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in Pakistan

I. Introduction

The existence and stubborn persistence of regional dualism at’
various stages of national development is a facet of economic
growth long recognized. Indeed, Hirschman n§ﬁ§s that for an econ-
omy "to lift itself to higher income levels, [it] must:.and will
first develop within itself one or several regional centers of

1/

economic strength. ' It is obvious that economic progress does

not appear everywhere at the same time. There are within a country
" particular places ... where wealth can‘grow most easily ...
marked out by geographical advantages, proximity to minerals or
sources of power;(or to éreas particularly suitable for specialized
crops; alternatively they may have naturally good communications,

so that though their scurces of supply are at a distance, they can
be supplied from many sources rather easily.”z/ 2lthough it may

be relatively simple to posit a varilety of%causes leading to spatial

ineguality, it is more difficult to explain their persistence,.

I have greatly benefited from comments and suggestions made
by Professor Hollis B. Chenery and Dr. Walter P. Falcon. Unfortu-
nately the responsibility for any remaining errors and for the
conclusicons must remain with the author. '

l/", Albexrt 0. Hirschman, The Strategy of Economic Development.
{(New Haven: Yale University Press, 1958). p. 184.

2/ J. R. Hicks, Essays in World Economics. (oxford: . Clarendon
Press, 1959}, p. 163. '

o~




‘pPresumably the economic interdependence among regional units within

@ nation can be expected to be much stronger than between couhbrles

Adm1tt1ng for a moment the appllcabllaty of the clq581cal assump-
tions, internal factor moblllty should tend to eliminate inters
regicnal income differences. Abstracting,from transpott COétS,A
regional differencés can persist only via lags in‘the dynamic
adjustment process. The faét that depressed areas and backward
regions continue to persist suggests that some internal factor

flows tending to reduce interregional inequality do not occur with
sufficient speed and guantity to‘offset,the dynamic conditions which
cause an increase in inegquality. Thus once unegual rafes of growth
develop, ﬁﬂey tend to perpetuate themselves., Industry and tfade
will become attracted to the dynamic region in part, at least, to
take advantage of the external economies which such a growing center
possesses.é/ Investors thus spend a long time mopping up all the
opportunities around éomé "growth pole" and neglect those that may
have arisen or could be made to arise elsewhere;

While the problem of regional income inequality is not limited
to underdeveloped countries, it is the context of development that
the regional problem can have severe.£epercussions, 1f the eco-
nomic differénces between regions also follOW“a'cleaf:geographié
division and reinforce some social and linguistic differences, . then
the growing disparity in_regiohal welfare may cause a severe strain
on the poLiﬁical framework of the nation., In a number of developing
countries'the'allocation of‘resoﬁrces is controlled by some central
government agency. Conseqguently, discontent with the épatial dis-

tribution of growth-is readily focussed on such an allocative agyency.

¥ While there undoubtedly are real external economies which mark
the growing region, it is also likely, as Hirschman notes, that the
aura of success in the dynamic center may lead to an overestimation
of such external economies by potential investors, Cf. Hirschman,
op. ¢it., p. 185. -
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The government's program to ameliorate the problem of regional dis-

o parity will often entall, as a minimum, an effort to changefthe'past

pattern of resoﬁrce‘allocation and ensure an increase in the share -
of total investment destined for the lagging region. A more active
government policy may eﬁCOmpass a policy'of income transfer to the
pocrer reagion as well, Such regional programs may take the more
rdramatic form of YWA's or may be impiementgd through highly publi-

cized institutions like the Casa per il Mezzogiorno, or it may

simply xesult in a general national commitment to regional welfare
and the use of various differential taxes and incentives to create
regional tramsfers,ﬁ/
Regardless of how tﬁe government's regional policy is imple-
mentad, fhe need to tske account of the regional problem adds an
additicnal difficulty to the already complex problem of achieving
rapid eccrnomic growth for the nat%on as a-whole. While "so Jlong

as such an effort [to give preference to backward depressed areas)

does. not.diminish appreciably the rate of progress of the economy

[y

Y Among the better known post-war regional development programs
are those for Southern Italy and the Northeast of Brazil. For an
analysis of the Italian situation see Hollis B. Chenery, Paul G.
Clark and V. Cao Pinna, The Structure and Growth of the Italian
Economy, (Remé: Mutual Security Agency of the United States of
America, 1953) and Follis B. Chenery, "Development Policies for
Sguthern Italy,"‘Quarterly Journal of Economics, LXXXVI (November,
1e62), pp. 515-547. The Brazilian case is discussed in Werner Raer,
- Industrialization and FEcenomic Development in Brazil, (Homewood,
Tllinciss: Richard .D. Irwin, Inc., for the Yale University Economic

" Growth Center, 1965) and Stefan H. Robock, Brazil's Developing _
% Northeast: A Sindy of Regional Planning and Foreign Aid, (Washington,

D. C.: fThe Brookings Institution, 1963). Additional references to
regional planning and programs can be found in the extensive bibli~-
ography in.John R. Meyer, "Regional Economics: A Survey," Surveys
of Economic Theory, Vol. IT (New York: St. Martin's Press, 1965).
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and thus its capacity to provide cumulative increases in investment,

3/

shift in investment rescurces from one region of a country to an-

the sentinent is unexceptionable, "™ it is precisely the implied
other that may well lead to a lower national income level and
growth rate for the economy as a whole. The equity considerations

which might force the government'to undertake public action to

.redress the regional imbalances'may‘make more Aifficult the problem

&/

While regicnal targelts are often considered a relatively minor

of raising savings and increasing the national growth rate.

dbjective in the overall national plans, the precise weight that
should be given to regional factors can really only be judged with-
in the political and geographic framework of the specific country
being studied. For geagrapﬁically small and politically and
socially h@mogeneous countries, the problem of a disparity in

regilonal income may never become very serious. At the other extreme,

- for gecgraphically large countries, marked by a diversity of po-

litical, linguistic, and cultural factors, the guestion of inter-
regicnal income differences may become an increasingly important
factor as economic deVsiopment proceeds. While the real world
allows for no such facile dichotomies, it is clear that in Pakistan

the political tensicns generated by the problem of "economic dualism”

. have reached such a stage that an analysis of long term growth of
_ the ecconomy is incomplete and even irrelevant if considerations of

regional welfare are omitted.

2/ Thomas Balogh, "Equity and Efficiency: fThe Problem of Optimal

Investment in a Framework of Underdevelcopment." Oxford Economig
Papers, (New Series), I, no. 14, {(February 1962), pp. 25-35.

&/ A possible, but certainly less interesting case, where the
dynamic region has grown not because of any inherent economic
advantage but sclely through government favoritism is ruled out,
Tn such a gituation the proper allocation of investment would not
only remove the regional problem but maximize national growth as
well., -
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Twe saericus obstacles usually restrict the scope of regional
analysis. The first relates to the simple problem of defiining the

boundaries of the area to be chosen for analysis. Ideally, the

- region to e studied should be the geographic area for which clear

‘policies and objectives have been enunciated. The second problem

is the lack of data relating to such an "economic development

1/

region. "~ In practice the area to be studied is usually restricted

by the availability of relevant economic series. The oft noted

fact that Pakistan is divided into two non-ceontiguous provinces,
East and West pakistan, presents us with clearly defined regions
which are easily identifiable with what might be called the "lagging"
and "dynandic” region and for which specific development policies

8/

and objectives exist.™ At the same time data relating to the eco-
nomic perfermanée of the two provinces are available. While the
conceptual problems of defining regional income still exist, such
data does provide a basis from which to begin the analysiéo it
should, however, be added that the regional data are al the very
least marked by the same shortcomings as all the statistical infofF

mation available in Pakistan and to some extent are perhaps even

weaker.

1/ The term "economic development region" was first used by

Fischer. See Joseph L. Fischer, "Concepts in Regicnal Economic

marn SaeiAA

ence Assocliation, Vol. I (1955) pp. wlw20.

§/J_ It should not be inferred from thisg that there is economic
homogeneity within the provinces. Indeed, some of the intra-
provincial differences in economic welfare may well be much greater
than the measured inter-regional differences. Nevertheless, as

a generaltization, and especially one which has become of political
importance, the identification of East Pakistan as the lagging
region and West Pakistan as the dynamic region has considerable
validity. ‘ : '
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.The remainaer of the paper is divided as follows. First the
background to the re§ional problem is p%esented. Then attention is
focussed on the long-term growth of the economy in a macro-economic
setting. Using the results of the macro—énalYSis,“an attenpt is
made. to spell out the structural changes implied by alternative
growth paths. Finally Eﬁe policy alternatives opeh to the plan-
ners are discussed.

The attempt to analyze both the macro and micro aspects of the
develcopment process reflects a desire to logse neither the informa-
tion which might be gained by focussing on.the dynamic aspect nor
that to be gained from the sectoral. The more usual specification
of planning models is to concentrate either on the problem of
planning over time, or at the other extreme, to emphasize the sec-
toral analysis in a static setting. This dichotocmy in the emphasis
found ih‘various planning models flows rather directly from the com-

-putational difficulties inherent in solving multi~sectoral and
inter~temporal models, If, in addition, a regional dimension is
included, the problem becomes even more acute.

Neither the dynamic nor the sectoral aspect of the development
.p:éééﬁs can be sacrificed without considerable loss of information.
yét the sectoral breakdown of the economy should not be aggregated
to suéh a degree that any technological differences in the produc-
tion structure among the various sectors, and among the regions, be-
comes meaningless and that choice, in terms of sectoral coﬁposition,
becomes highly restricted. Similarly,-in terms of disaggregétion
over time, one would like to leave scope for a gradualwtransition
from one phase of the development procuss to the next rather than
force the model to make abrupt changes as would occur if the dy-
namic aspects of the problem were severely restricted.

The question as to what aspect of the Problem can be omitted
with a minimal léés of information is a complicated one, while it

is clear that there is a considerable need for simplification.
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Cne method of éimplifying the solution of the problem of planning

over regions, time, and sectors is to break it down into steps or

o/ S,

it seems appropriate to deal first with the problem of distributing

stages which can be tackled in succession. More égecifically,
.production and income over time without regard to the composition,
while as a second'stage, the guestion of composition and structure
can be analyzed. This means that firét a macro problem is set in
which the iﬂtricacies of distribution over time are given full at-
“tention and that as a second stage a micro problem is solved.

The advantages of approaching the problem of multi-sectoral,
mplti-regional, and inter-temporal analysis through a process of
stages are relatively obvious. Such an approach allows for con-
siderable scope in analyzing both the dynamic and sectoral aspects
of regicnal growth. Nevertheless, this method does have some limi-

taticns which are discusgsed in section IV.

IX. Growth and Structural Change in

the Regional Economies

g
iy

Economic growth in . Pakistan can be divided into two distinct

periods, The first, from 1950 to 1960, or perhaps more correctly

10/

~has shown a remarkable improvement in its development performance.

19598, was one of relative stagnation. Since 1960 the economy

9 . _ A
“/ Jan Tingergen and H. Bos, Mathematical Models of Economic Growth,
(New York: McGraw-Hill Book Company, Inc., 1962), pp. 2-3. '

;;Q/. Although Pzkistan became independent in 1247, the statistical
‘data for the first few years of indgpendénce are so unreliable and
so influenced by transient factors relating to the upheavals follow-
ing partition that they are more usually omitted from any analysis.
Data in Pakistan are collected on a fiscal year, July-to-June, basis.
For convenilence I refer to calendar years rather than write the more
appropriate split fiscal years.
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For the period 1950 to 1960, gross national product, in constant
priceé, is estimated to have grown at an annual rate of about 2.6
per cent, just equal to the estimated growth of'population. In

the pericd since 1960, national product, again in constanﬁ prices,
has increased by slidghtly. over 5.4 per cent per annum and_per
capita income by 2.8 per cent. Investment, as a per cent of gross
national product, has increased from 9.7 per cent in 1960 to 17.3
per cent in 1965, and the savings proportion has risen from 6.5 to
lOWSfpéf—centoié/ig/ In brief, in 1955‘when Pakistan's firétAFivew
ég;r Plan pericd began, the country was in the lower qguartile of
countries with respect to its investment, savings and growth rates.
Since theﬁ it has moved. to the upper quartileuéé/

Although there can be little doubt that the economy as a whole
has made real progress, regional developments have shown consider-
able variation from this national pattern.  In order to understand
more fully the problem of regional development, it is necessafy to
look briefly at the péttern of regional growth and structural chaﬁge

over the past years,

The Regicnal Economies: Their Structure .

and Growth

The composition of the regional economies is shown in Table 1.

L1/ T. M. Khan and A. Bergan. "Measurement of Structural Change in
the Pakistan Economy: A Review of the National Income Estimates,
1949/50~-1963/64, " Pakistan Development Review, Vol. VI (Summer,
1966), pp. 163-208. '

12/ Pakistan, Planning Commission, Evaluation of the Second Five
Year Plan, 1960-65, (Rarachi: Manager of Government Publications, -
May, 1966}.

i3 . : . ,
L/ Hollis B. Chenery and Alan M. Strout, "Foreign Assistance and

(September, 1966), pp. 679-733.
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Sectors L " East West Ezst
1.  Agriculture 2,244 5,768 8,704
2. Mining . _ B 37 -
3. Manufacturing - 497 1,042 551
“{a)} Large scale { 25} £3£2) £200)
(b} Small scale {432} (7O} f£52}
4, Construction 51 Ig7 i2¢&
5. fTraasport and
Communications 637 645 7FS
6.- Qthers 3,233 3,884 3,556
7. Gross Regional Product 12,812 172,563 13,816
8. Population (millions) 43_29 3618 27 .70
9. Gross Regional Product
Pexr Capita (Rs.) 2%e LT 280

1850-1960: T. K. Khan anéd BA. Bergan, "leasurement of
A Review of YWationzl Income Estimates 2
VI {Summer, 1%66}) Tp. 163-208.

1265: Finance Depariment, Govermvnient cf Ezst Pak
1964/65 (Dacca: Dast Pakiffan Goverrment
Commission, Evaliuation of the Seconié Tive
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While the role cof agriculture dominatés the structure of the re-
gionél economies,'in West Pakistan the share oﬁ.agriculture in the
regional product has been declining rapidly over the period 19350 to
1965. It is, however, the share of manufacturing in the regionsl
economies, and their grbwth over time, that is.moét'strikingb

At the time of partition both regions lacked any industrial
base. The major share of the early industrialization effort was
concentrated in West Fakistan. A variety of factors contributed to
this spatial bias. The infra-structure in East Pakistan Wasp and-
to some extent continues to be, poor in comparison te that found in
West Pakistan. Tand costs are also higher in Fast Pakistan, In -
addition, the mere physical presence of the central government in;
West Pakistan undoubtedly played a role. ~Altheough orie may argue i
over the relative importance of these and Qﬁher facteors, the result.
has been the development of a rapidly expanding and diversified
industrial sector in Weét pakistan. As a direct conseéguence o%
this regional bias of ‘industrial growth, such related sectors as
banking and insurance have also favored West Pakistan, probably to
a larger extent than isAreflected in the data in Table 1, since there
the regional allocation of such services has been done officially
on a simple 50:50 basis.

In analyzing the sectoral growth that has taken place in the
two provinces, it again becomes apparent that one can identify two
- distinct time periods, From 1950 to 1959 both regicnal econcmie®
were relatively stagnant, élthough the growth in East Pakistan was
significantly lower in nearly all sectors than in West Pakisﬁan.
Sincefl960 both regions have had higher growth rates in all sectors,
but more important, East Pékistan's-economy appears to have besgun
to grow at é rate which halted thé process of a‘Widening in the

14/

regicnal per capita income differences.—-

14/ There is some evidence that since 1960 the regional disparity
in terms of incems  per capita has narrowed. However, the varia-
bility of tha year to year data makes it difficult to draw any firm
conclusions. from the few observations avallable.
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whe effect of this.pattern_of growth on per capita ragional
product is shown in Figure 1, While Ehere was a disparity in per
capita preduct in 1950, the difference between the two regions
widened till} 1960, Taking East Pakistan aéllOO, the level of prod-
uct per capita in West Pakistan stood at 116.7 per cent in 1950,
rising to 131.7 per cent, in constant prices, in 1960 and declining
te 126.8 in 1$65. One additional factor should be noted., A more
regular time path is found in West Pakistan's growth of per capita
product than in Bast Pakistan. This reflects the more diversified

structura of West Paxisian's =concwy. In EBast Pakistan, by contrast,

changes in weathor ¢an still have a significant effect on the lavel
of agricultural outpﬁt and hence, on the growth rate of regional
product.  This is brought out, for example, by the sharp drop in
the per capita product in East Fakistan for 1963 when agricultural

output declined as a result of a poor'rice Crop.

The Ragional Hconomies: Foreign and

Raegional Trade

Perhaps no other aspect of the regional problem has involved
more acrimonicus dsbate, supported by fewer facts, than the ques-
tion .of net resource transfers. Exports from East Pakistan have
provided the bulk of foreign exchange earnings over the past years,
whereas the major share of foreign imports was destined for West
Pakistan. In terms of regional trade East Pakistan has had a con-
tinued deficit Qh its current account, which at least for the early
years was less than its surplus oh its fdreign'frade account, thus
implying a net tranSfar of resources to West Pakistan. . Hag estimk
mates that these transfers amounted to Rs. 210 million per annuﬁ'

in the period 1%30 to 1955 and perhaps Rs. 100 millicn in the pericd
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1856 to 18960.-

o

fhe nechanien for achleving such transfers was the combined
operaticn. of the exdhanée control éﬂd impeort licensing systems.
Since exporters wust surrender their foreigﬁ exchange to the central
government and as the foreign exchange thus collected is licensed
to importers in line with government policy, the vciume of imports
from abroad destined for either regicon can be controellad, oOne
might expect that the regilonal surplus on the foreign account would,
over time, be offset by a deficit on the reglonsl trade account,

LR BRI, #@Ng 31 Lnnls

Brporboers are, afior all, padid dn dosssiac

-

capnnt be wsed bte bay foveign merchandise, %hef@ wounldd e oa ten
dency for inflation a&antually leading to a movewenl of goods from
the lowaer to the higher price region., This cffsetting tendency bhas
nobt worked, primarily becawse the binding censtraint on such move
wents has been a lack of shipping space for inter-regional trade
and the facht that domestic currency transfers are unrestricted.

The pracige meaaﬁrements of such transfers is difficult, if
not impossible, because of definitional questions and a lack of data
relating to trade in inVisiblas and capital movements. Neverthelsss,
the total regional surpluses on the commadity trade account shown
for FRast Pakistan in Tablerz were, certainly for the early period,
of such = magnitude that even the inclusion of nenconmodity trade
would probably not alter the conclusion that, on balance, a trans-
fer of resources had taken place. But regardless of what defini-
tion of resource ﬁransfer cne employs, the net inflow of foreign
ald must equal a regimnfs balance of paymentsrdeficit on its foreign

16/

and regicnal account., The data in Table 2 would lend at lsast

S S oo = - acn

15 . ' IR . )
L3/ Mahbub-ul Haq, fhe Strategy of Economic Plannings A Case

Study of Pakistan, (Karachi: Oxfeord University Press, 1963),
pp. 100-101. '

16 . . .
16/ Assuming nc changeg in foreign exchange roeserves.



TABLE 2

a/

Foreign and Regional Commodity Trade Balances

FAR o T T L T, S

K - L P . ™ kg
{Rs. ®Milliou/Current Prices)

EAST PAKISTAN

e

issues. {Karachi: Manzger of Government Publications).

_ Surplus/

Year EXports Imports Deficit(-)
1950 628 391 238
1951 1,211 515 696
1952 1,087 - . 855 231
1953 642 407 - 235
1954 645 311 334
1955 732 332 400
1956 1,041 376 665
1957 909 - g4l 68
1958 2988 ' 748 240
1959 881 579 302
1960 1,080 582 398
1961 1,259 1,039 220
1962 1,301 399 402
1963 1,249 ~1,052 190
1964 1,224 1,499 -275
1265 1,268 1,726 ~458
a/ Pakistan,

Deficit{~)

EXports Imports
32 229 ~-197
46 211 -165
36 161 -125
107 177 - 76
i31 370 -239
181 293 ~112
221 1319 - 98
325 510 ~-185
264 690 -426
278 660 -382
361, 543 - -182
363 801 ~438,
401 832 ~431
4569 918 ~449
511 844 -333
542 -315

857.

Central Statistical 0ffice, Monthlyv Bulletin of Statistics,

L)

Surplus/
Deficit(~)

41
521
- 106
159.
95
288
567
-117
~-186
- 80
216
~218
- 29
~259
-508
-773

Various

Kt e



TABLE 2. -

. WEST PAKISTAN

e

%

Foreign Account Regional Account Total
. Surplus/ - Surplus/ Surplus
EXports Imports Deficit(-) " Exports | Importis Deficit(-) Deficit(-)
565 930 ~365 ' 229 32 197 . =168
1,342 1,184 158 ' 211 45 165 323
922 . 1,504 ~582 161 36 1z5 -457
367 1,065 -198 177 107 : 76 -122
641 - 845b -204 370 o 131 ‘ 239 35
] 491 801 -311 : - 293 181 S 1l1lz2 - =198
1956 743 982 =240 - 319 221 98 -142
1957 598 1,525 -827 510 325 185 -642
lo58 434 1,320 -566 _ 620 . 264 426 ~460
1259 444 1,036 -592 660 . 278 382 -210
L9580 763 . 1,807 -1,044 543 356l 182 o -182
1961 5490 2,181 ~1,64% 801 363 438 -1,203
1962 543 2,243 =1,7090 832 401 431 -1,269
1963 998 2,086 ~1,808 918 469 449 -1, 359
264 1,075 2,985 -1,910° 844 _ 511 - 333 ~1,577
965 1,151 3,674 -2,523 857 542 315 -2, 208
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“some suppert for the view that the major recipient of foreign aid
has keen West Fakistan, even making a genercus allowance for the
effect of cmitting invisible trade.

The Reglonal Economies: Investment

and Savings

While savings and investment estimates for pakistan are ex-
tremely weak, én analysis of the pattern of investment shows that
-East Pakistan's sharé of investment has remained remarkably constant
at abcut one third ¢f total inﬁestment°£3/ At times this gebgraphic
bias of investment has been:justified in terms of the lack of
"abscrptive® capacity in East Pakistan. This has usually been
taken to mean a lack of technically skilled persons needed to im-
plement investment projects. Although the concept of absorptive
capaclity is difficult to guantify, East Pakistan's develcpment
effort has at times been plagued with a shoertage of technically
©‘trained personnel, managerial talent, and coﬁplementary inputs.

This in no way removeé,ihe possibility that other factecrs played a
fole in the allocative decision-making process., The location of

the central government in West Pakistan gives a distinct advantage
td that province. "West Pakistan not only hosﬁs the central govern-
ment but alsco holds nearly'90‘per cent of its positions. Thus the
region is in the not unenviable position of controlling, through its

hold over the central government with all its economic controls, the

L1/ cf. Hay, op. cit., pp. 254-255 and Pakistan, Flanning Com-
mission, Evaluaticn of the Second Five Year Plan, cp. ¢it.,
pp. 170 and 201-209. :
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allocation of strategic development resources available to fhe-en&
tive count?y.“ig/ Regardless of how one wishes to explain the
allocative bias, twe factors stand out. It is likely that East
‘Pakistan's abscrptive capacity was indeed lower than that of West
‘Pakistan and thét tec a large extent the lack of investment in East
Pakistan must be counted as a major element in the inability to make
any substantial reduction in the level of disparity.

Table 3 shows a comparison of regional savings and investment.
Despite the caution with which one must interpret these series, it
appears that the average savings rate in East FPakistan is lower and
more variable than in West Pakistan. This variability of the sav-
ings rate is again a reflection of the year to year fluctua-
tions in the level cof agricultural output and tetal regional prod-
uct in East Pakistan. For the Second Five Year Plan period the
marginal rate of savings in East Pakistan cdmes tc 18 per cent
while that of West Pakistan was 15 per cent. The bulk of the in-
crease in savings for the period 1961 to 1965 thus originated in

Fast Pakistan.

Long Term Objectives for Pakistan

Despite the fact that the actual differences between the pexr

capita'product levels in the two regions of Pakistan is not very

1o/

great as compared to that found in other countries,™ it must be

18/ Md. Anisur Rahman, "East and West Pakistan: A Problem in the
Political Economy of FPlanning," Economic Development Series, Report
No. 59, {Cambridge: Harvard University, Development Advisory Serwv-
ice, Center for International Affairs, 1967}, p. 22. {(Mimeographed).

L1/ For a compariscn cf regional income differences for some
twenty-five countries see Jeffrey G. Williamson, "Regicnal Inequality
and the Process of Naticnal Development,” Econcmic Develcpment and
Cultural Change, Xiii, No. 4, Part II (July, 1965} pp. 1-84,
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Regiconal Savinés and Investment, 1961-1965.
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TABLE 3

Savings and Investmeéent
s

1961-1965.

{Rs. Millions/Current Prices)

"5

1963

1963 1962
East west East West
Gross ?eglonalqﬁroducL (factor cost}“/ 16,937 17,849 717,994 18,488
Iindirect taxesZ 437 1,115 492 1,237
Subsidiest/ , 43 61 56 68
Gross Regional Product M 17,331 18,903 18,433 19,657
{(market prices) ' :
Gross Regional Investment o 1,355 3,265 1,863 3,837
Surplus (+)}/Deficit(-} ' 160 -1,633 365 -1,833 .
current acccunt, foreignsx
Surpius {+)/Deficit (-} ~&36 406 © -482 482
current acceunt, regional“/
Surplus (+)}/Teficit {-} ~-246 ~1,227 =117 ~135
current account, totaig/ _ _
Gross Regional Savings C1,i09 1,978 1,840 Z,426
Iinvestment a % of GRP - F.8% 17.0% 10.6% 19.3%
Savings as a % of GRP 6.4% 10.5% 10.0% 12.06%
?foportion of investment financed _ .
© by own savings ' 8L.8% ©1.7% 94.0% ©4.8%

EFast . . _{_@
18,970 19,
524 1,

72

19,422 70,

131 -2,
-494
1,455 =Z,
$.49% 21
7.3% 14

o]
<
o
&%
on
S

~f the Second Tive Year Plan, op. ci

Wouter Tims, An Bstimate of Regionzl Indirsct Taxes, 1959/60-1964-65 (Xarachi:
mlmeographea.

Calculated from data in Table 2 and Jeseph J. Stern, inter-industry Relations
Pa< istan Instictute of Develcopment Econcmics, forthcomlng}.
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stressed that the problém in Pakistan is almost unique in sharacter.
In no other ccuntry have the two regions been separated by a thou-
sand miles <f foreign territory, posing—énormous cbstacles for
interwregional moklility of goods and labecr. And the fact remains
that regional disparities are more tolerable when the poorer region
can at least énﬁoy_the minimum necessities of 1life. In Pakistan,
even West Pakistan, the relatively affluent region is living close
to a subsistence level. The disparity in regional welfare is there-
fore pafticularly painfal.

As a consequence ¢f the political pressures generated by the
disparity in regional welfare, the removél of all differences in
regional incomes has bheen made a Constitutional cobligation. More
recently, the Planning Commission has proposed thatrfhis target be
achieved by the end ¢of the Ferspective Plan period, 1985. ‘&t the |
same time dépeﬁdence on foreign aid is to be.terminated and per. -

20/

capita income to be doubled. ™ The setting of these objectives

has been done with little analysis that would bring to light alter-
natiﬁe growth.patterns and the opportunity cost of meeting a strict
regional income equality target. The objective cf the present
analysis presented in both macro-terms and in terms c¢f sectoral com=
position is aimed primarily at highlighting the regional growth
probiem and bringing to the fore the possible effects such a re-

gional target may have on national development.

39/ Pakistan, Planning Commission, The Third Five Year ?lan,
(Karachi: Govermment of Pakistan Press, May, 1966} pp. 17-30.




Chenery and Dorfman,

CITT. Regieonal Growthis The Macro-Economic
Implications
The dynamic linear programming model used 0 analyze the
' Ty .
time phasing characteristics of the development path for the
economy as a wnole and for the twe regions is an adaptation of

21/

the analytic framework developed by Chenery and MacEwan and

"""" As the assuﬁptioné underlying the formu-
lation of this model have been described extensively in the ar-
ticles.cited above, the description below will be brief.

The major feaﬁure of the model ig the realistic assamption
of a permissikle diveréence between savings and investment, the
gap being filled Ly foreign aid. Two sectors are identifiedp

. . ¢

showing the capacity of the econony to transform domestic re-
sources into forvelgn éxchangeo A "trade-~improving” prodaction
gector is specified which produces_eitber *non-traditional exports”
or import éubstituteé for foreign or regional trade. The results
of shifts from prcduction in Ehe regular "traditicnal® sectors
to the "trade-improving®” sectors causes a rise in the economy-wide

capitalwbutput ratic reflecting the operation of the principle of

—

2L/ Hollis B. Chepery and Arthur MacEwan, "Cptimal Patterns of
Growth and Aid: The Case of Pakistan," The Theory and Desgign of

-Economic Develcpment, eds. Irma Adelman and EBric Thorbecke

{(Baltimore: Johns Bopkins University Pressg, 1966).
3 P Y

22/ Hollis B. Chenery and Robart Dorfman, "COplimal Crowih Patterns
in an Open Bconcwy,” (Cambridge: Center for International Affairs,
Karvard University, 1966).. Mimeographed.
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Labor is nol faken as a scarae rescuras, although

a part of the invesbtmewl procsss. Regional migration is also omitted from
considerstion. Given *the diztance and cost involved in inter-regicnal
pepulation

migraticn and the d4ifverences in language and soclal cushonms

El

movaments. ave not likel

i

ed
o
o}
foy

e g major factor in Pakistsan.

Spezificalliy, the following function is to be maximized:

where:

+
) (1+a5)

I‘)T+t

g, = 8§ {l-x_)
d {1+

w#1

The welfare function has three parts: (i) the discounted flow of consump-

tion over the period 1965 to 1985; (ii) an indicater ( o, ) of the discounted

[N

value of consumption in all post plan years and {iii) the discounted value
of the Tlow of forelgn ald with a weight y representing the price of foreign
assistance.~~ The definitions of all the variables and parameters are

given in Appsodix Tables 1 and 2, ' :

23/ .
~~  For & mors Jonmplste

O
s

iszvssion of this particular welfare function,

ses Chenery and Mazhwan, op. cit,

[t



17~

Eaustions

Grogz reglonal preduct is defined as the sum of cuiput of the regular
production sector In each reglon and total trade~improving output which is

split between thai part whose forelign exchange earning is used in the pro-

ducing region (Vlt 3 %) and that portion destined for inter-regional trans-—
ETLIERT
1
ers (V7 |
fers tggok)

t.d - t,d tyded B,k - (2)

Similarly, total gross regional investment is the gum of investment in

Regional income is defined as the gross regional product plus (minus) net

regional transfers.

where such transfers are given by:

R IR I | - (ha)
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From this regiocnal expenditure is defined as:

" . 1
vV, .=0C .+ 1 _+E 4 e + V . oo =M, =-m + R,
ted Tsd ted T, t,d.k toded t,J t,J.k t,d (5)

Savings, net cf transfers, are equal to investment less the capital inflow:

S, (=R =1 ,~F . 6
L% sl 't;j Tyd ( )
The region's trade-gap, which must be filled by the capital inflow, is determined
by the reglon's export of traditional exports to the rest of the world, less im-
ports and the current account balance for regional trade in terms of traditional
goods, minus the trads-improving output for foreign trade.
| B 2 i (7)
; = 4 m, -E ., ~e ., - Y., .
Ftsj Mtgj t,d.k tsd t,d-k t,d

Traditional exports, forelign and regional, are. assumed to grow at an exogenousl
= L E & g s g g

determined rate and are produced by the traditional secotrs.

_ 1 ' .
Et,j = anj(l o uj) (8a).
e, ,=e. ., (1L+mn )t' o (8b)
ted 0,J.k" 3 . _

- Two further conditions are impcsed. The regional exports from one region must

equal the regional imports in the receiving region:

€4,5.k ™4 k.3 ' | (8c)

and the sum of the capital inflows in each region is equal to total foreign aid for

the econcny as a whole:

F,_=F ,+F . _ . - (8a)
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Structyural and Bshavicral Constraints.

Since labor is assumed to be in surplus, producticn in each sector
ig limited by ths caplital stock in that region. Thus the éapacity Limit for

. regular production is gilven by:

0 L ,,___;-'l;ﬂ__ 0 Rl -
v < 3 K (9)

11 1

Vl‘ . o ¥ . < 1 KX . a

Teded tadok e Tt (92)
1.J

The regicnal eccnomies are characterized by diminishing returns to invest-
ment.  The use of a "step" function to approximate, by linear segments, the

diminishing productivity curve of investment, necessitates a re-definition

~._ of investment.

s

0] 01 0z 03
I T R Y | + I 10
bed o TTL3 0 TE.d 0 TS (20)

1.

and I .
Tod _' t,d

12 13 :
+ 17, + I 11
tsd t,d . (11)

The total capital stock. avallable for production in each region and
each sector -1s given by:
0 01 02 03’

O .
- K =K. .+ 1., 4+ B L+ BT, 12)
“\,t+lsj_ Lyl t,d 253 tsJ 378,43 (
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énd B ' :
1 11 12 13
X = I o+ . R SN
thl,d ot BesJ tsJ '83,9J _ t,d

et

(13)

©where B defines'th rclatlve productivity of investment as the economy MoVeS

J

downward on the marginal productivity curve.

The observed limits on the regicnal economy to absorb incresses in the supply
of capital are introduced by meking investment increaoes.a funection of existing
capltal and an explicit welghtlng factor (¢J) which determine the permissible

gfowth of lﬂV@Sbméntn

01 11 0

B eI U ¢ o SRS I SO

t,J ted = 193( t,d tgj) . ¢J

02 12 0 1 ‘ :
I+ 1%, <A (K + K ! (1)
0,3t T, 202,50 5 v KLy ?s }

03 .- .23 0 1

L2, % 157, <, (K, +K ) -

t.'n] Lad — -5sJ( t:J taJ) ¢J

At
i ot

Maximum savings in any year are a function-of base year savings and increases in

regional productiocn.

8, . <8, ,+=(V , -V :
t,J — 0, ) t e Oaj)

vhile demand for imports is a func¢tion of base year imports and changes in re-

gional production and investment:

I .)

e 5= Vo,57 * 1,30 ,5 ~ To,;

M + m > .M +m
t,d 0,

. . R
t,5 " MLk =0, T MoL5.k T oL
(16)
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It is possible to express most policy targets as a part of the welfare
function if the appropriate price associated with sﬁch,a target is Known .
_Since in general it is not possible to épecify the cost of such térgets
a priori, it is simplef to define cértain gdditional policy targets as con-
straints to the model. Two object;vés of the persﬁective plan are introduced
explicitly. Forelgn aid is to be terminated at some specified year, and
regienal income per capita must be equalized by 1985. In addi%ion, i% is
necessary to ensure that future regional income growth is such as to maintain

regional parity. Thus,

F, £ 0  for t = T-nyT . : (17)
end Y, , ( ﬁwév-) =Yy { ﬁ%£~ ) for t = T—n;T | (18) -
i ts«j : tak )

¢

In addition, consumption per capita may not decline.

<
£

¢, , >¢

t,3 (T+p;)

td s (19)

Similarly, unrealistic declines in investment and regional income per capita

—
are ruled out. Thus,.
T,y 2T,y . , | | (20
and Yy s A5 'l_ ) 2y (EFELT) (21)
E] t""laj SJ t,j



DD

Altermative_?orms of the Model.

Although the regional income target is clearly defined in the Pakistan
perspective plan, three alternative patterns for regional growth can‘be
specified. Thus the possibility of the regional disparity widening for

gsome Lime is at first ruled out by stipulating that:

1 1 : 1 1 ' (22)
Y., () = ¥ (i) < ¥ () = Y (e
L, Nt+1,j 1,k Lt+1gk %, Nt,j t,k thk

Furthermore, for political reasons it may be necessary to place an upper
bound on regional income transfers and even to terminate income and resource

transfers ab some time, The first constraint is given by:

R, . < . - .
v.5 = Vg3 | (23)

and the second by:

F, .+ R = for t = T-n (24)

The Bas%g_Sojution

The growth of regional income and production in the basic sclution is
éhOWn in Figure 2. (The values of sll the varigbleé in the soluiion and
. e o ,/"/‘ .

their shadow prices are given in Appendix Tables 3 and Ly, By 1971, which

corresponds approximately to the end of the Third Five Year Plan, the differ-

ence in regional per csapita income has been reduced to 26 per cent, falling

fu

LI
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to éG exr cent by 1979, and is eliminated by;1986a§&/ This pattern of
regicnal growth and-dimiﬁishing per capita income disparity corresponds, ab
least for the sariy years, clesely to that projecfed by the Planning Comw
miésion, The primsry diffééence-between the modél results and the Perspsc—
tive Plan projections is the Planning Commission's assumption that there will
be & sharp drop in the level of disparity between 1975 and 1980 while the
model solutien postpones the major decrease in disparity till the period
19801585, |

The process. by which the regional incomes ave equated is the combination
¢f a high growth rate in East Pakistén, s high as permitted by the absorptive
capacity of that province,'and the redistribution of income and resources
from West fakistan used either for an increase in investment br consumption
in Fast FPakistan., The reéult is a terminal yeér per capita income level
of Rs, 640 in both regibnso For the period as & whole, income in Fast Pakistan
grows at an annual compound rate of 5.5 per cent and at L.0 per cent in West
Pakist&;n3 implying an armual growth rate of 4.9 per cent for the economy
.as a vhols.

This rate of growth fbr the na&ional economy is well below that indicated
in theé Perspective Plan Wﬁere a growth rate of T.2 per cent per annﬁm is
forecast;‘ Although né attempt has been made to choosé precisely those parameters
which would reproduce the long-teym growth Eattern forecast by the.Pianning

Commigeion, it is of some inpterest to see what effect the regional constraint
LA

2k/ The model was run for eight periods, each scaled to represent three
years, in crder to cut down on the computationzl time required per sclution.
Thus t=0 iz eguivelent to plan year 1965 t=l to 1968; t=2 to 1971...and
t=8 to 1989. Consegquently, there is no direct correspondence between the
wodel time periods snd the initidl years of each successive five year plan
enccmpassed in the Ferspective Plan.
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bas. Using precisely the same parameters as in the basic solution, but elimi-

nating ail regiomal considerations, a growth rate of 6.8 per cent appears feasible.

\ _ _
Yeb din terms of regional equity this goal is achieved with a sharp incresse in
g . equlty g P :
3 .
i

the level *f‘dispafityq ‘Per capita income in this solution is Rs. 633 in East
Pékistan and. for West Pakistan, Rs. 1208, Thus without any.attempt to ameliorate
regional {felfare9 Fhe terminal incomg level in Eaét Pskistan is only slightly
lower than in basic solution while that of West Pakistan is sﬁbstantiaily higher.
It thus bsoomss clsar that the major burden of egualizing per éapita incones is
borae bﬁ Wast Pakistan with but a minor increase in the welfare of Bast Pakisztan.
The pabberns of irnvestment and foreign aid inflow for esch province differ.
(8= Figures 3,%, znd 5). In Bast Pakistan it is the maximum growth of investment
constraint that is biﬁding throﬁgh period 6 (1983), while in West Pakistan the mini-
mum growth of investment constraint is operative.. Thus the combination of the high
savings rate and the low investmeﬁt level in West Pekistan permits thﬁt province.
to finance iés own investment needs aﬁd.regional transfers. Reglional savings in
East Pakist#n riée as rapldly as possible given the mafginal rate of savings, so
that by the terminal year of the analysis, the regional savings-investment gap is
eliminated. It is, in fact, this dutarchic. requirement which imposes a severe
constraint on the-pattern cf regional growth. As long as regional proeduction and
income in East Pakistan are eguated in 1989, the terminal incomellevel is pri~
marily seﬁ by East Pakistan; own growth potential while the growth in West Pak“stan
can merely adjust to this level. Flnally, a sharp reduction in the aid inflow to

West Pakistan is observed. Beyond 1979 total foreign aid is destined for East

Pakistan.

Alternstive Patberns of - Growth

While it is clear from the basic solution that the equal income target is a

feasible one, the cout to the ecdnomy is more clearly dbrought out by a consideration
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Foreign Aid 3_};1_ the Bagic Solution
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Investment and Savings

FIGURE -4
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Investment and Savings

PIGURE 5
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01 alternative growth paths. Maintaining the equal income target but permitiing

regional transfers to continue beyond 1989 allows an increase of nesrly 10 per

cent in the terminal income level. This increase comes about as folThﬂ

higher growth in West Pakistan permits a higher level of re glO st savings and hence
inter-regional transfers. The limit on such transfers ig now West Pakistan's

ability to mobilize savings, and the terminal incom: level is no longer set by East
25/

if in addition to the relsxation on the regional preduction-income gap &

Pakistan's own productive capability,—=

deterioration in the disparity measure is perﬁittedg a furthar increase in the
terminal income levels of both regions is possible, This solutiqn involves a rapid
rate of growth of ircome in West Pekistan sc that this province reaches a level of
per caplta income of Rs. T03 in 1977. Theré is no further growth of inccmé per
capita for the remaining periods. This rapid initial growth of income in West
Pakistan makes possidble the generation of a higher level of savings which can thea
be used to eliminate the regional income difference rather rapidly. Howévers it
ghould be neted that the level of disperity widens to 50 per cent before beginning
to decline and eventually being elindinsted.

Finaily, consideration is given t§ the case where the feaistributional effect'
is limited. Tx the basic solutiog such inter-regional transfers rise to 6.0 per

cent of West Pakistan®s income in 1974, and for the period as a whole, average:

4.8 per cent of income in that region. Such a redistributional effort may be

intolereble on political grounds. Arbitrarily limiting such transfers to 3 per cent

of income in West Pakistan reduces terminal income levels in both regions to Rs. 634
as compared tc Rs. 640 in the basic solution. Thus if the regional parity target

is maintained but political cpposition to a redistribution effort srises in West

25/ The effects on regional growth of varying the policy constraints are sum-

marized in Appeadix Table 5.
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Pakistan, the resell wiil be a lowsr level of welfare for the population as a
whole. And for the sliernstive solutions considered above, Wheh? regional. trans-—

fers play zn sve , the cost in not permitting such transfers is an

=
q‘q
k3
4]
ol
ot
M
1353
=
O
el
9D

even greatsr loss in potentiszl income,
The effact of a pumber cf such alternative regional policies on the terminal

income level is shown in Pigure 6.

Alternative Regional Growih Targebs

The aaaiyh 8 has 0 far concentrated on alternative poliéy choices 8ll of
which wers assl umed to operate within the framework of meetlnT the Constitutional
“FQUlfeme? of Gguat1ng regional per caplta incomes and to achisve this target by
1985. 1t iz liksly, hoﬁeverg that once z clearer consideration of the cost to
the economy, in terms of pctential growth foregone, is presentéd, the target date:
for aschieving parity will be poqtponed While the extreme solution where regional
equity consideraticns are omitted entirely presents a result in terms of regional
disparity that is likely to be poliitically unsccephable, a more realistic targét‘
might be to equate reglonal per capita growth rates. This iumplies ﬁhat the present.
level of disparity would remain constant, at least over the Perwpecflve Plan°

Such an equal regional growth rate target can be considered as one endjof a
spectrum cf possible regional térgets, all of which might be considered pol%tically
acceptable, while at the other extreme is the strict regional parity solutic;no
By allowing the model 4o first ggnerate an egual regional growth rate solution and:
then parametxrically varying.downwérd thelpermissible level of disparity, a curve
~can be derivgd showing the vafious levels ﬁf income attalned by the economy as a

whole, and implicitly, for each region, (See Figure 7). Thus with a 5 per cent

QJ

difference in regicnal per capita incomes in 1989, the per capita income in East

Pakistan increases by 1 per cent over the strict parity solution, while if the
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target 1s to equate regicnal per capita growth rates, an increase. of nearly
6 per cent in per capita income in Fast Pakistan is possibleogéj

The alternatives open to the government policy mekers present an interesting

epportunity fer politicsl bargaining. In return for & relaxation of the regional

'disparity constraint in which the Planning Commission is presently forced to

operate, it could offer East Pakistan the possibility of a‘higher future income
level. For West Pakistan the choice is also for a higher income level but a

cost of permitting considerable redistribuﬁion of income over time., Like all
bargaining situations these options should be more correctl& stated in terms of
probable outébmes rather than clear certalnties. Although it is possible to show:
both regions better off, given the simplistic structure of the model , the at-
tractiveness of such alternative regional targets will depend to a considerable
extent on the.degree of ceriainty with which tﬁe policy makers of each province.
view thege alternati%ésn The major purpose of presenting such alternatives is

primarily to permit consideration of a wider choice for framing regional policies.

And such a reformulation of the present restrictive regional policy is clearly

called for if naticnal growth as well as regional welfare is consiééred an ob-

Jective.

§§/ See Appendix Teble 5.
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IV, Regionel Growth and Structure of the

T 'Regicnal Bconomies

As previously noted, it will be desirable to quaﬁtifyp i;
terms of the sectoral structure, the macro-economic growth p&ttﬁnﬁs
derived from the "time-phasing" model. Such a procedure way well
introduce some inconsistencies in the analysis, While on bal-
ance these may nob digtordk tfe resulis anduly, it Is nevsessayy
o spell oubt some of those difficultdes.

Tt is of Some importance to specify the initial conditions
for both medels consistently. This can, in geasral, be done with-
out greal diffiiculty. More important is the need to ensure com-
parability over time in both models. The main divergence which
ig likely to occur is in the relationship of the sectoral capital-
cutput ratios and the aggregate capital-coefficients used in the
dynanic model. As an. initial condition thefaégregate capital-
coefificients féf"each region can.be calculated from the sectoral
composition of regional product and the capitalwcoefﬁiqients asso-
ciaﬁed.with each sector. . Qver time, however, the weighted sum of
the sectoral capital-coefficients will change as the relative out-
put levels of the various sectors.changeo Unfortunately, neither
the direction nor maqﬂitdde.of sﬁchia change can be estimated
a Qgggiip e possible solutiqnp therefore, is to éolve the "time-
path® modei using a c&ngtant capi#aiwcoefficient and then using

the results of the dynamic‘modei to specify a number of the
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excgencus variables in the éectoral modeio ‘The output levels
derived from solving the sectoral model will, in turn, imply
changes in the aggregate regiénal cépital-—-coefficients° The -
sensitivity of the dynamic model to such changes in the capital-
.coeffiéients can then be tested. If the ftimewpath" nodel is
hiéhly sensitive to such changes, a recufsivehp£0cedure should be
adopted until a set of capital-coefficients is generated whose
value over time apprmxiﬁates that derived.from the changes in

the sectoral composition of output.

A second difference between the "time-path” model and the
sectoral model is that the regional ecoﬁomies have béen_characW
terized by diminishing returns to investment in the aqgregaﬁe
model, The sectoral model will have no such apparent character-—
istic, This difference, however, refleéts the need to represent
in a highly aggregated model the reallocation of resources to
exchange earning and éavings activities, in which their produc-
tivity is progressively lower, until equilibrium is reached. 1In
a twowsector model such a reallocation procedure is best repre-
sented by assuming diminishing returns.to capital as the amount
of investment is increased. ¥For the séctoral model this reallo-
cation of resources_is ma&e a function of thé need to meet a_
minimum.level of éutput fé; each sector and to allocate iﬁvestment
. to more than one.import substituting actix}ity° That is, although

a specific sector may be most attractive in terms of its relative
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saving of scarce resources in producing output, demand considera-
tions will force the economy ©o shift to the next most attractive
sector. VFinally, a problem arises from the use of separate ter-
minal conditionsg for the two models. While each stage of the analy-
sis yields an optimal solution, there is no simple way of éssuring
that préCisely the same optimal path would be chosen if the entire
problem were solved in one intricate model.

It is clear that the relationship between the two models is
not a straightforward one and that some inconsistency may be
introduced into the analysis. This "cost" should, however,_be
weighed against the additional insights to be gained by allowing
greater scope for analysis of the dynamic as well as sectoral_
aépects Of_longwterm growth when regional as well as national ob-
jectives are considered., It is of course possible to test for
the effects of at least some of these inconsistencies on the over-
all results. Insofar as these effects are negligible they can
be ignored. This is especially true when one considers the ggnéfal
uncertainties that accompany ény lqngmrange planning exercise.

Thus while as a general procedure the idea of solving a planning

problem by breaking it down into stages may well be incorrect,

it seems that as a first approximation, the results can be Ac—

.....

AT

" cepted.

In order to allow for a considerable degree of disaggrega-

tion, the sectoral model is limited to a static analysis covering



-31~

27/

two %ime periodgg 1965 to 1974 aﬁd 1974 tc 1986. The constraints
offthé sectoral model, by groups, with the exogenous variables
appearing on the right hand side, are given in Table 4, and'the
definitions of the Variables and parameters are given in Table 5.

In what follows, a brief description of the various eguations is

given.

(L) Outpub Degtermination. Twenty-one commodity balances are
—y

identified'for each region. Total consumption, exports and tradi~
tional regional imports are set at levels determined by the "time-
path” model. Consumption of each commodity is given by the change
in consumption e%penditure and the relevant regicnal expenditure
elasticities, The.commééity_structure of traditional exports is
derived from the commédity composition in the base-year, except
that account is taken of the likely inelastic demand for raw

jute and jute products.

The intermindustry_coefficients (aij) are derived from sepa-
rate input-output talkles for East and Weét Pakistan; Sepérate
sectors are iﬁentified for traditional and trade-improving ocut-
put. The nontraditionéi-séétors are characterized by higher .
capital coefficients but presumably have the séméwinput structure

as the traditional cutput producing sectors.

(2) Igvéﬁtment Demand. Eguation (2a) is definitional. Total

27 . . '
21/ These unequal time segments result from the use of three-year
time periods in the "time-phasing” .model.
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TABLE 5

Vdrwblc, gnd Paz .e‘.i:ef Definitions
for the ‘Seo orai‘ModeE

Verishled - . -

Xi = oubput of aeéhor i

Ii = investment go&ﬁ'cutpat of seotor 1

Ri = output from secter I for forelgn twadawimprVing or import i
gubstitution :

£y @ output from sector 1 Ffor rvbiunfL trade-luproving

Gi w ﬂanaumytian of gnad 4

Ei w foralgn braditiosal expurhs of good 4

Sy w peglonal traditional gxnorts of good 1

M, w eompabitive importas of good i

.ﬁ, w dnventmant good lmports.

M ‘i consumeyr good, luports

h%‘ s traditienﬁlrﬁ@gianal importy N

N = total braditional exports )

B = pot daflow of Yoreing ald

P%ﬁam|tar»

P Wb T DT (M T Tt

o R
= foput coafficiont

b:j e eaﬁiﬁal eoafficlent for regulax yrodu@%i@n
.Bij = gapital ceefficlent for trade-improving production (b, 3fi03?
g w puported copital eoafficient for regnler production '
zj w dmported caplital cosfficlent for trade-luproving preducticn
pj = nonwco mpetitive lmport ceefficient for regulsar production
ﬁ# = poa~ceupetitive import coc?fnclent for ivademimprovlvg cvroducticn ’
Q? W uppeEr bouad on impoxrt subs tztutioa Jor forelgn trade in sector 1
A = upper bound on 1mpnrb substitution for regional trade in ssctor i
€ = tranaport cost coefficient for regional trade of good i
T £ terminal;Qeiéhtsf(stockmfléw convefsign.factqr) for investmsni
Subseripis .
isj- = gach ;. where+ 1=l to ism are traﬁlt1onal eutput pr?ajoin secbors’
- and 3~m%1 to i=pn are Lrademlmpfov1rg output sectors™
k.1 = regions, where k=1,2
N 1=1,2
&/ The sgymbol ~ is used to indicate that the segtors referreé‘to axve
trade-improving sectors : ' »

- 3187
S
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capital resoucces are specified_exogehously in line with the re-

sults from the *time-path" modeiol Equations (2b) and (2¢) relate

investment demand to culput changes through a capitalwcoeffiéient

matrix. The faétor 1, wherever it appeavs, is a hecessary terminal

sondition for conversion of the flow of investmont ovaﬁtﬁh@ docade
28/

to capital stock,™™

g, 'This equation ls again definitional., Teotal

(3) porelan Import

demand Ffor foreign imports consists of compatitive imports, in~

vestment goods imports, and nencempetitive imports of intermediate
goods, Consumer goods imports are given exogenously. The balance

‘of payments constraint is again derived from the "timo-path®

madal.

e e s

(4) Zoperi Substltution. The total amount of nentraditional
production is set exogenously. The senteral compesiiieon of such
output is determined by the relative cost in terms of the scavce
factorngcapital and foreign exchange) reguired to produce various
trade~inproving commodities. In addition, it is necessary to
place an upper bound on the tradewimproving production produced
by aﬁy one sector; wWithout such a restriction the linearity of

the model would result in the choice of only one trade-improving

sector.

28/ yor a derivation of this conditon, see Alan Manne, "Rey
Sectors of the Mexican Economy,® The Theory and Design of Economic

Development, eds. I. Adelman and E. Thorbecke. (Baltimore: Johns
Hopkins University Press, 1966), -
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refer to regiconal nontraditional

cal counterpart of the inter-regional
incoms transfers, Egaaticn (4d) defines the imporits of non
traditional, regionally traded commodit ieg as the production oF
stch a good in West Pakistan plus the trans pﬁ cost. asgociated
with moving thils good, Eguation (4e) ensures i;!‘f-,é‘;“i;:' tha sum of

uch axports i, if >

fesnible, ab least equel to the yegional

called forv by the "tims-path® model.

The primacy purpose of the sectoral medel g bo provide an

imdj¢aticn of the optimal preduction struchure in a static setiing,
given the constraints imposed by the "time-path® model. The
okijectiva fanction ie taken as the wagimization of regional prod-
uct., Thas - interpretation of the modpl aoemes, in reality, close

to a feasibility or c&nSi“Luruy test of the macro-economic values
previoasly genexated, The primary guastion to b@ addrezssed to
this model can be formulated as follows: glven the aggregate
taxgets to be wet for a specific regional policy and the regional
allocation of rescurces, is such a set of Ffinal demands Feasible

given the production styucture of the regioral economies.

TWo  salutions have been used to constrain the gectoral model.
The fivst, the egual per capita income solution, represents the
most orthedox lnterpretation of the regional obijective, while the

second, the egqual growth rate solution, is taken as reprasentative
o] h g E
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of & realistic alteinative tb the_present_regional target. .The
composition of cutput under thaze two altgrnatives is given in
Appendix Tahies‘Gg 7. 8 and 9.

- ¥For East Pakistan the results of both sclutions arve broadly
similar., This of course reflects the fact that in the macro¥
‘model East Pakistan’s growth ﬁate is always at the maximum per-
missgible vate given lts absorptive capacity. As investment con-
tinves o rige sharply in Eagﬁ Pakistan over the Qntire pariod,
the highest sectoral growth rates are found for the investment
gaods'seﬁtors and those sectors closely related to creation of
- new capacity. The relatively low growth rates for the textile
sectors are a result of the assumption that éXport demand for raw
and manufacture&.jute is limited. Agricultural output increases
at a rate slightly below that for regional product as a whole.
-Nevertheless, judged by the péSﬁ performance of theﬂagriculture
gsector in Rast Pakistany this will sti1ll call forra substantial
improvement in the agriculﬁural performance.,

It is in terms of the sectoral groﬁth raﬁes for West Pakistan
éeveaiéd by the two scolutions that bring into sharp focus the cost
of adhering to the strict parity target. In the equal income so-
lution, which posits a reauction in the regional growth rate for
West Pékigtan'in the later perist the result is a sharp reduction
in the growth rate for the invéstment goods sectors and such re-

lated sectors as metal products and nonmetallic minerals. In
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TABLE 6

' Structﬁral'chanqé in the Pakistan Economy

Sector l95§g
1. Agriculture 63.0
+2. Manufacturing 4.7
3. Others 32.3
Gross Regibnal N
Product 100.0%
- Sector
1. Agriculture 49.3
2. Manufacturing 11.1
3. Others . 39.6
Gross Regional - e
Product ,1O0f06
~Sector 7
1. Agriculture el
2. Manufacturing 8.0
3. Others 35.9
Gross National .
~Product lOD.Oé
y
b/

ﬁPer cent)

East Pakistan

1960% 19657 1974
60,4 55.3 48.3
6. 7.6 16.3

33:2 37.1 32-4

100%0% 100.0%  100.0%
\

VUWest pakistan
!

46.8 41.5 = 35.5
12.3 15,1 26.3
40.9 43.4 '38.2
100.?% 100.0%  1.00.0%
17 Pakistan
3.3 48.2  4l.1
9.3 11.5 21.9
37.4 403 37.0
100.0%  100.0%  100.0%

o
\
.‘l

T. M. Khan and A. Bergan, gﬁl_cit.

Based on egual growth rate sclution.

W o
oy o W
o o w

|

100.0%

33.2
29.2
378

100.0%

100.0%



adéitiona the effect of restralining growth in West pakistan has

a dramatic effect on the agricﬁiture gsector. By compariséna the
sectoral output levels for the equal gfowth rate solution wouwld
indicate a fuller utilizdtion of capacity in West Pakistan,. In
particular, in this solution agricultural output increases by

5.2 per cent in the early period and 6.0 per cent in the later
periocd, While these growth rates are still below that forecast
by the Planning Commission; they are admittedly high. Although
few countries have gustained a growth rate for agricultural out-
put as high as 6 pér cent f@r any length of time, there is sub-
gtantial optirism among agricultural economists ﬁamiliar with the
pakistan situation that a dramatic increase in the agriculture
growth rate in West Pékistan is likely. Consequently, adherence
to a strict regional income parity policy would have the effect
of foregoing the possibie banefits which are expected to be forth-
coming as a result of the past structural changes which have
taken‘place in the rural economy of West Pakistan,

Table 6 brings out the structural changes implied by the
équal growth rate solution. -Both regional economies show a simi-
lar trend, i.e., a decline in the share of agriculture sector and
an increase in. the share of'manufacturing in regional product.
The impliéd change for East Pakis#am is d#amz;tic° .The éhare of
manu facturing néarly ﬁriples while the share of agriculture de~

clines from over half of reglonal product to less than 44 per cent
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by 1986, In part this répid rise in the share of manufacturihg
reflecté the relatively small baéé from which East Pakistan began
in 1965. Ekat to a considerable extent this rapid structure change
is an inevitable.result of the continued high rate of investment
growth implied by the macro-gbluﬁiong' For the economy aé a whole,
-the expectation ig that the structure of £he économy will become
fairly diversified by 1986, relying only for about one third.of

naticnal product on the agriculture sector and having a substantial

manufacturing base.

V. Regional Growth: The Policy ;gp}icatiohs

i
A
Y

The political pressures generated by the difference int
:egicnal per capita income leﬁels and the pas£ patternjof‘ré—
gional growth make it difficult to conceive of any long-run
economic plan in Pakistan which can have meaning and national
Support,if it does not clearly spell out the regionél objectives.
Yet ratiomal pélicywmaking'should reflect é congideration of

alternatives and their cost. The presently accepted policy of
. . : ¥

equating regional per capita incomes by the end of the Perspec~
tive Plan appears to be a targel chosen on political grounds,

. o
LY . " .

Giﬁen the vaxiOus pattern off regional growth aﬁ&-%he alternatiﬁe
regional targets preﬂentéd‘above; it becomes pessible to eVglm@te
more_specificaily the_éost Qf the pr;sent objective and compare
it to a number of alteynativesg |

. 0
L
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One can identify two goals in Pakistan: to raise the level
of well~-bkeing for the populatioﬁ as a whole by fapidly raiging
the growth rate of national product and to do so while ensuring
an equitable distribution of total income. The Fivst aim, in
isolation, would maximize the growth of ﬁhe_national economy with
little ox no attention to regional WQlfageg Such an alternative,
however, xuns thé.severe rigk of endangering national unity.

Thus, while econowically sound, tﬁ@ objective of maximiaingloﬁly
“the national product of Pakistan must be rejected on political
grounds,

At the other extreme lies the present target of eqguating
regional incomes. The result is 2 low income levei for both
provinces, and in fact, when qompaxéd to other alternatives, it
vields the loweét level of welfare, -In.some sense, howaverr'this
poiicy has fewer risks fér East pakistan, The attainment of an
“equal per capita income level in the two provinces calls for a
minimal redistrikutional effort, Given the past alleged regional
bias én the part_of.the central government, East Pakistan may well
feel that any policy that looks toward an amelioration of regional
incoﬁe levels through an active redistribution policy is unreal-

istic. Thus East Pakistén's policy—makers may decide_that any
deviation from the present fegional’targetp allowing fof a more
;rapid rate of growth in West Pakistan, will only result in an

increase in regional disparity. At the same time, it seems unlikely
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that the present policy will be followed if, as the resulﬂs of

the analysis.indiéateg the impiication is for a sharp reduction
~in the growth-rafe in West Pakistan. Not only can one question
the possibility of actualiy‘implementing the necessary policies
to frustrate the dynamism of this region, but again such an &t-
tempt also entails political risks.

A realistic assessment of alternatives clearly indicates
the.need to frame a regional policy that lies somewhere between
these tweo extremes. One such solution is to equate regional
growth rates, at least for the Perépective Plan period, and post-
pone any attempt to remove regional disparitieg'to some time
in the'futureogg/  Such an alternative not only increases welfare
in both régions as coﬁpared to the strict parity solution but
-will have more éppeal.to aid-giving agencies. Regardless of which
regional target is adoéted, the economy will depend on foreign
assistance for some timey Yet increasingly, donor céuntries have
allocated foreign.aid‘to recipients whése past performance indi-
cated = high return on such assistance. If Pakistan is therefofe
'to attract the required foreign aid, it must adopt a regional
policy consistent with a high national growth.réte, The substitu-

tion of a policy of equaliéing regional growth rates for the

29/ . | . ,
“f/ Indeed, it seemz likely that once growth is accelerated in

- both regions the demands for absolute parity in per capita income
levels will become less incessant.
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preseﬁt policy of equating régiohal income levels would thus
appea; toc be the @ost realistié alternative open to the govern-
ment. Not only would it increase the welfare of both regions

and ﬁtiliZE-more Fully éapacity in West Pakistan, but it is likely
to be the regional polic¢y with greatest possibility of succesgful

implementation.
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Appendix Table 1 : o -

Definition of Variables and Parameters

Traditional imports and exports are those }mport" which vou]d
be imported and those exports which could be sold if the - :LTU(LHEL.

yggiables_
\Y =-grdSS'regional prodUCt--
y0 = regular production. |
vl = production for nen- ~-traditional Lrado
I = total gross investment.,
10 = investment for regulak production,
Il = investment flor non-traditional production,
b4 = regional income,
R = regional transfers
S s SAVINgGs.
¥ = forejign capital inflow.
M = traditional imports, foreign trade®,
m: = traditional imports, regional trade,
E' = traditional e#ports; foreign trade®,
é = traditional exports, reglonal traded,
C = consuanption,
N = population.
= gapital stowk
kg m'“apltal output ratlo, regular producilon
'kl = capital-output ratlo non-traditional pTOdLCtJOﬂ
a

of the economy were to reémain unchanged from the base year.

37
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~ Appendix Table 2°

Values of Variables and Parameters, 1965

{1965 prgges)'

(Rs. Millions)

N East West
Varisbles Pakistan Pakistan
1. Gross regional product A o 22,659 24,578
2, Baving 8, 2,012 3,020
: : -
3. Investment I 2,819 5,413 //
. ' : /
L. Imports (foreign) M, 1,922 h,2h0
5. Imports (regional) M 965 550
6. Exports (foreign) 11,590 1,k32
7. Net capital inflow T4 2,393
8. Consumption 20,587 21,558
9. Capital stock 56,648 73,73k
10. Capitalmoutput ratio:
~regular preduction 2.5 3.0,
trade imprc%ing h.0 4.0
11, Populationﬁtmillions) 61.3 51.1
12, Income per capita (Rs.) | . “”?:' 370 481
Parameters
1., Marginal rate of savings o 0.25 0.2k AT
2:" Rate of growth of exports:
foreign o 4.0 5.8 ‘ _fﬁ
regional ' T _ 4,0 3.0
3 Marginal rate of imports: ' /f .
on incone gy 0,20 0.25
on investment nq 0.ko 0.30
h:hLimit on investment increase A - 0.10 0.10



Apuendix Table 2 {Contd)

Values of Paramcizrs, 1965

(1965 prices)

{Rs, Millions)

East . West

Parametors . . pakistan Pakistan
5, Relative productivity of:
“good" investment B 1,00 ~1.00
"fair" investment 8 0.75 0.75.
“poor® invaestment % 0.50 0.50
G. Ahsorptive capaclity limig ¢ 0.11 0.13
7. Popuiqtton JNL101¢O=b
]9\)) .! ?’0 r-' 31é ?.9
1970-1975 n 2.9 2.7
B S 1980 1903 n 3.0 2.8
By , _ 1985-1990 p 2.8 2.7
8. Rate of digcount '_ " i 0.08 0.08
9. Rate of discount, o r 0.10 . 0.10
post-plan '
10, Cost aof foreign exchandge ¥ 2.0 2.0 )
11. Relativervaluation_of
- post-plan consumption 5 1'0‘ 1.0
12, Postvplan growth rate 0 '7.3 ‘ 7.1
13 Weight for terminal ' . .
year income ' o 3.6 o 3.2
14. Términa1 ycat of analyqis T . _.24 o : 24
15. Termznal year for forelgn _ | S
S aid T-n C21 21
16, Terminal yeaxr for removal T-n. 21 21
_ , of disparity :
17. Terminal year for regional T - 24 o - 24

transfers

'} . . ! : ’ . ° . -
“rrend values derived from least squares regression fitted
to actual data, 1960-1%965, : ‘

b ' ' ' o
James W. Brackett and Donald §. Akers, Projections of the

' Populat1on of Pakistan by Age and Sex; 1965-1985 (Washington, D.C.
U. ._Dopartmrnt of Conmerce, Bureau oOf the Census, Foreign Demo-
qraphlc Analysis Division, fune 196J). : _ﬁ%/-
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AP

i = rats of discouwmt

¥ = st of foralpn exchange

& = weight terming]l yesr income

§ = weight on post-plan consvrphbion

o = marginal rate of savings '
g = post-plan growth rate

p o~ = rate of dlscount on post-plan consumption

N
i = exogencus rate of growth for forelgn exports

T = ggogenous yrats of growih Tor regional exports

32 = palative productivity of Mgl (typ& 2) investmsnt
B, = relative rroductivity of "bad" (type 3) investment
A = limit to incrsase of "good" (type 1) investument

A, = limlt to incresse of "fair" (typs.2) investment
A, = lindt to incrzase of "had" {(type 3) investment

¢ s absorptive capnclty 1imis

b

marzinal imgort rate on regiongl lncome
nl = marginal lmport rate on regional investment

P = rate of population increase

]

time

t

Cuto
o

ko= regions, where J o= 1,25 k = 1,2,

T = terminal year of analysis.

.
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APPENDIX TARLE 3 (Cont.)
Paristand! ' £
Plan Con-— Tnvegt- Foreign Trade- ' 'Régiona‘- Trade - . Capital
Year Income gumpbion Cment Exports _Lmr_wrjr . ‘Exports  Imporis Bavings  Inflow
1665 o 47.3 h2,2 8.2 3.0 6.1 —-— —— 5.1 3.2
- 1968 52.3 56,7 9.3 3.5 7.6 _— —— 5.7 k.1
1971 60.9 54,0 10.7 4.8 8.6 — _— 5.8 3.9
1974 62.7 61,2 12.6 6.0 10.1 S ——— 8.6 4.2
1977 80.7 69.5 16,0 7.6 12,k _— —— 11.2 L.8
1980 Sl b 9.1 - 19.6 9.6 k.o —_— ——— 5.2 Bl
1983 109.8 89.6 20.3 12.1 12,1 — —_— 20.3 0.03
<. 1986 127.6 107.3 20.3 L. 15.2 15.2 — - 20.3 —
St 1989 i45.9 122.0 23.9 19,1 19.1 - —— 23.9 .
East Pakistan
" Investment by Type o Copital Stock = = Production
Pian . Trade. A CTyade. R T Hon-traditional
~Ysarx | ‘Regulsr Improving: ’Gco’" Mhraix” "Ba 31 “Régular o Improving O Regular | Foersizn  Regional
1965 2.8 — 2.8 L 1P T — 22,7 —_— _—
1968 3.2 0.7 1.3 1.3 1.3 62,9 ——=- 25,3 e .
1971 L. - .7 1.8 .18 1.8 69.5 2.3 27.9 0.6 ——
1974 6.2 1.4 2,k 2,4 2,4 79.5 T k.3 31.8 1.1 _—
1977 8.5 1ok 3.3 3.3 3.3 92.3 7.7 37.0 - 1.8 -
1980 8.5 5,0 L.5 k.5 b5 119,k 11.8 b3 2.0 ——
1983 8.2 6.0 6.2 6.1 1,8 126,2 26,k 50.6 6.7 -
1986 8.0 6.2 8.2 5.9 — 1k8,0 39,8 58.9 . 10.5 e
1989 9.3 7.5 20,7 6.2 ——— 166.5- 59.2 65.9 14,8 N



APPENDIX TABLE 3 {Cont.)

West Pakistan .

‘ Investment by Type o Capital Stock Production .
. Plan . Trade S ' Trade . Non-traditional
Year Regular Tmproving "Good" YFair™ - ‘"Bad" =~ Regulaer Improving 'Regular Foreign  Reglonal -
1965 5.4 —_— 5.k et — T3.7 ——— 2kh.6 — S ——
1968 1.0 | L. L 2.6 2.6 0.2 85.9 —— 27.0 e —
1971 3.2 2.3 3.7 1.7 — 88.8 . 11.8 29,k 1.h 1.5
1974 3.6 1.8 4.9 0.5 i 96.5 18.3 = 32.2 2.6 1.9
L1977 3.5 2.6 6.1 - — e Y1070 C 23,7 - 35.7 k.0 1.9
1980 3.6 2.5 6.2 — - 117k 31.k 39.1 6.6 1.2
1983 L.7 1.k 6.1 —_— — 128.2 38.8 ho.7 9.7 T
1986 b7 1.h 6.1 R — 12,5 42,7 ht.5 8.8 1.9
1989 5.8 - 1.4 7.1 — ——— 160.6. o7 . 53.5 . 10.7 - —
Pakistan
1965 8.2 —— 8.2 _— —— 130.3 e o k7.3 T e ——
1968 h.2. 5.1 3.9 3.9 1.5 148.8 _— 52,3 — —
1971 7.8 3.0 5.5 3.5 1.8 158.3 b2 57.3 2.0 1.5
1974 9.7 2.9 7.3 3.9 2.4 175.9 - 22,6 64,0 3.7 1.9
1977 - 12.0 4.0 g.h 3.3 3.3 199.3° 31.h 72,7 5.8 1.9
1980 12,1 7.5 10.6 k5. h.5 227.8 13,2 83.4 9.6 1.2
1983 12,3 Toks 12.3 6.1 1.8 25h b 65.2 93.3." 16,4 ——
1986 12.7 T.6 14,3 5.9 — 290.5 82, 106.4 193 1.9
1989 15,1 8.9 17.8 6.2 —— 327.1  101,9 120.4 25.5 S—
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/ Disvarity Constraints

APPENDIX TABLE L (Cont.} - \

Maximum Removal of |
Disparity Disnéxity_
278.16 ——
192.87 ——
~138.81 —
| 8%.05 . ——
43.70 e
e 23.06
e Q20,57

AZA Termination Congtraints

et g e e



APPENDIX TABLE 5

Sumnary of Solutions Using Alﬁernativé'Targets;'Pclicies;'énafPafameters

, - e s s ' T Terminal Rate of-Growth of "Income
Solution Characteristic of Scolubicn _ vemp Tnoom et - Hamt ?mﬁJﬂLan
. ) 7 A — g
1.  Basic Parameters ' : {Rs./Capita) -« -- (Per cent)
A-1 Bgual per capita income? 650 5,5 - L,1 1.8
A-2- Bgual per capite income . 695 5.7 b4, L 5.2
-2 Bgual per capita income; disvarity widens first 700 5.3 L.s 5.k
C~-1. Equal per capita income; regional. transfers .
iipited to 3% of income of West Pakistan &3h 5.3 5.0 4.8
C=2 Equel per capita income; regional tranafers
ilimited to 3% of income of West Pakistan ' 78 5.5 L,b 3.1
D- No rsgionsl inccme constraints _ 33 {Bast)- 5.4 7ok 6¢8§f{
_ : S 1208 (West} ' . 7
E~1 Disperity reduced %o 5% : 610 (Eseb) 5.5 4.3 S.1
E-2 Disparity reduced to 5% . 703 {Bast) 6.0 4,7 5.3
F-1 FEgual per capita growth rates - 640 (Zast) 5.5 5.3 5.k
F~2 ' Equal per capita growth raies - ThO {Ragt) 6.2 5.9 6.0
L. Alternative Paramefers
H-1 Absorptive Capecity Rast Pakistan 13% 730 6.1 k.7 5.l
I-1 Absorpiive Capacity Test Pakistan 16% 891. 1.0 L,5 £.3
I-la Abgsorphtive Capacity Fast Pakistan 16% 68l 5.6 bk 5,2
Capital Output Ratio 2,75 .
J-1 Marginsl rate of savings East Pakisten 18% 625 5.k b,Q L7
K~1 Marginal rate of savings Wesbt Pekistan 18% 620 5.3 3.9 4,6
I~1 Capital oufput retio rises oy 10% ‘ R 5.3 2,9 HINS

57




APPENDIX TABLE 5 {(Cont.)
. Consumption Foreign Aid | Shadow Price
Solution _ igcountad Discodnted Undiscounted Regional Target
| (Rs. Billions) (Rs. Billioms) - {Rs. Billions)
T, Sasic_Parameters

1%/ | 731.63 3.6 6.0 226,65 .
A-2 o 776.83 ‘ 4.7 61.7 67.57
B-2 T80.62 - 57.8 11507 Ab3TT
-1 = : . \729.¥7= - 33.6 1iz2.h 310.29
g-2 _ — T7k.51 - 56,3 109.6 281,20

D- oh1.39 - 65.2 125.6 - e

Bl s T738.k3 _ 50.7- 6. 31L.25 -
E-2 o T45,66 59.8 - 120.3 295,19
P-1 : 781.6L4 - 59.2 117.7 139.61

F- - -t 815.35 62.0 136.2 78.43

~IT.. Alternative Parameters .

5-1: . 865.49 418.2 98.2 240,53
-1 : 951.78 T2.6 162.2 ¢ 50,1
CI-la T Th5.82 61.9 132.% 361.72
J-1 _ 763.87 49.6 96.7. 330,46
K~1 T60.29 L, 5 86.7 - 12k,16
Ll 625.81 - k2,2 84,C- 335,26
a/" Numeral (1) refers o conditién Whéré.régional"tranSférs.aré términated in berminsl
vesr while numeral (?} indic

ates an absénce of this constraint,

4R




APPENDIX TABLE 6

Composition of Regional Production

_ East Pakistan
(Based on equal income per capita solution)

[

Production - Rate of Growth

. ' _ {(Billion Rupees) . (Pexr cent)
Sector 1865 1974 1986 1965-74 1974-86
1. Agriculture 11,41 16.05 = 30.22 4.1% 5.4
2. Mining ' | .0.08 0,13 0.35 5.5 8.6
3. rood processing 1.16 2.122 5.564 7.0 . 8.4
4., Cotton textiles 0.29 0.41@ 0.922 3.9 6.9
5. Jute textiles 0.40 .49 0.65 2.3 2.4
6. Other textiles 0.14 0.23 . 0.49 5.6 6.5
7. Wood products 0.04 0.06 0.18 4.6 9.5
8. Paper products 0.15 0,263 - 0.87% 6.3 10.5
9. Leather products _ . 0.03 0.04 0.10 3.3 7.9

10. Rubber products . 0.05 0.082 0,182 5.4 7.0

11, Fertilizer - 0.02  0.07 0.27 14.9 11.9

12. Chemicals ‘ , 0.13 0,248 1.269 7.0 14.8

13. Non-metallic minexals 0.16  0.36 0.%6 9.4 8.5

14, Metals ' 0.20 0.38 0.95 7.4 3.0

15. Machinery 0.08 = 0.20 0.59 107 9.3

16, Transpori eguipment 0.14 0.206 0.65 7.2 7.9

17. Miscellaneous 0.23 0.25 .30 1.0 1.5

18. Construction _ .11 2.00 4.55 6.7 7.1

19, Electricity 0.12.  0.25 0.71 8.5 9.1

20. Transport services 1,22 2.03 4.29 5.8 6.4

21. Other services _ 5.44 7.33  15.05 3.4 6.1

4. 4% 6. 3%

. @Gross regional preduct 22.60 33,24 69. 20

a o ' L
Includes non~traditional output for foreign trade



APPENDIX TABLE 7

Composition of Regional Production

e : : West Pakistan
) (Based on equal income per capita solution)
5 _ - _ ‘
 Production - Rate of Growth
‘ . ~ {Billion Rupess) . {Per cent)
Sector = : 1965 1974 1986 1965-74 1974-86
1. Agriculture 9.54 13,367 19,13 4.0% S 3.1%
Z. Mining - 0.20 0.41 0,82 8.1 5.7
3. Footl processing 1.58 2.843.0 4,90a,b 7.1 4.4 .
4. Cotton textiles 1.12 2.08%P 2 992 7.1 3.1
5. Jute textiles - - - - o -
6. Other toxtiles 0.18 0.39 0.62 8.9 4.0
7. Wood products 0.03 0.05 0.0%9 5.8 5.0
8. Paper products 0.0% 0.6 0.31 6.6 5.7
9. Leather products - 0.1 0.20 .27 6,9 2.6
10, Rubber products 0.07 02180 p.43%b 13,0 2 6.1
Cll. PFextilizer ' 0.04 0.11 0.29 11,6 ' B.4
12, Chemicals | 0.43 ©  L.178b 2,728 12,8 7.3
A3, Non-metallic minerals  0.10 0.31 Q.79 13.4 Bl
L4, Metals . 0.36 1,06 2,540 12.8 | 7.6
218, Machinery - 0.32 0.77 2,020 1,2 g
16, Transport eguipunent 0.30 0.49 0.89 5.6 ' 5.1
7. Miscellaneous. 0.22 0,492 0,819 9.3 4.3
118, Construction ' 1.38 2.19 3.46 5.3 3.9
19, Electricity _ 0.22 0.54 1.19 - 10.4 6.8
J20. Transportation 1,260 1,74 2,65 3.7 3.5
~21. Other scrvices 7.03 9.13 12.08 3.1 2.1
Gross Regional Product 24,58  37.70 - B9.00 5.0% 3.7%

Aneludes non-traditional output. for foreign trade

Pincludes non-traditional output for regional trade



Rppewiix TABLE & Cs

Ccnrpon tion of F:‘mz,cmrﬂ Produ stion
L“ S i’u:J_ stan

¢

(Baged cn equal mgional 'qr«:ﬁs} th rate soluticn)

Prodias t;l.("ﬁ . - - Rate of Gw-.nfth :

_ o (billicns Tinees) T {per canky
Sectpr . 1965 1974 198 1965-74  1974-86
1. Ageicultuss 1,41 16,05 30,02 - 41% - 5.3 %
2. Mining | © 0.08 0,13 0,36 5.5 8.6
3. Food procassing 1.6 2013% aa?® 5.8
4. Cotten textiles 0,20 0577 L8t L - 7. 6.5
6, Jute taxeilss . 0,40 0,51 0,84 2.8 RS
6o, Other tetiles 0,14 0,25 0,65 67 8.3
7. Weod Products 0,04 0,05 0,19 46 10
B, Paper produghs 0.15 6, 28° 0.90% ?.?. 10.2
g, Iweather produsts 0,03 0,04 0.09 3.3 - 7.0
10, Rutbor profusts 0,05 - 0,07 0.16% 3.8 6.9
1L, Fertilizer - 0,02 0,07 . 0,37 B K ©12.9
12, Chemicals 0,13 0.26% 1,37 8.0 . 14.8
13, Nonemetallic 0.6 0,37 .05 9.8 9.1
mingerals ‘ ‘
14, Metals 0,20 0.34 . 0,90 6.1 a5
15. Machinery 0.08 0,19 © 0.60 - 8.7 11.5
16, Transport eguipment 0,14 0.25 077 6.6 10.7
17, Miscellaneous 0,230 0.26  0.45 1.2 4.7
18, Constructicn 1110 2,03 4.87 70 1S
19, Electricity S0 028 073 85 9o
20, Trensport services 1,22 | 2.04 4,37 , 5.9 . 6.6
21, Other sexvices  5.44 | . 7.35 - 15.3¢ 3.4 6.3
Gross Regional Product 22,60 | 33,26  69.24 C a4s - 6.3

aI;;cludas non~traditicnal output’ for foreign trade.
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13,

14,

15.
16,
17.
18.
19.
20.
21,

' APPENDIX TABLE 9

Composition of Regional Production

(Based on equal. regional growth rate

Lot Vras e eyl

- Sector

Agriculture
Minine

Food processing
Cotton textiles
Jute textiles
other textiles
Wood produets
Paper - products
Leather produats

. Rubber products’

Fartilisey
Chamicals
Non-metallic
minarsls

Metals

Machinery
Transgort equip-
Miscellaneous
Construction

_Electricity

Transportation
Other sexvices

West Pakis

tan

Produgtion

{Billion Rupees)

Gross Regional Product24.58

1965 1974 1986
9.84 15,052 30,31
0,20 0,42 1.03
1,58 3,01%0 7, oavﬁl
1.12 2,2730 4,.362,b
0.18 0.42 0.92
0.03 0.06 0,14
0.09 0.19 0.43
0,11 0,22 0.47
0.07 . 0.23%b 0.61D
0,04 0.13 0.38
0.43 1,208 3,038Db
0.10 0.38 1.08
0,36 - 1.15%:Db 2.gga,b
0.32 0.80%  2,49%,0
0.30 0.69  1.59
0.22 0.552 1,332
1.38 2,98 6.88
0.22 0.71 1.89
1.26 2.04 5.01
7.03 10,03  19.50
42,41 91.34

solution}

. Rate of Growth

(Por cent)

1265-1974

B 1A s e s - -
Includes non-traditional output for foreign trade

blncludes non-traditional output for ﬁegionalztrade

1974~ 1986

7.9
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