisation and industrialisation, its lo.'er level of Der 

capita income and of education it almost certainly had a 

smaller middle class. The urban population consisied, more 

than in India, of casual, service, and industrial workers at 

the lower end of the income scale, of businessmen, industrialists,
 

senior civil servants and well-naid professionals at the
 

upper end. India's cities probably had a higher proportion

of small traders, middle income professionals, teachers
 

and clerks.
 

The decline in Pakistan's coefficient may not reflect,
 

according to an impressive analysis by Azfar, an improvement
 

in real income distribution. Food and other agricultu:al
 

prices rose especially sharply in 1966/67 as a result of
 

unfavorable weather. The money income of lcwer income groups
 

may have risen more rapialy than the money income of the rich,
 

producing a lower Gini coefficient. But if, at the same time,
 

the cost of living of the poor also rose more rapidly, because
 

of the higher proportion of food and other agricultural products
 

in their budget, the relative position of the poor in terms of
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real income could have remained stationery or even deteriorated.
 

However, these rather poor overall figures do contradict 

-.,e contention that Paistan's income distribution, as a result 

of its development strat-egy, was less egalitarian than India's 

or that it has become increasingly less egalitarian over time. 

They do suggest that urban income distribution wa.s somewhat less 

egalitarian in Pakistan than in India. 

Workers Real "'acres and Income Distribzution 

some further evidence on income distribution and on the effect 

of growth on the lower income groups is provided by scanty data on 

real wages. 	Again these are not terribly reliable and are espe

cially sketchy for Indii. There are quite sharp fluctuations in 

real wages in both countries, largely as the result of changes in 

food prices due to weather fluctuations. Therefore it is better 

to use averages rather than single year comparisons. 

Table 8
 

REAL .S _TMNDIA_ ATD . '_ _ 

Pakistan India 
Years Rural Years fextile *ears industrial Years W'age Pactory 

workers work er s workers earners .:.Drkers 
(index) (rupees) East West (index) 

(a) Last (b) (c) (Runees) (d) 

1949&50 110 50-54 950 50-52 104 l06 

54-56 713 	 1015 54-56 107 121 

1958&59 95 55-59 974 57-59 632 973 58-60 100 115
 

60-62 745 1079 

1963&64 130 60-65 1170 63 787 1032 62&63 113 

1965,36 108 64&65 1208 

1966 100 66&67 1021 

Sources: (a) 	 S..'adesh R. Bose, "Trend of Real Income of the Rural Poor in !F' 
Pakistan, 1949-66", -11,-0 _%i."nn..5ceon-.en' :vie:',Autumn 19. 

(b) 	 Money wages in perennial textile firms deflated by the cost 
of living iceces for four ciuies (1959/60 100) , all fr-om. 
the SL.at .i.C 71 Z,C, 19'- 7 
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(c) 	 Azizur 1ahman Khan, ",liat li.-s Deen 1ap-pc-ning to Real 
Wages in Pakistan?" The Pa" istan Dn Ovelonfmellt Rovi-ew, 

(d) 	 W- - - e.e:s:r,,rs J - •.- . ... ...... v , CS . n 

Inita,Productivity in Cctto= ....c',-.(I .nd...-rvin 
o' :_-cr-tC.I i " 21-,co-±QV 

Factory o:.,rs Plannip. mwC.i. s sic, "Report of th
Co.itteae .n Distribrion of Income and Levels of 

Living" ("Mahalanobis Commission"), February 1964. 

In stitute O. 

That the data are consistent although drawm from a variety 

of sources somewhat increases one's confidence 	 in their reliabi.

lity and usefulness. Changes in real wages are highly correlated 

with changes in prices of food and other wage goods, even if 

averages of two to three years are used. During the 1950's reail 

wages stagnated or declined as agricultural. production increased 

slowly in Pakistan and both countries built un 	an elaborate
 

system of protection for consumer goods industries, which raised 

their prices. The decline was particularly severe in East
 

Pakistan: 11 percent for industrial "workers, 15 percent for 

rural workers from an already low base. In that region the per 

capita availability of'food declined, unemployment increased 

rapidly and industrial development was slow. In India the good
 

harvests of the mid-1950's meant higher real wages, the poor 

harvests late in the decade resulted in lower real wages, but
 

given India's relatively satisfactory increase in agricultural
 

production, the changes were not too drastic.
 

In the early 1960's real wages in both countries increased,
 

as the prices of manufactured consumer goods dropped with in

creased competition and as agricultural output grew more rapidly.
 

-here the increase in both agricultural andIn Pakistan, 

consumer goods production was greater than in India real wages
 

increased especially rapidly. in the course of three to four
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years real wages increased between 10 and 35 percent.* 

'The increase in East Pakistan .,as particularly great and 

the absence of effectiveit despitenotable, since occurred 


trade unions and despite a great reservoir of unemployed.
 

Clearly money wages are quite sticky, at least in the short
 

term, and real wages do rise if increased output results in
 

lower prices.
 

In
Wages are, however, equally sticky when prices rise. 


both countries the bad harvests of 1965-66, the after-effects
 

of the 1965 war and the reduction in aid, meant that prices
 

rose in the mid 1960's and real wages fell quite sharply.
 

The data on real wages support the conclusion that rapid
 

growth resulted in a decrease in inequality cf urban income 

(or at least not in an increase) while slow qrowt1h p-robably 

resulted in increasing inequality. Pakistan provides the 

clearer examnle because series are longer, data more complete 

and there have been greater variations in the grow.th rate. 

In the 1950's a number of large business and industrial firms
 

earned very high profits. vhile thisdeveloped, whose owners 

group of nouveau riche expanded rapidly, real wages of workers
 

The 1950's were also a period of rising unemploydeclined. 


ment, with the greater number of unemployed and casually
 

employed in the cities earning incomes far lower than those of
 

and Sawhney (op. cit) show a significant,* For India, Sinha 
but lower than 13 percent increase in real wages and a
 

percent increase in days worked.
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industrial workers. Inequality in urbari income therefore alnuo:sL 

certainlv increased. 

In the 1960's., on the other hand, the exceptioniall.y high 

profits in consumer goods industries w...1re often moderated undler 

the pressure of increasing competition:* while real wages rose 

until 1965. Urban income inequality probably diminished as a
 

In addition, the 1960's saw a decrease in unemploymen
result. 


more rapid growth, though this improvement was
as a result of 

probably limited to W:est Pakistan. A rough estimate was that 

unemployment in all of Pakistan dropped from 20 percent of the 

labor force in 1964/65 to 17 percent in 1969/70. V17est Pakistan 

5 percent while East Pakistan hadshowed a decline from 16 to 

an increase from 24 to 25 percent.** Data are available only 

for the late 1960' s, but the decline in unemployment should 

have been more rapid earlier in the decade, since the gro.th 

rate was higher then. w7ith unemployment declining and real 

wage rates rising in the 1960's the income of workers' families 

in Pakistan should have increased significantly until 1965, and
 

class income disparities should have declined.
 

These results contradict the conclusion of most analysts
 

of Pakistan's economy, that real wages have stagnated from the
 

early 1950's to the mid 1960's. The difference results from
 

the time periods used for comparison. Since real wages
 

*On profit rates and the groth of a new class of 

industrialists, see Papane'r (1967). 

**Josoph J. Stern, "mploy.ent and 'aePolic", mimeoraphed, 
undated (circa October 1969), prepared for the Planning 

Commission. 
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the 	 then the mid 1960's anddeclined over early 1950's, rose to 

then declined again, a comparison of the immediate post

or that aroundindependence period with the period aroun:J 1.960 

1966 will sho, stacnation. It ignores the rather rap.id rise in 

real wages betw..een 1959 and 1965, the period of rapid economic 

growth in Pakistan. 

of growth of Pakistan'sIndia's rate was, course, low,-er than 

in the 1960's, and food prices increased substantially until 

late in the decade. This would lead one to exprect continued 

increases in unemployment, stagnating real 	wages, -ud an increase 

but onein income disparity. The data are spotty,, at least 

analysis concludes that. Indian income disparities did in fact 

in the mid 1950's and continued to worsenincrease, beginning 

over the next decade.* Another stud' sho.,:s a further increase 

in income disrarities between 1960G/61 and 1967/60, .,ith a defi

nite deterioration in the absolute exp.nditures of the urban 

poor. ** 

In short, the data on real wages tend to confirm the over

all income concentration data; Pakistan probably had the more
 

egalitarian overall income distribution as far as class or group
 

incomes was concerned. Moreover, rapid growtth was probably 

favorable for income distribution, %.hile income distribution 

worsened during periods of stagnation in per capita income. 

*M. Mukherjee and ,..S. Chatterjee, "Trends in Distribution
 
of National :ncc:nc, 1950-51 to 1965-66", Economic and
 
Political "-z[v, July 15, 1967.
 

**Dande!a- and Rath, on. cit. 
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Regional Income Distribution 

It is necessar-y as wel! to look at regional income distri

bution, an obviously important source of potential conflict in 

both countries. The disparitN in incomes bet,.yeen East and West 

Pakistan and the increase in disparity over time, are usually 

cited as a major cause of tension in that country. In fact, in 

1959/60 the per capita income of East Pakistan was 77% of that 

in West Pakistan. Over the next five years the per capita 

income of the poorer region grew at a very respectable rate of 

nearly 2 percent per year. However, since West Pakistan grew 

more rapidly, in relative terms the per capita income of East 

Pakistan dropped 'to only 68% of that in the West by 19G4/65. 

After 1964/65 the growth rate in East Pakistan slowed, though 

per capita income continued to increase, and the disparity :,.ith 

West Pakistan increased co.siderablv.*
 

Since there are more than t;:o states in India, the picture 

is more complex. It is clear, howevc.r, that the gap between 

the richest and poorest states in India was far greater than 

between the Provinces of Pakistan. 'hile East Pakistan in 

1959/60 had nearly 80W the per capita income of West Pakistan, 

Bihar had only 50%§ the per capita income of Maharashta. As 

a matter of fact even the fourth poorest state had only 725. 

of the per capita income of the fourth richest state in India.** 

In other words, of the 15 states of India, the gap in per 

capita income between the richest four and the poorest four 

was greater, in most cases suAstantially greater, than the cau 

between the t;wo Provinces of Pa'.istan. 

*Calculated from S .Listical Alpncix.
 

**From: :;ational Co,ncil of :.onoic R..;:!iedResearch, 
. -l.Distrib.tion of IfcO:'.e ! (January 1965) 
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Th group of the richest and poorest states each had a popula

tion of well over 100 million, so that thesce disparities 

affected large numbers. In absolute terms the per capita 

income of the poor states of Ind]ia grew at about Ltje same rate 

as or more slcwly' than East Pakist-jn s from 1960/61 to 19C4/5 *:"* 

However, the gap between the rich and poor States tended on the 

whole to remain unchanged or to narro. % 

Comparing regional income distribution between the two 

countries one sees a mixed picture. clearly the poor Indian
 

States had a greater grievance than did East Pakistan in ter%,ms
 

of their poverty relative to the wealthy States. In addition
 

their absolute per capita income did not improve any more 

rapidly than did that of East Pakistan. Ho.ever, t1eir relative 

position did improve during the 1.960's. This may have been 

partly the result of greater ease of migration in India, partly 

because the political process worked_ more effectively in 

assurina that the poor States obtained a fair share of invest

ment and current government expenditures. However, even after 

that improvement, by 194/G5 the gap bet.een the poorest and the 

richest States in India was still substantially greater than 

was the disparity between the two Provinces of Pakistan. 

On the face of it, it is not clear that the regional 

income distribution problem in Pakistan was worse than in India. 

The degree of disparity was greater in India, the absolute
 

improvement in the poorest States was, if anything, slower 

* 	 For '--l/ Calculated fror, Amiya chatterji, "-. Central. 

Financina o4 PLnnS in In in Federation, (c lcut ta,S tate 	 T-1 

1971) quoting the Repor-t of the Finance Co,-:i,ission. 
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rich States increased their per capitathan in Pakistan, but the 

income somewhat more slo'.wly, so the gap nErro.:. But it must 

be relatively little consolation to the oopul.aticn of the poor 

States to know that the av-rage inc.m in thc ric...SLat- .wic 

had been nearly double theirs, ... 8- hicher four vears,as only 

later.
 

Equity and l.
Pol.ti ... 'elo..... . 

far leads to conclusions thatThe discussion of equity so 


seem strange in the light of political 0.-velorr.ents- in the two 

had the more egaltaria class income dis-.ricountries. Pakistan 

bution, which may have become slightly more egalitarian in the 

india's bec%me less Eo. Pakistan's workers also1960's, while 

benefitted from a greater and, in absolute terms auite substantiUl,
 

!.enional incom.e distribuincrease in their real wage until 1965. 


the .poorer Provincetion was also more egalitarian in Pakistan and 

capita growth rate not inferior to th.:in that country had a cer 

in India's poorer States. 1,,ny then did Pakistan c:perience serious 

political difficulties from 1969 onward, leading first to 
the
 

overthrow of the regime of President Ayub and ultimately 
to the
 

breakup of the country?
 

com-

Obviously the reasons for such far reaching changes ate 

plex and it would be on overly simple view of the world to ascribe 

them to economic factors, much less to income distribution 
alone. 

Political factors played a significant role, most notabli,
the
 

disaffection of t'- ;enaali elite of East Pakistan, denied an'.,
 

for most'of two decades. Other political
real share in power 


a highly centralisedfactors were the increasing rigidit., of 


regime, whose central ficgre was moreover quite ill;

authoritarian 

with such a system of a rapidly
the increasing dissatisfaction 


growing professional ard middle class, thc loss of a
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equity broadlydata advanced above,But despite the 

political difficultie3s. 
a major factor in Pakistan'sdefined was 

a 
'broad issues, discussed earlier, when look ed at from 

T1ree 

were of significance and defined the 
different perspective, 

between India and Pakistan with respc'ct to equity: 
differences 

of regional inequity in the latter; 
(i) 	 the worsening 


conspicuous consumption and
 
(ii) 	 the greater impact of 


in absolute, and probably

(iii) 	 the sharp deterioration 


middle
of some powerful lower and
relative, position 

income groups in Pall"istan. 

Pakistan continued to fall 
(i) The very fact that East 

source of dis
behind W.est pa]kistan in per capita income %.asa 

and auite broad basedhighly politicisedcontent as far as the 

elite of that Province .:as concerned, even if in absolute terms 

particularlybetween the Provinces was not
the difference 

great by the standards of other countries, 
including India.
 

- and one can do little more 	than
 But it seems plausible 


-	 symbolic, psychological and 
speculate in this area that 	the 

signifi.
political dimension of disparity 

were at least as 

First, they 
cant as the actual economic 	deprivation 

involved. 


were symbolic of the Province's lack 
of influence and power, of
 

the national government's lack of concern 
with its 	poor region.
 

The poor .States in India could, and did, 
use the political
 

machinery effectively to obtain investment 
and other resources,
 

the Eastern Province was
of Pakistan's history,while for much 

The ultimate expression of
 largely impotent in this respect. 


contempt for East Pakistan's 	economic problems and 
needs was
 

the failure of the national 	government 
to respond adequately
 

to the cyclone of 1970.
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Second, regi onal disparity was a po-werful :caponi in Lhc 

hands of z elite in rallying population toEast Pakistn's the 

support that elite's struggle for a role in running the court

try. It was such a po':erful w.,eapon in part because East 

Pakistan %.,,as desperately poor, with much of the population 

having experienced little improvement between 1953 and 1970. 

Under the circumstances poverty could be blamed on the 

national government. In India, regional elites could and 

did use the political process to gain a share of pow-Jer. Once 

they had done so they had to share also in responsibility for 

todoing something about poverty and in the blame for failure 

accomplish much.
 

Surely increasing regional disparities ".ere in themselves 

a cause for tension in Paistan, largely absent in India. But 

the tension .7as worsened because disparity -.as a symbol as 

well of the failure of the national govern;-nt to pay attntion 

to the poorer Province and of the impotence of the ].eadership
 

in the Province, and because it permitted all resentment about
 

poverty to be focussed on the national government.
 

(ii) Similar factors operated with resoact to class in

equities in income distribution. Conspicuous consumption by 

the rich was more blatant in Pakistan by the mid 1960's. 

The export bonus scheme, so successful in stimulating 

exports, meant that luxurv consumer goods for the rich and 

imported in increasing amounts.machines to produce them were 


in the 19,30'sIndia retained tighter control over luxury goods 


than Pakistan, a reversal of the situation in the 1950's.
 

Pakistan's income distribution in the countryside was pohably 

the greater inequality inmore egalitarian than India's. But 


conspicuous
acco.,panied morePakistan's cities, by blatant 
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political impact. Great in-consumption, had the more severe 

tolerated in Pakistaninco~mo to have 

early s, the i.ncome 

equalitics in seem been 

in the 1950's and 1960' when upper groups 

income and whfen their obvioussaved a larre share of their 

offices andluxury consu=.-ptiol - big cars, big houses, fancy 

lavish parties - were severoly circumscribed. In India the 

of the politicalarticulation of populist qrievances by parts 

this might lead to anleadership and the implicit promise that 

.iay also have reduced tension.improvement 

(iii) In both countries the economic situation deterio

rated after their 3-965 war, which probably increased the in

equity in income distribution. Doth countries increasejlth'ir
 

military expenditures, both received less foreign resources
 

and, above all, both auite accidentally .lso had poor harvests. 

However, Pal:istan, with the far smaller economy, devoted iw.ore 

resources to the militar~y, and was rere dependent sn foreicn 

aid. As noted in Table 2 the combined effect of reduced aid 

and increased military expenditure meant a "loss" of resources 

to Pakistan roughly equivalent to 6% of GDP, for India of 3% 

of GDP.
 

For Pakistan the result was a drastic, a really brutal, 

Accorddecline in the real income of the lower income groups. 

ing to the data in Table 8 real wages dropped somewhere of the 

course of about a year. (Actually iforder of 15-25a in the 

Bose's 1964 figure is compared with 1966, the decline is nearl>_/ 

30M for rural workers in East Pakistan). The situation was 

aggravated "y a decline in employment opportunities. The cut

back in resources, and especially in aid, resulted in a sharp
 

of GDP 6.5[:cut-back in investment, by about 4 in India, by 


4( ne-.n to 2). The effect on
(trclina Table constructicn, 
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great. Th-le resuiti.ng decJ2.n. an important employ,:er was especially 

,., a sovc e shoc,in incom.e and emnlovmo': Io5 some groups 

especiall_, M, ale:ady desperately poor East PaK.stan. Tha 

meant that for the first time in
recession in investment also 

educateci,Paistan's history there mighl: be no jobs for many of the 

and not just for arts and law graduates, but also for engineer:s 

and the products of technical training schools. The decline in 

opportunities for
real .,wacs for lo',.,er income groups and in job 

slac'cningf
both them and the educated occurred w:hile there was no 

wonder that Pakistan'sin conspicuous 	 consumption. It is no 

workers and students were bitter. 

Add to this the bitterness in East Pak.istan and the only 

that took 	 -years for the anger to
wonder is 	 it two or three 

in widesproad strikes, demonstrations and riots. 
express itself 


is probably,- more in the realm of

The explanation for the delay 


politics than of econoiics, After the 1965 .:ar
 
psychology and 


on all, and parti
the gove-nment- promised to impose austerity 


it promised to give East

cularly on the upper income groups, and 


a greater share of power, investment and economic

Pakistan 


In fact, it not only promised, it also

benefits in general. 

But its
 
acted, but too 	little, though not necessari.y 

too late. 


actions in the 	economic sphere were inadequate 
and in the poli

tical sphere the situation rapidly deteriorated.*
 

war were probably
In India, the aftereffectof the 1965 

.er
Real wage data 	do not seem to be available, 

but 

lesz great. 


constantcapita private 	 consumption expenditures in prices 

for one jour - ' Loshna., Pakistan Crsis, (London, 1971) 	 *See David orz:n 	 apooin':ml - n t of thorouC:nalist's cat.lo':e oZrror, the 


co inurt2.:sing corrupti.c-n, ;111 u_ in
 
unpopular _-overAo1rs, :..sot

:in- treason a.i acains-- Eas t p k ,,sta ' s 
decisio-r .. the 

o-. st udts,, culminatinc i_:iand killingpopular lear-er zhe 
the c-clone.reaction to L97C 

http:resuiti.ng


56
 

dropped less than i0/ beLween its bigh point (for the 1960' s) 

and its low point a year later.* Moreover,in 1964/65 
as 

noted, the impact of conspicuouc conim fptiof was less,
already 

the gap between the States ..:as declining. In addition,
and 

improve equity was well publicised.action which appeared to 

Most Eteps were primarily cosmetic, with no real effect on 

the Privy Purses of various cx
equity such as cancelling 

companies. How
rulers, or nationalising banhs and i:Isurance 

dae ,onstratc that the gov.'ernmont was responsiveever, they did 

to popular mood, that it .as ccncerned with equity. Finall-, 

existed within the system for changing an inade
a procedure 

quately responsive government. Within a short time three 

india, Ceylon neighboring countries - Pakistan, brought to 

power government s wit.h a poaulist a.'pcal and promises of 

greater equity. In t..o countries it proved possible to do 

this bv elections, in. ,a.- ta:. it I.d not.
 

consequences of
Obviously ,uch of this 	discussin of the 

of income is higl.ly speculative.an inecuitable distribution 


does suggest that
But the e:.mcerience of india and Pakistan 

the actual degree of ineq.iality is only one factor in deter

mining the political consequences of income distribution. A
 

sharp absolute or relative deterioration in the expenditures
 

of some qrcups, as happened in 1965-67 in both countries,
 

seems more difficult to tolerate than the gradual deteriora

1950's. To have concentrated,tion h.ic took place in the 

reasonably well organized and politicised groups li--e students 

and ;orkers faced with a dterioration of both income and 

prospects is a sure prescription for trouble for the covern

- c:.cit.*Dandckar and o'., 
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The extent to 	which income dispariticts arement in power. 


obvibus, even flauntcd, see!:s to play : role. The perceivc]
 

attitude of the government m-ay be an .:ven more important fac4or.
 

if it .s:eems to be tryJing to ameliorate the
If it se&ms to care, 

of the poor regions and tosituation of the uoor class.es and 

it provides hope, as
curb the extravagance of the rich, if 

than Pakistan,India's government -.as more successful in doi.ng 

more readily tolerated. Finally,
actual income dispuarities m:', be 

the outlet for the tension created by income disparities, 
may 

vary with the governmental system. Dissatis.ficd Indians were 

able to affect the political process and economic cecisions 
by 

he existing system. ;.,orkers could strike, the pressure within 


poor could organise and vote. Dissatisfied Pakistanis took- to
 

the streezs.
 

CT_,'itv
Trhe Effect of Devalc-.ment Strate,,v o-. 


strategy pursued the two countries
The develoue:-.r 	 :y7 

affected the degree of equity in the distribution 
of income.
 

Pakistan's reliance on economic incentives, and 
especially on
 

profits, as the engine for developmsnt, almost 
inevitably
 

provided especially great opportuni
4 ies to those alreaely better
 

The greater role of government in India sometimes 
meant
 

off. 


that rewards were shared more equitably.
 

For instance, private tubewel].s in '.est Pakistan were
 

developed primarily by cultivators .ith medium-sized or larger
 

holdings, who 	had access to capital and enough 
land to warranz
 

cmr'nasiz-edi 
a well. The large-scale surface irrigation projects 

to water for cultivators
in India provided more equitable access 

cf size of holdings. Similarly, private diztrib-:tiion
regardless 


meant that those with smaller h.iL,

of fertilizer 	In Pakistan 

poorer access to credit, were disadvontacied, .hi].e
and therefore 

http:class.es
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easec
distribution through cooperatives in india sometimes 

the credit nrob1.cm. Pal:istan's 	monetary inccntives wee of 

who sold almost noLhing in
little benefit to sall-holders 

less lihely to have information about
the markzet. They w.e 

its greater effort in
the no., technolozv than in India, with 

extension and conmLunity developm-ent. ror indus
agricultural 

try the likelihood that concentration of wealth and power 

were greater in Pakistan has already been mentioned. 

for moreOn the other hand, Palkistan' s strategy made 

rapid growth, which had compensating effects on income dis

rapid growth meant more jobs,
tribution. More industrial 

a larger of the -- l.aborers,enabling nuc-"er poorest landless 

-- to take the most im
casual urban -orkers and unemployed 

periods of un
portant steo u, the income ladder, from long 

empl.oyment to a regular industrial job. It also meant in

oE mass con suz,pticrcreasing competition among producers 


vegetable
goods, which resulted in lower prices for cloth, 

oils and so on. Pakistan's more rapid increase in agricultu

ral output meant lower food prices. The greatest price 

' . are a largedeclines occurred precisely in the goods which 

proportion of the purchases of the lower income groups 

-- and -whichare of small significancefoodgrains and clothing 


in the budg-ets of the rich.
 

The development strategy also affected political power
 

and therefore the possibilit'y of influencing income distri

about chan..eebution. That Indians could more readily brinq 


was the more
within the s',,stem, primarily result of a authori

tarian regime in Pakistan, not a consequence of differences in 

strategy pursued bydevelopn-ent strategy. However, the 

Pakistan led almost inevitably to a greater concentration o1

http:nrob1.cm
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wealth and political power. hen the sacrifices made neces... 

in 1966 came to be allocated, the rolitical per of the Small 

group of very rich Prob;,bl, was a factor. I.t is a fact that tha 

oneconomic sacrifices in Pakistan w.Jere largely imposed soece 

middle and lo,..er iucome groups. Lando,..mers in ,.,est Pakistan with 

larger holdings and producing rice or w.,heat benefitted from rapicd 

technolo.-i.ca! change and hig0h governilent price supports. The 

military received additional resources. Some government officials 

profited via corruption. Some industrialists were helped .,, 

reduced competition from imports. :.e.asures to restrict the con

sumption of the rich were half-hearted and largel-,, ineffectual. 

India may have allocated sacrifices me. equitably, but inore any 

case its dissatisfied groups could mal-e the government aware cF 

their dissatisfaction.
 

III. The S=,.- 2. .;:, s _or C... ... n and Con-Clusions 

-
ati--tics,
Statistics and P-e"do St


of the conclusions thatBefore attempting to summarise some 

be dra,.n; from this discussion of development strategies,can 

out clearly that the factual basis foit would be .ell 'to set 

it is very weak indeed. All comparisons, especially of less 

and not whollydeveloped countries, suffer from inadequate 

comparable data. India and Palzistan have a better data base 

same s-ystem, their statisticalthan most and, developed from the 


two special
series are often auite similar. Still, there are 


problems for comparative analysis. 

really comparable.First, some statistical series are not 

For instance, India's National Accounts before 1960 are
 

at .1948/49 prices, Pal.istan ' s on agenerally on a net basis 

gross basis at 1959/60 prices. 'he Indian series in Table 9 

show what a difference base years and definitions can mlake. 

http:technolo.-i.ca
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Table 9 

India' s Gro,.th Y".tes 1960/61 to 1964/65 

3.3'%Per annum1) N-ITP at 1948/49 fz-ctor prices 

" 4.7" " 
2) NDP at 1 960,/51 " 

4 .. " " 
3) GDP at 1960/61 

-' Office "Conventienal"Source: Based cn Central Stiscal 
estimates for 1 and "'R.vised" estimates for 2 and 3. 

be directl".
Also, some seemingl ' comparable series cannot 

compared since india officially devalued its foreign exchaige 

rate wiiile Pakistan used direct controls (in the early 1950s) 

1959
and a special import surc -arge/export subsidy system since 

to accompulish the same objective. 

vagaries of eLeter
Second, boti countries suffer from the 

than nea.rly all large less devo.opedto a greater extent 


not only agriculture, but the
 
countries. The .-eatner affects 

since agricultural outputof the whole econom:_.z Tihat th__functioning -17 ,_nn -.s. 


affects exports, industrial prozuction and s, -" I.
 

initial and terminal years chosen for ccmparison have a signi

ficant effect on results is showm by Table 10. 

Table 10 

Growth Rates over Slightly Different PeriodsIndia's 

(LUNP at 1948/49 Factor Prices) 

annum
1949/50 - 1959/60 3.0(," per 

1949/50 - 1960/61 3.4, " 

1950/51 - 1960/61 3.7%11 " " 

3ased on Central Statistical officeSource: 

"ConventionaI" series. 

the effect of statistical incomrarabilitv,To minimize 

series were adjusted where n"cessary and possible (c.-.: India's 

put in ter1.1 of 3P, P 'Zis tan' SI rt
national accounts -,%:ce 

were calciilated at the same excnanv:vO rat- as India' s). To 

reduce the effect of wtaLer, the contri.>uti.cn of major crops 

http:contri.>uti.cn
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in terms of trend values, not actuals.to GDI? was calculated 

In addition, tlere is, fortunately, some tendency for both 

countries to experience good and bad harvests in roughly the 
a' 'r.)Tc.d_.: discusses in so.me detai! 

same years. The Statishical rrri dsi 

the e:.-tensive adjustments maa- in order to produce reasonably 

comparable ser es. 

Nevertheless, all auantitative comprisons have to be 

regarded as highly suspect unless the differences are of such 

magnitude that one can be reasonably sure that statistical arti

fact is not involved. Tiqhe adjustments which have been mae 

to render series comparable are, after all partial, unsatis

factory and can int.cduce additional bias. 

There is another serious cuasi-statistical reason why 

only major differences in the gro...th rate should be regarur.i 

as significant. Various analysts have concluded that a high 

proportion of the value added in manufacturing in both coun

tries, but -especially in Pakistan, siwply represents a subsiy, 

principally as a result of protection. If value added were 

recalculated at world marr.et prices, it would be a small 

domestic price's. Much of thefraction of the value added at 


not
growth in manufacturing, it is argued therefore 	does 

to goodsrepresent "real" gro.th (in the sense of adding 

to an increase in the subsidies,
available) but is due simplv 

in transfers frcm consumers to producers. This argument 

supposedly applies with particular force to Pakistan. since 

protection was more pervasive there and since the crcwth in 

more and a greazermanufacturing was ranid therefore had 

i.pact on the overall grc'..,h rate. 
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There are several reasons why this argumont has only very 

validity with res!?ect to ai comparison of developmentlimited 

a very dofe.ctive statisti
strategies. First of all, there is 

the value added in manufac
cal basis for claimis that much of 

turing is due to indirect subsidies. This was discussed 

added at domestic prices
earlier.* Therefore, .ile value 

world market prics, theundoubtedly overstates va].ue added at 

not as great as some extreme
difference is almost certainly 

calculations suggest.** 

degree protec-Second, it is questionable whethcr 	 the of 

much between India
tion or effective subsidisation differs 

earlier secticri discussed the modest evidence
and Pahistan. 1n 

and that there
which exists on industrial efficiency, suggests 

that the two count J.s differed much. If
is no clear evidenc, 


nearly

value added in manufacturing needs to be discounted 


for both countries, then for comparative purposes the

equally 

magnitude of the discount will be of less importance.
 

industry grewFurthermore, -.-hile Pak i st5-smanu facturing 

throughout, so 
more rapidly, India's had the greater weight 


overall CD2 gro-.th
that the contribution of this sector to 


GDP growv;th rate to
 was comparable. The adjustment in 	 the 

*See pages 36 to 39. 

**E.g.: 	I.M.D. Little, '. Scott and T. Scitovsk, in indu str

and Trade i o:';r iosir:z Co':(CK-CD ana C

ford Un~versi' ,s, LonG 'n, i+,'Cj suzgest that
 
19:0 to 	 l ")t if' , -U2.L zst3from 

0. 	 anV a.l; to h -in:'."t<;D?,contribd,.t-.; noc D,-rcent: 
the of' ica national sc1oun1is but 	only 0.0 as in 

percent. 
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take account of the effective subsidy to m:aufacturinj would 

therefore affect both countries equally.*
 

For all three reasons nL) adjustment was made in the con

tributionJ of the manufaccturing sector to GDP, to tahe: account 

of differences between value added at world market and domestic 

prices. However, this difference is another reason whq¢uan

titative comparisons and the conclusions drawn from them hc.ve 

to be treated with caution. 

There is an additional, factor wich makes comparisons of 

the two countries analytically unsatisfactory -- they are so 

large and internally diverse that r averages siply 

hide some of the more irv.ortant devc-lopments. In West Pal:istan, 

for instance, m:inufacturing grew at over 16 percent per annum 

from 1959/60 to 1964/65, while in East Pakistan it increased 

at only 10 percent. Similarly, croo production in the I.-est rose 

by nearly 8 percent Cper ye.r (rcm 1.59,160 tc 193/69) while it 

increased only 2.5 percent in the East. Th-ere .re similar 

disparities in India between gro%,.th in such areas as the Punjab, 

aharashta and Madras on the one hand and Orissa, Bihar and 

Bengal on the other. Both of the provinces of ,Pakistan, and 

some of the Indian States had as much population and varied in 

geography as much as major European nations. To present 

averages for India and Pakistan, is therefore like averaging
 

the growth rates of Germany and Italy with those of the U.K. 

and France.
 

*E.g.: In 1959/60 to 1964,/65 the contribution of manufact:r
ing (so-called lar7.e-scaie) to india's ODP averaged 
15 percent, to -,kiscan's 8 percent. The crot.,-h rate 
of the sector -..as 6;5 nercent 3nd 15 norent rescec
tively. Manufacturing therefore contrib: uucd rougnl' 
1perc to t he. P'- ro'tn r:ate of both countries 
(.15 x .065 and .08 x .15). 

http:gro%,.th


C4 

Second, it is questionable whether the degree of 

protection or effective sub.;idisaticn diffei-rs muich between 

India and Pakistan. An earlier section discussed the modest 

on industrial efficiency, and suggests
evidence which exists 


that there is no clear evidence that the tw.o countries 

differed much. If value added in manufacturing needs to be. 

for both countries, then for comdiscounted nearly 	equally 

the agnitudo of the discount will be ofparative purposes 

less imiortance. 

Pakistan industry grewFurtherr.-oe, while manufacturing 

more rapidly, India's had the greater ,,- jh'- thrcu'hout, so 

overall GD? grow-t.hthat the contribution of this -ector to 

was comparable. The adjuEstment in the GDP grow,,;th rate to. 

take account of the effective subsidy to mnu factur.'g would 

therefore affect both countries ecfuall- .* 

For all three reascns no adjust::oent was nade in tne 

contribution of the manufacturing sector to GDP, to take 

account of differences between value added at world market 

and domestic orices. However, this difference is another 

reason why quantitative comparisons and the conclusions
 

be treated with caution.draw.rn from them have to 

*E.g.: In 1959/60 	 to 19S.4/65 the contribution of manufacturin.z 
India's averaged 1 L7rcent,iarcge-scale) to 3DP -C 15 r cer.-L 

.as 
(so-called (so-called~~re-- ' 

to Pakistan' s 8 percent. 7i2e crowth rate o the sector 
6.5 percent and 15f c.....z resr6c vL- . .......
 

therefore ccntributed 1 Ercent to :'o
rowhl. .
rate of countries x 73 z .15).
both 	 ;.15 . a.nd .C 
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So-me Concltls I, 

An economic comparison of India and pakistan can stre3s 

,ne s. ovcr tie .hol¢, ofeither the s-imi ari -is or the .if!c 

the 20 year period under re\:i.e'., it is the similarities that 

The rate of growth of both countries ,aveare most striking. 

raged somewhere around 4/:% per annum, with that for India 

slightly below, that for Pakistan sli'lhtly above that figure. 

On a per capita basis the difference disappears since IndiLin 

statistics show a lower rate :f population, incroese. Bcth 

prcountries' 	 per capita growth rate is slight.y above. 1.5, 

their early both countries avurac.d a rei-aivclyannum. In years 

10>;- of GDP to the mid-.9l5- slow rate of investm.ent of around 

sten u- this rate to reach the very res
and both were able to 

of about 20>$ of a much larger GDP ten veaErspectable levels 

for eitherlater. Absorptive capacity %-:as not a seriou!s problom 

country.
 

stimilar uatterns of
Both countries also showed s- ... , 

advance in GDP, ingrowth.' The 1950's were years of gradual 

the half-decade to the 1965exports. was 

war that both sho.,ed the most rapid develoment. These were 

vestment and 	 It in 

the years of the greatest aid inflows and the most rapid
 

as both countries effectively devalued

expansicn of exports, 

..:as 
their currencies. The major constraint, foreign exchange, 


combined with improved policies, the result was a
eased. 


higher rate of investment and a more rapid growth 
of GDP.
 

analyses concluding that 
Neither country is a good example for 


"aid has failed".
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This period was terminated by the 1965 India-Pakistan war. 

resulted in only a miner setback to Loth countries.The war itself 

conHowe'ver, it produce] a tigjhtning of the foreign e.'z:hange 

straint on developenrit, as aid was reduced and implorts of 

militar., goods were increased. Bad harvests also occurred at 

the same time. Growth in both GDP and exports slowed, invest

ment ws reduced and the earlier pro:inses of rapid developmeant 

began to fade. 

Economic issues were central in the elections w.'hich too' 

place in 1,oth countries at the end of the decade. A.morng the 

major issues raised in the campaign were regional and class 

income disparities, unemployment, unsatisfied demands for 

schools, houses and health services. Both countrics voted over

whe].mingly for parties n-I-,at had camc ,aicrned fcr a more equitable 

-
distribution of income and .ea!tI, though in Pahistan t ese 

parties came to po...:er only after serious conflict and monstrous 

sufferin'r- and the breakup of the country into Bangla Desh and 

Pakistan.
 

The similarities in economic performance are the result 

of four factors. First, both India and Pakistan are among the 

really poor countries in the world. T9ney are not in the cate

gory of many countries in Latin America, and some elsewhere in 

the less developed world, with an annual per capita income of 

$200-500. Rather the]y had a per copita well below $100 at 

Indencenence. either country is rich in natural resources. 

Second, both are large countries. They therL-fore eceived cnl., 

modest amounts of outside resources (aid) in terms of GDP, 
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investment or per capita. Aid to India ,-.,as 112.5 and fur Pa:i -hn 

$4.2 per head in 1964-66, near its higch point. Dy contrast, in 

Africa it -ver....-,d o....r .:k .)-!r capi.ta, in the Ar! :r.cas the ,ic;: ye 

would be well above $5, without Draz.i.. and Me1:ico, %which su ' 

also froi,. the ].arve country: effect (::i.o is also on tin ]ordc,

line for aid recipients because of its high per capit.a income). 

Third, both had governments concerned with growth, a civil sc-rvJ.ceC 

that could implement government decisions and a p:)_3iicZtl, instiLu

tional and social. environment which was reasonably favorable to 

development, when compared with other countries. Their cio-ri..,,nts, 

again c.mpared to other countries in the less develo.ned world, -v.ere 

not dominated by an oligarchy determined to prevent change, ncr 

at the mercy of contending groups w-ose demands ad to be 

Both had indigenous businessmen andl competent civil servants, a 

functioning educational system and a relatively adequate transp:rt 

network. Finalyv, both' econoaies onerated with an overvalued 

exchange rate and other ron-equiliriu-m prices (some interest and 

wagc e rates, as well as some coinmodit, prices) , combined with 

stantial direct government -intervention in the form of controls 

over the allocation of soe goods, (raticning) over some rprices 

and over investment. 

Low per capita income meant that it aas difficult to raise 

savings rates. The more serious ccnstraint on growth, ho.ever, 

was foreign exchange. Foreign private investment was minimal, 

largely because there were few natural resources to develop and 

the market for sophisticated goods was limited by poverc.-. Aid 

was relatively low as a result of country size, The size of
 

both economies also contributed to emphasis on import substitu

tion. Despite rapid import substitution, foreign exchange
 

remained a serious constraint, as a result of a low gro.rth rate
 

for exports, low aid levels and negligible foreign investment.
 

Initial concentration on the domestic market was quite 

natural. But since rapid industrial gro,.rth was to be achiev.-d 

by a substantially overvalued exchange rate, exports lagged andi 

much of t highly protected industr'; was costly and inefficient. 

Only in the early 1960's, when exports increased more rapidly and 

aid was higher, did both countries achieve reasonably hich rates 

of investment and growth. Undervalued foreign exchange and cl'eap 



capital also encouragcd the use of capital and imports, and 

discourac;ged the use of labor. The whole apparatus of direcL 

distortions re,.,ting fro:n the undc~rvuu.tion of some factors 
" and sE:r:,i cd c , FcOduco', .... dis c':'..cdi in.fLur c,. orLions nc 

efficincies. Both co'dntries bore siqrificar:t costs as a 

result of trv,:cj to or~orate d.i.ecuil.irivm economies, with a 

degree of government intervention which was bixvond tn. capa

city of th i r bureaucracies to carrt., out efficiently.* 

*For a a ,.tification oi scoe of thesLe costs in 1).7,'.-.ai, 
see -apanc.": (1967). 

http:1).7,'.-.ai


The sim.i lar . 1n thl,- cr owt . ates .nrai' -I:Jk-Sof n. 

over 20 years simply du, .onstratcsacfin thaz c a halwa
{,u.,o,,strate i gLgv-htn , I- f.- ay 

satitsfnc .... ! an,saci ra J -,' po! itLi ,a. e nd sc'i a I. . t-c:.:: :-. arui ::i : out_-. i.

financial rtorrces, even ve(v j'oo!r ccu't r.e. s cIn 2i.eve e 
a . notic~ice e "in- can ,c, , :h.: ir~inc.ra...., .r t- .. er,experience also suc,--ests ,iLL

eee a. t.at even with qovernrments of consider
able comitipaenc2 and concern with develoQ:ncnt, rcali poor coun
tries wit low resource irflo, find it very iicu. to .:..i .

tain a rate of qro:,thabove 5. ..e. .m and can ill afford a 
set of policies ,',hich reduce th. eflicienc of their cccncmics. 

Both econom:ies ' to unf-vo~irabioalso -:roved higchly vulnerable 

exogenous developments, such as the cost of te 1965 war and the 
subsequent drop in aid and droj".'t. Eccnomics at Z lo.: level. 
of inccce and of div'?sific--ion siiplv cannot readily adjust 

to major strains. 

Planning hadwidelv been re:ardcad as a panacea for all 
economic ills in countrics. gen provedboth ; gro.rtlh slow, 
equity deficient and the econom- ill-suited to dealingf with 
exogenous shocks, nnning ca.e into disrcoLt-, tbou.h muzh of 
the blame should have .. n ssisnd to the si economic ro
blems of real>, por counar... ," t?. t,-liticai _ostr-.:ts c:i 
economic oolic'. In T"d;a the deterior cion in th tu rnc 
effectiveness of the -1annin-, aencis was qra.5ual. In 
it came quickly after the 1965 var, when there .as a genera]. 
deterioration in tae economic. situation and in the political 

standing of the Ayub :Khan regime. 
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In the 1950' s there .,ere many similar ities in the po.l.ic..; 

and .:_t'. fol lo..?2d b both co,.ntri:. Powever, cov-r!'- nl" 

"' s
intervention .:d thecentralzi :tion of doci ; o was c..rrie 

further in Pakistan. There '..,, in fact, %.<e-tr r, ,d for 

action to :.,ith more e::tensive refuqeego..rn:...nt deal. the 

probl-:: nd the sharper reduction in foreign exchangc avail

ability. Besides, Paistan had a s:aller less e: nor ien eds I 

civil Service and therefore ten5.ad to leave less discretion to 

lower echelons. Pakistan's c:ro':th lac"jed in the 1930's six'cc 

it was less w..,ell endovweo with capitalstoc, human and ntural 

nrtition:"nresources, suffered more from the effect, o 

follo-'.;2d policies . ic.l nut a creater burc, n on a bard, over

strained government. 

Inia ' s policy and stratg cradually changed in some 

fields. Pakistan'sunder,.ent a major and rapid change between 

1959 an 1965. (Under th- shock.s of 1965 it returned in -art 

to soz.e of the policies of the 1950's.) Pakistan also rece-'. 

much more aid in the 1960's. Th-e cc-L-ination of ,reater 

resources and a nolicv framel,,-ork better designed for growerth 

meant that instead of lagging behind India, Pakistan grew 

more rapidly. More rapid grov.-th .,as not just the result of 

more aid, it also resulted from a better management of resources. 

It is precisely the differences in manacement -- in 

strategy and policies -- especially over a half decade in the
 

early 1960's which it is most interesting to examine. India 

relied less on foreign aid partl%; out of preference and part!': 

out of necessity. it also relied less on market incentives
 

and more on government ow.nership and direct controls, because 
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it had a stronger, more competent civil service and because ot: 

ideolo Ti.cal predi1octions. Ideo]ow and India' s inheritance 
" 
at Indopend.n co , cotl' of natural resources and capi.t.L stock., 

led to a grcater ewnnasis than in Taki stzn on invesnt that 

was technol.o:ic3.!v cor.uple:,:, capita]. intensrive anH in l.arge 

units: larce dams and capital qoods industries as auainst tube

wells, pumps and consumer goods industries. Ideoloy,' and con

fidence in government also contributed to Tndia's emr.phasis on 

the extension service, traditional cooperatives and coim1unity 

deve .oment effort modernize rural society.in the to 

Pakistan stressed economic incentives, the effect of a:iri

cultural crowth on rural social chan-e rather than vice versa 

and, in East Pakistan, unconventional ways of combining govern

ment assistance and local organization. The use of economic 

incentives was especially important with respect to :oreign 

exchange anC, to a lesser exent, :ith respect to agric._iltral 

inputs and products. ,Wnile the exchange rate continued to be 

officially-overvalued, in fact an increasing proportion of non

traditional ex-uorts and of imorts :ere effectively valued at 

twenty to two hundred percent more. The prices of some agri

cultural produ.cts ,./ere raised and soma inus .;ere heavily
 

subsidised, thus improving the prodacticn terms of trade for 

agriculture. These steps not onl- provided incentives to in

crease exto:ts and reduce the use of imports (and capital), but 

also reduced d-irect government intervention in the economy, 

with beneficial effects on efficiency. Pakistan achieved more 
than India* 

growth per unit of investment/in the ].960's. This was partly 

the result of the composition of investment; partly of Pakistan's 

greater reliance on economic incentives, on taxes and subsidies, 

rather than direct government intervention in the economy; 

partly of an agricultural endowment more favorable for the 

adoption of the new technology. 

The comparison of the two countries shows the danger of 

simply equating growth rates, wnether of .GDP or of savings, 

with "self help," or ccmmitment to development, or cgood econom.c 

management. The increase in both GDP and savings depends noc 

only on the actions of governments but also on natural resource 

endowment, the structure of the capital stock in the base ueriod 
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and the extent to which new technology hen fits a particular 

economy. A significant proportion of the differeences between 

.... -tani in both 1950' S and l%0' z can be e:.:rlainedIndia : .i. 


by factors over %..hichneither counti_.v had any control.
 

h~ile ak.istan's strategny in the 191)0's, and esn:ciaily 

the first half, seems to have been better for growth, its im

more cgenerally, andpact on income distribution, and equity 

on political tensicn is not clearcut. In absolute terms, 

Pahistan ..:as, if anything, the more egalitarian society, thouch 

this may have been largely the result of its being less urban 

and of the more egalitarian income distribution in rural 'East 

Bengal, helped by the exodus of Hindu land].ords, traders and 

money lenders. 

O,er time, periods of low growth probably worsened income 

distribution. The strategy pursued by Pakistan in the 1.950' s 

and by India for much of both decades involved slow growth, 

high protection against imports and direct government interven

tion in the economy. The result aas large windfall profits 

for wealthy and politically,poverful groups and regions; in

creased prices for food and cloth, cr' cial in the budgets of 

lower income groups; and lagging wages as uneplo'rment increased. 

Stagnation, or slow growth, clearly was not cood for the poor 

in either India or Pakistan, even though government intervention
 

was often justified as designed in their interest. The poorer
 

region in Pakistan also suffered more during periods of slow
 

growth and greater government intervention. Economic and poli

tical forces combined to assure that it lagged ever further
 

behind the richer region, even when government intervention
 

was supposed to benefit it. In absolute per capita terms its
 

income actually declined during periods of slow overall gro.vth.
 

On the other hand, periods of more rapid growth almost
 

certainly improved the absolute position of many poorer groups.
 

Prices of food and cloth dropped with greater supply, while 

money wages continLed to rise, quite rapidly increasing real 

wages. Employment opportunities increased. A labor intensive 

works program, more adequately financed during periods of rapid 

growth, created off season jobs in East Pakistan. Even in
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relative terms, th.U1 oor mccv' have been better off with rzi.pid 

growth and reduced direct controls. Some rich exprienced 

a decline ;.n winf;].]. .rofrit., s tL]he it'he Y-tanc, of ituoi:t 

and other licenses%.was reccuccd. .monoolyand olicopoly nro

fits 
Real 

droir.ped 
w a es, 

with the 
and FQCh;ms 

saturation 
the prop

of the 
ortion 

rmi,,.c 
emi].oved 

market. 
in the cx,'r 

L I - -7 

.i.ncreased. 

dent about the effects on income distribution, as long as one 

does not know the numbers in the various income groups. but 

if anything the coamariJzon of India and Pakistan itends to 
suggest that greater growth was not in conflict with grealer 

equity. 

Despite Pakistan's higher growth throughout the 1960's, 
with substantial improvement for its lower incoiie groups un

til 1965, it explodcd, .ile Indi.a emergod inuo the 1970's 

with a stronger government and considerable optimism about :.ts 

income grouns s.l:mul -t:ouslv One cannot be cocn f.

economic fu-ure. The reasors for these differences are largt:-. 

in the realm of sDecu lation, e..._cil; for an economist, 

several f-actors seeir.ed to be imnortant: 

(a) 	 Disparities in income are not visible, not widely nc..,n.. 

Only w,,hen theyv are .:-oes-r ias conspicuous ccnsiu:mnt.n 

do they cause political Lensions. India probably cu.rbe 

conspicuous ccnsu.n:tion -- main- , houses, automobiles and 

festivities -- more effectively in the late 1960's. 

(b) The political eff-cts of inequities mav also depend oi; 

people's perception of the governmnt's attitude: dces 

it appear to be concerned, responsive and,attempting to 

improve the situation of the poor, or is it indifferent. 

The Indian govern:-.ent made its concern plain, Pakistan 

did not. Government in India was dominated by responsive 

politicians, Pakistan's .by a military raised in the
 

tradition of "never complain, never explain". 

(c) A 	sharp deterioration in absolute levels of income and 

in opportunities is difficult to tolerate in any society. 

It is clrar thac ir Pakistan there was such a drastic 

deterioration after 1965. The extent of the Indian set

back at that time is less clear. 71he deterioration in 

Pakistan affecced to potentially po-,rful groLIoz -

industrial workers and stu encts -- and it came at a tir:e 

when uho conspicuous consumption of the rich was not curbed.
 

http:seeir.ed
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Sharp economic setbacks arc especially likely in less 

developed countries whose economy has neither the fle;-i

bilitv nor te marof.nnce af1UenCo Of a dOve].oled society. 

An ,onomic earl'' warning system, fi.xible policies and 

someres.rves . re thrrefore espacial]y .,ortant.. . Pkistan 

had none of these. 

(d) 	 Its machiner,- for dealing with discontent was also much 

w.eaker than India' s. A high.y centralised system, not in 

touch with popular moods, not influenced directly by shifts 

in thc elctorate because not elected, sirolv could not 

respond to grievances as eell as India's more open society. 

(e) 	 Regional. naticnalist discontent ,as more severe. in pahisCan. 

Economic grievances .:ere simply one, and perhaps a relatively 

minor, eleme:!nt of this discontent. F-rom i-.ciium to Nigeria, 

from Italy to i[enva, from Iraq to Burma, countries have 

learned t..at regions - especially if distinct in language, 

backnround o_-, origin - that are denied a reasonable share 

in pow.er will react, however seriou:s or mild their eccnc.,Lic 

grievances. in India, regional elites were able to obtain 

a reasonable share of political po'..'er and eccnomic benefits. 

In Pal:istan, E',al had a majority of the population, is 

geogsraphicall: and culturally distinct and was denied any 

share in power for over a decade. It also had serious 

economic -rievances. It is therefore not surprising that 

its reaction was a strong one. 

(f) Finally there were a number of important differences between 

the two countries which were unrelated to their economic 

strategies. For instance, Pakistan's government did not 

achieve a principal foreign policy objective (Kasmunir) and 

lost a war, India did achieve its objective and won;
 

Pakistan's leadership faced one of the most difficult pro

blems of national integration in the world and proved
 

politically inept, -WhileIndia's problems were less severe
 

and its recent leadership has showvn great political abilicy 

(one only has to compare the reaction to the D'.Z and the 

Awami League for evidence on this). 

Therefore it is almost surely incorrect to conclude from a 

comparison of India and Pakistan that Pakisnain's higher groeth 

was obtained at the cost of equity and that its inequitable 
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income distribution was the prime causo of political d.isas cr. 

Equity did matter, but the relation bctween growth, equity and 

political con. ,qu.nc, ",'. a goo deal itore complex thtn so,.m 

analysts have suagested. 

T1he differences in strategy between the two countries 

affected not only growth and equity, but also the prospects for 

future development. India' s greater efforts, at some cost, to 

develop institutions, to accruire experience with comnle:.. pro

cesses and to raise the savings rate provided a better basis 

for future develo.-ment than Pakistan'smore moO> st efforts in the 

.same areas. 

Pakistan caught up with and by 19G4/15 surpassod India with. 

respect to the rate of invest:ment, but it relied mcre heavily on 

foreicin aid and its rate of savings as conventionally defined 

did not reac 12 o GDP. ( hat- is, ,ithout including non

consumption '&s-- s ceC~nse). It %.iastherefore parti

cularlv vulnerable zo the decline in aid after 1965. Less
 

reliant on aid in the past, India was also less vulnerable to 

its decline.
 

The costs of learning to operate a large capital goods
 

sector and other complex industries were partly behind India
 

by 1970. Pakistan had avoided these costs by concentrating on
 

technologically simple industries. In the late 1960's it ;.as 

just beginning a major development of its capital goods indus

try, and expected to accelerate the process as aid continued 

to decline. Much of Pakistan's learning process in this field 

was still ahead. 
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India had also devoted more resources to developing
 

research and credit institutionrs, and the e::tcnsion services, 

required by agriculture (and small' scale industry), if rapid 

tochnolTical cn.ngc is to be widelv acceted bv small and 

medium sized units. Both countries could achieve several -vears 

of high acricultural growth, if they adapted their policics to 

exploit the unrealized potential of existing technology. Both 

countries however had to develop more research capacity, now 

institutions to provide credit and a better machinery to trans

mit research results to cultivators to facilitate the more 

complex changes in technology required in the future. (E.g., 

to deal with insect and disease attacks on the new crop varie

ties; to provide credit so that farm.ers with small holdings can 

also use casn inputs; to manage water more efficiently as the 

limits of the are reached.) India's greater attention 

to institutional chang~e gave her a somewhat better start in 

these respects.
 

Finally, it was pretty obvious in 1970 that Pakistan had 

to devote relatively more attention to equity in general and 

income distribution in particular. Without a good deal of 

further research, and perhaps not even then, one cannot be 

confident which of the two countries has done better for its 

lower income groups both in absolute and relative terms. But 
that 

it is clear/India, Pakistan and Bangladesh will all need to
 

devote more resources to social objectives in the future. How
 

this will affect gro,,-th will depend a great deal on the form:
 

to curb conspicuous consumption is good for both growth and
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equity, hile lovernm.,Irt restrictionis on modern industry to
 

proltect high cost firmkis can be bad for both.
 

A historic:al cc.mctaris.on 
 b: taeen India and Pa]:istan leadsi 

to some encouraging c;cclsions for the three countries of
 

South Asia and for development in general. In these mixed
 

economies the desire-.1 economic 
 results generally follo.,ed from 

reasonably sensible and reall, quite conventional economic 

policies and progra:ms: e .- )orts increased when returns %..ere in

creased (and domestic demand .ea?;ened) ; a highly favorable 

cost-benefit ratio led to the adoption of new agricultural 

technolc~lies; governments sometimes "soft" tocalled managed 

quadruple investm ent over 20 -,ears w.hile improving its effi

ciency; in short, political, social, cultural and institutional 

obstacles to qro,..th did not prove insurmountable in countries 

which pessimists sometimes rc<jard .!ith much discouragement. 
Nor were growtth and equiL-_ necessarily conflicting objectives. 

Given a modest inflow of resources and reasonably effective 

economic policies both a significant increase in average per 

capita income and in the income cf lo-.-er income groups is 

possible. The problem of the 1970's will be to reattain, at
 

the very least, the growth rates of the early 1960's, while 

achieving greater equity, despite the prospect of much lo',wer 

levels of outside assistance.
 


