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Comparative Development*Strategles:: inala and Pakistan
 

A comparison of India and Pakistan deals with countries that
 

-include nearly one-fifth of all humanity; over half 'asmany people as 


in all the rest. of the less developed world except for China. A com­

parison of their development strategies, therefore, has some quantitative
 

significance. It is also especially useful because the two countries
 

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

and people. The effect of differences in development strategies and,
 

policies can, therefore, be seen more clearly than by comparisons of
 

countries that have little in common.
 

Statistics and Pseudo-Statistics
 

All comparisons, especially of less developed countries,
 

suffer from inadequate and not wholly comparable data. India and
 

Pakistan havea better data base than most and their statistical
 

series are often quite,similar. However, comparisons nevertheless
 

should .take into account only gross differences, for two reasons.
 

'First, some basic statistical series are not really compar­

able and which series are selected can greatly affect one's conclusions.
 

,Some of the data for India are based on the massive work of Morton C.
 

Grossman, which he was kind enough to make available. He is obviously
 

not responsible for the subsequent adjustments to achieve reasonable
 
The statistical legerdemain was
comparability with Pakistan data. 


performed by Susan Cowan Jakubiak. I am grateful for the comments of
 

Morton C. Grossman, Walter P. Falcon and Hanna Papanek.
 

This paper is, to a considerable extent, an updating of the
 

comprehensive pioneering effort by E.S. Mason comparing the two countries.
 

("Economic Development in India and Pakistan", Occasional Papers in
 

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

Affairs, Harvard University.
 



*For instance, India's National Accounts before 1960 areon anet basis'
 

at 1948/49 prices, Pakistan's on a gross basis:at':1959/60 prices. By 

comparing some Indian series one can see the effect of statistical
 

definition. 

Table 1
 

India's Growth Rates.1960/61 to 1964/65 

1.) NNP at 1948/49 factor prices 3.3. per annum 

2.) NDP at 1960/61 " " 4..7% " " 

S3.)GDP 	at 1960/61 " " 4.9Z " " 

Source: 	 Based on CSO "Conventional" estimates for 1 .and 

"Revised",estimates for 2 and 3. 

Second, both countries suffer from the vagaries of weather
 

and more so than nearly all large less developed countries. 'The weather
 

affects not only agriculture, but the functioning of the whole economy
 

since exports, industrial output and even investment are substantially 

influenced by agricultural output. Conclusions, therefore, are heavily
 

influenced by decisions on such matters as the initial and terminal 

years chosen for comparison. 

Table 2 

India's Growth Rates Over Slightly Different Periods
 

(NNP at 1l948/49 'Fa'ctor, Prices) 

L949/50,- 1959/60 3.0%~per annum 

L949/50 3.4%.'-1960/61 

L950/51 -•1960/61 '3.. " 

source: Based ..on. CSO "Conventional" series. 
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All,quantitative'comparisons which follow, therefore, have-..,
 

,to be ,regarded, even more than is usual, as highly suspect unless the
 

differences are of such magnitude that one can be reasonably sure that
 

statistical artifact is not involved. To the extent possible, compari­

sons for identical years are used .since.there is some tendency for
 

weather effects to be rather similar in both countries.
 

There is an additional factor which makes comparisons of the
 

two countries analytically unsatisfactory -they are so large and internally
 

diverse that countrywide averages simply hide some of the-more interesting,
 

developments. InPakistan,,the growth rate achieved Iin the 1960's in the
 

Western province'was very high indeed. Manufacturing grew at over 16%.
 

per annum from 1959/60 to 1964/65, while East Pakistan grew at 10%. Similarly,
 

crop production in the West rose by .nearly 8. per year (from 1959/60 to
 

1968/69) while it increased only:2.57, in the East. There were similar
 

disparities"in India between growth,in such areas as the Punjab and Bengal,
 

Madras and Orissa, Gujerat and Bihar. Each of the provinces of Pakistan,
 

and some of States of India, had as much population and they varied in geograph
 

as much as major European nations., To present average rates of growth, or any
 

other average data for India and PakistaN is therefore like averaging the'
 

growth rates of Germany and Italy with those of the U.K. and France. Series
 

for India and Pakistan as a whole ignore differences in the natural and human
 

resource_.endowment of their regions. They also hide different responses to
 

the same policies. In a brief paper these differences generally .have to be,
 

ignored, though their analysis can sometimes provide more of an insight into
 

the effect :ofdifferent strategies than the comarison of thetwo countries.
 

http:only:2.57
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Overall Growth and the Curious Effect of Weithting
 

Given these caveats it appears that overall growth was­

slightly higher in India in the 1950's and substantially higher in
 

Pakistan in the l960'".
 
Table 3
 

Growth Rates in India and Pakistan* 

(Annual Rates of Growth 7 percent) 

1949/50 - 1959/60 1959/60- 1968/69 

India .Pakistan India Pakistan, 

Agriiculiure 2.4-2.6 1.4 1.8-2.3 3.9
 

Manufacturing 5.1-5.4 20.0 .6.1-6.4 11.7
 

Other 3.3-3.6 3.2, 3.5-3.7 6.8
 

-
Total product: 3.0-33 2.5 2.9-3.3 5.9:
 

Population 2.0 2.3 2.4 2.6
 

Product per capita 1.0-1.3 0.3 0.5-0.8, 3.1
 

For sources and methods of calculation see"Statistical Appendix
 

•Large scale" only
 

But a significant part of the differences in overall-growth
 

rates during the 1950's was due.to a statistical structural effect, of
 

considerable importance in all comparisons of growth among countries.
 

iioslyf achieve 1identical growth rates in all •sectors,i two countries ,
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but start with adifferent sectoral atructure they will have different
 

overall growth-rates. A simple comparison of growth rates may, therefore, 

-indicate very little about the extent and efficiency of the effort made
 

by the two countries. Almost universally, less developed countries have
 

found-high rates of growth easier to achieve in-industry than in agri­

culture. The country with a higher-proportional contribution to its
 

national produce from industry will then show ahigheroverall growth
 

rate, even if all sectoral growth rates of two countries are identical.
 

A sigificant part of the difference in' India's higher GDP 

growth rate than Pakistan's in the 1950's should not be ascribed to
 

lifferences in development strategy, but to a stock of capital at
 

Lndependence-which included a higher proportion of investment in
 

nanufacturing.
 

To quantify the importance of this structural factor requires some
 
assumptions. So-called large scale manufacturing, (defined as units
 
employing at least 20 workers and using power) was 6% of India's
 
GDP at the beginning of the 1950's, only 1% of Pakistan's. The
 
question then is: what would have been the likely rate of growth in
 
Pakistan's GDP if it had started from an economic structure like
 
India's. Clearly if Pakistan's manufacturing sector had been 6
 
of GDP like India's, that sector would have grown more slowly than it
 
did in fact, given its miniscule base. One can assume that Pakistan's
 
industrial growth in the 1950's from a 6% base would have been at the
 
12% rate which it in fact achieved in the 1960's, when manufacturing

did reach 67 of the national product. Pakistan's GDP growth rate would
 
then have been quite close to India's during the 1950's. In other
 
words if Pakistan's growth rate in large scale manufacturing had been
 
12 instead of 20, but the base had been 6 
instead of 17 of GDP,
its overall GDP growth rate would have increased from 2.5% to 3.0
 
a year; this without taking account of the impact of the higher
 
contribution of industry to growth in such sectors as transport,
 
commerce, and services. More than half of the difference in overall
 
growth rates between India and Pakistan would be "explained" by the,
 
differences in structure in the base year.
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Investment. Defense and bavins 

While part of India's somewhat higher growth rate in the.. 

1950's can be ascribed to a different econmic'structure from Pakistan 

at Independence, a substantial part of Pakistan's higher growth in the 

1960's has been ascribed to more ample foreign aid. The contribution
 

of aid will be discussed after considering investment .and savings.
 

With respect to investment the similarities between the two 

rountries are most striking. Both succeeded in doubling or.tripling
 

the rate of investment as a.percentage of the domestic product in the 

ifteen years between Independence and 1964/65; both devoted'a very
 

Large proportion of available resources to non-consumption uses in the
 

L960's (between one-fifth and one-quarter). After 1965 the effect of.
 

:heir war, of two years of.bad harvests and of sharply reduced foreign 

tid-.are evident in a substantial,reduction in investment as a percentage
 

if domestic product. 

Investment as a percentage of GDP seems to have- been: slightly 

igher in India in the 1950's ind in Pakistan.in the 1960'1 but the 

lifferences are small in both.cases and not much greater than the likely 

iargin for error. Clearly Pakistan expanded its investment more
 

-
-apidly than India, but the difference in investment ?rates is simply
 

ot significant,enough to explain 
 the higher growth: rate in Pakistan 

in the 1960's,
 



Table 4 

Investment, Defense, Savings and Aid** 

.(ii percent of GDP at adjusted current prices) 

0151_ 49/50 1954/55' 59 6 1964/ 1967/68 

India Pak. India Pae. India Pak. India Pak.India PAU. 

1. 	 Defense 1.6 4.0 1.8 _3.8 2.1 3.8 3.7 3 3.1 ' .0 

12gl0.1 16.1 13.9 ld.g92.0 15.0 17.0
2. Investment 7.5 5.3 

3. Total non­
22.6 25.1 18.1.21.0


consumption 9.1 9.3 13.9 13.9 18.2 17.7 


4.3 10.6 2.7 6.8,

4. Import surplus* -0.4 2,5 0.1 0.6 2.4 5.1 


(mostly aid) 	 --- ----- -.- ­

5. Savings
 15.4 ,14.2.(3 minus 4) 9.5 6.8 13.8 13.3 15.8 12.6 18.3 14.5 

6. Savings
 
8.8 14.6 11.4 12.310.2


(2 minus 4) 7.9 2.8 12.0 9.5 13.7 


Source: See Statistical Appendix.
 

*In ,nearly.all years 'the import surplus,as,w -almost.wtoLLy ,inanceu D.y,1ui,,.. ,,,.5,, 
In 1949/50 Pakistan financed its­private investment made a minorcontribution. 


import surplus by drawng down sterling balances. India drew on its sterling'
 

balances'in the 1955-58 period,.
 

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

by adjusting various magnitudes to provide for comparable foreign exchange 
rates
 

(4.75 rupees per dollar through 1954/55 and 7.5 thereafter).
for both countries. 

The whole import surplus was calculated at the arbitrary rates; defense 

and
 

investment were adjusted upward to take account of their import component. The,
 

absolute percentages above have little validity, but should be roughly comparable&
 

However, only major differences are significant.
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ditures should not be neglected-in 
nt.er-counuLY
 

in 


If the issue is the extent
 

Defense exp 


comparisonsI,though they almost 
always are. 


!of a country's sacrifice of consumption, defense 
expenditures are,
 

investment. '
 
':relevant, since they involve forgoing 

consumption, as much as 


On the other hand, if the issue is. 
the respective development effort,
 

Since
 
course, represents simply a diversion of resources. 


ereet
core
defense, of 
i
 

the Indian economy was more than.four 
times the size of Pakistan's,
 

the latter's attempt to approachIndia's 
military strength meant a much
 

larger relative defense burden.
 

Pakistan always devoted substantially more 
resources to defense
 

than India, except for the period 
from 1963 to 1965 when the military
 

regime of President Ayub Khan had 
kept defense expenditures down for
 

some years and"India had increased 
hers after the fighting with China.
 

In other years India's defense expenditures 
have been twice or thrice
 

those of Pakistan in absolute terms, 
but,in relation to GDP, Pakistan
 

The strain.on Pakistan resulting 
from
 

averaged about twice,India's. 


defense expenditures can be seen 
by the fact that they often itotaled
 

3r more.
 
.one-quarter of the expenditure on investment 


as evidence that the figure
These facts'.can be cited either..


for investment alone is inappropriate 
to indicate the.burden borne by
 

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

that Pakistan's investment was reduced 
more than India's by the demands
 

.
 
of the former's international policies. 


India achieved a higher rate of savings, 
substantially higher
 

in some years if the traditional definition 
of savings, which ignores the
 

More detailed analysis
on defense, is used. 
non-consumption-,expenditure 


http:strain.on


is required-of the reasons, but three factors may have played a role:
 

,the structural differences, that is the higher proportion of industry:
 

in India, previously noted; the Indian Government's greater willingnesb
 

-and ability to collect revenues; and itsrestrictions,on conumption in
 
the 1960....
 

The greater role of the modern manufacturing sector in India
 

at Independence affected not only the overall growth rate but possibly
 

also the rate of savings. -Avery rough guess for Pakistan, made 

,elsewhere , was that industrialists saved about two-thirds'of their' 

returns. If India's industrialists saved at the same rate as Pakistans, 

their contribution to savings would explain a substantial part of the 

difference between total savings in the two countries, since the 

industrial sector in India was much-larger than in Pakistan. 

Second, and less important, government revenues in India rose 

from about 8% of GDP to 107 over the 1950's'and to an average of about 

147: by the mid-1960's. In Pakistan they rose from 6.5% to 9,%- overthe
 

1950's and averaged nearly 12 inthemid-1960's. Largely as the
 

result of greater revenue collections, government savings played a
 

;somewhat larger role in India than Pakistan.
 

Third, it is also plausible,(as argued elsewhere) that saving
 

ratesare substatially influenced by the availability of the consumer
 

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

almost eliminated the imports. of most luxury and semi-luxury consumer
 

goods and had practicall no production'of such goods. 
 Her savings rate
 

Papanek,' G. F. Pakistan's Development -- SocialGoals and Private.,
 

Incentives, Harvard University Press, 1967.
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In India,

increased very sharply and was about equal to India's. 


Consumer goods were more readily available during this 
period.. By the
 

'
 mid-1960 s both import and production of consumer goods were more 
ample
 

-Itwas then
in Pakistan, but such goods were quite scarce in Indica 


that the-disparity in savings between the two countries, 
with India
 

having the higher rate, was greatest.
 

The savings comparison between the two countries suggests,
 

more strongly than the growth rate comparison, that simple 
quanti­

,even 


tative indices of Iself-help",, or dedication to development, 
can be
 

Savings are not the only non-consumption use-of,
quite misleading. 


' 

Defense may need to be taken into account if sacrifice is
resources. 


to be measured. Moreimportant, all countries'with a largely -subsistenc
 

peasant agriculture have found it difficult 
to mobilize agricultural
 

profitable
Those with a larger manufacturing sector
savings. -,or 


exports- therefore find it easier to achieve a high savings rate.
 

The Role of Aid
 

It is clear from Table 4,,that Pakistan' import surplus
 

as a percent of GDP. ,For both
consistently was twice or more India's 


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
 

The Indian aid figures
in 1964/65, but declined after the 1965 war. 


,over.,thisperiod were quite 
roughly double'those of Pakistan 

in absolute
 

Given an Indian GDP which was 4-5 times that of Pakistan,
amounts.. 


aid made a much greater contribution to Pakistan's resources than 
to
 

There were three reasons why Pakistan's aid was higher be­India's. 


(i). the large c ountry effect. Aid donors
 
.ginning in the. late 1950,'s: 




.have simply not been willingto provide the huge sums which would 

be involved if really large countries received the same amount per. 

capita as smaller countries; (ii)the closer political relations be­

tween Pakistan and the U.S., the principal aid donor for b6th countries;
 

.
-iii) Pakistan's better economic.performance (i~e higher growth rA .e) 

in the eyesof the Western aid*Consortium. The large country effect. 

was applicable throughout The political -factor, however,'changed
 

in the 1960,s as U.S. relations deteriorated withiPakistaniand ia.­

proved with India (especially after the 1962 fighting with China).
 

The great increase- in aid to Pakistan came-between 1959 and 1965 

dsspite this deterioration. It is, therefore, quite reasonable to 

ascribe much of the increase inaid-to Pakistan during this period 

to its economic performance, its improved economic policies and program. 

There was a beneficent cycle - increased aid was a consequence of 

improved economic performance, and fin turn-encouraged and permitted 

steps:.that. led to further improvement. . 
The question remains: tf what extent can diff c
 

gr6wth: between India and .Pakistan'in the 1960's be explained by dif­

ferences .in aid on .the one,:hand 'and differences in development strategy; 

on the other. 

Aid magnitudes affected the rate of-investmeat 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. 

The contribution of aid to investment needs to be measured 

in local currency. However, translating aid dollars (or pounds) into 

-.rupees creates some problems since the exchange rates of the two 

Icountries have differed morethan the purchasing power of the respective 



rup,.('!. TO ruwin.lv.e!uiddollars into rupees 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 the higher
 

India exchange rates for both, one gets more comparable data and at
 

the same time reflects, somewhat imperfectly, the accounting 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 synthetlc estimate, shown in Table 4, indicates: 

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

great for Pakistan as for India.
 

It is certainly ,plausible that if India had received propor­

,tionally to GDP,as much aid as did Pakistan, its rate of investment
 

and growth would have been higher, and vice versa if the aid to Pakistan 

had been at India's level. Inthat sense a substantial part of 

,.Pakistan's higher growth rate ,in the 1960's was possible only because
 

of the higher aid receipts. But it is more accurate to, say that 

greater aid for Pakistan enabled that country to reach a rate.of in­

vestment comparable to India's with a lower rate of savings. With 

simllar rates of investment, Pakistan achieved a higher rate of growth.
 

The different investment/value added ratio between the two countries
 

is plained by the effect of differences in aid receipts on the'. 

.rate of investment.
 

The Indian ratio of investment to output during the 1960's seems to
 
have been around 5 or 6 to 1, if the foreign exchange component of
 
investment is valued at an accounting price of 7.5 rupees to the dollar.
 
At that investment/nutput ratio a more than twofold increase in aid
 
would have increased the growth rate by about 17. per annum. More
 
sophisticated calculations would undoubtedly show a different, and
 
probably higher, return from additional aid.
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But aid also allowed Pakistan to operate industrial investment. 

higher capacity, by financing additional,imports of raw materials 

and intermediate,products. Obviously, in the absence of aid Pakistanag 

..industrial output would have been substantially less than it in: fact
 

was. 
But whether the magnitude of,this maintenance aid explains
 

Pakistan's higher growth rate compared to India.isanother question.
 

More disaggregated analysis is required for a reasonably conclusive
 

answer, but a superficial look at the data suggests that the effect
 

of aid on maintenance imports does little to explain the relative
 

growth rates of the two countries. Despite aid, the lack of maintenance
 

imports seems, to have been at least as much a constraint on :Pakistan
 

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

(consumer goods, raw materials and intermediates, except for those
 

.going primarily to investment) increased nearly 307 in dollar terms, 

while between 1949/50 and 1964/65 Pakistan's decreased by 15%.. To be 

sure, the explanation could lie in differences in the growth of import
 

substituting industries, differences in restrictions on consumer-goods
 

imports or in the different initial year ,but these data certainly do
 

not support the suggestion that, as a result of aid, Pakistan suffered
 

from a less serious foreign exchange constraint on output than did India 

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

,government policies. -The groups within: the Pakistan government who 

argued that governmet intervention in the.. economy 6hould take the 

form of indirect measures, taxes and subsidies, rather than direct 

controls (licenses, permits, prohibitions) undoubtedly found their hand
 

strengthened by the availability of program aid designed precisely to
 

Total Indian imports5in 019/50were not, however, much different from, _ .
import's. .. ... .1950/51. -. 



support such a shift. Comparable groups in India could not count "on 

Ss ave support. If, as argued elsewhere. , .... .ite­government inter­.
th.same rlie : u poti:7 


vention was more efficiently accomplished by using the market mechanism
 

instead of direct controls, Pakistan was helped to make,the policy
 

more 'aidi than was :available
shift by the availability of 'relatively 


to India,
 

In short, the widespread contention that Pakistan's growth
 

rate in the 1960's, roughly double India's, is largelyexplained 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
 

At
higher growth rate than Pakistan would have had with less aid. 


lower aid levels Pakistan would have faced the choice of stepping up
 

its savings rate or accepting a lower rate of investment (and defense,
 

and less adequate operation of installed capacity. It is also likely,
 

that with less aid Pakistan would not have iinproved its-policy package
 

to the extent it did.. But in comparison with India, Pakistan
 

despite higher aid flows had neither a clearly higher rate of invest­

ment nor a clearly less serious foreign exchange constraint on opera­

tion of existing capital. Therefore, a large part of the explanation
 

for a:higher growth rate in Pakistan than in India in the 1960!s
 

will have to be found outside the provision of more aid.
 

Three activities need to be prominent.in-n
any analysis'of,
 

the.-lower investment/output ratio in Pakistan than in India:
i agricul­

ture,,manufacturing and exports.
 

Papanek, op. cit.
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A1triculture 

It'isclear that the major cause of differences in overall 

growth was the somewhat higher growth rate of Indian agriculture during 

the 1950's, and the substantially higher growth rate of that sector in 

Pakistan during the '1960's. Statistical problems are, of course, parti­

cularly serious with respect to comparisons of agricultural output,.


A
but that these differences existed does,not seem to be,in doubt. 

number, of :factors played a role. 

After Independence neither country used its best administra.
 

tors and technicians to deal with agriculture.. Pakistan was parti­

cularly cavalier about agriculture and particularly insistent on
 

industrial development since the areas that became Pakistan had been
 

(In pro-Pakistan :,,.major agricultural centers,with little industry. 

publications they were elegantly called "Hewers of wood and drawers 

of water.") In addition, the disruption of Partition was more severe 

for Pakistan!s agriculture since a higher proportion of its cultivato 

irrigation officials, processors, and so on were refugees who had to 

adapt tonew circumstances and, in many cases, new technology. 

For both reasons, agriculture in Pakistan lagged even more 

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

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

crisis. It.came.as .a .eal shock,to Pakistanis, with the image that 

their country.was the breadbasket of the subcontinent, tc find that 

they faced a severe shortage. India.on the other hand was lulled by
 

relatively satisfactory agricultural progress and was, therefore,
 

iles.s willing to try new policies. During India's Second Five Year 

Plan public expenditure' on agriculture, irrigation and related acti­

vitties''was-about'157o of the total development program. In Pakistan 

the corresponding figure was about 307.. 



.Though attitudes had begun to change 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 effective
 

thanIndia's, in the 1960'sthe reverse was true, However, part of'
 

,Pakistan's better relative performance was due to inherited advantages,
 

not better managomentand the high agricultural growth rate was limied 

to West Pakistan. S ix factors, largely explain what happened !in the
 

two countries:
 

(a).* -In Pakistan,'relative.prices for some major agricultural
 

piodcts.were.more stable and ;were ,higher than in India after.1959.
 

The government abolished restrictions.on.foodgrainshipments from sur­

plus.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
 

eventually eliminated export duties on,agricultural products. India
 

actually imposed a more rigorous zoning system in 1965, did not guar­

antee foodgrain prices -and-persisted with export,duties longer than
 

-Pakistan.
 

:(b) Pakistan provided heavy subsidies for some agricultural
 

inputs. .For fertilizer the subsidy ranged around :50% for long periods
 

while there was no such subsidy in India over much of this time. As
 

a result the price ratio in Pakistan between such crops as wheat
 

and fertilizer was.among the most favorable in the world, among the
 

least favorable in India. There is evidence that cultivators will
 

readily,accept the.risks of.a new practice only'if the difference
 

between cost and expected benefit is quite large. This was clealy
 

much more the case in Pakistan than in India.
 

lFalcon, W.P. and Gotsch, C.H, "Agricultural Policy and Performance in.
 
'the PunJab: 'AComparative.Study of India and Pakistan", Asian Review,
-
JUly i1968. . i . •...
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(c) The internal distribution systeM in West Pakistan
 
was substantially improved, by abandoning the notion that the handling
 

of fertilizer and sinking of wellsshould be largely. reserved to govern­

ment or the cooper;atives. Neithdr institution had proved terribly
 

effective in handling the necessarily highly decentralized job involved. 

in both operations. In Lthe private investment in tubewells960's 

was freely permitted, imported components became readilY available and
 
the :cost benefit ratio was improved by higher output prices.In India
 

by contrast, restriction on private tubewells continued,to be effective 

until the mid-1960's. As a result, while in the Indian Punjab tube­

wells increased from over 3,000 cusec capacityto some 23,000 cusecs
 

from 1956/57 to 1965/66S in :the comparable Pakistani Punjab they
 

increased from less than 2,000 cusecs capacity to.about :40000 cusecs.
 

Tubewells, especially private one4 had the added-benefit of providing
 

an assured water supply. With public surface water from the major irri­

gation projects there was always the risk that administrative diffi­

culties, incompetence or venality would deprive a particular culti­

vator 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. Again, this deveIopment plus :the e xcellent cost60
benefit ratio led
 

to6a sharp increase in fertilizer use inWest 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 advantagc of 

these assets. In. India the cooperative movement andrgovermuent had. 

*ibid.­

http:prices.In
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always been a bit more effective in distribution so a change in the
 

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

better job than Pakistan of obtaining the fertilizer necessary to
 

meet demand, though neither country provided,an adequate amount, des­

pite fertilizer's high payoff.,.;­

(d) The development of public irrigation projects was strongly
 

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

rapidly in that country than in Pakistan. Between 1955 and 1960
 

.India added about 25% to its :irrigated. acreage, Pakistan about 6%.'
 

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 investmentl in such, projects will come over time.
 

(e) The Rural Works Programme, an imaginative effort to 

use underemployed labor for,development of-the rural infrastructure. 

by relying on highly decentralized management, was successful only 

in East Pakistan.- It was the one-bright spot in an otherwise, quite. 

dismal picture of,development. It provided'a basis, beginning in 

the~mid-1960's for a rapid expansion of,cOoperatively7owned irrigation 

pumps. The corresponding effort in India, the Intensive.Agricultural 

Districts .Programwas much more highly centralized and relied more on 

traditional extension methods -- demonstration and farm planning., 

It seems to have had little success. 

•Cf. Thomas, John W., "Rural Public Works and East Pakistan's: Development:",
 

in Development Policy II -The Pakistan Experience, G9Fo Papanek and
 
W.P. Falcon, (eds.), Harvard University Press, Cambridge, Mass. 1970
 
(Forthcoming).
 

.Brown, Dorris, Agricultural Develoflent in India's Districts -'The
 
Intensive Agricultural Districts Prokramme, Harvard University Press,
 
1970, (Forthcoming).
 



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

particularly the availability of new seed .varieties, had a startling
 

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

.onsome crops only, most notably wheat and some
had significant impact 

types of rice, and in areas with suitable environmental factors, particu-, 

West Pakistanwith an agricul­larly a reasonably assured•water: supply. 


ture, based largely on irrigation, and with half of. its output of major crops
 

by .value contributed by wheat and rice,was in an excellent position to
 

areas of India (as
benefit from recent technological change, but large 


favorable a position. This
well'as East Pakistan) were simply not in as 


is yet another example of the danger of mistaking overall growth rates
 

for conclusive evidence on development effort or sensible development
 

poiicies:+ countries or areas that are fortunate enough'to benefit from
 

particular merit
massive technological advances may look good through no 

of their own. 

In comparing growth in the two countries one has to remember 

that a smaller proportion of India's agriculture was able to benefit from 

the new seeds than Pakistan's. A small part of any difference in their 

agricultural growth rates since about 1965 is due to the fact that over,
 

Pakistan's
 
10% of the value offtotal agricultural output is contributed by:West 

PakiStan s_ wheat and rice, the primary beneficiaries of the 
new technology.
 

'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 otherareas 

The land-tenure pattern n,other institutional aspects
of the subcontinent. 

are also' relatively favorable :to , growth. Tliere were other areas of the 
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subcontinent with a favorable human and .institutional environment for 

agricultural'development, but Pakistan has probably inherited more of 

them than has India* An examination of the two comparable areas in the. 

,,two countries-- East and West Punjab and East andWest-Bengal - provides 

.,some indication of the importance of this inheritance factor :as ,against the 

effect of differences in p1oicy or -strategy. 

The two parts ofthe former.province ofi Bengal showed quite 

similar fluctuations in rice ,production'during,the 1950's, due to weather. 

No significant upward trend was noticeable.: However, between 1961 and 1966 

rice output in East Pakistan (or East Bengal) increased over 30%; in West' 


(Indian) Bengal only 157.. However, agricultural data in East Pakistan are
 

notoriously unreliable. I1nWest Bengal they have reportedly become less
 

reliable in the last few years, as this food deficit state, governed by the
 

opposition to the central government,'tried to improve its claim for food
 

from surplus ,areas. The differences in growth must therefore be treated with
 

some reserve, though they are quite striking, when charted, between common
 

stagnation until about 1958-59 and more rapid growth in East Pakistan thereafter.
 

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

the rate of the East (Indian),Punjab from 1953-54 to the.end-of the: decade.
 
However, in the 1960's the growth rate in the Pakistani Punjabshot up
 

sharply., The year 1965-66'.was a poor one for both areas, 1967-68 an excelent
 

one. Over the period 1959-60 through 1967-68, both areas had a growth rate
 

of about 4.5%per year.- This represented a modest increase for India, a
 

doubling for Pakistan compared to the 19501s.
 

*Thomas,, John W.,, "Rural Public Works and East Pakistanis Development,".
 
(Ph.D. thesis), Harvard-University,4,968, pp. 173-'5.:
 

2
 
**Regressions: West .(Pakistan) -4.3% (Corr. - 0.72),
 

East (India) -40'57, (Corr. R -0.54)
 



ishort, the,growcn in. 


below India's in the, 1950's, inrpart because of the greater effects of
 

Partition; inpart because of.greater neglect; in part :because such
 

inefficient policies as government restrictions on distribution of inputs
 

and .outputs and depressed output prices were carried further than in India.
 

and were even less appropriate inPakistan with its weaker:governmental
 

and cooperative machinery.
 

In the 1960's, agricultural growth in Pakistan was significantliy 

higher than in India. In part this was due to Pakistan's better 

inheritance, in the form of larger land areas than in India, where the 

new, seed-based technology,was appropriate. This became a factor in the 

mid-1960's when the new seeds became available. In part, however, the 

higher growth rate was due to Pakistan's more effective policy package.-­

a better relationship between the prices of outputs and inputs, including 

stabilization of output prices; a more effective distribution system for 

some inputs and inves.tment as the result of permitting private,' as well' 

as,public, initiative; and the development of infrastructure in East.Pakists 

through the Rural Public Works Programme. On the other hand, India 'was more 

effective in,making fertilizer available in the mid-1960's and invested more 

in surface water development. Indian strategy placed heavy reliance .on 

g0vernment distribution, on centralized decisions, on the educational and 

inspirational: effort of comuunity development-and extension services, and 

,on large scale irrigation projects. :The- benefits-of extension services' 

and major irrigation, however, were often'not commensurate.with their costs , 

at least over the short run. 

I'1n agricuitura± output: in Fakis tan was
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Manufacturing,
 

Strategy inmanufacturing was partly dictated by the base from
 

..,which both countries started, and/partly a matter of conscious choice, India
 

had an extensive consumer goods industry, Pakistan had no-industry to speak
 

of'. As a result, India had experienced industrialists, some accustomed to
 

operate on a large scale, Pakistan practically none.•India had both iron
 

ore and coking coal, Pakistan had'neither. India had a market some 4. times
 

that of Pakistan and could therefore establish plants of an adeq ate scale
 

in many more industries than Pakistan, which was limited to a greater extent
 

to mass consumption goods. The Indian tendency towards self-sufficiency was
 

reinforced because its exports were a,"smaller proportion of GDP than in
 

Pakistan and, after the late 195014," by the governmentis inability and reluc­

tance to rely as heavily on aid .as did Pakistan,
 

As a result of theseifactors, any Indian government would have
 

placed less emphasis on consumer goods and more emphasis .on capital goods than
 

any Pakistani government. "But the,Indlian"'government was also influenced,
 

especially in the 1950's, by two dominant and related themes espoused by some
 

parts.of the development fraternity: belief in the importance of so-called
 

heavy industry, mainly steel production and steel processing (e.g., machine
 

tools) and belief in the difficulties of expanding export earnings, due to
 

secularly declining terms of trade. Both notions also had their advocates in
 

Pakistan, but never became firm government policy, as they did in the second Indian
 

Plan. This difference was partly due to Pakistan's different 'objective circum­

stances, in part perhaps to a more pragmatic attitude, and also to the greater
 

influence of some professional economists. As a resultPakistan delayed,sub­

stantial investment in steel and machine tool production to the mid-1960's and
 

experimented earlier than India withla.Successful program toexpand exports of
 

manufacturers.
 

http:parts.of
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-In addition to its greater emphasis on heavy: industry and industrial,
 

self-sufficiency, the Indian g Vernment also gave higher priority to~public'
 

investment. (In 1965/66 investment in public sector enterprises in India
 

was nearly 400 crores; the comparable figure for Pakistan in 1964/65.-was 

60 crores, though India's GDP is only 4-5 times that of Pakistan,) India 

also had a.less favorable climate for its private investors than Pakistan, 

at least until 1968. Both countries were strong on government Controls, 

but Pakistan began to substitute taxes and subsidies for licenses and" 

prohibitionse For instance, beginning in 1959, the Pakistani industrialist­

could always obtain the odd spare part he needed or take a trip to visit his 

customers under the export bonus scheme if he was prepared to-pay a legal 

premium of 100-200%. In India he could not. During a brief period before 

the 1965 war additional resources were made available to Pakistan by some 

aid donors to.permit a further reduction in import controls. For a while 

it appeared that a considerable increase in output would result from 

existing investment, as greater supplies of imports and import competition%. 

both forced and fa.,ilitated capacity operat.on and improved efficiency. 

As a result of all these factors, Pakistan sawthe hothouse growtt
 

of private consumer goods industries, with a short gestation period, high profits­

and'high savings rates. Whenproduction exceeded domestic demand and thelgovern­

ment effectively devalued the currency (see below), substantial 'proportions
 

of some manufactures were exported. India, on the other hand, found that it took,
 

a long time to achieve reasonably efficient operation of the complex capital
 

goods industries it had favored. Both countries had'low profits, or losses on
 

http:operat.on
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their public enterprisei but this was more serious for:India with its larger 

public sector.* Sincec a higher proportion ofIndia's manufacturing output .was 

in'lines where quality is important, it took longer,to develop demand for exports-,
 

especially since India lagged in subsidizing them.
 

In the future, Pakistanwill face the more difficult problem of'indus­

' 
trial strategy. India has by. far the better resource base and has now suffered 

through a decade of learning how to operate-sizeable steel, steel-using and other 

complex industries. It has,established export markets for the output of some of
 

these industries. An intelligent policy to take advantage of these assets would
 

enable tndia to grow with lower aid levels. Such a policy would-have to include 

steps to increase the efficiency of industry public and private -- by reducing 

centralized controls, and centralized management and by providing incentives and
 

the pressure of competition. Pakistan, by comparison, now has to find the 

narrow path on which it can maintain growth by expanding the exports of its less 

complex industries on the one hand and stepping up the development of more complex 

import-substituting industries on the other. A complete shift to a "heavy",
 

industry or "steel" strategy-could*be as costly in terms of output foregone as
 

it -was to India. 

In short, once again the pattern of development in industry was dictated
 

in part by resource endowment and inpart by India's more highly developed consumer
 

goods industries at "the time of Independence.e But ideological factors also played a 

major role'.in the great emphasis which India placed on "heavy" (generally capital 

goods) industries, on public enterprice and on import substitution. The result.
 

was that returns were delayed and were less per. unit of investment than",from 

Pakistan's,consumer goods industries. *Industrial exports also grew.much more 

rapidly in Pakistan.. . 

kIndia's public enterprises had profits of 10 crores in 1965/66 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.) Pakitan's 
Industrial Development Corporation showed .a1 gross rate of return for 196063 of 
only 6% in West Pakistan (Papanek, op. cit.) 
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Ezxports 

Differences.between the two 'countries
..... :Were greatest with respect
 

to.the growth of exports. While Pakistan had one of the highest growth rates
 

in exports, especially in the 1960's, India was among countries-with a low.,''
 

growth .rate.
 

Table 5
 

7,xport Earnings
 

(annual compound rate of growth percentages)
 

India Pakistan India Pakistan
 

1950/51 1949/50 1960/61 1959/60
 

to to to to
 
1960/61, 1959/60 1968/69 1968/69
 

--Prim'ary products . 2.7 0.2 1.5 2.6 

-1.1 infinite* .4.0 3.'Manufactures 


Total commodities 1.0 3.4 2.9
 

12.3
invisibles 11.5 


Total earnings 4.3 7.8
 

started from zero
 

As in other instances, India.followed slightly more effective policies,
 

in.the 1950's. A devaluation of 44% was carried through at the time the .OS.
 

took the same step in 1949. In fact, Pakistan's failure to follow suit made
 

some sense in the short term, since Pakistan exported only standard raw materials
 

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

the course of a few years Pakistan's over'alued exchange rate encouragedthe
 

use of jute substitutes and the growing of jute in other countries, especially
 

India. And, of coursi, exports of manufactures tended to grow rather slowly unti
 

Pakistan devalued in 1955.
 
Both countries gradually developed a whole arsenal of devices which
 

involved some de facto subsidy or,devaluation: tax rebates, import duty rebates,
 

and entitlement to imports for the production of exports. In addition both
 

Scountries experimented with,export quota, exhortation, government export
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promotion offices and so on. The effects were-modest, for.four reasons. First,
 

the subsidy or de facto devaluation was generally modest, 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 many of the subsidies. Third, the
 

subsidies were quite uncertain, since the government could, and often did,
 

change them from one month to the next. 
Finally, for some primary commodities
 

the governments never made up their minds that the encouragement of exports
 

really had priority over the revenues collected from export duties or the needs
 

..of the domestic consumer, who would suffer if, say, much of the tea was exported,
 

In 1959 India began to :hinge the effective exchange rate more rapidly,
 

using the devices.previously mentioned. Over the next sevenyears the effective
 

devaluation seems to have raised the rate for many exports from the official 4.7
 

rupees to the dollar, to 6-7 rupees to the dollar.
 

Over the same period Pakistan introduced its export bonus scheme,
 

an effective devaluatton for covered exports of 30-40 initially, which reached
 

a maximum of nearly 80. eventually. As a result of the bonus scheme alone
 

:about one quarter of exports by value, had an effective exchange rate of 8.5
 
by the mid-1960's.
 

rupees to the dollarj Other incentive programs raised the effective rate
 

further. The export bonus scheme involved no red tape, no need for bribes or
 

,wasted time: the exporter received a bonus voucher together with his export
 

proceeds-and could freely sell it on the stock exchange. The scheme was also
 

guaranteed for one or more years., The premium on the vouchers fluctuated with
 

supply and'demand and permitted continued effective devaluation over time. It
 

was therefore far superior tothe indirect measures used earlier.
 

The major impact of the effective devaluation was on the export of
 

manufactured goods with well established and esily measured quality standards,
 

goods that required a minimal sales effort and with a highly price elastic
 

demand (e.g.: cotton yarn, gray cloth, and jute manufactures). This is as one
 



might expect. But there were two other interesting developments. First,
 

invisible earnings showed,as high a growth rate as manufactures. With a high
 

effective exchange rate legal remittances from Pakistanis abroad increased
 

sharply as did such items as shipping-and other services, Scofnd, the introduc­

tion of the export bonus scheme was such a dramatic step that businessmen and
 

industrialists became very export conscious. Their response,like'that Of ' .
 

cultivators, seems not to have been in the form of an altogether continuous
 

function. At low rates of subsidy some did not bother to explore the possibility
 

'
 
of unconventional exports, but they reacted once the profitability of exporting ­

became quite obvious. All sorts of minor exports were the result: pharmaceu-,
 

ticals, paper products, soap, carpets, cement, machinery, fans,clothing and'
 

shoes. Exporters 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
 

will find it easier to export in the future.
 

Another factor entereA the export picture 
in both countries after 1965.
 

Both suffered recessions. As in some developed countries, when domestic demand
 

declined, some manufacturers were pushed into exports, often selling near their
 

marginal cost. Between 1965/66 and 1966/67 the value of Pakistan's manufactured
 

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

cotton fabrics, machinery, clothing and shoes increased substantially. The
 

process in the India took somewhat longer, both because devaluation did not
 

come until 1966, and because the potential for expanded exports was more in'
 

large capital items (e.g.: electric transmission towers,rails and machinery)
 

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

to order, By 1968 Indian export of these items was increasing.
 

http:exports.as
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conomies proved highly responsive to
In short, exports in both 

pakistan moved earlier and more radically in effective
economic incentives. 


devaluation of its currency and achieved an 87% per year increase in total
 

foreign exchange earnings in the 1960's, with manufactured 
exports and
 

invisible earnings increasing at 13% per year. India increased the effective
 

rate for exporters more slowly and its export earnings grew at less than half
 

Pakistan's rate. With the 1966 recession both countries' exports increased
 

more rapidly as some producers operated capacity excess to domestic demand as
 

long as their return exceeded marginal costs. 

Inefficiency and Inequity
 

The high rate of growth in Pakistan had clear costs in terms of
 

inefficiency in the industrial sector and inequity in income distribution
 

in the economy as a whole. The strategy followed by India reduced some of
 

these specific costs.
 

A number of studies have clearly shown that some industries in
 

Pakistan's newly developed manufacturing sector were very inefficient in
 
,
 

They were able to develop only because of high protective
economic terms. 


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. Management and labor
 

were inexperienced, the infrastructure was inadequate and: high profits were
 

required to bring forth the necessary entrepreneurship. The consumer paid
 

for the high rate of industrial growth in prices. that were Often way.above the
 

1) R. Soligo and J.J.Stern, "Tariff Protection, Import Substitution.
 , 	E.g.: 

and Investment Efficiency," Pakistan Development Review, Summer, 1965.
 
12) S.R. Lewis, Jr. and Stephen Guisinger, "Measuring Protection in a Developing
 

Country: The Case of Pakistan," The Journal of Political Economy, NovjDec 1968.
 

3) G.C.Hufbauer, 'West Pakistan Exports: Effective Taxation, Policy Promotion
 
- The Pakistan Experience,
and Sectoral Discrimination," in Development Policy II 


W.P.Falcon and G.F.Papanek (eds.) Harvard University Press, 1970 (forthcoming).
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prices of comparable imports. If a greater proportion of industry had
 

been in government hands, ,much lower profits would have been feasible with 

desirable effects on income distribution, but efficiency would probably 

have suffered further'. The public*industrial sectors 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 that some
 

Indian industries also receive prices way above those prevailinglin the
 

international market. But itwould 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 from the production of jute
 

goods and cotton yarn suggests that within a given industry,this Was indeec
 

-
the case, but that Pakistan's industrial efficiency had increased :very:
 

rapidly and was catching up with India. Again this iswhat one would expec
 

There were two compensating factors that made for inefficiency.in
 

Indian industry: the composition of investment and the nature of-government
 

intervention. Mention has already been made of the Indian emphasis on 

complex)capital-intensive industries and the difficulties experienced in 

running them efficiently. The greater.Indian commitment to direct controls.' 

has,also been mentioned. There ,isgood.evidence from both.countriesthat the 

extensive system of permits and regulations, highly centralized, highly
 
bUreaucratic and. extremely detailed, made for errors, corruption and waste.
 

'Data are simply inadequate for any judgment on whether Pakistan
 

would have been better off-with.a slower rate of industrial growth. It is
 

not clear whether less rapid growth would have improved.industrial efficiency,
 

http:inefficiency.in
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it is c!'(ear that both countries made some ,serious economic mistakes in 

encouraging or carrying out investments in some.industries when the same 

resources would have givena higher rate of return in other industries and 

in some agricultural activities., (The expansion of sugar production and. 

.processing, and of co tton yarn exports in Pakistan were examples' If the 

same'resources had'been used to expand fertilizer imports or cotton production 

they-would have given greater returns). Again it is not clear whether either 

country,made fewer mistakes than the other.. It is quite probable that both
 

countries have made fewer mistakes in resource allocation than most other
 

less developed countries. 

The effect on income distribution and -equity of the strategies and 
policispursued by:thetw countries was somewhat clearer than the effect on 

efficiency. In.the nature of the case the industrial structure in both 

countries showed.a high degree of concentration. Again statistics on
 

concentration of control,are highly suspect, but the data that do exist
 

sugges'tIthat the .7largest family,houses in Pakistan controlled 20% of total
 

industrial assets and the 6 largest family houses in India controlled 200°. of
 

assets in the corporate industrial sector, but the differences between the two
 

countries are,greater than these data would suggest. Government enterprises
 

control roughly one-third of total assets of India's industry and nine out of
 

the ten largest companies by asset size are government firms. These com anies 

provide a price yardstick in"many of the capital goods industries where large
 

units are the rule. In addition'the.Indian government exercised more control
 

over its industrialists and Indian industrialists exercised less control.over
 

the government than truein Pakistan. As a result,
 

* Papanek; op"cit. p. 68 and Grossman, M.C. (unpublished manuscript)' 



the few dominant business families had less influence on investment, price 

and, similar decisions in India than ninPakistan. 

On income distribution per se data are aga.n poor, but it is clear 

that'India .trade unions :have been more powerful thanin Pakistan, in part 

because strikes in the latter were prohibited for long periods of time; 
that 

social welfare programs have been more extensive inIndia where political 

pressure for them has been more effective; and that the strategy of agricultural 

development has been more favorable to smaller units in India.
 

Private tubewelis in West Pakis'tan were developed primarily,by
 

cultivators with medium-sized or larger holdings, who had access to capital
 

and enough land to warrant a well. The large-scale surface irrigation
 

projects emphasized in India provided more equitable access tO water for
 

cultivators regardless of size of holdings. Similarly, private distribution
 

of fertilizer in Pakistan meant that those with smaller holdings, and therefore
 

poorer access to credit, were disadvantaged, while distribution through
 

cooperatives in India :helped solve the credit problem. Pakistan's monetary
 

incentives were of little benefit to small-holders who sold almost nothing
 

in the market. They were less likely, to have information about the new tech­

nology than'-in,India, with its greater effort in.agricultural extension and 

community development.
 

There were some offsetting effects on, income distribution in 

Pakistan. The higher, rate ,of industrial growth meant that a larger number of 

the poorest group in the population -- landless laborers, casual urban workers 

and unemployed -- were able to take the most important step up in the income 

ladder, from long periods of unemployment to a regular industrial job. 
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also meant ,increasing competition amongRapid industrial growth inPakis tan 


producers of mass consumption goods, and lower prices 
for cloth, vegetable.,
 

oils' and so on. 

-The effect of reduced industrial prices on the lo.6wer" income groups. 

rapid.: rate of growth in agficulture,as consumers was reinforcedby the more 

Which meant:lower ,food prices in.West Pakistan.*" It was precisely 
the goods 

which make up the bulk of the purchases of the lower income groups.-- foodgrains 

and clothing--, and which are of Small significance in the budgets of the 
rich, 

whose prices dropped greatly, especially in West Pakistan. 

balance sheet for equity. It is plausible,
It is difficult to draw a 


but no more than that, to suggest that India did better on the score of
 

relative income distribution, Pakistan with respect. to the absolute consumption
 

levels of lower income groups. Even if this could be demonstrated no good
 

answer could be given, at least by an economist, on relative performance with
 

-- the question of whether it is more equitable to raiserespect to equity 


the absolute or relative level of the lower income groups is ancient and
 

without obvious solution.
 

Some Conclusions
 

An economic comparison of India and Pakistan can stress either the
 

similarities or the differences. Over ithe.past 20 years-the annual rate of 

growth of India averaged somewhere around 3.5. per annum, that for Pakistan 

slightly above 4%. On a per capita basis the difference becomes even smaller 
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since Indian statistics claim a lower rate of population increase than in
 

Pakistan: since Independence India's per capita growth rate is slightly 

aboe one percent per.annum, while Pakistan's is about 1.5%,, barely higher 

than India's given some allowance for the margin of error. Both countries 

started with a low rate of investment, Just above 5%of GDP and both were_ 

able to step up this rate to reach the very respectable levels 'of about 

20%of a much larger GDP. Absorptive capacity was not a serious problem in 

either country as a whole. 

Firstj both
These similarities are the result of three factors. 


are among the really poor countries in the world. They are not in the
 

category of many countries in Latin America, and some elsewhere in the less
 

developed world, which have an annual per capita income of $200-400. Rather
 

they started well below $100 per capita at Independence. Second, both are
 

large countries and are therefore not among recipients of a large inflow of-.
 

outside resources when calculated as a percentage of their GDP or investment.
 

Official aid to India was $2.5 and for Pakistan $4.2 per head in 1964-66.
 

By contrast, in Africa it averaged over $6 per capita; in the Americas the
 

figure would be well above $5, without Brazil and tMexico, which suffered also
 

from the large country effect (and in the case of Mexico from.'being on the.
 

, Third;
borderline for aid recipients because of its high per capita inco 

both had governments relatively highly concerned with growth, a civil service 

chat could implement government decisions and a political, institutional and 

' to development, when comparedsocial environment ..which was reasonably favorable 

with other countries. Their governments, again compared to other countries 

in the less developed world, were not dominated by an oligarchy determined to 

prevent,"change, nor at the mercy of contendin'ggroups whose demands had'to be 

Both had'indigenous businessmen and compfitent'civil servants, a functioningmet. 

educational system and a relatively adequate transport network.
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The similarity in-their overall long term growth rates simply
 

demonstrates again that given a halfway satisfactory political and social
 

environment and some'outside financialresources, even very poor countries can
 

achieve a noticeable increase in per capita incomes However, it also suggests
 

that despite',iconsiderable competence and concern with development, really 

poor countriesl with below average outside resource.flows find it very difficult
 

to maintain a long-term rate of growth above 57. per .annum. Both economies 

also proved highly vulnerable to unfavorable exogenous developments. Both 

experienced a considerable setback after 1965, when their economies had to 

absorb the cost of the i965 war, a drop in aid and.drought. Economies. at the 

low level of income and of diversification which was the lot of India and 

Pakistan simply "cannot readily adjust to such strains. 

Both.countries also were rightly charged with inadequate attention 

to equity. Pakistan was probably more vulnerable to this charge, since its 

policies made for an increase inincome disparities in some sectors. India 

on.the other h&nid, probably did less well in terms of providing employment 

and reduced prices for mass consumption goods. 

Planning had widely been regarded as a panacea for all economic ills 

in both countries. When growth proved slow, equity deficient and the economy 

ill-suited to dealing with exogenous shocks, planning came into disrepute, though 

much of thelblame should have been assigned to the basic economic problems of 

really poor countries. In India the deterioration in the status and effectiveness 

of the planning agencies was gradual. InPakis tan, it came quickly. after the 

1965 war, when there was a general deterioration ini the .economicsituation and
 

.in the political standing of the Ayub Khan regime.,
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In the i1950's there were also many similarities'in the policies
 

and strategy followed by both countries. However, Pakistan carried the 

process even further than India in terms of government intervention and 

centralization. The-need for government intervention was greater in 

Pakistan to deal with the more extensive refugee problem and .the sharper. , 

reduction in foreign exchange availability. Besides, Pakistan had the 

smaller and relatively less experienced civil service and therefore tended'. 

to leave less discretion for judgment to lower echelons. There was arsimilar 

emphasis in both countries on large irrigation works, but not on the capital, 

goods industry. Pakistan.s growth lagged in the 1950's since it was less wel-l. 

endowed and followed policies which put too great a burden on a badly over­

strained government. 

India's policy and strategy gradually changed -in some fields'.
 

Pakistan's underwent a major and rapid change between 1959 and, 1965. (Under
 

the shocks of 1965 it returned in part to some of the policies of the-1950's.) 

Pakisitan.also received much more aid in the 1960's. The combination of a
 

better policy framework and greater resources meant that instead: of lagging 

-behind India, pakistan,grew more rapidly. More rapid growth was not-just the 

result of more. aid, .it also resulted from a better management of resources. It
 

is.precisely the differences in management i= policies =-whichin strategy and 

it is most interesting, to examine.
 
India0relied less on foreign aid partly out of preference and partly
 

out,of necessity. It also relied less on maikettincentives and more on 

govcrnment ownership and direct controls, because it had a stronger, more
 

competent civil service and because ofideological predilections. Ideology 

and India's inherit &nce at Independence, both of natural resources and capital stock, 

led to ai greater ehasis than in Pakistan on investment that was technologically 
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large scale irrlgation

complex, capital intensive and in large units: 


works and capital goods industries aas against 
tubewells, pumps and consumer goods
 

Ideology and confidence in government also contributed 
to India'
 

industries. 

traditional cooperatives and community
emphasis on the extension service, 

Pakistan stressedthe effort to modernize rural society.development in 

economic incentives, the effect of agricultural growth on rural social 
change 

rather than vice versa and, in East 
Pakistan, unconventional ways of combining 

government assistance and local organization. 

The comparison of the two countries shows the danger 
of simply 

or of savings, with "self help," or,quating growth rates, whether of GDP 


The in both GDP and savings depends

-Ommitment to development. increase 

iot only on the actions of governments but also on natural 
resource endowment,
 

:he structure of the capital stock in the base period 
and the extent to which
 

A substantial proportion of
 iew technology benefits a particular economy. 


:he differences between India and Pakistan in both 
1950's and 1960's can be
 

by factors over which neither country had any control.
explained 

In the future it is quite possible that there will 
again be a
 

reversal of roles between India and Pakistan. Such a reversal may have already
 

begun since 1965. Less reliant on aid.in the past, India is also less
 

Pakistan is just beginning
vulnerable to its likely decline in the future. 


may have to accelerate
industry and a major development of its capital goods 


Much of the learning process in
 the process if aid continues to decline. 


partly behind India, is still

operating a large capital goods sector now 


of rapid

ahead of Pakistan. In agriculture, Pakistan still has several, years 


growth ahead, if it adapts its policies to exploit the unrealized potential-,
 

to developmr research-cpcity,
of existing technology.Btiwilhv 
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new institutions and .abetter machinery to transmit research,results" 

to cultivators if it is to introduce the more complex changes in technology 

that will be required in the future. (E.g., to deal with insect and disease
 

attacks on the new crop varieties; to provide credit so that farmers with
 

small holdings can also use fertilizer; to manage water more efficiently as,:
 

the limits of the supply are reached.) Finally, Pakistan must now deal
 

more effectively with questions of equity in general and income distribution
 

in particular, which it has largely ignored in the drive for growth, Without
 

a good deal of further research, and perhaps not even then, it is unclear
 

which of the two countries has done better for its lower income groups both in
 

absolute and relative terms. But it is clear that both will need to devote
 

more resources to social objectives in the future. It is difficult to predict
 

how this will affect growth in both countries.
 

Despite these problems, a historical comparison between India and 

Pakistan leads to some encouraging conclusions for development. For their 

economies as a whole and in particular sectors or aspects it is clear that in 

these two mixed economies the desired results followed from reasonably sensible 

and really quite conventional economic policies and programs: exports increasea
 

when returns were increased (and domestic demand weakened); a highly favorable
 

cost-benefit ratio led to the adoption of new.agricultural technologiesigovernments
 

called "soft" by Myrdal managed to quadruple investmnent over 20 years while
 

improving,its efficiency; in short, political, social,'cultural and institutional
 

obstacles did not prove insurmountable incountries which pessimists sometimes
 

regard with much discouragement, given a modest inflow of resources and
 

reasonably effective economic policies.
 

Papanek/152
 


