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ABSTRACT

Partition, Integration, Economic Growth, and Interregional Trade:
A Study in the Growth of Interwing Trade in Pakistan

by
Ve Axhlaaur Rahman

Submitted to the Department of Economics and Social Science
on May 11, 1962, in partial fulfillment of the requirements
for the decree of Doctor of Philosophy.

Because of the initial patterns of specialization in and the distarce
between the regions of East and West Pakistan, there was little possibility
of direct trade between them before the partition of India. Yet after the
establishment of Pakistan, there occurred a six-fold growth of trade between
Jast and West Pakistan during the period between 19!8-9 and 1955-59, This
dissertation analvzes the reasons.

The heart of the thesis presented is that the growth of interwing
trade in Pakistan is to be explained in terms of the combined effects of
partition of India, the formation of the intecrated state of Pakistan, and
the initiation of economic growth in East and West Pakistan. Intesration
created the necessary conditions for the growth of interwing trade. To thre
extent that partition was followed b+ economic isolation between Pakistan
and India, 1t created certain problems of adjustment in the crepartition
patterns of trade and production in these regions, The adjustments made
created the sufficient conditions for the growth of trade between Tast and
West Pakistan.

The coincidence of partition with the desire for the initiatiom of
long-run economic growth rendered the adjustment process in East and Vest
Pakistan growth-oriented. Partition also facilitated economic erowbh, 1.¢
the growth of industries in Kast and West Pakistan, because of the growth
of a vigorous entrepreneurial class, mainly from among the migrants from
India, and because of effective governmental policies desicned to facili-
tate long«=riin economic crowth.

The growth of complementary industries in Fast and West Pakistan in
the process of growth-oriented adjustment led to the secular crowth of inter-
wing trade during the second half of the period under consideration. This
1s evident from the fact that the growth of interwing trade from 1953=5L on
was mainly due to the growth of trade in manufactures and raw materials.
The possibility of interwing trade, on the other hand, facilitated the
crowth of industries in East and West Pakistan through the extensim of
their regional markets.



The heavy growth of cotton textiles industry increasedthe domestic
conswp tion of raw cotton in Pakistan, It led to a sharp decline in the
foreign exchange earnings of West Pakistan, since the production of raw
cotton did not increase proportionately. The fall in exports of West
Pakistan abroad was partly compensated for by the increase of her exports
to Fast Pakistan, This led to a triangular pattern of trade between Hast
and West Pakistan, and the rest of the world,

The surplus foreign exchange earnings of Hast Pakistan up to
1955-56 enabled west Pakistan to partly bridge the gap between her exports
to and imports from the rest of the world. This involved a trassfer of
capital from Fast to West Pakistan which facilitated the economic srowth
of West Pakistan. The fruits of the economic growth of West Pakistan were
partly transmitted to Tast Pakistan through the movement of the terms of
interwing trade in favour of Fast Pakistan in most of the years.

Thesis Supervisor: E. XE. Hagen
Title: Professor of Economics
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CHAPTER1

Intro duction

Lele The Purpose of the Study

The purpose of this study is to investigate the causes and consequences

of the growth of interwing trade in Pakistan, i.e., the trade between East

and West Pakistan, during the last decade.

The explanation of the growth of interwing trade, for reasons dis

cussed below, would seem to be an interesting problem, A brief description

of the historical background of the problem will, it is hoped, enable us to

appreciate its nature and significance,

1,2, The Historical Background

1e2ele East and West Pakistan constitute the integrated state of

Pakistan, which was established after the partition of India in August 1947.

Politically, Fast and West Pakistan are integral parts of the same state.

Economically, they have the same financial system and the same monetary

and commercial policies,

Geographically, however, one wing is separated from the other by

over a thousand miles by land, and by about three thousand miles by sea.

Geographically and climtically, East Pakistan is essentially a part of

South-East Asia, while West Pakistan bebngs to the Middle East.

Not only are the resource endowments of East and West Pakistan

different; the differences between them in respect of climate, language,



and the attitude, behaviour, and mode of living of people are not

unimportant.

At the time of the partition of India, East and West Pakistan

were almost entirely less developed primary producing regions, Since

then, and especially during the First Plan Period (1955-60), significant

changes have occurred in the structure of production and trade of these

regions, partly through private initiative and partly beczuse of the

initiation of planned development activities in Pakistan, Now East and

West Pakistan can properly be described as developing less developed

regions.

1.2.2, Till August 1947, the regions of East and West Pakistan were

parts of undivided India. And like most less developed primary producing

regions, they specialized in a few major primary products, although their

total production activities included many minor crops, a variety of handi-

craft manufactures, mining, fisheries and the like, Thus the regia of

East Pakistan specialized in the production of two ma jor products, rice

and raw jute, Almost the entire production of raw jute was for the purpose

of export. Likewise, the region of West Pakistan specialized in a few

primary products, of which wheat and raw cotton were the most important.

The production of cotton was mainly for the purpose of export.

The primary importance of raw jute and raw cotton to the regional

economies of Fast and West Pakistan respectively lay in the fact that the

levels of their incomes were mainly governed by the export of these

commodities.



The region of India, i.e., the rest of the regions of undivided

India, had a fairly well-developed industrial sector, including the proe

duction of jute and cotton manufactures, It follows that at the time of

partition, the region of India was relatively more developed than the

regions of Fast and West Pakistan,

Several socio-economic factors had possibly contributed to this

pattern of regional specialization in undivided India. Some of these

factors may be briefly mentioned here, The classical theory of regional

specialization based on comparative advantage arising out of differential

resource SOS of different regions seems to be only a partial

explanation in the present instance. For, other things being equal, there

could be no reason why the location of the jute industry in the region

of East Pakistan and of the textiles industry in the region of West Pakistan

would have been less advantageous, The consideration of comparative

advantage involves the discussion of such elements of the theory of loca-

tion as the nearness on the one hand to raw materials and on the other

hand to the market for finished products, nearness to ports, fuel, and

power, and the agglomeration effects of initial development of certain

industries at particular places, The latter, however, is not an independent

factor, because the operation of the agglomeration effects depends, in the

last analysis, upon the initial location of industries, which is supposed

to be governed by the former.

Most locational factors mentioned above are advantages in costs,

which in the ultimate analysis may be summed up into (a) the cost of



transport and (b) the cost of labour.=/ If the transport costs are a

large factor in the total cost of production relative to the value of

ormodities produced, they may be the controlling factors in the location

of industry. Since the total cost of transport is the product of the rate

on and the weight of the goods transported, whether location of an industry

will be raw material-oriented or market-oriented would depend upon two

factors: (1) the loss of weight that results from manufacturing, and (2)

the relation of the rate on raw materials to the rate on finished products.

Generally speaking, industries using weight-losing material tend to develop

near the supply of raw materials, For the same reason the influence of

fuel tends to pull industries toward the source of the supply of fuel. If

the rates on raw materials are higher than the rates on finished products,

there is an advantage in locating industries near the supply of raw materials

Neither the cost of transport nor the cost of labour could explain

the location of jute and cotton textiles industries in undivided India

outside the regions of East and West Pakistan respectively. Even the

absence of social overheads could not be a reason for this since, more

often than not, the latter are induced by the growth of the demand for

them, It seems that the pattern of regional specializatim in undivided

L/ Alfred Weber, Theory of location, The University of Chicago Press,
Chicago, 1929, EE. M, Hoover, The Location of Economic Activity, McGraw
Hill Book Company, Inc., New York, 19L8, Walter Isard, lLocatim and

ae Economy, The Technology Press of M.I.T., Cambridge, Massachusetts,19560,



India can only be explained by taking into account also the socio-cultural

factors gverning the location of economic activities, as stressed by Weber,

East and West Pakistan were the Muslim majority areas in undivided

India. As is well known, the Muslims in India were educationally and

economically more backward than the other communities, The sphere of

trade was mostly daninated by the Hindus, This was partly due to the

Muslim attitude toward money-making and partly due to certain other socio-

economic factors, the latter being more important than the former. In

the region of West Pakistan the more educated and well-to-do Muslims were

the landlords. And the traditional attitude of this class against pro=

ductive activities need not be stressed here, Moreover, the educated

section of this class in the region of West Pakistan was more oriented

toward civil and military services. In the region of East Pakistan, not

only did most of the big landlords come from the Hindu community, but a

great majority of them were of the type of absentee landlords who preferred

to live in big cities like Calcutta and Dacca. And whatever industrial

investment these landlords made went to the developing industries around

Calcutta, To these must be added the fact that the Muslims of undivided

India had little interest in the financial institutims developed in India

before partition, These socio-economic factors prevented the growth of an

entrepreneurial class among the Muslims who might have developed industries

in the regions of East and West Pakistan before partition, This, in our

opinion, was the most important reason for the prepartition pattern of

regional specialization in undivided India, It is well known that in



the industrial development of many industrial countries, especially in

England, the whims of the entrepreneurs, ammg other factors, played an

important role in the location of industrial enterprises. More important

is the fact that it is the entrepreneurs who introduce technical progress 3

and technical progress, in the last analysis, changes and governs the

dif ferences in resource endowments between different regis,

le2436 The pattern of regional specialization in undivided India

governed the prepartition patterns of the intra- and extra-regional trade

of the subcontinent before partitimm. Reliable data relating to the

interregional flow of goods and services in undivided India are not availe

able. It is, therefore, difficult to describe accurately the exact economic

relation between the regions of East Pakistan, West Pakistan, and India

before the establishment of Pakistan, However, the composition of trade

between Pakistan and India in 1949 should give us a reasonably good idea

of the prepartition interregional economic relations because of the liberal

trade that existed between them until September 1949.

Table 1,1 shows the composition of the Indo~Pakistan trade in broad

commodity groups for the calendar year 1949, This year is more representa-

tive than 19L7-48, since the latter was a highly disturbed year following

the partition of India, Although a deadlock of trade between India and

Pakistan occurred in September 1949 following the devluation of the Indian

Rupee, that probably did not affect much the composition of total trade

for the vear 1949.



TABIE 1.1

The Composition of Indo-Pakistan Trade in 1949

Values are in million Rupees)

INDIA TO PAKISTAN

VALUE i SHARE
PERCENT

PAKISTAN TO INDIA

VALTE  ! SHARE

PERCENT
le Food, Drink

and Tobacco 157 46 28.54 ol 43 15.53

2. Raw Materials

(of which raw
jute and
cotton)

17.67 8.6 466,71 76. 7h

(392.33) {6L.,51)

Ye Manufactures 316,62 62,82 47.01  } 73

TOTAT, 551.75 100.00 608.15 | 100.00

Source : Statistical Abstract, Office of the Economic Adviser, Government of
India, Delhi, 1950, Vol, 11, pp. 169L=1700.



Table 1.1 indicates that the 1949 interregional flow of goods

included mostly the export of primary products from the regions of East

and West Pakistan to India and the export of manufactures from India to

East and West Pakistan. Notable among the exports of Fast and West

Pakistan was the importance of two commodities, namely raw jute and raw

cotton, The total value of the export of these two commodities amounted

to RS.392,33 million, or 6L.51 percent of the total export from Pakistan

to India, Though we have no data, we may reasmably assume that the

pattern of trade before partition was similar,

Assuming that the foreign trade of the regions of East and West

Pakistan used to be conducted by India, the prepartition structural relation

between these regions may be briefly described as follows. East and West

Pakistan used to supply to the other regions of India mainly primary pro

ducts, a part of which went to the damestic consumption of these regions

while the rest was exported to the rest of the world with little or no’

processing, East and West Pakistan, in return, used to import most of the

industrial goods consumed by them from the other regions of India, A

major portion of the se mods was supplied from the domestic output of

India, while the rest was suprled from the foreign goods imported in India.2/

1.2.k. One peculiar aspect of the prepartition economic relation

between these regions seems to have been the existence of little direct

trade between the regions of East and West Pakistan. The absence of

2/ The data to show this are not available, but it is well known,



relevant data makes the empirical verificatim of this hypothesis almost

impossible, Nevertheless, the hypothesis appears to be justified on a

priori grounds, The pattern of production in East and West Pakistan was

such that they specialized in certain primary products for the purpose of

export to the manufacturing regions of the world. Since they did little

processing, they had little opportunity for the consump tim of each other's

ma jor export products, Because of the distance involved, the cost and

other difficulties of transportation were likely to make it more profitable

for East and West Pakistan to trade in minor tradable products with the

adjacent regions of India rather than between themselves,

Thus it can be said that so long as the preparti tion pattems of

production or trade in the regions of East and West Pakistan remained

unaltered, there would be little possibility for the growth of direct

trade between them, Therefore, the explanation of the growth of interwing

trade in Pakistan must be sought in the historical circumstances following

the partition of India and the formation of the integrated state of Pakistan

These historical circumstances were conditioned by three factors: (a) the

fact of partition and integration, (b) the coincidence of partition with

the conscious efforts for long-run economic growth, and (c) the emergence

of a vigorous class of private entrepreneurs in Pakistan,

30a The Effects of Partitinn. Tnte-ratim, and Economic Growth

ledele For analytical purposes the economic consequences of partition

and integration on the prepartition interregional flow patterns may be
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investigated separately, even though the effects were interwoven, The

fact of political partition may have had a negative aspect in the sense

that it may have resulted in economic isolation between Pakistan and India,

Isolation in the form of partial or complete cessation of economic coopera-

tion would involve a more or less abrupt change in the prepartitim economic

flows between Pakistan and India, Complete cutting off of or drastic

reduction in the magnitudes of the prepartition economic flows between

India and Pakistan would reduce employment, income and consumption in these

regions, This would call for immediate action in order to maintain the

prepartition levels of employment, income and consumption. As will be

explained in Chapter 2, depending upon circumstances, such actims may

take the form of adjustments in the prepartition pattern of trade and/or

production in East and West Pakistan. It is our hypothesis that one

important condition for the growth of trade between East and West Pakistan

is likely to be created in the process of such adjustments.

From the standpoint of the growth of trade between East and

West Pakistan, political integration between them, on the other hand, has

a positive aspect, For it means that East and West Pakistan would form a

common market while there would be certain barriers or costs to trade with

the outside regions, Integration in this sense would create favourable

conditimns for the growth of trade between East and West Pakistan, The

argument is that free trade between East and West Pakistan with tariff

barriers against the outside world would make the price differences wider

than transport costs between them, This is the necessary condition for the
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growth of trade between the two regions. But because of the prepartition

nature of their economic specialization, mere integration between East and

West Pakistan will not provide the sufficient conditim for the growth of

trade between them, As statedearlier, actual secular growth of trade

between East and West Pakistan would depend upon fundamental changes in

the prepartition pattern of production in these regions,

1.3.2, To the extent that economic growth, defined as sustained rise

in per capita real income, leads to changes in the prepartitim pattern of

production in East and West Pakistan, it is likely to create the sufficient

condition for the growth of trade, By change in the prepartition pattern

of production is meant the introduction of processing or manufacturing in

hitherto primary producing economies. There are a few reasons why the

initiation of long-run economic growth may imply this in East and West

Pakistan.

First, in regions like East and West Pakistan, with surplus labour

and growing population, with low land- and labour-ratios, the basic problem

of economic growth is both to increase the productive capacity of the

currently employed labour force and to create gainful employment opportu-

nities for the growing labour force. It does not seem to be possible for

such regions to absorb the growing labour force in primary production with

out pushing the marginal productivity of labour to zero, Withdrawal of a

part of the currently employed labour force from agriculture and their employ=



ment in manufacturing production would raise the total output in these

sconomies.

Second, and it follows from the first, while technical improvement

in primary production will increase output, under certain circumstances it

may aggravate the problem of unemployment, Furthermore, increased pro-

duction for export without proportimate increase in the demand for primary

products in the world market would lead to further deterioration of the

terms of trade of these regions. This would affect the growth of income

adversely, Under the circumstances, expansion in the initial lines of

specialization would imply "immiserising growth, The historical pattern

of foreign trade did not help in initiating the process of long-run growth

in most primary producing regions, On the other hand, the dependence on a

few primary products for export made these economies extremely vulnerable

to external shocks, This, as is well known, impinges upon the econamic growth

of primary producing regions through erratic effects on the levels of income,

foreign ‘exchange earnings, and domestic savings.&gt;/ Thus the long-run trend

3 R. Nurkse, Problems of Capital Formation in Underdeveloped Countries,
Blackwell, London, 1953. W. A. Lewis, "Economic Development with Unlimited
Supplies of Labour", The Manchester School, May 1954. The Theory of
Economic Growth, Allen and Unwin, Ltd.,, London, 1955.

4 J. Bhagwati, "Immiserising Growth", Review of Economic Studies, June 1950.
H, G, Johnson, International Trade and Economic Growth, Allen and Unwin,
Ltd., London, 1958,

2/ Raul Prebisch, "Role of Commercial Policies in Underdeveloped Countries",
American Economic Review, Papers and Proceedings, May 1959, Hans Singer,
"The Distribution of Gains Between Investing and Borrowing Countries",
American Economic Review, Papers and Proceedings, May 1950, G. Myrdal,



in the foreign trade of primary producing regims implies diversification

of their production pattern in the process of the initiation of long-run

aconomic ——-74

This is not to say that foreign trade is not important in the economic

growth of less developed regions or that they will not gain from improve-

ment and modernization of the technique of production in their initial lines

of specialization. We are only stressing the need for the diversification

of production in regions like East and West Pakistan. Moreover, in view of

the growth of labour and some capital and skill through time, and in view

of the conditions of demand for their products in the world market, these

regions have little incremental comparative advantage in expanding along

the initial lines of their specialization.

Economic Theory and Underdeveloped Regions, Gerald Duckworth and Coy
Ltd., London, 1957; An International Economy, Routledge and Kegan Paul,
Ltd., London, 1956, U.N. Economic Commission for Latin America, The
Economic Development of Latin America and Some of Its Problems, New
York, 1949, .Hla Myint, "The Gains from International Trade and Back=-
ward Countries", Review of Economic Studies, 1954-55, No. 58,

of G. Myrdal, ibid. U.N, Department of Economic Affairs, Measures for
International Stability, New York, 1951, Relative Prices of Im orts
and Exports of Underdeveleped Countries, New York, 19LG.

i/ Jo Viner, Internatimal Trade and Economic Development Glencoe, Illinois,
Free Press, 1952, GQ. Haberler, %Critical Observations on Same Current
Notions in the Theory of Economic Development®, L'Industria, No. 2, 1957.
Charles be Kindleberger, Economic Development, McGraw-Hill Book Company,Ine., 1958.

ks,NurceY=, Pattern of Trade and Development , Stockholm, 1959 (Wicksell
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Third, the coincidence of the desire for long-run economic growth

with partition may work as an immediate reason for econamnic growth in

East and West Pakistan = taking the pattern of industrial development.

Insofar as partition of India and the integration of East and West Pakistan

is followed by complete or partial economic isolation from India, it will,

as pointed out above, create the problems of adjustment in the prepartition

economic flows between India and Pakistan, If East and West Pakistan are

unable to make such adjustment through the rechannelling of the course

of their prepartition volume of trade they would be forced to make adjust

ment in the initial pattern of production which, as we shall argue in

Chapter 2, will involve the processing of their own raw materials, This

may be undertaken by the new government in Pakistan as a part of their

political responsibility not to allow the prepartition levels of employment,

income and consumption to decline, or as a part of their political policy

to make the newly established country economically viable, over and above

the fact that industrialization may be undertaken as a long-run policy for

economic growth, Of course mere adoption of government policies will not

accomplish the results; if government plants are to be constructed, it is

necessary to find men to run them effectively, and if the government makes

loans to private enterprises, it is necessary to find effective private

enterprises to make the loans tos Of course, government policies of proe-

tection may be enough to stimulate private action, if enough effective

antrepreneurs are present.
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In this study we are not primarily interested in how the process

of economic growth or industrialization gets started in a country, Our

main interest is in the fact that with partition and integration » economic

growth in the form of the development of manufacturing is an important

condition for the growth of trade between East and West Pakistan. However,

since partition and the initiation of economic growth in Pakistan are

interconnected, a few observations in this respect seem to be in order.

Economic growth, in whatever way that term may be defined, involves a

change in the production function which frequently involves technical

progress. It involves the growth of physical capital, skill, and knowe

ledge, the new application of old knowledge or the application of new

knowledge to the production of goods and services, and above all, the

growth of entrepreneurship. In a sense, the growth of a vigorous class

of entrepreneurs is the most important element in the chain of causation,

for economic growth can be initiated with the new and better use of existing

resources, It is the entrepreneurs who carry out the new cambination of

old resources for profit, And capital and other factors grow in the

process of growth,

In this sense, how economic growth gets started is vitally connected

41th how the entrepreneurial class actively emerges in a society 9) There

2/ Jd. A. Schumpeter, Theory of Economic Development, Harvard Univ. Press, 1936,

19/ E, E. Hagen, "How Economic Growth Begins: A General Theory Applied to
Japan", Public Opinion Quarterly, 1958, Especially his On The Theory of
Social Change: ‘How Economic Growth Begins, Dorsey Press, Homewood,
Illinois, 1962.



may exist in every society a class of people having the qualities which

characterize the entrepreneur such as what Professor Hagen calls need

achievement, need autonomy, and need order. This does not mean that

these qualities are entirely inborn, These are conditimed by the process

of individual socialization, a discussion which we camot take up in this

study. For our purpose here it is important to note that the activation

of the potential entrepreneurial class is a function of the relation be-

tween man and the world around him in a society, In a traditional society,

where roles are mostly ascribed, rewards are not correlated to efforts, the

world is viewed as unmanipulative, and the social relationship is based on

authoritarian hierarchy, the growth of active entrepreneurship is highly

limited, Sudden social, political and economic changes in such societies

may activate the innovative and creative individuals out of sheer necessity.

For such a situation may be utilized by social deviants to experiment with

new ideas, Government initiative in developing industries may also create

conditions for the activation of the potential entrepreneurs.

Sometimes sudden displacement of individuals from their initial

socio-economic position unleashes the spirit of enterprise in them.

Partition would not only create certain difficult problems of adjustment;

it would also bring to Pakistan a huge number of displaced persons from

India, Many of these individuals might have been trained in business and

craft, The socio-economic circumstances prevailing in Pakistan after parti-

tion, together with the initiative of the government in facilitating poste

partition economic adjustment and/or long-run economic growth, might have
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given birth to a vigorous entrepreneurial class in Pakistan to carry out

the process of industrialization.

Thus the coincidence of partition with the desire for economic

growth would facilitate the growth of manufacturing in East and West

Pakistan, In the initial phase the pattern of industrialization would

involve (a) the utilization of basic raw materials which used to be

wholly exported and (b) the replacement of thle import of manufactured

poods by domestic production, In view of the difference in their initial

resource endowments, the growth of manufacturing in East and West Pakistan

would be camplementary in nature, Under the circumstances, integration

between East and West Pakistan, for reasons discussed earlier, would lead

to the growth of trade between them, This in turn would facilitate the

growth of manufacturing in these regions through the fuller utilization of

each other's regional market, This of course assumes that adequate transport

facilities between East and West Pakistan would be created,

lla The Analytical Problems

From the foregoing discussion, several important aspects of the

problem under study become clear, These are the effects of partition,

integration, and economic growth on the prepartition patterns of trade

and production in East and West Pakistan, Thus any attempt at formulating

a model for the explanation of tle growth of interwing trade in Pakistan is

likely to involve certain analytical problems.

First, because of the existence of structural unemployment,

occupational immobility, and technical backwardness, the classical type
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of adjustment through horizontal reallocation of factors of production in

East and West Pakistan is likely to play only a marginal role.

Second, because of the imperfection of the market structure, the

price effects on resource allocation are likely to be less effective in

these regions,

Third, unlike the classical situation where all adjustment takes

place in the long-run, we are mainly concerned with the problems of short-

run adjustment.

Fourth, since we are basically concerned with abrupt changes in

trade and production which involve certain drastic overhauling of past

economic relatios between regions, we are unable to follow the familiar

macro~dynamic analysis which deals with marginal changes in a given structure.

Lastly, although we are essentially concerned with the problems of

general equilibrium analysis, the traditional general equilibrium analysis

is not applicable to our problem because of the technical changes in the

pattern of production involved.

Under the circumstances, we shall trv to construct our model in

Chapter 2, step by step, with the help of certain linear graphs. It is

hoped that these graphs will serve the readers as visual aids in following

the analvsis.

1.5. The Plan for the Study

In the light of the above discussion we shall, in Chapter 2, formu-

late a model in order to examine the consequences of partitim, integration,



and economic growth on interregional trade between three hypothetical

regions, The purpose of this model will be to search for a pattern which

will explain the growth of trade between two of the regions involved

among whom theré existed no trade before partitian.

Chapter 3 will be devoted to the expansion of the model developed

in Chapter 2 in order to investigate the consequences of the growth of

trade between two hypothetical regions for their economic growth, foreign

trade, and for their balance of payments.

Chapters li and 5 will be devoted to the analysis of the causes and

consequences of the growth of interwing trade between East and West Pakistan

in the light of the analysis made in Chapters 2 and 3.

A summary of the major conclusions will be given in Chapter 6.



CHAPTER 2

Partition, Integration, Economic Growth

and Interregional Trade

Introduction

The purpose of this chapter is to construct a model explaining

the effects of partition, integration and economic growth on the structure

of economic activity of two hypothetical regions, East (Pakistan) and

West (Pakistan), on various assumptions. These assumptions relate to

the availability of capital and entrepreneurship s consumptioen patterns,

employment, mobility of labour, and inter=industry relatims in East and

West before partition,

The nature of our model is essentially governed by partition and

integration.%/ Partition and integration, in the cantext of the present

analysis, is being assumed to include completeecrnomir i=sglation of two

integrated regions from a third region,

1/ Integration here refers to 'complete! political and economic integration.
Political integration is being used in the narrow sense only to imply
the formation of a common government by the regions involved rather than
in the wider sense of national integratim as understood in political
science, Political integratim includes economic integration in the
sense that it leads to the introduction of common currency, common
monetary, fiscal, and commercial policies in, and free mobility of re-
sources between, the integrated regions, For an excellent discussion of
different concepts and forms of economic integration, see Bela Balassa,
The Theory of Economic Integration, Richard D. Irwin, Inc,, Homewood,
Illinois, 1961, Ch. 1.
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ele The Basic Assumptions

2 02 ela Consurption Pattern, Fmployment, Mobility eof Labour, and Transport
Costs

The consumption pattern in each regim is assumed to be governed

by consumer preference as well as by the autonomous decision of the govern-

ments concerned, It is assumed that the prepartition consumption require-

ment, i.e., the types and amounts of goods and services consumed, in each

region must be satisfied "as much as possible® in the adjustment process.

In other words, an unchanged consumer demand function is assumed for the

purpose of the following analysis.

It is assumed that land is fully employed but unemployment, chronic

and disguised, exists in East and West. Moreover, because of backward

technique, lack of capital and entrepreneurs, it is assumed that there is

little mobility of labour among alternative employments in these regims.,

This implies that because of little or no secondary production, labour

cannot move out of agriculture to other gainful non-agricultural activities.

This means that the currently employed labour can only move from the bro

duction of one type of primary product to another. In the event of unem~

ployment in one sector of a primary producing economy due to sudden structural

change in demand, re-employment of labour will depend upon the elasticity of

substitution of land in the production of alternative crops. Other things

being equal, this is likely to be governed by the conditions of demand for

alternative primary products. In the case of regions specializing in a few

primary products for export, the conditions of demand for their products

are likely to be uncertain, since these are governed mostly by external
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circumstances, All these factors limit the occupational mobility in

primary producing regions like East and West. The significance of such

occupational immobility lies in the fact that adjustment of production

in primary producing regions involves the creation of the supply of new

capital and skilled labour and the creation or appearance of entrepreneurs

rather than horizontal reallocation of existing factors.

Because of the lang distance involved between East and West, the

cost and physical facilities of transportation will play an important

role in the following analysis, for these limit the mobility of goods and

labour between East and West.

2.2.2, The Regions and Sectors

The model involves the consideratim of four regions represented

by the big outer circles in Figure 1.1. These regions shall be called East

(Pakistan), West (Pakistan), India, and Foreign. Before partition East,

West, and India used to be the three regions of the same country.

Each of these regions has its own economic sectors, represented by

the small inner circles in Figure 1,1. For the sake of simplicity and

analytical convenience, it is assumed that East has only four ecmomic

sectors: the households (H,)s the production of raw jute (J...) the

production of all other primary products (P,) , and handicraft production

(m_). The loop representing (Je) attached to (nm) indicates the potential

sector for the growth of jute manufacturing.

Likewise, West has four sectors: the households (H,) , the production

of raw cotton (Cor) , the production of all other primary products (P) , and
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handicraft production (m_). (Cp) attached to (m) indicates the potential

sector for the growth of cotton manufacturing.

India has six sectors, representing the households (H;) s the pro=

duction of jute manufactures (d.5)s the production of cotton manufactures

(C4) the primary sector (P;)s the sector representing all other manue

factures (4), and the trading sector (T;).

The Foreign region is assumed, for the sake of convenience, to have

oniy one sector, represented by (F).

The Inter-Industry Relations

The inter-industry relations are defined by the inter-sectoral

flows of goods and services. These flows are described by the arrows, e.g.

(Je J i) (94 H,) and the like, in Figures 1,1 and 1,2. The notatim

CI Joi) means that (J...) is the beginning point and (J) is the end point

of the arrow. The direction of the arrows shows the direction of the

respective flows.

2.2.3.

To facilitate discussion a distinction is made between two types

of inter-industry relations, The first refers to the relation between

two sectors in the same region. These will be called intra-regional

relations, which are presented in Figure l.l. The second refers to the

relations between two economic sectors in two economic regions. These

will be called interregional relations, and are presented in Figure l.2.

Note that these relations are assumed to describe the prepartition economic

activities in and between the regions involved.
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Prepartition Interregiomal Flow Pattern
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The Intra-Regional Relations,

The households in East mainly supply labour for the production of

primary products represented by (H, Je) and (H, Pe They also supply

labour and some capital to the handicraft sector, (H, m.)e The primary

sector supplies some raw materials to the handicraft sector (P, m_)e Be-

cause of very low capital-output ratios in primary and handicraft production

in backward economies, we shall assume that the only input involved in the

production activities in East is labor, The same will hold for West also.

The households in East in turn receive primary products, e.g., rice and

handicraft manufactures from (P,) and (m) , Shown by (P, H,) and (m, H,)

respectively.

In West the households supply labour to the production of raw cotton,

other primary products like wheat, and to handicrafts, These are represented

by (H Cr)? (H P) and (H, m.) respectively, The primary sector supplies

some raw material to the handicraft sector (P, me The households in turn

receive primary products and handicraft manufactures from the primary sector

(P, H_) and handicraft sector (m H.) respectively.

The households in India supply capital, entrepreneurs and labour to

her respective manufacturing sectors, represented by (Hy Js) ’ (Hy Cs) and

(Hy M:). They also supply capital and labour to primary and trading sectors

in India, (Hy P,) and (Hy T:)e Because of low capital-cutput ratios in

primary and tertiary sectors, it is assumed that (Hy) supplies only labour

to (P,) and (Ty). Both the primary and the trading sectors supply certain

raw materials to the other manufacturing sector, represented by (P. M.) and

(T; M;) respectively, The manufacturing sectors supply jute manufactures

(9,5 H;), cotton (C4 H,) and other manufactures (M, H,) to the households



in India, Likewise, the trading sector supplies foreign manufactured

goods (7, H,) to the households in India. The primary sector supplies

primary products like rice, wheat, etc., to the Indian households,

The Interregional Relations.

The interregional relations describe the trading patterns of the

regions involved. As regards exports, the arrows (J.e J 4) and (Je oy

in Figure 1.2 indicate that East exports only raw jute, of which a part

goes to the jute manufacturing sector and the other goes to the trading

sector of India. West exports only raw cotton, of which a part goes to

the cotton manufacturing sector (C.. Ci) and the rest goes to the trading

sector (Ce T,) of India. Note that there may be minor export of other

primary and handicraft products from both East and West to India. For

analytical convenience, the existence of such exports 1s being assumed

away. {he same assumption applies to the possible export of minor pro-

ucts from India to East and West.

It is assumed that the jute and cotton manufacturing sectors of

India export only jute and cotton manufactures to East, West, and the

Foreign regions, These are indicated by the arrows (J. H.))» (J H ),

(Js F), (Cs H.)» (C5 H )s and (C_; F)e The other manufacturing sector
of India exports certain other manufactured goods via the trading sector

(M, T;) to the other regions involved, The trading sector of India exports

raw jute, raw cotton and other manufactures (T, F) to the Foreign region and

foreign and other domestic manufactured goods to East (7, H_) and West

(Ty H Je The Foreign region is assumed to export only manufactured goods

(FT,) to the trading sector of India.
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Since the export of one region is the import of the other, the above

description also explains the interregional flow of imports.

The above description indicates certain central features of the

prepartition trading pattern of the regions involved, First, there exists

no direct trade between East and West, Second, there is no direct trade

trade between East or West and the Foreign region. Third, the region of

India performs certain marketing functions for East and West in the form of

re-export or transit trade. Fourth, the pattern of interregional speciali-

zation is such that East and West mainly produce and export primary products,

and mainly import manufactures, India and the Foreign region mainly produce

and export manufactured goods, Because of the triangular pattem of trade,

India also exports primary products. Fifth, Figure 1.2 implicitly indicates

that the total exports of one region equal its total imports, In other

words, it is assumed that there exists balance of vayments equilibrium in

each region, Payments flows other than on account of interregional trade

are ienored.,

Figure 2, which is the sum of Figures 1.1 and 1.2, indicates the

full picture of inter-sectoral structural relations between the regions

involved.

The Circuit Flows

The postulated preparti tion interregional economic relations

can be further analyzed in terms of different types of individual circuit

flows, It is hoped that the circuit flows will facilitate more precise

analysis of our problem than is possible in mere macro-analvsis. The dis-

202M1

cussion will be carried out with the aid of Figure 3, which reproduces the
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FIGURE 3

Simplified Prepartition Interregional Flow Pattern
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flows represented by Figure 1,2 in a more simplified manner. The former

also differs from the latter in that in Figure 3 the trading sector of

India (T,) is shifted to the Foreign region,

From the flow structure depicted in Figure 3, we can identify certain

individual circuit flows. By the term tindividual circuit flow'!, we mean

to imply an exchange of goods between two regions or a circuit flow among

more than two regions which could have existed independently of other flows

during the prepartition days. All important patterns of circuit flows

which could possibly be identified from Figure 3 are shown in Figure L,

The eleven circuit flows depicted in this figure may be classified in three

main groups. The meaning of the circuit flow will become clear as we DIO

ceed with the identification of these flows.

GROUP I refers to the flows connected with what may be called the

prepartition transit trade of East and West. The transit trade refers to

all flows in Figure 1,2 which touch the sector (T,) in India. In other

words, it means all external trade of East and West which is earried through

India and far which India mainly performs the marketing functions, This

group includes the export of raw jute and raw cotton by East and West

respectively, and the import of manufactured goods in these regions from

the Foreign region through the trading sector of India. Flows A and B, due

to the shifting of the trading sector from India to Foreign region, show a

pattern of circuit flow which obviously could have existed independently of

other flows of goods.

GROUP II refers to the raw cotton-based flows which inwlve West,

India and the Foreign region, Flow C indicates a pattern of relation which
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involves only West and India, Here West exports raw cotton to India and

India produces and exports cotton manufactures to West, Flows D and E

involve West, India, and the Foreign region, In the case of D, West

exports raw cotton to India, India produces and exports cotton manufactures

to the Foreign region, and the latter exports manufactures to West. Flow E

indicates that West exports raw cotton to India, India exports cotton man-

factures to the Foreign region, the Foreign region exports other manufac

tures to India, and India exports cotton manufactures to West.

GROUP III indicates raw jute-based flows involving East, India, and

the Foreign region, Flows F-H describe a pattem of relationships similar

to that described by flows C=E, in which raw jute and jute manufactures

are substituted for raw cotton and cotton manufactures respectively,

GROUP IV, including flows I, J, and K, represents a mixed relation-

ship involving all four regions, Fach of these flows may be described as

either raw jute~based or raw cotton-based, depending on whe ther

one starts with East or with West. In flow I, West exports raw cotton to

India, India exports cotton manufactures to the Foreign regia, the Foreign

region exports manufactured goods to East, East exports raw jute to India,

and India exports jute manufactures to West. In flow J, East exports raw

jute to India, India exports jute manufactures to the Foreign region, the

Foreign region exports manufactured goods to West, West exports raw cotton

to India, and India exports cotton manufactures to East, In flow K, East

exports raw jute to India, India exports jute manufactures to the Foreign

region, the Foreign region exports manufactured goods to India, India exports



jute manufactures to West, West exports raw cotton to India, and India

exports cotton manufactures to East,

Each of the circuit flows described above is independent in the

sense that any commodity going out of a sector must be followed by a

certain commodity of equal value coming into that sector. This means

that each circuit flow is a closed path, The economic significance of

this property is that for each region the balance of payments is in equi=-

librium, It should be noted that not all of the raw material with which

a flow begins remains in the flow. For example, in flow I some of the raw

cotton which flows into India from West will remain in India. The flow

of cotton manufactures to the Foreign region is equal in value to the

value of the raw cotton. India contributes manufacturing services and

keeps some of the raw cotton.

For each type of circuit flow certain functions are performed by

sach region, Every region in turn derives certain benefits, i.e., employ

ment, income, and consumption, from each type of circuit flow. These are

summarized in Table 2,1, The types of functions performed by the various

regions in the case of different circuit flows are shown in Columns 1-3,

The benefits derived from them are shown in Columns L-6.

It can be seen from Table 2.1 that for all the flows involved, on

the assumption of non-capitalistic nature of raw material production, East

and West supply only labour services. India, on the other hand, supplies

variously capital, entrepreneurs, labour, and marketing services,



TABLE 2,1

GROUP FLOW

GROUP +4 |
r

GROUP
IT

C

WU

1

GROUP IF
ITT

G

H

The Functions Involved In and the Benefits Derived From
Each Type of Circuit=Flow

PREPARTITION
BENEFITS INVOLVED
EAST WEST
(Lh) FN

Employment
Income
Foreign

goods

 520 © &amp; Labour Marketing Employment
Income
Foreign
_goonr

 DP 6 &amp; &amp; I2bour Capital
Labour
Entrepre-
neurship

Domestic
market

Employment
Income
Cotton

soods

Iabour Capital
Labour
Entrepre-
neurship

Domestic
market

Ma rrat?—-

Employment
Income
Foreign

poods

E1 Labour Capital
Labour
Entrepre-
neurshio

Employment
Income
Cotton
voods

Labour Capital
Labour
Entrepre~
neur ship

Domestic

“market

Employment
Income
Jute goods

Labour a &amp; Capital
Labour
Entrepre-
neurship

Marketin~

Employment
Income
Foreign

co ods

Labour } ’ Capital
Labour
Entrepre-
neurshin

Enployme nt
Income
Jute goods

TTINDIA
6) ,£6)

loymenEy

Employment
Income

Raw Cotton
Employment
Income

Cotton

Raw cotton
Employment
Income

ark I——

Raw cotton
Empbyment
Income
Foreign

goods
Raw jute
Employment
Income
Jute goods

Raw jute
Employment
Income
Jute goods

Raw jute
Employment
Income
Foreign

goods
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TABLE 2,1 (continued)

The Functions Involved in and the Benefits Derived from
Each Type of Circuit-Flow

GROUP FLOW

GROUP | T
Iv

PREPARTITION
FUNCTIONS INVOLVED

EAST [| WEST | INDIA
(1) (2) (3)

Labour Capital
Labour
Entrepre-
neurship

Domestic
market

Marketine

Capital
Labour
Entrepre-
neurship

Domestic
market

Marketin~

Labor [ Labour

Labor { Labour Capital
Labour
intrepre-
neurship

Domestic
market

PREPARTITION
BENEFITS INVOLVED

EAST WEST INDIA
 Lv Be _®e

Employment Employment
Income Income
Jute goods Jute and

cotton goods
Raw jute and
cotton

Employment
Income
Foreign
goods

Employment
Income
Cotton

goods

Employment
Income
Foreign
goods

Employment
Income
Jute and
cotton goods

Raw jute and
cotton

Employment
Income
Cotton

coods

Employment
Income
Jute goods

Employment
Income
Jute and
cotton goods

Raw jute and
cotton

Foreign goods



One characteristic of Groups I-III is that none of the flows

included in these groups involve any economic cooperatim between East

and West in respect to either the services performed or the benefits

derived. In the case of flows I-K, there exists indirect cooperation

between East and West due to the consumption of cotton and jute manufac

tures respectively.

2e245e Location of Factor Inputs

In the above discussion, labour is the only factor input used

in East and West, The inputs used in India are cavrital, entrepreneurs,

and labour (supplied by Indian households) and raw material (supplied by

2ast and West).

2e3e The Effects of Partition and Integration

The partition of India and the integration of East and West will,

ex hypothesi, lead to the complete economic isolation of East and West

from India. This will, as indicated by the two vertical lines in Figure 2,

completely cut off the interregional economic flows between East, West, and

India. 4s a result of this abrupt cessation of trade between these regions,

necause of the inter-industry relations described in 2.2.3., the levels of

employment, output, and consumtion in each region, as governed by inter-

regional trade, will be totally eliminated, In order to maintain the

prepartition levels of employment, output, and consumption, these regions

will have to make rapid adjustment in the channels of their trade and,

insofar as this does not accomplish the purpose, they will have to make



adjustment in their production structure, These adjustments are likely to

be drastic because ves TIing of trade, under certain circumstances, may

be a difficult and time-consuming process. In the second place, because

of the restricted occupational mobility of labour, adjustment in the pro-

duction pattern, especially in East and West, would involve the dif ficult

task of creating a supply of capital and entrepreneurship.

We shall make an attempt below at analyzing the possible processes

and consequences of the structural changes in East and West necessitated by

partition. By the term process is meant the identificatim of different

types of adjustment, including the order in time in which these adjustments

are likely to take place. And by consequence is meant the emergence of a

new pattern of trade and/or production, i.e., new inter- and intra-regimal

flows, after certain types of adjustments are completed. The explanatim

of the growth of trade between East and West, which is our major concern,

is likely to appear as a special aspect of the adjustment process,

2.01. The Analysis of the Adjustment Process

2h.) Any attempt at preventing the prepartitim levels of consumption

from declining in East, West and India would necessitate the adoption of

certain measures to remedy the effects of partition on the levels of employ-

ment and income in these regions, Such remedial measures would involve

rearrangement of functions in respect to each circuit flow described above

to produce the same benefits, derived before partition, as far as possible.

For East and West, such rearrangement would involve the replacement of the



functions which used to be performed by India before partitim. 4nd, as we

know, India performed (a) the marketing functions, and (b) the processing

functions.

The word freplacement' implies that the functions previously performed

by India must be develoned elsewhere, i.e., in East, West, or in the Foreign

region, Where these functions might most economically be developed would be

governed, generally speaking, by the following criteria: (1) the extent of

the existing market, (2) the possibility for creating new factor supplies,

e.8ey capital and entrepreneurship, for processing, and (3) the possibility

for creating new market, The importance of these criteria lies in the fact

that the adjustment efforts in East and West in respect to timing and the

specification of the type(s) of flow(s) in order of priority are likely to

be governed by then,

Since East and West are assumed to have no active supply of capital

and entrepreneurs, the immediate adjustment efforts in these regions are

likely to be directed toward the replacement of Indian marketing functions

and the replacement of Indian market for raw jute and raw cotton through the

creation of new export markets. Since successful adjustment in these lines

will not necessitate any change in the initial pattern of production and,

therefore, the difficult and time-consuming task of creating new factor

supplies, we shall call these adjustments consurptian-oriented., But because

of the coincidence of the desire for the initiation of long-run growth with

partition, it is not unlikely that the adjustment efforts in these regions

will become simultaneously growth-oriented, Since, for reasons discussed in

Chapter 1, economic growth in East and West implies the development of manu-
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facturing industries, the partition effects might initiate efforts for long-

run growth in the form of replacement of Indian processing functions in East

and West. It is, therefore, rather arbitrary to say anything definitely

about the order of time in which these two types of adjustment efforts |

would actually be undertaken in East and West. However, parily because of

analytical convenience and partly because of the need for the creation of

new factor supplies for growth-oriented adjustment, we shall assume that

the consumption-oriented adjustments would be undertaken first in East and

West.

The adjustment process may be analyzed under two assunptions: (a

that the government of East and West remains passive and the adjustment

efforts are undertaken only by private individuals seeking to maintain

their initial incomes in the new situation (e.g., to regain the sources of

income they have lost due to partition); and (b) that the government acts

for the purpose of replacing the loss of employment and income suffered

hv the people of East and West due to partition.

The first case assumes the existence of sane potential classes of

traders and entrepreneurs in East and West, which may not be unrealistic.

There are two reasons why it may be assumed that the active supply of

traders and entrepreneurs in East and West might increase, The sudden

displacement of people from their initial lines of activities might force

them to shift to new lines out of sheer necessity, or they may be induced

by the incentive provided by the new sources of income. In the second place,

partition may be followed by interregional migration of displaced peonle

from India to East and West and vice-versa. To the extent that some of the



trading classes migrate from East and West to India, a vacuum will be

created in the former regions. This may be filled up by the indigenous

people of East and West and/or by the migrants from India. If some of the

migrants from India were initially experienced in trade and investment,

the sheer necessity of finding sources of income in the new situation would

zoad them to refill the vacuum in East and West. Even some of the non-

trading immigrants might go into trade and investment in East and West in

order to gain new sources of income. The entire process of replacement

may be expedited by favourable government actions, motivated by both poli-

tical and economic incentives, in order to replace the loss of employment

and income in East and West as quickly as possible,

If the opportunities to earn profit in trade dwindle, a possibility

which, as we shall see, may arise in East and West, the trading classes

may shift to industrial investment in East and West. In the process, a

new class of entrepreneurs may grow up in East and West, thus initiating

the growth-oriented adjustment process. More so, if the government of

East and West takes direct action to initiate the process of long-run

economic growth in these regimms. At the initial stage, the government

may take up the role of the entrepreneur in developing processing industries

in East and West. As is well known, it is mostly the lack of industrial

investment and the unfavourable distributim of existing savings, rather than

that of savings as such, which hinder capital accumulation in most less

developed regions such as East and West, Appropriate monetary and canmer-

cial policies may be adopted to mobilize the potential productive surplus

in these economies for the purpose of industrial investment by the government.
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Direct investment activities by the government, coupled with the induced

increased expenditure on social overhead capital, are likely to create

external economies, dispel uncertainty, and activate the potential entre=~

preneurs in hitherto stagnant economies, And once the process is started,

the supply of capital and entrepreneurship is likely to grow in the process

of economic growth itself 2

Partly for the reasons discussed above and partly for analytical

convenience, in what follows below we shall regard the supply of capital

and entrepreneurship as autonomous variables.

2.h.2, Consumption ~Oriented Adjustments

The Replacement of the Marketing Functions,

The replacement of the marketing functions relates to the adjustment

in the circuit flows in Group I, representing the transit trade of East and

West carried by India before partition. The existence of a ready market in

—"r

2/ All these arguments are too well known to be explained in detail in the

present study. Reference may be made to the following: W. A. Lewis,
Theory of Economic Growth, Allen and Unwin, Ltd., London, 1955. R. Nurkse,
Problems of Capital Formation in Underdeveloped Countries, Oxford, Black=-
well, 1953. Albert C. Hirschman, The Strategy of Economic Development,
New York, 1958. W. W. ‘ostow, The Stages of Economic Growth, Cambridge,
1960, I have analyzed elsewhere how the fiscal and monetary policies can
mobilize potential surplus in the less developed economies for industrial
investment, See my "Impact of Capital Accumulation on Economic Growth",
Pakistan Economic Journal, Dec. 1959, and also "The Effects of Deficit
Financing on Capital Formation and Prices in Underdeveloped Countries
with Surplus Labour®, Pakistan Economic Journal, Conference Issue, 1956,



the Foreign region and the little or no requirement for the creation of

new factor supplies (except of marketing services), hence for changes in

the initial pattern of production, would enable East and West to adjust

these flows rapidly.

Note that what is involved here is no more exporting or importing

than occurred previously. Moreover, the same goods are to be exported or

imported. They will, however, be exported to or imparted from the Foreign

region rather than India,

Adjustment in these flows requires the creation of certain new

factors in the form of a new trading class, new ports, other transport

facilities, financial and commercial institutions and the like, since trans-

port channels will be changed and credit and other services previously

performed by India must now be provided in East and West, or by the Foreign

region, It is our implicit assumption that East and West will not face

great dif ficulties in these respects, because it is possible that they

would inherit some sort of transport mechanism and institutimal framework

from the past development of the undivided India, as well as same experienced

traders among the migrants from India, Furthermore, it is also believed

that East and West, of necessity, will have to create some of these basic

factors first,

As a result of the replacement of the marketing functions, a new flow

pattern establishing a direct trade relation between East or West and the

Foreign region will appear. This is represented by the circuit flows A and B

in Figure lL,



The Rechannelling of Trade,

The consumption-oriented adjustment in the remaining flows would be

possible if East and West could expand market for their raw materials in

the Foreign region, Whether or not they will be able to do so will depend

upon (a) the competitive position of raw cotton and raw jute in the world

market, (b) the extent to which the Foreign region can replace the Indian

processing function, and (c¢) the nature of adjustments made by India, Since

(b) partly depends upon (ec), we will begin with the discussion of the post-

partition problems and processes of adjustment in India,

As a result of partition and isolation there will be a total elimina-

tion of that part of India's employment, income, and consumption of domestic

and foreign manufactured goods which were due to her prepartition trade

relation with East and West. These relations, as we know, were functionally

based on the supply of raw jute and cotton by East and West respectively and

the consumption of jute and cotton manufactures by the latter regims. The

adjustment problems in India would therefore involve the replacement of

the raw materials and market supplied by East and West. lhe former would

involve either the production of raw jute and cotton in India or the

import of these raw materials from the Foreign region. The latter would

in turn involve either the expansion of the domestic market in India or

the expansion of the Foreign market,

Since it is not possible, ex hypothesi, for India to produce the se

raw materials throuch the horizontal reallocation of factors of production

domestically, at least in the short run, India would try to find alternative

sources of imports. And this would not be difficult, even if the raw materials



of East and West were monopoly products, because the Foreign region can

accommodate India through the re-export of the raw materials of East and

West, This would lead to the emergence of a new pattern of trade between

the regions involved, where the foreign region would perform certain mar-

keting functions for India, East, and West, One immediate consequence of

such development would be that there would be no problem of finding new

market on the part of East, West, and India for their respective products.

But there will be an increase in the cost of transportation. The latter

will mean lower benefit from trade for West, East, and India after parti-

tion and isolation. And under certain circumstances these regions may

incur further loss of benefit from trade,

For example, it is not necessary that India should import the raw

materials of East and West and that the latter regions should import

Indian jute and cotton manufactures via the Foreign region, unless some of

the products involved happen to be monopoly products. The possibility of

importing similar products from the Foreign regi would create certain

problems for these regions. Let us take the case of raw cotton and cotton

manufacture, The elasticity of substitution of these products being high,

India may try to import raw cotton produced in the Foreign region, and East

and West may import cotton manufactures produced in the foreign region.

Two reasons may lead to the development of such preferences on the part of

India, East, and West. First, in view of the ending of the custom prefer-

ences, India might find Foreign raw cotton preferable at the price delivered

in India; and East and West might find Foreign manufactures preferable for

the same reason, In addition to purely economic considerations, such



preferences might develop due to political considerations which, because of

the assumption of isolation, would probably become a certainty.

If the foreign region is capable of increasing its output of raw

cotton to meet the demand of India, West will face difficulty in selling

raw cotton in the Foreign market unless the processing of raw cotton in

the Foreign regia increases proportionately, If the output of West con-

stitutes only a small fraction of the world output of raw cotton, she can

still dispose of her output at the cost of the deterioration of her terms

of trade, West's terms of trade will deteriorate more if her raw cotton

is inferior in quality. The same cansequences will follow if India is able

to replace the raw cotton of West through increased domestic productim.,

Similar deterioration is likely to occur in India's terms of trade. The

loss of markets in East and West for jute and cotton manufactures would

imply that India will now have to compete with the Foreign region, Given

the conditions of world demand for these products, India will have to

accept a fall in her terms of trade and/or in her employment and output.

Assuming that jute is a monopoly product of East, the situation of

East in this respect is likely to be different, Of necessity, India will

have to import raw jute indirectly from Fast, In such a situatim, other

things being equal, East may be able to turn the terms of trade in her

favour by exploiting her monopoly power in the short-run, This will pro=

duce further adverse effects on the terms of trade of India.

Thus India may be induced, by the double cost of transportation as

well as by the exertion of monovoly power by East, or by her own desire to

reduce her economic dependence on East, and/or by her political desire to



retaliate against East for political separation, to make efforts toward

the replacement of East's raw jute by domestic production. Unless both

bhe market in the Foreign region and the capacity for processing of raw

jute in the Foreign region expand proportionately, the volume of exports

of East will decline together with a movement in the terms of trade against

her, Furthermore, if India is able to produce an exportable surplus of

raw jute, the monopoly of East will be partly broken, even if Indian raw

jute is qualitatively inferior. This would aggravate the adverse effects

on the volume of exports and terms of trade of Fast,

It seems that the adjustment problems in East, West, and India after

partition and isolation may be solved without tle development of the pro-

cessing functions in East and West mainly through the rechannelling of their

external trade. But this will result in the short run in the detericration

of the terms of trade of East, West, and India, and possibly also in the

fall of employment in India, Other things being equal, the real incomes

in these regions are likely to decline. Note that all three regions would

incur an additional loss of benefit from trade due to the rise in the cost

of transportation.

More important from the standpoint of the present study is the fact

that the consumptim-oriented adjustments in East and West cannot lead to

the appearance of direct trade between them.

2.h.3. Growth-oriented Adjustments

Some of the reasons for the initiation of growth-oriented adjust-

ments in East and West have been pointed out earlier. The above discussion



on the rechannelling of trade by East and West indicates that the short-

run problems would superimpose themselves on the long-run consequences of

the pattern of foreign trade of primary producing regions like East and

West, as pointed up in Chapter 1, in directing their growth efforts toward

the development of manufacturing industries in these regions,

Replacement of Processing Functions,

As we know, adjustmentsin circuit flows included in Groups II=IV

involve the replacement of the Indian processing functions in East and

West. +t is difficult to say which of these flows would be rearranged

first, since East and West are one country and have a common pool of fore

eign exchange, and since the sequence of steps in the more complex circuit

flows will not have to be planned as unity. Rather, such steps may be

negotiated separately; the market may link them together. However, since

the flows in II and IIT are simpler, we may consider them first.

Adjustment in Raw Cotton-and Raw Jute-Based Flows.

Flow C involves a relation between West and India only. Adjustment

in C is possible through the exploitation of the domestic market in West.

Rearrangement of this flow will establish a new flow pattern involving a change

in the structure of domestic production in West, This is shown in Figure GA,

which indicates that, because of the creation of new factor supplies, namely

capital and entrepreneurship (H_ c_.) , the potential sector (c_.) in West

is activated, The growth of cotton manufacturing in West creates a new

triangular relationship between the households, the sector producing raw

cotton, and the newly activated cotton manufacturing sector. West is now
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able to absorb a part of her own raw cotton (C., Coo) and satisfy the need

for her domestic consumption (Cc. H).

It should be observed that the above rearrangement in West would not

provide enough income to enable her to absorb the total amount of raw

sotton involved in flow C. For the value of cotton manufactures produced

would exceed the value of raw cotton used by the value of factor services

required in processing. This is indicated by the hypothetical magnitudes

attached to each arrow in Figure 5B. This means that the absorption of

the same quantity of raw cotton involved in flow C requires the replacement

of the Indian domestic market for cotton manufactures (C_. H.). Thus,

unless there occurs an autonomous upward shift in the consumption of cotton

manufactures in West (since income elasticity of demand in this respect

will not be sufficient’ ), complete rearrangement of this flow will necessi-

tate the exploitation of existing markets elsewhere, i.e., the Foreign

regions and/or East. This would cause the need for the rearrangement of

the other flows.

Although flows D and E represent different patterns of relationship

involving West, India, and the Foreign region, their rearrangement would

create a single pattern of relationships between West and the Foreign region

shown in Figure 5C. This flow differs from that represented by Figure LB

in that the new relation is due to changes in the production pattem in

West. West will now export cotton manufactures to and impart capital goods

from the Foreign region, which involves a change in the compositim of the

3/ Ref. the famous example of shoe manufacturing given by R. Nurkse, op. cit.,
ho.T.



foreign trade of West. Note that this is a possibility which, if India is

able to solve her adjustment problems, will depend upon the competi tive

capacity of West to create market for her cotton manufactures in the Foreign

region, Such capacity for a new region venturing in manufacturing, for well-

known reasons, is likely to be highly limited in the short run,

Because of the symmetry between the flow pattems in Groups II and

ITI, the rearrangement of flows F-H would be identical, mutatis mutandis,

with the adjustment in the flows described above. Hence, no further dis-

cussion of the jute-based flows is necessary,

Adjustment in Mixed Group,

Flows I-K represent an indirect relationship between East and West

via the consumption of cotton and jute manufactures in each region,

Rearrangement of these flows would partly solve the market problems, dis=-

cussed above, in the process of replacement of processing functions in

these regions, because in addition to their own regional markets for jute

and cotton manufactures respectively, they would be able to exploit each

other's market for their respective products through trade, And the fact

of political integration between them will make the growth of trade between

them feasible.

The simplest form of structural relation that would appear between

East and West due to the completion of such rearrangement is shown in

Figure 6A, where East produces jute manufactures and exports them to West

and imports cotton manufactures from West, In this instance, the trade

between them may or may not be bilaterally balanced. In case it is not
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bilaterally balanced, a more complex trade relationship may develop between

East and West, involving the Foreign region.

We may distinguish between three possible triangular patterns of

trade that may emerge due to the rearrangement of Group IV, These are

shown in Figures 6B to 6D. Figure 6B assumes that during the prepartitien

days the value of the consumption of cotton manufactures in East was greater

than the value of the consumption of jute manufactures in West. Therefore,

the post-partition adjustment in East and West involves a triangular pattern

of trade between them, in which East compensates West through the Foreign

region, The flow pattern in diagram 6B indicates that East imports cotton

manufactures from West and East compensates West partly by the direct export

of jute manufactures, and partly through the Foreign region. ‘The latter

includes the export of jute manufactures by East to the Foreign region and

the export of manufactures from the Foreign region to West. The reverse is

shown in Figure 6C. Figure 6D indicates a mixture of the two patterns de=-

scribed above after the completion of the adjustment efforts in East and

West, if the value of the exports of East and West to the Foreign region is

sreater than the value of the uncompensated trade between them.

The emergence of the triangular pattern of trade between East and

West, involving the Foreign region, is important because it would facilitate

not only adjustment in and between East and West, with benefits accruing to

all, but also, as we shall argue in Chapter 3, economic growth in these

regions. Note that, because of integration, a triansular pattern of trade

will also develop between East and West if the replacement of processing



functions or economic growth occurs in either region. It is difficult to

say, a priori, which region will take the lead. It may be East or West,

depending upon the differences in the cam ditions of growth, i.e., the

relative conditions in their regional in fra-structure, availability of

capital or entrepreneurs, or political circumstances including government

policy. Ow major argument about the growth of a triangular pattern of

trade between East and West does not depend upon which region takes the

lead in the development of industries. However, as we shall see in Chapter °

under certain circumstances it may have different implications for either

regian in respect to gains derived from trade,

2lite To the extent that the adjustment efforts in East and West are

partly completed through the introduction of processing in East and West,

the completion of adjustment efforts would raise the levels of income and

consumption in these regions. The levels of income are likely to rise even

if the prepartition levels of produc tion of raw jute and raw cotton are not

achieved in East and West respectively. This is because creation of additional

factors income due to the development of processing is likely to be greater

than the fall in income due to the decline in the productim of raw materials.

Consequently, the levels of consumption in East and West are also likely to

rise, Not only will the consumption of foreign goods increase, an increased

part of foreign imports would be composed of capital goods. Other things

being equal, the same process will also retard the deterioration of the

foreign terms of trade of East and West.

The employment effects of the adjustment efforts are not intuitively

clear, The development of the processing functions will create new employment



in these regions, But whether this will raise the prepartitim levels of

employment in East and West would depend upon (a) the volume of, and the

labour-output ratios in, the production of raw jute and raw cotton on the

one hand, and those in the production of Jute and cotton manufactures on

the other, and (b) the rate of growth of employment in the manufacturing

sectors relative to the rate of growth of labour supply in these regions.

Lastly, mention must be made of the rather unguantifiable, but

extremely important, benefit that might accrue to East and West in terms

of the initiation of the process of technical change due to the growth of

an active class of entrepreneurs, however small that class might be at the

initial stages. In this sense, partition produces not only a stimulating

effect on the economic growth of East and West, but it also produces what

may be called an "earthworm effect" on the growth of East, West, and India,

The analogy here is to the fact that when an earthworm is cut in two, two

earthworms grow out of it. To the extent that these regions are able to

completely solve their adjustment problems in the way described above, they

are likely to end up in raising the total outputs of raw jute, raw cotton,

and jute and cotton manufactures above the prepartitim levels. Note that

these results assume that the production of jute and cotton manufacture,

outside East and West, do not decline proportionately to the loss of markets

for these products in East and West.

2.1.5, It should also be noted that although parti tion involves a

short-term loss of comparative advantage for all the regions inwlved, from

the standpoint of East and West it is likely to be a boon in disguise. For

in the first place, the prepartition types of specializatiun in these regions



as indicated in Chapter 1, were likely to be governed more by sociow

political influences than by economic influences. In the second place,

to the extent that partition facilitates economic growth in these regions,

the loss of so-called old comparative advantage is likely to be far out

weighed by the gains in terms of economic growth, as well as by the possible

erowth of new types of comparative advantages due to technical changes in

the pattern of production.

2.5. Two Assumptions Reconsidered

(a) We have assumed that the partition of India would immediately

be followed by complete economic isolation between India and the integrated

state of East and West, It is highly possible for political partition to

be followed by complete cessation of economic relations between the regions

involved, especially in a situation where partition is the result of a lmg-

drawn-out ideological and/or religious conflict between two commurities of

people, This may happen because of the political desire of the opponents to

ando partition by making the newly established state economically non-viable.

However, it is not necessary that partitim invariably be followed by

economic isolation, or that, in case it is, economic isolation be complete.

If partition is not followed by economic isolatim, no short-run

problems of economic adjustment will arise. And, under our assumptions,

there will be little scope for the growth of trade between East and West.

In the event of gradual and incomplete isolation, the problems of adjustment

in the short-run will be only marginal, hence less drastic, and the adjust-



ment efforts would consequently be more gradual, as would the growth of trade

between East and West, if any.

Note that the development of industries in East and/or West, because

of integration between them, would lead to the growth of trade between them,

which will be equal to partial isolatim, For, to the extent that this pro-

cess leads to the replacement of Indian manufactures by domestic output in

Fast and West, their trade with India would decline, This would start the

process of economic isolation between them, But this is the result of, rather

than the cause for, adjustment in production pattems in Fast and West,

(b) The foregoing analysis has also been specially conditioned by the

assumption about the nature of specializatim in East and West. In the real

world, it could be possible that there existed before partition some trade in

primary products, other than raw jute and raw cotton, as well as in handicraft

products between East, West, and India. It is also possible that, but for the

cost of transportation, some of these products could have been tradable be-

tween Fast and West.

The existence of such flow patterns would create two possibilities

in respect to the post-vartition adjustment in East and West. First, East

and West would be able to make some horizontal readjustment in their woroduction

patterns with a view to attaining some sort of self-sufficiency in respect to

the commodities involved, since their quantitative importance would probably

be quite small. Second, because of integration some trade in such minor

commodities would develop between East and West, the cost of transportation

notwithstanding. However, trade in such commodities would hardly account for

the secular growth of trade with which we are concerned in this study,



CHAPTER 3

Some Effects of the Growth of East-West Trade

3.1. Introduction

Ne have seen, in Chapter 2, how a triangular pattern of trade between

Fast and West and the Foreign region will grow either as a result of growth-

oriented adjustments in prepartition production patterns of East and West,

necessitated by their political separation and economic isolation from India,

or as a result of the development of manufacturing industries in Bast or

West due to their attempt at initiating long-run economic growth,

In this chapter, we shall analyze the implicatims of the growth of

trade between East and West for (a) their economic growth, (b) their for-

sign trade, and (c) the interregional balance of payments adjustment between

them.

J3e24 Effects on Economic Growth

Rel ala The growth of trade between East and West may expedite the

process of economic growth of either or both the regions through the growth

of economies of scale due to the extension of markets for the products of

the newly established industries in each region Rv This argument implicitly

of Allyn Young, "Increasing Returns and Economic Progress", Economic Journal
Dec, 1928. R. Nurkse, Op. cit., Ch. 1. W. A, lewis,op. cit., Ch. O.
Tibor Scitovsky, "Two Concepts of External Economies®, Journal of Political
Economy, April 1954, Bela Balassa, op.cit., Chs. 5 to 8. Paul N.
Rosenstein-Rodan, "Problems of Industrialization of Eastem and South-
Eastern Europe", Economic Journal, June 1943; Notes on the Theory of the
"Big Push", M,I.,T., Cel.S., March 1957.



assumes that (a) the size of the market and the growth of productivity are

interconnected, (b) the regions involved are sufficiently large, and neither

alone is large enough to exhaust the economies of scale; and/or they possess

competitive industries, and that (c¢) the market structure in each region is

such that no one firm is able to expand and eliminate all other competing

firms so that there exists in each region a number of suboptimal firms pro-

ducing the similar types of products for the same market.

Notice that the growth of economies of scale in the present context

is not the product of competition. Economic integration between two

industrially developed regions, producing similar types of goods, creates

conditions for free competition between producers of similar goods in both

regions, This embles the more efficient producers in one region to drive

out of production the less efficient producers in the other, which expands

the outputs of the more efficient producers and hence creates conditions for

the growth of economies of scale, In our situation, the question of the

competition between the producers of similar goods in the two regions does

not arise, since no interregional competition exists. (This ignores the

possible competitive elimination of the handicraft producers by the manu-

facturers.,) The crowth of economies of scale in the context of Fast and

Nest are likely to be essentially connected with the expansion of the size

of manufacturing firms due to the extension of the market.

Aside from the limitations imposed by distance and transport cost,

if the level of productivity depends upon the size of the market, a widening

of the market through integration will contribute to productivity growth.



Reference is sometimes made to the pos sible relation between the high productivity

and the vast rise of the domestic market in the United States. In making

this analogy, one must not forget the difference in the political, social,

institutional, and resource structure in the United States and other

regions.2/ For, given the resource structure, the simultaneous growth of

favourable social, political and institutimal conditions is essential

for the appropriate exploitation of the opportunities created by the geo-

craphical extension of the market,

Empirical evidence on the relation between unit cost and the size of

the plants is conflicting. In many manufacturing industries in the United

States, cost relations are found to be relatively flat. Since optimum

size varies substantially, it is contended that many manufacturing facilities,

primarily light manufacturing, are within the market size of quite small

less developed countries; and there is no certainty that an increase in the

size of the market would result in significant economies.

On the other hand, taking output (and unemployment) as a measure of

plant size. some European studies demonstrate that productivity increases

with size in many industriess! In the case of Britain, it is contended that

)
2/ Tibor Scitovsky, Economic Theory and Western European Integration, Stanford

University Press. Stanford. California, 1958. Ch. I1l, pp. 123-130.

3 J. S. Bain, Barriers to New Competition, Harvard University Press, Cambridge
1956, F. T. Moore, "Economies of Scale: Some Statistical Evidence", The
Quarterly Journal of Economics, May 1959, Viner maintains that effects
of integration on economies of scale are likely to be negligible. See
J. Viner, The Customs Union Issue, New York, 1950, p. Lb,

4/ J. Johnsbn, “Labour Productivity and the Size of Establishment", Bulletin
of the Oxford University Institute of Statistics, Nov.-Dec. 195L.” J. W.
Rowe, "Productivity and Size of Establishment in New Zealand Manufacturing"
Productivity Measurement Review, May 1958.



at the present stage of her development, even a market as large as the

British does not permit sufficient specialization in a number of industries.

It may be argued that even though cost curves for most plants in

industrially developed countries are relatively flat, still some less develored

countries tend to operate at the extreme left end of the scale, Integration

would push cost down and out into the flat range. It ignores the fact

that certain plants may be established only when they can be overated close

to the optimum casita Sf Moreover, to the extent that most empirical

studies do not take into consideration the impact of technological change

on productivity; and to the extent that technological progress is partly

governed by the size of the market, the dynamic effects of the extensim

of the size of the market on economic growth may be very important.

3.2.2. Note that the benefits derived by East and West in terms of

economic growth, because of integration and the growth of trade between

them, imply a cost, the cost of protection, First, from the standpoint

of the world as a whole, this implies, at least in the short run, a less

efficient allocation of resources. However, it may be said that this is an

unavoidable short-run cost, involved in the process of economic growth of

many less developed countries. As such, it cannot be imputed to the growth

of trade between them.

In the present instance, the growth of free trade between Fast and

Nest is likely to reduce the magnitude of such cost relative to that if

2/ ¢. F. Carter and B, R. Williams, Industry and Technical Progress, Oxford
University Press, London, 1957.

o/ Robert L. Allen, "Integration in less Developed Countries",
Vol. XIV, 1961, Fasc. ?

Kyklos,



the two regions were to develop separately. For, it is likely to facilitate,

in the process of their economic growth, more efficient regional location

of industries than would be possible if the growth of either East or West

were to take place in isolation. Observe that in a situation where

economic growth occurs in one region while the other remains stagnant,

the growth of free trade between them, via the agglomeration effects, may

sometime lead to a less efficient regional location of industries,

Second, the growth of free trade between East and West involves a

cost in terms of higher real cost of consumption because of the 'trade-

diversion! effects. However, the higher real cost of consumption due to

the growth of East-West trade may be an indirect boon to these regions,

The argument is related to the indirect effects of import restriction on

economic growth.

In a growth atmosphere, import control diverts traders! capital to

industrial investment, In the second place, import restriction raises

the domestic prices of importables. The new producers of import substitutes

are able to sell their products in the domestic market at the prevailing

high prices, at least in the initial phases of production, This raises

the short-run profit margins of the manufacturers, and hence facilitates

the distribution of incremental income in favour of the investing classes.

Assuming that the marginal propensity to save and invest of the profit

i/ It refers to the loss of welfare in terms of consumer satisfaction, the

well-known topic in the theory of customs union. See J. E. Meade, The
Theory of Customs Union, North-Holland Publishing Company, Amsterdam,
1955, R. G. Lipsey, "The Theory of Customs Union, Trade Diversion and
Welfare", Economica, 1957; also his "The Theory of Customs Union: A General
Survey", Economic Journal, September 1960.



carners are relatively higher than other classes!, the increase in the share

of profits in the national income speeds up the process of capital accumula-

tion. d/ And capital accumulation in a stagnant economy, as is well known,

involves some sacrifice of present consumption, whether voluntary or

involuntary.

Note that tariffs have a special role to play in less developed

regions like Fast and West where, because of their resource endowments

snd because of the historical patterns of their foreign trade, as indicated

in Chapter 1, economic growth is not only synonymous with the devel opment

of industries but also involves import replacement at the initial phases.

Because of the existence of surplus labour in agriculture, money wages do

not reflect real wages in these regions, and hence the classical theory of

trade does not indicate the correct comparative advantage of production.

Tariff in such a situation helps to initiate the devel obment of industries

for the purpose of import substitution.

The argument is that the money wages to be paid in the newly

established industries would be hicsher than the prevailing money wages in

sericulture. This would be so because, in the first place, workers would

have to be induced to move out of agriculture and into manufacture; and,

in the second place, because of the imperfection of the market structure,

unemployed or underemploved workers would not be able to compete freely in

the labour market. Thus the private marginal cost of the new employment

8 Mivin S, Johnson, "Protection and the Formation of Capital®, Political
Science Quarterly, June, 1908, Frank D. Graham, "Some Aspects of Pro
tection Further Considered", The Quarterly Journal of Economics,
February, 1923.



would be higher than the social marginal cost, Tariff by keeping the relative

domestic prices of importables higher encourages not only the domestic entre-

preneurs to make investment in the manufacturing sector, but also facilitates

the movement of workers from agriculture to manufacture. Because of the

existence of surplus labour in agriculture, the agricultural output would

not fall, and the growth of output of manufactures would increase employment

and income 9/

2/ Manoilescu, The Theory of Protection, P. S. King and Staples, Ltd., London,
1931. W. A. lewis, "Economic Development with Unlimited Supplies of Labour"
The Manchester School, May, 195L; "Unlimited Labour: Further Notes", ibid.,
January, 1958, KE. E, Hagen, "An Economic Justification for Protectionism®,
The Quarterly Journal of Economics, November, 1958, Tibor Scitovsky, "A
Reconsideration of The Theory of lariff", Review of Economic Studies,
Summer 1952, (Note that according to Scitovsky, the equalizatim of
private marginal net productivity to social marginal net productivity
could better be done by paying a subsidy to the producers from taxation
without interfering with the free interplay of market forces in inter-
national trade. In less developed countries where taxable capacity is
low and where the major part of tax revenues come from customs, the
feasibility of a policy of subsidy in this respect seems to be doubtful.)

Note: It should be observed that, where the domestic market is small, pro-
tection in the long run militates against growth by inhibiting efficiency
of production, and more so if the private cost of capital is lower than
the social cost. In most less developed countries, this is likely to be
the case, since the market rate of interest does not reflect the scarcity
value of capital.

It must also be pointed out that, under certain circumstances, protection
may not lead to the desired distribution of income, If the demand for a
countryts export is very inelastic, and if the imposition of a tariff
turns the terms of trade greatly in its favour, unless the entire tax
revenue is spent on imports, the internal relative price of exports may
increase, Consequently, the country's scarce factor will suffer instead
of gaining from the tariff. (L. A. Metzler, "Tariffs, The Terms of Trade
and the Distribution of Income", The Journal of Political Ecanomy, Febru-
ary, 1949.) However, Kemp has demonstrated that in countries with under-
employment, a tariff might reduce the relative share of the scarce factor,
if the marginal propensity to spend on the export goods in the tariff-
imposing country is sufficiently large and the marginal propensity to spend
on imports in the other countries is sufficiently small, but the absolute
share of the scarce factor will increase because of increased total
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re 2 Effects on Forel gn Trade

Since the growth of East-West trade will be mainly governed by the

growth of manufacturing industries in these regions, the effects of the

crowth of trade between them cannot be separated from those of economic

crowth, In the pre-East-West trade situation, growth-oriented adjustments

in East and West will increase the demand for capital goods from the

Foreign region, Given the volumes of their exports, and assuming no

foreign investment or aid, this will necessitate an equivalent reduction

of the import of other manufactured goods in East and West or alteratim

in their foreign exchange rates, If the demand for their exports and

imports is not elastic, the change in exchange rates will render the terms

of trade unfavourable without improving the balance of trade. Thus the

financing of the import of capital goods, cet. par., will necessitate

the imposition of import control, This will change the composition of

the imports of East and West from the Foreign region without changing the

total volume of their foreign trade.

C2

domestic spending on both export and impart goods. And both price and
income effects would normally work in favour of the import-replacing
industries, (Murray C. Kemp, "Tariffs, Income, and Yistribution", The
Quarterly Journal of Economics, February, 19%.) In our situation, the
Metzler argument may not be appropriate becavse first, the external terms
of trade effect may not be sufficiently large to turn the internal terms
of trade iu iavouwr of the export goods. Second, even if it does so,
expansion of the export product may not take place since in the pre-tariff
situation export goods, ex hypothesi, are not consumed domestically, and
since the foreign demand for export goods does not change 3 la Metzler.
Furthermore, in the absence of the expansion of foreign demand for exports,
any expansion of the output of export goods would lead, over time, to
!immiserizing! growth, unless the domestic consumption of the export
goods increases proportionately due to the growth of industries using
the export goods as raw materials,



The replacement of the import of manufactures in Fast and West by

jomestic production, and the growth of East-West trade, after the gesta-

tion period, other things being equal, would reduce the imports in East

and West from the Foreign region, If the income previously spent on

them is no longer spent abroad, this will improve the balance and terms

of trade of East and West with the Foreign region. Note that capital

accumulation in Fast and West will increase the demand for imports from

the Foreign region directly and by increasing income. If the rate of

increase in the output of importables is greater than the rate of increase

in the demand for imparts, the total imports in East and West from the

Foreign region will decline. The total volume of their foreign trade

will fall; but the balance and terms of trade may turn in their favour

However, the exports of East and West to the Foreign region may

decline partly because of domestic absorption of raw materials (assuming

no change in supply) and partly because of the fall of foreign demand

following the reduction of output of jute and cotton manufactures in the

Foreign region consequent upon import replacement in East and West.

Unless matched by a proportionate increase of the expart of same other

roods, e.g. jute and cotton manufactures, from East and West respectively,

to the Forel region, the total export and hence the total foreign trade

of East and West will decline.

If secular increase in the aggregate world demand far raw cotton

and jute occurs without a corresponding increase in world supply of these

products (i.e., if foreign demand falls by less than the fall in foreign

supply due to increased retention of raw jute and cotton in East and West),



their prices in the world market will rise. This will tend to improve the

berms of trade of East and West with the Foreign region in the short run,

But the ultimate result in this respect will depend upon the relative

movement of the prices of raw materials and manufactured goods in the

world market, Over time, the rise in the prices may increase the world

supply of raw jute and cotton and the terms of trade effects may partly

be lessened,

It should be observed that the possible fall of the total foreign

trade of East and West does not imply that the total external trade of

each region will decline, If the decline in their foreign trade is matched

oy an equal increase in trade between them, the total volume of their

external trade will remain unc hanged,

To the extent that the growth of East-West trade facili tates the

crowth of economies of scale in the production of jute and cotton manu-

factures in East and West respectively, it might, via the improvement

of the efficiency of production, enable Fast and West to market these

products competitively with the producers in the Foreign recim.

3.01, The Problems of Interregional Payments Adjustment Between Fast and West

Jel The growth of a triangular pattern of trade between East, West,

and the Foreign region, due to integration and economic growth of East and

Nest, as has been indicated in Chapter 2, will create multilateral payments

adjustment problems between East and West. Depending upon the nature and

the solution of these problems, the relative gains of East and West from

trade may vary. In this section we shall examine the processes and conse-

quences of such adjustment under certain assumptions.



Since East-West trade may occur due to economic growth of either

region, for the sake of analytical convenience we shall assume that economic

growth occurs in West only. It is believed that this assumption will not

change the analytical content; the reversal of this assumption will only

reverse the implications for individuel regions. Since East and West

con stitute one state, the balance of payments between them will include

payments and receipts between them on account of interregimal federal

expenditure and receipts and interregional services, over and above trade

and investment. In what follows below, it will be assumed that all other

payments, except those due to trade, between East and West are in balance.

Furthermore, we shall assume that the balance of payments of the integrated

regions with the Foreign region is in equilibrium,

For the purpose of analysis we may make an a priori distinction

between two possible cases of multila teral payments adjustment between

Fast and West: (a) East's deficit with West is equal to West's deficit

with the Foreign region; and (b) Eastt!s deficit with West is less than

West's deficit with the Foreign region. (See Fioure 8.)

3.bh.2, Case 1: This refers to a situation in which East incurs a

deficit with West which is equivalent to her surplus with the Foreien

regions: and West incurs a deficit with the Foreign recion which equals

her surplus with East, In this case, the interregional payments between

Fast and West are multilaterally balanced. 4nd no problems of adjustment

between East and West arise, Other things being equal, the relative gains

from trade will be the same for East and West.



Under certain circumstances, however, this may involve more benefit

for West and less for East. The argument refers to a special case when

the currency of the integrated state gets overvalued and is artificially

maintained so. For in that case, the entire mechanism would involve an

intra-sectoral and interregional transfer of income, This is due to the

fact that overvaluation involves a transfer of real income from exporters

to importers, and thereby, because of the trade balance assumed, from

fast!s exporters to Westts importers.

Furthermore, the overvaluation of currency may lead to a decline

of exports from East and West. Ceteris paribus, this will cause a fall

of employment and income in Fast and West, Without claiming any generality

of treatment, this particular argument can be substantiated with the help

of the familiar technique of Marshellian offer curves, shown in Figure 7

Ficure 7 deals only with the triangular balance described above

(corresvonding to Figure 84). In view of the difficulty of showing the

ceneral equilibrium of the trianeular trade between East, West, and the

Foreiemn region in two-dimensional diagrams, in this ficure we simply deal

with a situation, corresponding to Ficure 84, where East exports to the

Foreign region, West uses the export earnings of Kast to import machines

from the Foreign region, and East buys consumer goods from West (which is

not shown in Figure 7). It will be assumed that the import of machines

is controlled by the government of the integrated state.

The of fer curves used in Figure 7 revresent the exchange of goods

against money, (i.e. Dollars or Rupees). It will be assumed that the jute

producers have a competitively elastic offer curve of jute (the argument
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will not change if jute producers are monopoly sellers in the world market),

and the jute buyers abroad have a relatively inelastic but competitive

offer curve of dollars for jute.

04 and 0.1 represent the offer curves of jute for rupees as well

as for dollars at low and high rupee exchange rates (with dollars)

respectively. Og is the offer curve of dollars for jute. Op and O,!' are

the offer curves of machines for ruvees at low and high rupee exchange

rates respectively.

Suppose that the initial equilibrium is at N, where there exists 3

me=-to=0ne relation between dollar and rupee in the world market, and

~here the relative prices of jute in terms of dollars are the same in East

and the Foreign region. At this equilibrium point, East exports 0J of Jute

and earns JN = OF dollars. The money income received by producers in

Fast is also equal to JN. West imparts OM machines and pays MS = OF dollars.

Let us assume that the rupee gets overvalued in terms of the dollar.

This will change the initial ecuilibrium. Since this does not change the

internal situation in the Foreign region, the offer curve of dollar for

jute will remain unchanged. But the offer curve of jute for dollar will

shift up and to the left, because the overvaluation of the rupee implies

that one rupee will now buv more than one dollar or, in other words, the

price of jute in terms of dollar will rise, For similar reasons, the

of fer curve of machines for rwees will shift down and to the left. (This

assumes that East and West are small relative to the total world market.)

Ost is the new offer curve of jute for dollar after the overvaluation

of the rupees; and the new equilibrium is at Nt. At N!' the export of jute



from Bast falls by JJ', and her receipts in terms of rupees declined by NL.

Thus employment and money income in Bast would fall unless full employment

is maintained by diverting the unemployed resources from raw jute produc-

tion to somewhere else. East, however, earns J'N! = OF! dollars by export-

ing 0J' jute, which is greater than JN. West now imports OM! machines for

M!S! = OF! dollars. Because of the shift of 0 to 0,1» West now spends ST

less rupees for MM! more machines.

This implies that the government of the integrated state, because

of its policy of exchange control, accumulates a fund equal to N'L, which

is equivalent to a hidden tax up the exporters in East. This also

involves a relative loss for the consumers in East, This loss relates to

the fact that the portion of East's imports from West which is financed

from foreign exchange earnings is actually transacted at one-to-one rate

of exchange between the rupee and the dollar. In other wards, had East

been spending the equivalent amount of rupees on impart from the Foreign

region instead of from West, she would have imported more goods in tems

of dollars because of the overvaluation of the rupee.

Similar consequences will befall the producers of export in West.

This relates to the total situation rather than to the partial one depicted

in Figure 7. However, Figure 7 would help in visualizing the arsiment

if 04 is imagined as the offer curve of raw cotton for dollars as well as

for rupees. The overvaluation of the rupee will lead to a decline in the

axport of raw cotton and the proceeds received from it in terms of rupees.

The exporters in West, like those of East, will pay a hidden tax. Employment,

in raw cotton production in West will decline unless the appropriate amount



of raw cotton is absorbed by the domestic market. ©Since the impart of

machines in West will create employment in the industrial sector (e.g,

cotton textiles), and if the funds, accumulated in the process described

above, are spent by the government in West, especially on raw cotton,

amployment and output in West will increase. But the intersectoral terms

of trade in West, as in Bast, will tun in favour of the industrial sector:

and there will occur a redistribution of income from farmers to the manu-

facturers,

Except in the case corresponding to that depicted in Figures 7 and

84, overvaluation of the rupee must benefit the consumers in East and West

since imports from the Foreign region would be cheaper in terms of rupees,

unless imports from the Foreign region are subject to duties or other forms

of restriction which did not exist before overvaluation,

3.1.3. Case 2: This case assumes that there does not exist full

equilibrium in the total balance of payments of either East or West

individually, but the integrated region as a whole is in full equilibrium

with the Foreign region. Let us assume that Fast has a surplus with the

Foreign region and a deficit with West, while West has a surplus with Zast

snd a deficit with the Foreign region, East's surplus with the Foreign

region is equal to West's deficit with that region, but greater than West's

surplus with East. Thus, although East and West together are in balance

with the Foreign region, West incurs a net deficit with East in the tri-

angular adjustment of balance of payments. This is indicated by the

direction of arrows, with certain hypothetical figures attached to each,

in Ficure 8B. The short-run adjustment between East and West is possible
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through the taccommodation'! of West by East by way of short-term lending

as the arrow (EW) in Figure 8B indicates,

Because of total export surplus in East and total import surplus in

Hest, this type of adjustment implies a real transfer of capital from East

bo West. It can be continued in the long run only if it is possible for

rast to maintain her current output above her own aggregate consumption

and domestic investment, This will be possible so long as the marginal

propensity to save is greater than the marginal propensity to invest in

Fast: or, given the level of export from East, if the government of the

integrated state is capable of creating and maintaining an export surplus

through the deliberate restriction of imports in East from the Foreign re-

ocion in order to facilitate overall import surplus in West for the sake of

sconomic growth.

3k. The Flow of Funds Between East and West

3.0.4.1. The type of adjustment between Sast and West described in 3.4.3

has a monetary aspect as well, because real and money transfers are inter-

related. The monetary aspect of the real transfer, through an export

surplus, will be clear if we analyze the effects of an overall balance

of payments surplus in East and of an overall payments deficit in West.

Since the nature of these effects will be mostly governed by the circum=-

stances causing disequilibrium in the balance of payments, it is necessary

for the sake of simplicity, to make certain assumptions in this respect.

It will be assumed that the payments surplus of Bast is caused by an auto-

nomous increase of exports over imports, and (b) the payments deficit of

West is caused bv an excess of domestic investment over domestic savings.



3.2, We shall begin our analysis by considering the effects of an

export surplus in East and of an import surplus in West on the supply of

money (cash plus demand deposits) in these regions. To facilitate analysis

we shall assume that the banks in East and West are independent units

1irked through the central bank of the integrated state. The effects of

the removal of this assumption will be considered as we go almg,

The export surplus of East will exert expansionary effects on money

supply on one or more of three counts:

(a) The primary expansion of money supply will be caused by the sale

of foreign exchange by exporters to banks, That is, new deposits created

by the banks to buy the foreign exchange will be put in the hands of the

axporters in East.

(b) The secandary expansion of money supply in Fast will occur via

the increase in commercial banks! reserves due to the holding of increased

foreien exchange, if foreign exchange is considered part of the reserves of

the commercial banks, or due to the rise in bankers! deposit with the

central bank via the sale of the fareign exchange by the commercial banks to

the central bank.

(c) A tertiary expansion of money supply might take place if foreign

exchange holdings of the central bank increase and if the central bank

operates on a reserve basis, and is preparted to expmand money supply through

its discount and open market operations policies when it gains reserves or

reduces its fareien liabilities .t9/ Since there is no change in the total

10/ F. W. Paish, "Banking Policy and Balance of Payments", Readings in the
Theory of International Trade, American Economic Associatim, Philadelphia,

BT——



balance of payments of the integrated state with the Foreign region, the

tertiary expansion of money supply may be ignored,

The opposite of (a) and (b) will happen to money supply in West.

In other words, assuming that banks and individuals in West are not given

accommodating credit by banks and individuals in East, money will flow from

West to East, The situation between East and West would closely conform to

the classical gold standard. Unless compensating internal monetization

occurs in West, the money supply in that region must decline,

The increase in money supply is likely to increase spending in East

via the Pigou effect because of (a) and via the fall in the rate of interest

because of (b). The opposite of (a) and (b/ will raise the rate of interest

and reduce spending in West. Consequently, the price level in East will

rise (in spite of underemployment, for, because of inelastic supply condi=-

tions, employment and outvut in East will not increase proportionately with

the increase in money supply), and the price level in West will fall.

Bast!s imports from West and the Foreign region will increase and her

exports will tend to decrease, The reverse of these effects will occur in

West. And there will be a tendency toward equilibrium in the balance of

payments between East and West. Whether or not full equilibrium in the

balance of payments will be reached will depend upon, as is well known, the

magnitude of the sum of the price elasticity of demand for exports and

imports of East and West.

1949, Charles P, Kindleberger, International Economics, Richard D,
Irwin, Inc,, Homewood, Illinois, 1958, Ch. 17.



3.hie2, The adjustment via income and price effects will not be necessary

if exporters in East buy securities in West or invest in West an amount

equivalent to East's total export surplus, For in that case, the effects

on money supply via (a) and (b) will not occur in East and West and there

will occur no disequilibrium in the balance of payments between East and

West, because East's export surplus with West will be covered by the lending

of investible funds by the farmer to the latter. In practice, adjustment

through investment by East in West is likely to be highly possible, for,

because of our assumption that growth is occurring in West, the marginal

efficiency of investment is likely to be higher in West than in East, Such

an adjustment will be beneficial to both Zast and West, The former will

not suffer from price inflation in the short run, and will benefit from

the returns from investment in West in the long run. The latter will benefit

from increased investment, employment and output,

Note that there is a special case in which East may lose from the

flow of capital to West. This is related to the form in which an export

surplus in East is created. If the export surplus in Bast is due to the

deliberate restrictions of imports in East from the Foreign region, it may

result in an overvaluation of currency of the integrated state which, as

argued in 3.h.2., may lead to a fall in employment and money incame in East.

3.4.4.3. Smooth interregional movements of capital funds, amamg other

things, also depends upon the existence of well-organized and well-integrated

capital markets in the regions involved. The lack of well-developed capital

markets, however, need not limit the movements of capital between East and



West, because the role of the capital market may be accommodatingly performed

by the banking system, And more so, if the banking system in East and West

operates on the lines of branch banking. In that case, the regional branches

of commercial banks can facilitate interregional movements of capital easily

by serving as collecting stations for devosits and loan applications. i

Furthermore, when the demand for money expands at different rates

at different regions of the same monetary system, flow of funds from the

stacnant or slow-growing regions to the rapidly expanding ones may scmetimes

become necessary, and the existence of branch banking facilities such as

interregional transfer of funds through inter-branch adjustment in reserves

and deposits.

mete

1L/ Tibor Scitovsky, op. cit., Ch. II. Equilibrating capital flows among
regions of the same country are probably one of the important reasons
why one seldom hears of balance of payments difficulties in inter=-
regional relations, Hartland has shown that the most important deter-
minant in the maintenance of regional balance of payments equilibrium
in the United States has been the mobility of productive factors,
especially that of capital. (Penelope C. Hartland, "Interregional
Payments Compared With International Payments", The Quarterly Journal
of Economics, Vol, LXIIT, 1949). Interregional transfer of funds
through Central Government's interregional receipts and expenditure
is another important determinant in this respect. For tle influence
of this on interregional balance of payments adjustment in the United
States, reference may be made to E. J. Kane, The Interregional Flow
of Funds in the United States, 1956-58, M.I.T. Ph,D, Thesis, 1960.
Note that in the present analysis we have assumed away this aspect
of adjustment between East and West.



Other Effects

The growth of East-West trade may have some other implications for

Fast. There is an argument that, under certain circumstances, the terms

of Fast-West trade may move in favour of Fast, Over time, the growth of

productive efficiency in West due to capital eccumulation and techmical

progress is likely to be manifested in the reduction of the prices of

cotton manufactures relative to the prices of handlecom products. This

is likely to expand the output of cotton textiles industry in West at

the cost cf the ouput of the handicraft industry in both East and West.

dest's export to East will increase, Ceteris paribus, the real terms of

trade would move in favour of East. Thus the benefits of the economic

erowth of West would partly be transmitted to Fast via Hast- West trade

in the form of higher real income 12/

Note that the extent of the terms of trade effects on the real income

in Fast will partly depend upon the ratio of East's trade with West to her

regional income and vartly upon other related factors. If the ratio of

Fast- West trade to the regional income of East happens to be small, the

terms of trade effects would be negligible, Among other related factors

#e should, first of all, note the relative movement in the terms of foreign

trade of Fast. Deterioration in her terms of foreign trade will far outweigh

the benefits derived from East-West trade in this respect. Unless the

le, This mechanism is the heart of the thesis presented by D. M. Bensusan-
Butt in his "A Model of Trade and Capital Accumulation", American Fco-
nomic feview, Sept. 195L. Since what he describes as 'toy economics!
represents a fundamentally different situation than ours, neither his
analysis nor his conclusions can be fully applicable to the present case.



deterioration in Zast's terms of foreign trade is caused by the growth of

Fast-lest trade, the favourable movement of the terms of East-West trade

would be a net benefit to East. If the handicraft industry in East declines

because of the growth of manufacturing in West, other things being equal,

the decline in handicraft production might offset the terms of trade

effects by increasing the volume of uremployment in East,

Bast will derive further benefit if the economic growth of West and

the growth of East-West trade facilitates migratim of labour from East to

West. In spite of the fact that East and West are two regions of the sare

country, the freedom of the mobility of labour between them may be limited

by the cost of transportation as well as by linguistic and climatic

differences between them, not to mention the traditional inertia among

people to cling to the same places and surroundings, However, given these

factors, the most important determinant of the ceogravhical mobility of

labour is interresional differences in the levels of real wages. Since

West 1s, ex hypothesi, a region with surplus labour and growing population

she may experience a hirher rate of growth without experiencing a propor-

, . 13/ .

tionately higher rate of erowth of real wages. Under the circumstances

the movement of labour between Fast and West is likely to be marginal, if

at all, in the short run. And to the extent that the short-run movement

of labour involves mostly the mieration of skilled and otherwise well-off

labour, the conditions of economic growth in East may be adversely affected.

13/ George H. Bortz, "Equalization of Returns", American Economic Review,
June 1960.



Thus, under the existing circumstances, this mechanism of the

transmission of benefits of the economic growth of the growing region to

the stagnant one would not operate in the case of East and West for a lmg

time to come. The absence .of growth conditions in Zast would not allow

the movement of capital and enterprise from West to Zast for a considerable

period of time, For the locational advantage would continue to be high in

West due to the agglomeration effects of the initial growth in West, and

aue to the partial nullification of the influence of transport cost on

the comparative interregional locational advantage becsuse of prohibitive

import restrictions in the integrated region,

The situation with respect to flow of capital and enterprise from

Nest to East, over time, would be different if growth is initiated in

Fast as well. In that case, given the appropriate rate of growth in West,

private capital and enterprise might be induced by the market conditions

to move to East. This may be for the sake of developing certain raw

materials for export to West and the Foreign region. It may also be for

the development of certain light manufacturing in East, Locational

consideration may play an important role in this respect. But on the

whole it may be said that in order for capital and enterprise to move

from West to bast through market mechanism, conditions must develop in

East and West so that the relative marginal efficiency of investment will

be higher in East. Other things being equal, the develorment of those

conditions might take a very long time, for reasons which lie outside the

scope of this study.



CHAPTER 4

I'he Growth and Development of Interwing Trade

in Pakistan, 1948-49 to 1958-59

Hela Intro duction

This chapter aims at explaining the growth of interwing trade between

East and West Pakistan during the last decade, in the light of the model

developed in Chapter 2. It may be recalled that the basic hypotheses of the

model relate the growth of interwing trade to the effects of the partition

of India, the formation of the integrated state of Pakistan, and the initia-

tion of long-run economic growth in Pakistan, Not only is the model too

simplified to approximate the complex realities; but the inadequacy of the

relevant data makes the exact testing of the model difficult. Nonetheless

the following analysis attempts to discern the influence of the above-

mentioned factors on the growth of interwing trade as far as vossible.

To facilitate amlysis, Section 1,2 will be devoted to the discussion

of the course of the development of interwing trade, However, we shall start

this section with a brief summary of the findings which, it is hoped, will be

helpful to the reader. In Section L.3 will be presented a factual descrip-

tion of the volume and composition of interwing trade from 1948-19 to 1958-59.

And the analysis of the causes of the growth of interwing trade will be

undertaken in Section Lill.

L.2, The Course of Development

ied ola ASummary ~~ Findings

The total volume of interwing trade recorded a six-fold increase

over a veriod of eleven years, Interwing trade in both directions has shown

considerable upward trend at current as well as constant prices, in spite of

fluctuation in the levels in particular years. Over tle veriod under study,

the composition of interwinge trade underwent imoortant chances. The relative



share of Food, Drink, and Tobacco declined and the relative share of Raw

Materials and Manufactures increased, However, this hides the important

fact that the absolute volume of all the commodity groups in interwing

trade increased over time,

The analvsis of interwing trade in terms of individual commodities

shows that a few commodities have dominated the export of each wing.

Important in the exports from East to West Pakistan are tea, spices,

betel nuts, unmanufactured tobacco, seeds, leather, wood and timber, jute

manufactures, matches, and paper. The exports from West to Fast Pakistan

are dominated by a few commodities like rice, wheat, pulses, grains, edible

oils, manufactured tobacco, raw cotton, seeds, cotton yarns and twist,

cotton manufactures, boots and shoes, soaps and chemicals,

Trom 198-149 to 1951-52 the exports of one wing to the other were

dominated by primary products which before partition were traded with the

adjacent regions of India. The establishment of Pakistan with the distant

East and West Pakistan as constitutent resions, consequent upon the divi-

sion of India in 1947, and the introduction of tariffs on Indo-Pakistan

trade under conditions of free trade between Fast and West Pakistan, pro-

duced the first trade diversion impact on the orening of trade between

the latter regions. The deadlock over Indo=Pakistan trade, following the

devaluation of the Indian rupee in September 1949, produced the first major

impact on the growth of interwing trade in primary products. =ven after

the resumption of Indo-Pakistan trade, the interwing trade was facilitated

by the intensification of economic isolation between Indian and Pakistan,

and by the rigorous policv of import restriction in Pakistan. The latter



factors, together with the demand and supply conditions in and the growth

of transport facilities between, East and West Pakistan have contributed

to the secular growth of interwing trade in Food, Drink, and Tobacco from

1952-53 to 1958-59,

The growth of the export of Raw Materials and Manufactures from one

wing to the other from 1952-53 to 1958-59 was due to the growth of manu-

facturing in East and West Pakistan under heavy tariff protection, Two

factors have contributed to the growth of industries in Pakistan: First,

the adjustment in the production and distribution of raw jute in East Paki-

stan and of raw cotton in West Pakistan owing to the intensification of

economic isolation from India, Second, the emergence of a vigorous entre-

preneurial class in West Pakistan and the camscious efforts for initiating

lon g=run economic growth in Pakistan, These two factors coincided, and it

is difficult to separate one from the other.

The heavy growth of the cotton textiles industry in Pakistan increased

the domestic consumption of raw cotton to more than 60 vercent of the total

output of raw cotton in Pakistan during the second half of the decade under

study. This reduced the export earnin~~ . f West Pakistan drastically. In

1958-50 the exports of West Pakiston 17 to one-half of the 1950-51 level.

On the other hand, the roi mecnomi~ -wvnrth in West Pakistan increased her

1 =arninag and spending of foreign exchange

of West Pakistan has par®” - been brideed bv the utilization of the foreign

exchange earned bv Zast Pakistan. East Pakistan has partly been compensated

by the export of domestic goods from West Pakistan via interwing trade. Thus

has developed what we have described in Chapter 2, a triangular pattem of

trade between Fast and West Pakistan and the Foreign region,



} 02 o2 ° The Course of Development

In spite of the considerable upward trend in the value and

quantum of interwing trade during the last decade, there have been year-

to=year fluctuations in the level of exports of one wing to the other,

proper understanding of the reasons for the growth of interwing trade

necessitates some discussion of the course of develooment of interwing

trade over the years under consideration, For the purpose of such dis-

~ussion, the entire period under study may be divided into a few sub-periods

The years between August 1947 and September 1949 may be designated

35 the first of these periods, It falls between the date of the partition

of the Indian sub-continent and the Post-World-War-II develuatian of the

British Pound Sterling. This initial period was of particular significance

for two reasons, The first was the fact of the partition itself, and the

second was the liberal trade between India and Pakistan.

The absence of data for the initial year from August 1947 to June 19L8

prevents us from having a precise idea about the actual growth of interwing

trade in 1948-49, However, it is possible that the change in the level of

interwing trade in the latter year was not very significant for certain

important reasons, First, the prepartition trade relations of Fast and

West Pakistan with India were yet unchanged. Second, the development of

shipping services between East and West Pakistan was insufficient, Third,

the vear 1948-49 saw the liberal relaxation of the war-inherited import

controls in Pakistan with the introduction of the Open General Licence (OGL)

for imports,



The years between Uctober 1949 and June 1952 may be considered as

the second period of the development of interwing trade, 1919-50 was one

&gt;f the most significant years in the development of interwing trade. With

the devaluation of the Indian rupee and the non-devaluation of the Pakistani

rupee, in September 1949, there occurred a complete deadlock over Indo=

Pakistan trade for eight months until April 1950. The non-devaluatiecn of

the Pakistani rupee was followed by the tightening of import policy in

Pakistan. For example, the CGL for imports from the Sterling and soft

currency areas (which included about 600 items) was suspended, although the

same amount of foreien exchange as in July 1948 to June 1949 was made

available for imports.

Althouch Pakistan's trade with India in 1948-L9 accounted far about

7/0 percent of her total foreign trade, what we have described in Chapter 1

2s the partition effects tended to exert their influence from Mav 1948 on.

For in Mav 19.8 the Stand Still Arreement of 1947 was abrogsated and the

first Inter-Nominion Trade Agreement between India and Pakistan was sicned

This was revised in June 1949. Duties on important items of exports and

imports had been introduced bv bhoth countries immediately after partition:

the rates and coverage of duties were increased from November 1947 to

September 19119. The second Inter-Dominion Trade Agreement in June 1919

failed to specify maximum or mini mm prices for goods entering into Indo-

Pakistan trade. Moreover, no acreement on tariff rates was reached. As jo

result, Indian cloth beran to become dearer in Pakistan as compared with

~loth imported from other countries. Iikewise, the price of Pakistani cotton

hecame hirher than the price of cotton imported in India from other countries.

This led to some decline in the volume of export from Pakistan to India.



With the deadlock over Indo-Pakistan trade in September 1949 the

partition effect! took the form of complete economic isolation of Paki-

stan from India, Although the period of complete isolation had lasted for

eight months onlv the resumption of Indo-Pakistan trade from April 1950

could not reduce the intensity of economic isolation between the two

countries, For the Indo-Pakistan Trade Agreement of April 21, 1950, lasted

for only three months, and whereas it included a few important commodities

such as Jute of Pakistan, jute manufactures, cotton textiles and yarns,

mustard oil, tobacco, steel sheets, and cement from India, important comrmo-

dities such as raw cotton from Pakistan and coal from India were excluded.

Since India refused to accept the official exchange rate of the Pakistani

rupee. the Trade Agreement was based on a principle of "balanced exchange

of commodities expressed in monetary terms%. Partly because of the vagueness

involved in the principle underlying the Asreement and partly because of

political sentiment m=ither party was able to honour the Agreement fully.

In spit» of subseau»nt trade ~oreements between India and Pakistan, the

trade divers’ *m nrocess becom eRepo 7 ! over the period under study and

as WwW . shall « 1. vl TT red ] I'M  volume © fficial trade between

India and Pakist-1continr ~~. but its share in the foreign trade

2cline. The deadlock over Indo-Iakistan

gh rt-rin evnansionarvy effect on interwing trade. However

of Pakistan recer

trade produced

+ discussion in Sertion L.L. it also produced a far~

reaching change. roi only in the channel of Pakistan's foreign trade, but

also in her prepartition production pattern. 4nd, among other things, the

latter created the conditions for the long-run growth of interwing trade.



The years 1950-51 and 1951-52 saw the periods of the Korean boom

and depression. These were also the years of the greatest liberalization

of the foreign trade policy in Pakistan. Not only was the OGL expanded to

the maximum in its scope during the Korean boom, but the auotas for exvort

to the United States were also removed. [Yet the total interwing trade and

the value of the exports, both at current and constant prices, from East to

West Fakistan increased in 1950-51, despite the creat increase in the

exports of East Pakistan to and some increase in the imports of West Paki

stan from abroad (Table L.3).]

The third period of the development of interwing trade comprises

the years between July 1952 and June 1955, In 1952-53 the total interwing

trade increased; but more significant was the increase of exports from East

to West Pakistan. This was another crucial year in which the basis for the

rapid growth of interwing trade in the subsequent years was laid, This year

marked the turning point not only in the commercial policy but also in the

general economic policy of the Government of Pakistan. With the virtual

suspension of the OGL for imports, Pakistan entered upon a policy of the

tightest possible import control in 1952-53, And with the establishment of

the Pakistan Industrial Development Corporation (PIDC) and the Planning

Board (now the Planning Commission), departing from a laissez~faire policy

Pakistan entered for the first time into the arena of canscious efforts

for the promotion of long-run economic growth, Furthermore, this was also

the year of the develovment of the Pakistan Merchant Navy which, as we shall

see, had its effects on the growth of interwing trade, Thus it may be said



that from the year 1952-53 was started what we have called in Chapter 2 the

growth-oriented adjustment in the orepartition ratterns of production in

rast and West Pakistan,

There were years cof intermittent relaxation of import control in

Pakistan after 1952-53, but never again did it reach the level of the

liberalization that had existed during the pre-1952-53 years, Therefore,

in the year 1952-53 the second important trade diversion impact after that

of 19L9~=50 coincided with the initiation of the efforts for long-run

zconomic growth in Pakistan Tooether. these two factors seem to rave cone-

ditioned the cra’ ylume and the changes in the composition of

1% veriod.interwing tr

TY June 2° 2an he described as the fourth

perind +" Posse trarle Te + sense it was rather

the cont 3 . A= aot - ! above "11t because of the

Jdeval
.

ae.
-

. - “orf an 1
3 w implementation

of the Fir —-
—

wa 4 ea Te pe mentioned separately

beecan from the yearThe industr’ rT. Nnmen’ ™. 1c"  Nn Dav

1950-51. whil. -
- - Cw 4 3 Nr ~ (qn . m 2.77 However, the level

of industria” - Innere cantly both in East and West Pakistan

“uring the per” »

Althe © i=2had between four sub-periods of the

develcpment .
a

1 eared = » + A broadlv sveaking the entire period can be

more conveniem'vdivided into two major phases of the growth of interwing

trade. The first phase would include the years between 1918-49 and 1951ah?

inclusive, and the second the vears between 1952-53 and 1958-59, We have



noted that the trade diversion effects of the commercial policy and the

trade creation effects of the initiation of long-run economic growth in

Pakistan have been operating simultaneously in influencing the growth of

interwinge trade in both of the above-mentioned phases. Yet it may not be in-

appropriate to say that in its first period of growth interwing trade was

mainly influenced by the trade diversion effects of the progressive eco~

nomic isolation of Pakistan from India, .i.e. the partition effects, while

in its second phase the growth of interwing trade was mainly influenced by

the development of industries in Pakistan, i.e. the growth effects,

i The Volume and Composition of Interwing Trace

1e3ela Preliminary Observations on Data

Most data used in the following analvsis represent the values

of interwing trade at current prices. However, Table L.2 shows the quantum

indices of the exports of one wing to the other. The cuantum indices are

~onstructed on the basis of the procedure of the fixed-based index numbers

for the exports of each wing, representing the values of 1li important

commodities, each from the list of the exnmorts of Zast and West Pakistan

respectively, at the average of their prices (unit values) from 1949-50 tc

1952-53, These commodities account for a coverage which varies from 90

percent (in the earlier years) to 60 percent (in the later years) of the

total exports of each wine.l/

L/ The sources and nature of data, including the methods of computation, are
discussed in the Statistical Appendix.



The values of interwing trade, as caupiled by the Central Statistical

Office (CSO) of Pakistan include costs, insurance, and freight charges.

This means that the values of the exports of one wing really represent the

values of the imports of the other in interwing trade. It was not possible

for us to recomrute the f.o.b. values of interwing trade,

The values of interwing trade in the present study refer only to the

coastal trade between East and West Pakistan. A very small rortion of

interwineg trade is airborne, which, because of the absence of data recarding

the values of goods involved, could not be included in this study,

A further point to be noted is that from January 1957 on, the values

of interwing trade include trade on rovernment account. Since the trade on

zovernment account is likely to be relatively insignificant, its noninclusion

in the value of trade up to December 1956 need not matter much in the

gnalvsis of the growth of interwing trade

143.2 a The Values of Interwing Trade

The Total Values,

Table Li.l presents data for total interwing trade and the exports of

one wing to the other. Total interwing trade, ie, the sum of the exports of

the two wings, increased from Rs.15.96 crores (Rs.159.6 millions) in 19L8&lt;h9

to RS.95.16 crores (or Rs.951.6 millions) in 1958=59 —— almost a six-fold

increase over a veriod of eleven vears. The guantitative significance of

the growth of interwing trade can be realized from the fact that from 1.5

percent of the national income of Pakistan in 1949-50, it rose to L.l per-

cent in 1958.59.



TABLE Ll

The Total Values of Interwing Trade’

161:8&lt;L9 to 1958-59

(In Crores of Rupees)

TOTAL INTERWING TRADE

DOMESTIC 1 FOREIGN
GOODS GOODS
(2)+(5)=  (3)+(6)=

[RY 70

EXPORTS OF EAST PAKISTAN EXPORTS OF WEST PAKISTAN
———

YEARS TOTAL
DOMESTIC

GOODS
FOREIGN

GOODS TOTAI
DOMESTIC

GOODS
FOREIGN

GOODS
TOTAL

(1)+(L)= 0% rn rN oy (1 (CY { L

1918-09
1949-50
1950-51
1951-52
1952.53
1953-54
1954-55
1955-56
1956-57
1957-58
195850

 iL gi

 Lh .9k
5.27
5,6L

LL .7C
12 02
1-,05
23.73
2" 2

2.
2°,

Je
1.81
1.68
2499
Le 79
2.08
L.72
1.52
1.09
Ja5E

1L.12
23.54
27.22
211.93
21.62
37.96
30.3L
3.56
£3.21
70.24
“7.8

13.85
22.90
21,05
15,66
17.127
36.19
29.13
33.16
50.90
59,02
Sh.

Ce
0.64
5.17
027
bh 15
1.77
1.21
1.40
2.31
1.22

15,95
28,48
33.L8
31.57
36.32
52.98
119.99
58.29
77.13
97.20
5 1.)

15.60
26,03
25.63
19.30
27.38
9.1L
117.06
55.37
73.73
95.L*
M.17

Oavv
2.U5
7.85

12.27
8.9L
3.8)
2,93
2.92
3.40
TTT
"1.05

17.y.
22421
22.83
26.141
26.41

=
-

Includes costs, insurance and freight, slight discrepancies in figures because of rounding.

Source: Government of Pakistan, Central Statistical Cffice, Bulle tins, Karachi



As can be seen from Table L.1l, the rise in the total interwing trade

was not continuous from year to year. However, the small declines in the

total values of trade during the vears 1951-52, 195L-55, and 1958-59 were

only minor oscillations around the general upward trend showing the secular

rrowth of interwing trade.

A minor portion of interwing trade was composed of the reimports of

foreign goods by one wing from the other. However, apart from early 1950,

the values of foreien goods transhipped in interwing trace were not sicnie

ficant. In most of the analysis below, the trade in foreign goods is excluded

The Exports of East Pakistan.

It can be seen from Column 1 of Table L.l that the total values of

the exports from East to West Pakistan, which were Rs.l.8L crores in 1948-L9

rose to almost 15 times that amount in 1958-59, The decline in the export

of domestic goods in 1951-52 was more than outweighed by an increase in the

export of foreign goods from East to West Pakistan,

The exvorts of domestic goods from East to West Pakistan, both at

current and constant prices (Table L.2) show a significant upward trend.

The Exports of West Pakistan,

The total values of the exports from West to East Pakistan, which

were already Rs.lll?2 in 1948-L9, more than quadrupled by 1958-59. West

Pakistan's total exports of damestic goods to Fast Pakistan increased by

1657-58 to five times their 19L8-L9 value, then fell in 1958-59, Up to

1957-58, the value of re-exports, except during the period between July 1950

and June 1953, was Rs.2,.,3. crores, It went up to Rs.3.13 crores in 1958-59.



TABLE L.,2

The Volume Indices of Interwing Trade
19L8=L9 to 1958-59

(Average of 19L9-50 to 1952-53 = 100)

YH ARS

1918-49

1949-50

1950-51

1951-52

1952-53

1953.5]

195-55

1955.56

1956-57

1957-58

1958-59

EXPORTS OF
EAST PAKISTAN

(1)

11.18

63,07

89.56

7920

168.17
198.47

198.55

251.31

243.0L

23), .28

289.33

EXPORTS OF
NEST PAKISTAN

(2)

71.31

125,13

92.91

86,78

95 428

170.54

145.77

182.26

212,03

151 0,6

350, 1l



TABLE L.3

Values of Foreign Trade of Pakistan

1948-49 to 1958459

YEARS

19L8-49
1949-50
1950-51
1951-52
1952-53
1953-5L
1951-55
1955-56
1956-57
1957-58

1958=59

PAST PAKISTAN

EXPORTS

© fT

,

b

43,00
62 400

121,00

108.00

611.00
68.00
73.00

93.00

91.00

102,00

88.00

IMPORTS

2)
27.00

39.00

15.00
76,00
36.00
29,00

32,00

36,00

£9.00
68.00
55.00

(In Crores of Rupees)

WEST PAKISTAN

TYPORTS TMPOR TS

(3)
52.00

56.00
134.00

92.00

75.00

63.00
44.00
65.00
69,00
13.00
15,00

nC
117.00

91,00

116.00

147.00
101.00

87,00
78.00
96,00

150,00

139,00

102 .00

Source: CoS.0s



Both at current and constant prices (Table 4.2) s West Pakistan's

export of domestic goods to East Pakistan shows a considerable upward trend.

Note that over the entire period from 19L8-L9 to 1958-59, the exports

from East to West Pakistan, both at current and constant orices, show a

creater rise than those from West to East Pakistan, In 1948-l9, exports of

West to East Pakistan were almost eight times as great in value as those

in the opposite direction. In 1958-59, their value was only two-and-one-

half times as great. However, beginning in 1952-53 the exports of West

Pakistan, at constant prices, show a higher trend than those of East Paki-

stan in interwing trade.

Lene 4 The Composition of Interwing Trade

Preliminary Observations.

The classification of trade by commodity groups creates certain

difficulties in anv analysis of the canvosition of trade. One can have

his own classification to suit his own purpose: and no classification would

be perfectly scientific, Nowadavs the Standard International Trade (Classi-

fication (SITC) is widely followed for the rurpose of the analysis of the

composition of trade. Most countries follow this classification in the com-

pilation and publication of trade statistics. The interwing trade statistics

in Pakistan are published in an unclassified manner. Table L.l shows the

composition of interwing trade on the procedure of the 8SITC. But becanse

of the less varied number of articles entering into interwing trade, such

a classification does not appear to be very helpful in the analysis of the

composition of interwing trade, including the change therein, from the stand-

point of the explanation of the growth of interwing trade over the last decade.



TABLE li.)

The Composition of Interwing Trade
Individual Groups cf Cormodities as Percentace of Total

(Domestic Goods)
1918-49 to 1958-59

YEARS
FOOD, DRINK
AND TOBACCO

"RAW
MATERIALS

fm

|  TEXTIIES | cHEMICAIS | METALS

3) EC (5)re.
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{
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EXPORTS OF BAST PAXISTAN (In Percent
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2,43
Ln 4

‘pe’

 oohMeme
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For the purpose of the present study, therefore, we have considered

iv more useful to combine the SITC groups represented by columns 3-8 of

Table LJ into one and classify interwing trade, following the Brussels

Classification of 1913, into three major groups of commodities, namely:

(1) Food, Drink and Tobacco, (2) Raw Materials, and (3) Manufactures, This

is shown in Tables L.5 and L.7.

Note that this classification, like the SITC, also suffers from

certain limitations. For example, the commodity group of Food, Drink and

Tobacco includes certain commodities, e.g. provisions and cigarettes,

which really belong to the group of Manufactures. Similarly, Raw Materials

include commodities like cotton twist and yarns which are, in a sense,

manufactures.

Furthermore, in manufactures we have included certain items recorded

ny the (Pakistan) Central Statistical Office as "all other articles", In

Table lL. we have described this item as unspecified. Probably these

articles refer to varcel post and the like which, in international trade

analysis, are sometimes considered as manufactures, Some of these "all

other articles" may include semi-manufactured goods. It can be noticed

from Table L.L that the item of unspecified commodities has shown certain

erratic behavier up to June 1953, which is difficult to explain.

The Composition r* the Export of Domestic Goods from Fast Pakistan,

Rast Pakistan's evportsto West Pakistan are composed mainly of Food,

Drink and Tobacco. and Manufactures. The relative importance of Raw

Materials is less, but not insignificant. Over the decade under study, the



relative proportioms of different commodity groups have varied considerably,

The major charrr~teristic of this change has been the growth of the share of

Manufacturers

It can be seen from Table L,5 that during the period between 19L8-L9

and 1951-52, Food, Drink and Tobacco accounted for 88.1 percent of the

total export of East Pakistan, The same figure declined to LLi.60 percent

during the next period from 1952-53 to 1958-59, The share of Manufacture

rose from 6.54 percent during the first period to L8.08 percent in the

seconds The share of Raw Materials remained comparatively stable, Note

that these averages hide the significant fact that the absolute shares of

both Food, Drink and Tobacco and Raw Materials have shown increasing trends

throughout the decade under study,

Food, Drink ard Tobacco.

The absolute values of the exports of this cormodity group increased

in everv vear except 1956-57, and since 1952-53, in spite of the decline in

its relative share, it still accounts for more than one-third of the total

exports from East Pakistan. Broadly, ten commodities are included in this

group, out of which, as Table L.6 indicates, four commodities accounted for

about 97 percent of the total values of this group, during the eleven-yvear

period under studv

Of these commodities, tea alone accounted for about 78 percent of

the total values in this group. The export of tea increased almest continu-

ally (exceptions: 1951-52, 1956-57, and 1958-C"). Betel nuts, spices includ-

ing chillies, turmeric and gihger, and unmanufactured tobacco are the other

important items in this croun.



TABIE 4.5

The Composition of the Exports of East to West Pakistan
(Domestic Goods)

A. Major Groups
1918=49 to 195856

YEARS

1948-L9
1949-50
1950-51
1951-52
1952-53
1953=5L
1954-55
1955-56
1956-57
1957-58
195859

FOOD, DRINK AND TOBACCO

65)

Value
Share
Pct.

1.39
3.03
L.21
3.00
5.50
6,08
7.40

10,31
8.66

10,98
11.36

79.142
97.11
93,87
82.17
55.149
16,94
11.23
16.39
37.93
41,58
"2 6h

RAW MATERIALS

2
Share
PetValue

0.16
0,05
0.1L
0.27
0.37
0.95
1.37
1.28
1.8L
2.16
folS

9.1k
1.60
3.05
Te39
3.73
733
7.63
5.7€
g,0¢
odd

(Values in Crores of Rupees)

 resMANUFACTURES TOTAL

i———— 2
Share

Pet.

(4)

Value Value

0.20
0.0L
0.1h
0.38
Li,0k
5.91
9.16

10,62
12.33
13,27

11,43
1.28
3.05

10.41
10,76
45.63
51.02
L7.79
51,01
30.16
“6.8”

1.75
3.12
L.59
3.65
9.91

12,9h
17.93
22,21
22.83

26.11



TABLE LG

The Composition of the Exports of East to West Pakistan

B, The Importance of Individual Commodities in Fach Group
19)18=l19 to 1958.59

(Values in Crores of Rupees)

NJ
QO
at’

YEARS

1948-49
1949-50
1950-51
1951-52
1952-53
1953-5h
1954-55
1955-56
1956-57
1957-58
1958-59

ror ro—

SS nd
Share

Tal ne Pet

La WJ 76.26

2.5L 83.83
3.87 89.79
2 79,00
3eul 62 00
1.67 76.81
3660 76.08
3.68 8L,19
5.00 69.28
8.77 79.87
"7.30 73.70

BETELNUTS

 2)
Share
Pct.Value

0.27 8.91
0.30 6.96
0.47 15.67
0,62 11.27
0.50 8.22
0.80 10.81
2.50 L.85
1.32 15.2L
0.88 8,01
1.20 10.66

FOOD, DRINK, TOBACCO

SPICES TOBACCO UNMFGID.
(3)

Share
Valwe Pet

 aland

0.30 21,50
0.81 5.9L
0,09 2,09
0.0L 1.33
0,81 Le 73
0.37 6.09
0.31 11,19
0454 5.2l
1.00 11.55
0.8L 7465
nN Qn 8.

0.02
0.02
0.02
0.09
0420
0,22
0.42
0.18
0.15
0.16
0,32

1k
0.66
0.46
3.00
3.6k
3.62
5.68
1.75
1.73
1.46
&gt; 8);

Tm

T wr

Val }
ue

Shaoe
. «30

3.01
1.28

cr540
56 7€
7.1C
9.90
8oli7

10.65
10.77

99.28
99434
99.30
99.00
91,6l
okie7h
96,76
96,03
97.80
96.99
ng _£!



TABLE 4.6 (continued)

The Composition of the Exportsof EasttoWestPakistan

B, The Importance of Individual Commodities in Each Group

1911849 to 1958-59

(Values in Crores of Rupees)

2
~/
pon]

1948-49
1949-50
1950-51
195152
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958.59

"WPe—

wrvwaie

SEEDS
(9)

Share
Value Pct.

0.12 75.00

0.0L
0.01
0.07
0.01
0.15
0.18
OJ
0.2L
0.39

RAW MATERTAIS

LEATHER

(7)
Share
Poi,

erAaT—TT—Teee——

WOOD AND TIMBER

 (8)
Share

Value Pol.

TOTALT
(J) |

Share“

Value Pet.
0.13 81,25
0.01 20.00
0,06 42.86
0.16 59426
0.3L 91.89
0.89 93,68
1.27 92.70
1.18 92 419
1.67 90.76
1.98 91.66
2 48 96.10

Value

0.01
0.01
0,02
0.15
0.27
0.16
0.81
0.78
1.27
1.33
1.98

6.25
20,00
14,29
55450
72.97
L8L2
59.12
60.94
69,02
61.57
71.22

0.32 33,68
0.31 22.63
0422 17,19
0.26 14.13
O.L1 18,98
0.31 11.5%



TABLE 4.6 (continued)

The Composition of the Exports cf East to West Pakistan

B, The Importance of Individual CommoditiesinEachGroup
1948-19 to 1958-59

(Values in Crores of Rupees)

J
 SO
et

MANUFACTURES

JUTE MANUFACTURES ROPE AND TWINE MATCHES PAPER AND PASTE BOAR
(o_o) ey 3 0 a3

Share Share Share Share
Valve =~ Pct. Value Pct. Value Pet, Pet

0,02 10.00 0,01 5.00

0.01
0.03

0.06 1,02
0.25 2.72
0.91 8.57
1.10 8.92
1.36 10.25
1.01 8.,1€

 Er a—— pp

YEARS TOTAL1
aw

Share
Value  Pct.=

0.03 15.00

0,03
0.24
2.142
5e28
7.86
7.82

| 11.4511,31
10.L7

1948-49
1949-50
1950-51
195152
1952-53
1953-5k
1954-55
1955-56
1956-57
1957-58
1958-59

= insignificant Ll 0f jtems listed.

2 Of the commodity group total,



Raw Materials,

Raw Materials constitute a relatively small proportion of the total

exports from East to West Pakistan, Of the six commodities, namely, seeds,

hides.and skins, wood and timber, wool, dyeing and tanning substances, and

leather, only three (e.g. seeds, leather, and wood and timber) accounted for

more than 90 percent of the whole group since 1952-83. Leather is the most

important item. It alone had a share of about 62 percent in the whole

croup during the years from 1952-53 and 1958-59, Note that the absolute

importance of leather also increased almost continuously over the entire

period, Wood and timber appeared in the export of East Pakistan from

Manufactures,

Exports of Manufactures from East to West Pakistan increased cone

tinually throughout the decade under study, both in absolute and in relative

magnitudes, The sharp increase in the share of Manufactures occurred from

1952-53, From 1954-55, as an individual group, it had the largest share in

the exports from East to West Pakistan.

The entire group of Manufactures is dominated bv a few commodities

like jute goods, rope and twine, matches, paver and nastebozrd. During the

second half of the period under consideration, these commodities accounted

for about 85,38 vercent of the total export of Manufactures. Jute manuface—

tures haoben to be the most important item of export in this group. Paver

and pasteboard are the second important items in this group.



" ’
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The Composition of the Export of Domestic Goods from West Pakistan.

As in the case of the exports from Fast Pakistan, the share of differ-

ent commodity groups in the exports of West Pakistan has varied considerably

from year to year. Up to 1951-52, Food, Drink and Tobacco had the largest

share in the total export from West to East Pakistan, Raw Materials was the

second important commodity group during this period. From 1952-53, however,

the relative share of Food, Drink and Tobacco declined and the absolute and

relative shares of Raw Materials and Manufactures increased,

Table L.7 indicates that although the relative share of Food, Drink

and Tobacco showed the tendency to decline after 1952-53, its absolute values

showed the tendency to increase, The change in the share of this group had

heen erratic up to 1953-5l, because of the erratic behavior of rice, as we

shall soon see. The share of Raw Materials rose from 30.61 percent during

the period between 19L8-L9 to 1951-52 to L3.LL percent during the following

period, But more significant was the increase in the absolute valwes of the

Raw Materials exports from West to East Pakistan, especially after 1953-5h,

The share of Manufactures rose from 1809 percent in the first period to 26,7!

percent during the second. As in the case of Raw Materials, the values of

the export of Manufactures from West Pakistan increased significantly between

1951-55 and 195859.

Food, Drink and Tobacco,

Of the fifteen commodities included, nine accounted for an average share

of 78.32 percent of the total value of this group. The share of most commo-

dities in this group has fluctvated widely from year to year,

It can be seen from Table L.8 that rice is the most important item in

this group. But the fluctuations in the exports of rice, which ranged



TABIE L.7

The Composition of the Exports of West to East Pakistan
Domestic Goods,

A, Major Groups
191;8=9 to 195859

~~
 oO
ol

YEARS

1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958-59

FOOD, TRINK AND TOBACCC

(1)

Val ue
Share
Pet...

6627
15.54
7.85
8.56
9ell

13.03
7.52
9.78

15,08
17.64
2Li.5h

45.27
67.75
37.29
56,61
52 28
35.96
25479
29.Ll
29.56
25.40
~8.0h

RAW MATERIALS

(2)
Share
Pet.Talne

5610
L.56
756
6,26
5.59

13.38
15,01
16,29
20.13
30.LF

26,71
19,88
35.91
39.94
31.97
36,93
51.18
119,03
LO OL
13.85
12 B81

(Values in Crores of Rupees)

MANUF ACTIRES | TOTAL

(Lh)(3)
Share
Pct.Value Value

3.88
2.80
5.6
0.81
2.7L
9478
6.60
7.09

15,39
20,2
18.«

28,01
12,21
26.79
5.36

15,67
26,99
22.64
21.3L
30 .16
30 oll
29,1"

13.85
22 «90
21.05
15,66
17.47
36.19
29,13
33.16
50490
69.02



TABLE L.8

The Composition of The Exports of West to Fast Pakistan

B, The Importance of Individual Commodities in Each Group

191;8-=L9 to 1958-59

(Values in Crores of Rupees

0
2
pt

YEARS

1948-49
1949-50
1950-51
1951-52
1952-53
1953-5)
1954-55
1955-56
1956-57
1957-58
1958.57

RICE

 a)
Share

Tal ve Pert

3.90 62,17
5.6 L1,.5L
1,66 21,13
2.72 31.77
3,96 43,32
“e22 17,03
).07 0.93
1,20 12,26
0.15 0.99
6.90 39,05

3.041 3) AT

FOOD, DRINK AND TOBACCO

WHEAT AND [ PULSE, “GRAINS | pre ANDFLOUR AND GRAMS EDIBLE OILS

2 ___ 2 ly
Share ~ Share Share

Value Pct Value Prt Value Pct

0.09
5.51
0.89
0.65
0.LO
0.39
0.23
1.28
1.74
0.99
nr

1.43
35.043
11.33

7459
La38
2499
3.06

13.08
11.54

5460
1.R&gt;

0.07 loa?
0.52 3.34
0.70 8.91
0.55 bu?
0.26 2.85
0.60 li 60
0.11 1.L6
0.20 2.0L
2.10 13.92
1.L1 Te93
0.36 1.7

0.77
L.43
2,7
2411
2 +80
h.95
2410
162
Sell:
lo Th
or

12.27
9.19

34.88
2L .6L
30.63
37.97
27.91
16,56
36,07
26,8”
go

 TT TOBACCO
MAN UFACTURED

so
Share

Value Prt

0.01 0,16
0.03 0.19
0.60 746k
0.58 6477
0.2 Le70
3.73 28.61
2.67 35.L8
2.13 21.77
2.34 15.51
1.09 6.17
1.00 8.1

TOTAL?
 6)

Share
Value Pets

L .8L 77.15
ed 89 «09
Cony 83.89
6,01 77.19
7.85 85.88

11.89 91,20
5.13 68 .8L
6.li3 65.71

11.77 78.03
15,13 85.63
21.16 86,21



TABLE 4.8 (continued)

The Composition of the Exvorts of West to East Pakistan

B, The Importance of Individual Commodities in Each Group

19L8&lt;L9 to 1958-59

(Values in Crores of Rupees)
RAW MATERIAIS

 ND
&gt;
pn}

YEARS

1948-L9
1949-50
1950-51
1951-52
1952-53
1953-5)
1954-55
1955-56
1956-57
1957-58
1958.60

Tal ue

0.89
Q.L6
1,38

0,92
LoSh
9.L0

10,95
10,58
17.50
10,78

COTTON TWIST
AND YARN
An

Share
Pet.

21,05
10,08
18.24

16.033. :2%
2Slo“77

RAPE AD

MUSTARD SEEDS

Talue
Share
Prt.

L867
3.10
1.18
3.86
2.73
5,03
2.83
2,76
5031
6,62
5,82

50,53
6795
55«26
51,66
8,81
37457
18,85
16,92
25.97
21,71
27.147

—

RAW COTTON

Le
Share
PetTalu-~

0.66
0.58
1.36
2.01
1.27
1.93
1.87
1.90
3.86
S67

17.83
12,72
17.98
32,10
22,71
1h.12
12,45
11.65
18,88
18,"

Valve
5 eli?
L.1k
6,92
5.87
1.92

11.50
14.10
15.61
19.75
29.79
“n_."

TOTAL *

(10)
Share

Peté
92.41
90.75
91.48
93,76
87.97
85,90
93.90
95.69
96,59
97.71
27.78



TABLE L.8 (continued)

The Composition of tre Exports of West to East Pakistan

Bs The Importance of Individual Commodities in Each Group
19)8=L9 to 1958-59

(Values in Crores of Rupees)

O
~—
—

MANUFACTURES

~ COTTON, BOOTS AND | HARDWARE AND( SUGAR AND
MANUFACTURES| SHOES CUTLERY ! MOTASSES
cy (32)0(a3) (Ah)

Share Share Share Share
Value Pct. Value Pct. Value Pct. Valve Pct,

naa 0.1L 3.61
0.02 0,71 0.09 3.21
0.19 3.37 2,09 1.60
0.29 3.52 2.08 9,52
0.20 7.3C 7.25 9.U9
JeTO  745C J9 1.94
0.52 7.88 0,70 10.61
0.15 2.12 0.48 6.77
0.49 3.18 0.66 L.20
J.h9 2.3 0.51 2

vr °C rz

YEARS
/

1918-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958F °

nd

*
Cotton manufactures here mean cotton piece goods,

nN = Rs, 9000 /=
Me

SOAP
_ (35)

Share
TaTue Prt

CHEMICALS

(16)
Share

Talia Pat

METALS

 (AD
Shar

Valine Pat

0.01 0.26
0,01 0.36
0.01 0.18
niet

0.01
0.26
0.26
0.1
0,57
1.0

08 17
0.23 £.21
0.54 $5.57
0.15 17.86
0.22 8.03
05 L.HO
0.57 10.1
0.99 13.96
1.14 7.40
1,00 L.,77
1.92 10.

0.16 4.12
0.13 L.6k
0,26 L.61

Oel™ ,20
O43 3.47
0,08 1,21
0.21 2,96
0.64 U.15
0.88 L.20
ni3% jq.or- J a

1 of items listed,

2 0f the commodity group total.

TOTAL!
(18)

Share
Valunr Pct ®

1.16 29,89
0.69 24.63
3,11 55.14
0.56 66.66
1.27 L9.99
6,35 64.89
1.55 68493
5.42 76.43

11.67 75.73
hs e83 707k
13,10 69.1¢



between Rs.0.,07 crores in 195L=55 and Rs.l3.41l crores in 1958-59, were also

the most violent, Wheat, flour, pulse, grains and grams, ghee and edible

oils, and manufactured tobacco are the other important items in this group

Raw Materials.

The importance of raw materials became the greatest during the second

period under consideration. Raw Materials include six commodities of which

three, i.e. cotton twist and yarns, raw cotton, rare and mustard seeds,

accounted for more than 92.61 percent of the total value in this group,

Cotton twist and varns is the most important item. The export of this item

has shown certain erratic variation up to 1951-52, and thereafter its value

rose almost continually until 1957-58, Despite the year-to-year fluctuation

seeds and raw cotton showed a rising trend during the period under study.

Manufactures,

The export of Manufactures from West to East Pakistan is camposed of

23 commodities, Of these, ten commodities accounted for about 39.28 percent

of the total value of exports in this group during the first half and for

about 70.00 percent during the second half of the period under consideration.

The esport of cotton manufactures, which include cotton plece goods

and other textiles, has become the most important item in this group since

1953-5l;. The share of this item in this group increased from 15,2L percent

in the first half to L3.00 percent during the second half of the last decade

Table Li.8 shows that the absolute value of the export of cotton manufactures

from West to East Pakistan recorded year-to-vear variation up to 1953-Ck.

However, it rose continuously between 1954-55 and 1957-58. Other important



 ell

items of export in this grow are chemicals, sugar and molasses, boots and

shoes, hardware and cutlery, soap, and metals, After cotton manufactures,

chemicals are the next important item of export in this group from West to

Fast Pakistan. The export of chemicals has shown a considerable rising

trend from 1952=53 on,

1o3e 3a The Composition of Foreign Goods Entering into Interwing Trade

Table L,9 shows the composition of re-export of foreign goods

from one wing to the other. Excluding the few vears in the first half of

the period under study, the re-imcort of foreign goods in one wing from the

other constituted a minor pronortion of the total imports. The pattern of

re-imports in each wing is so similar that it hardly needs a detailed dis-

cussion, One interesting point to note is that interwing trade in foreign

coods 1s more balanced than in domestic goods. The balance was in favour

of East Pakistan in five out of eleven vears, On the average the re-export

from East to West Pakistan amounted to Rs.l.0l crores, whilz the same figure

for West Pakistan was Rs.2.81.crores. The average surplus of Rs.1l.0l crores

for West Pakistan was due to the comparatively larger volume of re-exrvorts

from West Pakistan in the years 1950-52.

The unusually large volume of the re~export of foreign goods from

Nest to East Pakistan in these years needs to be explained, This phenomenon

can be attributed to two factors: the progressive economic isolation of East

and West Pakistan from India and the OGL imports from the rest of the world.

In the vear 1918-19 East Pakistan's trade with India accounted for about 88

percent of her foreign trade. The same figure for West Pakistan was about



TABIE L.9

Composition of Interwing Trade, Foreign Goods
1948=l9 to 195859

YY

[

YEARS

191; 8 )

1949-50
1950-51
1951-52
1952-53
1953-51
1954-55
1955-56
1956-57
1957-58
1958-59

19L 8d: +
1949-50
1950-51
1951-52
1952.53
1953-54
1954-55
1955-56
1956-57
1957-58
195 R.E"

FOOD, DRINK RAW
| AND TOBACCO |MATRERIALS

11) (2)

005
Q.1L
0.08
0.12
Q.22
0.17
0.17
0.03
0.0L
et

vo O0uw
0.02
0.10
0.09
0.27
0.0009
0,00L

0.003
ns

i

 LA

0.11
0.21
0.37
0609
0.05
0.008
0.23
0.07 |
2,07

y.

Joc3
3423
2.10
1.05
0,09
0.05
J.06
DW07
0,1

TEXTILES

/ = \

L110
1.02
1.99
3.25
0.60
0.18
0.038
0.28
0.003

Jelu
0.07
1.66
3.84
1.76
0.50
0.0L
0.01
0.05
0,008
N,07

CHEMICALS
! ’

METALS

rey

FYDORTS OF TACT PAKTSTA:

0.C.
0.04
0.05
0.11
0,02
0.05
0.0L
0.02
1.09
~ 1G

0.005
0.007
0.009
0.0L
0.16
0.16
0.25
0.02
0,009
~Nn

VORTS OF WRQT PAKTS'
0,009 0,008
0.03 0,02
0.11 0.09
O71 0e1lL
0.L1 0.03
0.09 0.07
0.12 0,008
0.13 0.02
0.27 0,07
0,07 0.005
noe 1.08

MACHINERY

f Ey

0.0L
0.06
0.06
0.15
0.27
0.20
029
0.09
0,10

o 4007

0.02
0,02
0.52
0.26
0.26
0.20
027
0.39

Neo

(Values in Crores of Rupees)

OTHER INDUS- UNSPE-
TRIAL GOODS |CIFIED TOTAL

r= (8) (9)

Cell
Cell
0.59
0.58
0.68
0.73
0.59
0.148
0.16
~ nq

0.0u
0.10
0.12
0.27
0,20
0.23
0.15
0.17
OelF

+09
1.81
1.68
2.99
La79
2.08
1.72
1.52
1,09
0.53
A 09

CoOL
0.02
0.06
0.5L
0.39
0.32
0.14
0.0L
0.04

Oo +

Oolua
0.69
1.0l
6.3
0639
065
0.6L
1.35
0,87

orthOl
6e17
9427
Le15
1.77
1.21

Loko«31
$27



50 percent, It means that East Pakistan was having a larger share of her

trade with India before the isolation from India began in September 195L9,

The deadlock over trade with India meant that Fast Pakistan had to imvort

from somewhere else the goods previously imported from India, Trade diver

sion is a time-consuming process. The rapidity with which trade diversion

would take place would depend upon the existence of a well-experienced

trading class and other trading facilities, including the trade policy of

the government concerned.

The fact that the migration of the Hindu traders to India after

partition dislocated the trading mechanism in East Pakistan has been noted

above. Not onlv had no local Muslim trading class developed in East Pakistan

oy the year 1951-52, but also she did not receive an adequate compensating

immicration of Muslim business classes from India. Mostly they migrated to

West Pakistan. Under the circumstances, it was not unlikely that, especially

in a situation of OGL, the import of foreign goods in West Pakistan would

be far ereater than that in East Pakistan. And the favourable demand and

price situation in East Pakistan, other things being equal, might have in-

Juced the re-export of foreign goods from West to Tast Pakistan. The fact

that such re-exports during these two vears were dominated by Food, Drink

‘nd Tobacco and Raw Materials appears to surport the above hvoothesis.,

A small volume of re=imports in interregional trade is not unusual.

Except in the vears 1950-53, the re-exports from Rast Pakistan showed the

tendency to decline. .While the re-exparts from West Pakistan increased in

the vears 1956-57 and 195859, the value of re-—exports from West Pakistan

in each of these years amounted only to slightly more than Rs,.3 crores, In



a country like Pakistan, interregional re-~imports may be caused by discrimi-

nation in the regional distribution of import licenses and/or by the existence

of importers catering to the needs of both wings. The pattern and the compo-

sition of re-=exports in interwing trade, by themselves, do not sugpest the

existence of discrimination in the regional distribution of imoort licenses,

sven if such discrimination had existed in ovractice,

However, the existence of certain firms conducting foreign trade on an

Al11-Pakistan basis might partly exvlain the phenamenon of re~exports in inter-

wing trade, especially the increase of re-exports from West Pakistan from

1956-57, Investment activities in East Pakistan were very much speeded wp

after 1956, gathering momentum dwing the 1957.59 period. In October 1958

import licenses were frozen in Fast Pakistan for a couple of months, In

the face of increasing investment activities, the freezing of import lie

senses might have forced investors in East Pakistan to re-import Rs.l.lL7

crores-wortn of machinery in 1958 -292/ from the stock of their counterparts

in West Pakistan, Or it might be that West Pakistani investors in Zast Paki

stan imported in West Pakistan a portim of their capital foods to be used

in East Pakistan. The increase of re-export from West Fakistan in 1956-57

was caused by the sudden rise in the value of thelunspecified! item which

is difficult to explain.

Although re-exports in interregional trade are not unusual, the cost

of transvortation involved should arouse special interest in the interwing

movement of foreien goods in a country like Pakistan,

2/ It can be seen from Table 5.8 in Chapter 5 that the foreign import of
industrial goods decreased in Kast Pakistan and increased in West Paki-
stan in 1958-59.

i
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The Analysis of the Growth of Interwing Trade

The foregoing discussion indicates the difficulty of the analysis of

the growth of interwing trade strictly in accordance with the model developed

in Chapter 2, In the first place, the partition of India and the formation

ff Pakistan had not immediately been followed by economic isolation between

them, In the second place, the effects of partition and economic growth

can hardly be separated from one another. Thirdly, and this is in a sense

more important, relevant data on the prepartition interregional flow of

coods and services in undivided India are not available. However, in what

follows below, we shall try to keep as close to the model as possible,

Although the partition effects and growth effects are inseparable,

we shall analyze them separately in L.Lh.1 and L.L.2 respectively. Further-

more, in analyzing the effects of partition on the growth of interwing

trade, we shall treat separately the growth of interwing trade in certain

types of primary products which mainly resemble the classical type of

adjustment merely through the diversion of trade and the growth of inter

wing trade in cotton and jute manufactures, which conforms to the growth-

oriented adjustment in raw jute and raw cotton flows in !East! and 'West!

2s analvzed in Chapter 2, after the partition of India,

1 od nas

 HN elelala

The Effects of Partition and Integration

The Growth of Direct Trade Between Fast and West Pakistan in
Primary Products

It has been indicated in Section 2.5 that, given the dif ferential

resource endowments in Fast and West Pakistan, their integration after the

partition of India would facilitate the opening up of direct trade between



them in certain primary products. The following discussion aims at explain-

ing the course of the growth of interwing trade in such products.

Primary products are included in the commodity groups of Food, Drink

and Tobacco and Raw Materials. Note that certain commodities included in

these groups are of the nature of industrial products. However, the analy-

sis of the growth of interwing trade in raw materials will be postponed for

the time being, because import of these items in a region is a function of

the crowth of industries.

se have seen above that in spite of the decrease of the relative

share of Food, Drink and Tobacco in interwing trade over the period under

study, its absolute values increased considerably. The reasons for this

increase can be appreciated from further commodity analysis of interwing

trade in this group, The important primary products involved in this erouc

sre tea, betel nuts, spices and tobacco from Fast to West Pakistan, and

rice, wheat and wheat flour, pulses and grains from West to bast Pakistan.

It is highly probable that both East and West Pakistan, because of the cost

of transportation involved, traded most of these commodities with the

adjacent regions of India before partition. The same would hold true in

respect to the manufactured commodities such as edible oils and cigarettes

included in this grour. This leads us to search for the reasons for the

diversion of the vrepartition pattern of trade in these goods toward the

trade between Fast and West Pakistan after vartition. One reason for trade

diversion in these commodities appears to be the progressive economic isola-

tion of Pakistan from India following the deadlock over Indo-Pakistan trade

in 1949, The other is the commercial policy of the Government of Pakistan,
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lake, for example, the export of tea from Fast to West Pakistan,

The import of tea from abroad has been banned in Pakistan since partition

Tea is not grown in West Pakistan, Thus the prohibition of the foreign

import of tea produced the major trade diversion impact on the increase in

the export of tea from Fast to West Pakistan, This c~n be seen from the

fact that the interwing trade in tea doubled over a period of one year in

1919-50, But this does not explain the secular growth of the physical

volume of tea imported in West Pakistan cover the past decade in spite of

rising unit values of tea in interwing trade. (Indices of the unit values

of important commodities are shown in Table L.10.,) One reason for this is

the re-export of tea abroad from West Pakistan. However, since the re-

export of tea from West Pakistan varied from Rs. 2 to Rs. L million during

the second half of the last decade, it accounts only for a small fraction

of the increased import of tea in West Pakistan. The increase of population,

per capita real income, and the change in the consumption pattern, consequent

pon industrialization and urbanization. must have caused a secular increase

in the consum tion of tea in West Pakistan during recent years, Given the

restriction of the import of tea in Pakistan from abroar secular growth of

the exports of tea from Fast to West Pakistan is not unuswm:

Since tea is an important item in the exrort of Fast Pakistan to

the rest of the world, the growth of interwing trade in tea had two types

»f trade diversion aspects. First, to the extent that East Pakistan had

faced a declining demand for tea in the outside world, the growth of inter-

wing trade facilitated the short-run adjustment problems in respect tc tea

in Bast Pakistan. Second, given the supply of tea in East Pakistan and the



TARLE L,10

Indices of Unit Values of Selected Commodities

in Interwing Trade
1948-49 to 1958-59

(Average of 1949-50 to 1952-53 = 100)

IN
|

—]

YEARS

ol

19L8-49
1949-50
1650-51
1951-52
1952-53
1953-5)
1954-55
1955-56
1956-57
1957-58
1958."

IEA

7 1 3

92.9
107.1
100,0
100.0
92.9

128.6
171.4
178,6
150.0
185,7
7.

BETELNUTS

(2 y

118.2
98.6
88,4
95.7

117.3
120k
150,9
129.3
211.45
2211.5
189.1

CHILLIES

(2)
vo

8L.9
1hh.3

75.0
85,8
95.9

119.9
96.6
7h.3

202 +3
147.2
oq

 is —

Th
—
~~ y

wt =F
+

 ag

GINGER

[1

7h.1
977

10Lh.7
91.6

107.2
197.1
158.8
196.8
162.k
106.7
TN

" FAKISTAL
, UNMANU-
'  FACTURED

TOBACCO
(ch

37e=
62,5

100.0
125.0
112.5
125.0
137.5
162.5
100.0
125,0
137.5

SEEDS

(6)
88.2
69,2

11R.3
91.7

120.8
78.1
L1.7
57.8

108.4
78.9
Ih.5g

LEATHER

(7)

6l.7
L745

125,2
36.0

191k
135.9
98.5

175.6
139.3
107.5
118.7

JUTE
MANUw

FACTURES
(8)

68.0
120.9
105.8
105.3

68.C
FO,”
8L oi ’

8lL.6
8L.6

105,2
BL.”



TABIE li,10 (continued)

Indices of Unit Values of Selected Commodities

in Interwing Trade

19L8-L9 to 1958-59

(Average of 1919-50 to 1952-53 = 100)

[©]
N
ji 1918-19

1949-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958-59

RICE

87.1
104.3
111.4

70.7
113.6
86,5
55.8
90.5

102.5
99.6
10 4

WHEAT AND
FLOUR
10°

L6.9
92.0

127.4
88.2
92.

157.49
1029
107.0
115.0
120,3
09,7

GHEE

+ 1 -

159.4
oL.1

102.9
10L,9
98Li
77e3

101.8
oh
5947
50.6
Sh

SEEDS

92.3
98.9

113.7
104.2

83.2
117.h
10,9
99.7

117.h
149 ol
120.7

RAW
COTTON

rq an

109.9
110.3
106.6
105.2

78.6
 7

7h on

775
80.1
h5,2

COTTON YARNS

AND TWIST(1°

86.4
86.5

113.6
90.9

118.1
9945

10L.5
90.9

10L,5
100.0
10h .5

COTTON
MANU-

FACTURES

(15)
128.6
135,7
100.0
107.1

5742
107.3
92,
7847
85.1
E77
Bi



demand for tea abroad, the interwing trade in tea, in the absence of the

~ontrol of the export of tea abroad, would be affected by the variation

in the export of tea from East Pakistan to the rest of the world.

Tn fact. not only was half of the increased export of domestic goods

from Fast to West Pakistan up to 1951-52 accounted for by tea, but the

decline of the total export from Fast Pakistan in 1951-52 was also due to

the fall in the export of tea from Tast to West Pakistan, For example, in

1981-52, the interwine export of Fast Pakistan declined by Rs,0.96 crores,

while that of tea fell bv Rs.l.50 crores, The decline in the export of

tea from Fast to West Pakistan in 1956=57 and 1958-59 might have been due

to the increased export abroad. The export of tea abroad increased by

Rs.2.1l crores in 1956-7 and by Rs.0.50 crores in 1958-59. The former mich"

have been partly influenced bv the devaluatim of the Pakistani rupee in

September 1955, and the latter by the introduction of the Exvort Bonus

Scheme in November 1958.

ike tea. betel nuts are not grown in Vest Pakistan. Chillies,

singer and tobacco are grown in West Pakistan. The exports of spices and

annanifactured tobacco from Fast to West Pakistan have not shown a secular

trend. The imports of betel nuts and certain spices from abroad were banned

in Pakistan after 1917. The impact of the deadlock over Indo-Pakistan trace

is visible on the interwing import of spices in West Pakistan in 1919-50.

The variation in the levels of its export from Fast Pakistan in the subee-

Juent vears was possibly influenced bv the changing supply conditions in

West Pakistan. The increased import of betel nuts in West Pakistan may be

partly explained bv the increased population and partly by the probable
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increase in the industrial use of betel nuts in West Pakistan with the

crowth of certain chemical industries,

The rising import of wnmanufactured tobacco inte West from fast

Pakistan un to 195L=55 can be explained by the development of tobacco

manufactirine in West Pakistan. The productim of manufactured tobacco

in West Pakistan doubled in 195L-55, The decline in the interwing expart

»f unmanufactured tobacco from Fast Pakistan after 195h-55 was caused by

‘he crowth of cigarette manufacturing and by the fall of outout of unmanu-

Factured tobacco in “ast Pakistan, as well as bv the increase in the nro-

Juction of 'mmmanufactured tobacco in West Pakistan.

~iarette manufacturing started in Rast Pskistan from 195L-ES, From

382 million in 19%L-55, the output of circarettes increased to 1,103 million

in 1959-60. while the oroduction of unmanufactured tobacco in Zast Pakistan

Pell from 110 million pounds in 195L-55 to 77 million pounds in 1958-59. Or

the other hand, the output of unmanufactured tobacco increased in Vest

Palistan from 83 million vounds in 195li-55 to 124 million pounds in 1958~F"

\s a result, Bast Pakistan imported far more unmanufactured tobacco from

Jost Pakistan after 195L-=55 than she exported,

The exact reason for the fall in the productim of unmanufactured

robacco in Fast Pakistan during 1955-59 is not known to us. Variation in

weather conditions, as is well known, might have been an important factor.

However. it micht have been partly due to interwing trade itself. A better

variety of Virginia tobacco is grown in larger quantity in West Pakistan,

The crowth of Cerand for a better variety of tobacco in Zast Pakistan, con=-

sequent uron the growth of cigarette manufacturing, along with the increased



supply of the same in West Pakistan, might have reduced the demand for, and

hence the output of East Pakistani tobacco.

fxcluding tobacco, the import from abroad of most of the items in

the group of Fond. Drink and Tobacco exported from est to Hast Pakistan

has been formally banned since 1947. Even the import of tobacco, including

cigarettes, was under rigorous control, However, there have been substantial

imports of food grains. i +. rice and wheat, on Government account from 1956

to 1958-59, As noted earlier, not only is rice the major food crop, but it

is also the major staple food in East Pakistan, West Pakistan produces a

far lower quantity of rice relatively: and rice is alsa a secondary item of

food in that region, Under the circumstences. given the import control

oolicy of Pakistan and transvort facilities between “h.- wings, the shortare

of supply of rice in dast Pakistan in a particular year would irduce ine

creased imports from West Pakistan, This, ac Table L.11 partly indicates,

would explain the erratic nature of the fluctuations in the interwing export

of rice fram West Pakistan (assuming a given level of vroduction of rice in

Jest Pakistan).

since West Pakistan does not have « relatively large

supply of rice. shortages and ample supply in East Pakistan will be re-

flected mainly in imports from abroad. More sc if the domestic surply

Note that.

of rice in West Pakistan moves in the same direction as that in Fact

Pakistan. or if + “ om

This would explain

and interwing trade “a ries

« ©? ie ahread from West Pakistan “nereasec.

vw~~" +ion between production in either wine

11 narticular vears.

Wheat is both a minor creo and a minor item of food in ast Pakistan,

The oroduction of wheat in East and West Pakistan increased slirhtly over
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TABLE L,11

Production of Rice in Rast and West Pakistan

and Interwing Trade in Rice

1918-19 to 1958-59

PRODUCTION
OF RICE IN

FAST PAKISTAN

(In Thousand Tons)
IMPORTS IN EAST

PAKISTAN FROM | PRODUCTION IN
WEST PAKISTAN WEST PAKISTAN[REARS

1948-19
1) (3)
7673 3G

1949-50

1950-51

1951-52

1952-53

1953-5L

1954-55

1955-56

1956-57

1957-58

1958-59

7377

7342

119

29

7034 7), 718

7335

g2L5

57 819

9 906

7589 ow 825

638L

318L

7589

828

831

13h 863

5921 287 Y 70)

Source: C.S.0.; Ministries of Agriculture, Governments of East and West
Pakistan.
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the last decade, 1t is possible that the consumption of wheat increased

in Fast Pakistan after partition owing to the migration of wheat-eating

people from India and the change in consumptian habits of certain sections

of the people in East Pakistan. The production of rice and wheat together

in Fast Pakistan increased by about 6 sonaensd over the decade, while

population increased by about 18 percent. There has usually been a

deficiency of food supply in Fast Pakistan which has occasiorally been

accentuated by the failure of crops in a particular year necessitating

a, sharp increase of imnorts in that year.

Tt should be observed that in certain years changes in the levels

of the exports of domestic goods from West to Fast Pakistan were soverned

hv the variation in the export of rice and wheat. Farticulerly in 1949-5C

the entire increase in the interwing export of West Pakistan was governed

bv the increase in the export of rier and wheat. Likewise, the decline in

the level of interwing expor’. from West Pakistan in 1950-51 was due to the

fall of the export of rice and whegt, The decline in the export of rice

from West to Zast Pakistan La 195L=55 accounted for nearly one-third of

the decline in the value Ff West Pakistan's interwing exports. In 1957=5G

again the export of rice alone accounted for almost the entire increase in

the Food, Raw Materials and Tobacco exports from West to Fast Fakisten.

Rane and mustard oils are widely consumed in Bast or Vest Pakistan.

The quantity of the production of these items in Fast Pakistan is not known

However, it is known that a major partion of these items consumed in mast

Pakistan at the time eof the partition of India used to be imported from

West Bengal (India). For example, according to the Indo-Pakistan Trade

3 : :

=/ This has been estimated by a straight line trend fitted to the data
recarding the vroduction of rice and wheat in Fast Pakistan.



Agreement of April 21, 1950, Pakistan contracted to import 700 tons of

mustard oil from India. For reasons discussed earlier, this amount is

likely tn be hal Tess then the prepartition level cf impart, It anpears

that thn Arplt tvade with West Bengal and the ben on the foreign

imports «  +e nm "emg 1 y Pakistan Ted to their import in fast from West

Pakistan. An?
.

5 ‘wert
v

thrse items rS we shall see. was

nos sib le becaus rw
a  1 on pawndl I -” these items in West Pakistan.

 Trr. {rs Lian JT 1+ heing equa]. the increased

faciliti~ pre og. Pakistan would, over time,

‘nfluence  £L develooment of marketing

facilitie- adobe ——

transportation by land

between Ear
gre. +

“ Ey 1Tr vy lorment * freicht transrort by

air is very + ~e 1 .- nr ~ 3 =
TE ia™ YY.

- - -- + remain so in the near future.

The bulk of intern trade = carried throuch sea transport. And there

Has been considerable develorment Ff coastal facilities between the two

dines of Pakistan during the second half eof the last decade,

[t has alreadv been pointed out that the development of the Pakistan

verchant Navy coincided with the sharp swing in the growth of interwing

trade after 1952-53, At the time of the independence, therc were only four

ships in the Pakistan Merchant Navy with a capacity of 19,277 dead weight tons

In 1952 the number of Pakistani shipping companies increased from three to

nine and the number of ocean-goine ships increased to 22. The tonnage

canacity went up to 192.878 dead weirht tons. At the end of 1958 the

number of ships had risen to 28, and the tonnare capacity to 23,147 dead

weight tons, The ccastal freight rates were virtvally fixed at Rs.61 ver
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freight ton until June 1956, when the Government of Pakistan fixed a new

reduced rate at Rs.51 per freight ton,

The 1interwing transhioments are mainly carried bv Pakistani shipping

companies. However, foreign ships had to be chartered occasionally for

sudden movement of certain cargoes. Exact information abort the propor-—

tion of the coastal carcoes handled by foreign ships could not be obtained

except for the vear 1957, In that year, as many as 25 voyage charters had

to be engaged, These transported a total of 0.18 million tons of cargoes

5s against O.LlL million tons by the Pakistani ships. The engagement of

foreign ships in 1957 might have been caused by the removal of 12 Pakistani

ships from active services for repair at a time when the demand for inter-

wing shipping services was on the increase,

From the above analysis it appears that the partition of India, the

formation of the state of Pakistan, and the deadlock over Indo-Pakistan

trade not onlv created the conditions for, but also gave the first push to,

the growth of interwing trade in primary products, And riven the commercial

policy of Pakistan and the growth of transport facilities between Fast and

West Pakistan, the chance in the level of interwine trade in primarv Drom

ducts was governed by changes in the supply and demand eonditions of the

coods involved in each region. The coefficient of correlation between the

export of primary products from East to West Pskistan and the output of

major crops in East Pakistan, during the eleven vears under consideration,

is 0.61 and the comparable figure for West Pakistan is 0.86.

More than two=thirds of interwing trade durines the second phase of

its development was composed of Raw Materials and Manufactures. As has



been indicated, this was due to the development of industries in kast and

Nest Pakistan. It was our contention in the preceding chapters that the

development of industries in Pakistan would be conditioned by the short-

run efforts for adjustment in production patterns, consequent upon the

economic isolation of East and West Pakistan from India, and by the ini-

tiation of long-run economic growth in these regions. At this stare,

therefore, we shall turn to the examination of the problems and processes

of economic adjustments faced by East and West Pakistan after their pnoli-

tical separation from India,

1ollel al, The Post=Partition Adjustments in Fast and West Pekisten

It was arcsued in Chapter 2 that the prepartition pattern of

interregional economic relationship between the regions of Fast Pakistan,

West Pakistan, and India could be described in terms of certain individual

lecircuit flows! and that the partition of India, if followed by comrlete

economic isolation, would create the problems of the rearrangement of

these flows in each of the regions, In the case of Rast and West Pakistan

such rearrangements would involve the problems and processes of the re-

placement of marketing and processing functions rreviously performed by

Trdia. It should be observed that the replacement of marketing functions,

that is, the direct handling of foreign trade, by Pakistan after partition

would have taken place irrespective of the post-vartition economic relation-

shiv between India and Pakistan because of the political sentiment involved

in guiding and conducting the internal and external economic activities by

an independent state,
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Although the political separation was not immediately followed by

comclete economic isolation between Pakistan and India, we have indicated

above how economic isolation tended to begin right from the time of

partition and how, following the deadlock over Indo-Pakistan trade in

September 1949, the economic isolation between the two countries became

progressively intensified over the past decade, In 1918-L9 trade with

India accounted for more than 50 percent of the total foreign trade of

West Pakistan and for about 80 percent of the total foreign trade of East

Pakistan on private account, It accounted for hardly 3 percent of Paki-

stan's total foreien trade in 1951, In 1957 the share of Indo-Pakistan

trade in the total foreisn trade of Pakistan declined to 6 percent. The

importance of Tndo-Pakistan trade since 1950 relative to Pakistan's total

foreign trade can be seen from Table L.12. The rise of Pakistan's exworts

to India in the vears 1955 and 1956 indicates the immediate effects of tre

devaluation of the Pakistani rupee in 1955,

That the Droecressive economic isolation between Pakistan and India

has played an important role in initiating adiustments in trade and pro-

duction in Fast and West Pakistan cannot be denied. The absence of data

relating to what we have described as the prepartition interrecsional ‘circuit

flows! makes it difficult for us to analyze the problems and processes of

adjustments in East and West Pakistan in terms of all possible types of

 circuit flows! involved.

In Chanter2we have indicated eleven hvpothetical 'eircuit flows!

involving raw jute and raw cotton. The lack of specific data required makes

it difficult for us to analyze the adjustment process in these flows strictly
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TABLE 4.12

The Trade of Pakistan With India as Percentage

of Pakistan's Total Foreign Trade

1950 to 1959

CALENDAR
YEAR

TVYPORTS
Pet.

\

TMPORTS
Pet.

4

1950

1951

1952

1953

195h

19585

1956

1957

1958

1959
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in terms of the hypothetical flows described in Chapter 2. However, it has

been possible for us to procure sufficiently reliable data about the flows

involving the pre- and post-partition production and distribution of raw

jute and raw cotton in the Indo-Pakistan subcontinent. The following

analysis, therefore, will be concentrated on the nature and com sequences

of adjustment in these two flows only. Since these two flows accounted

for about 6L.51 percent of Pakistan's total exports to India in 1949, the

adjustment problems inwlving these flows were important in the total poct-

partition adjustment processes in East and West Pakistan.

Adjustments in the Flow of Raw Jute,

Table L.13 shows the production and distribution of raw Jute in the

Indo=Pakistan subcontinent from 1936 to 1959. A few points regarding

Table L,13 have to be noted, First, the average figures for the period

between 1939 and 1945 conceal certain erratic changes which were due to

the effects of World War II. Second, the figures for the years from 1936

to 1546 do not take into account changes in inventories, This implies

that the figures for consumption of raw jute in India shown in Celumn 5 for

these vears are for ccnsum tion plus increasing inventories. Third, the

figures for the vears from 19.:8-L9 on are net of changes in inventories.

Columns 1 and 2 represent actual production in Rast Pakistan and India

respectively. Since the fiesures showing the distributimn of raw jute from:-19LE

on are net of accumulation or decumulation of inventories, there is a dis-

crepancy between production and distribution in individual vears. An excess

of Column 5 over Column 2 plus Column lL presumably revresents a decrease in

inventories in India, and an excess of Column 2 plus €oluwm L an increase.



TABLE 1,13

The Production and Distribution of Raw Jute

1936 to 1959

J
~

YEARS

Average or
1936-39
Average of
1939-L5
19L5=L6

1948-49
1919-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958-59

‘Quantities in million bales of LOO 1bs. each)

HAST } |
PAKISTAN INDIA

(1) (2)

 J smu
£XPORT TO |EXPORT {CON SUlir- CONSUMP-

| REST OF | TO TION IN fom IN
. WORLD- INDIA | INDIA E.Pak.

(2) (1) (c) (6)

5.36 2.00 1.18 2.18 | Li .18

5.63
5.2)

1.82

1.57

| 6.921.53 5 10

2.19 5.62

5.20
5.50
7.00
7.50
3.00
+30

.¢30
5.80
5.50
5.20
5.20

2,06
3.09
3.28
68
.61
«09

$92
«20

’ «2G

Ot
&gt; ell

3.00
2.50
Li.1i0
3.00
l1 ,00
3.70
3.90
Lo
1; ,00
3.90
ho20

3.00
2.70
3.00
2.60
2,00
2.00
1.80
1.60
1.00
0.90

20

6.20
L1e90
5.30
5460
7630
“10
2,00
5.30
6.20
6.10
5.0)

0.30
0.30
0.30
0.40
0.50
0,70
0.530
1,00
1.20
1.20
odd

SATO RATIO
OF COL. OF COL.
i to 1 | 6 to 1
Pct. Pct.
’ / f \

34.28 a

76.91
54.91  FEF:—

18439
41.54
"12.85
Jl.65
25,0(
hese
33.9¢
23.513
qr

1.8)
H2

1e28
©. 33
5425

5 +55
5,09
2h.70
18.42
» Q ar

Jeo Fe

RATIO
OF COL.
 2 to 5

Pct.

7.85

26 31

27.9

33e22
53,06
1.489
33.57
3 7&amp;
Te22
18.83
56,66
69,19
56,30
55.7

 RATIO |RATIO
+ OF COL. } OF COL.
(Lh toS | 3t01l

Pct. Pct.
10) (21)

| 52.15 67.72

} 73.69
72.06

23.09

35,09

118429
£5.10
56,60
16.92
37.73

30.00
25.30
16.17
1L.7

48439
38.16

10,00
50,00
32.22
73.58
6L.70
61.53
62.90
56 65

lamp

Sources: Compiled from (1) Statistics released by the Director of Commercial Intelligence and Statistics,
Calcutta; (2) Pakistan Jute Mills Association, Monthly Summary of Jute Goods Statistics, No. Lg
June 1960, Dacca; (3) Government of India, Monthly Abstract of Statistics, March and Dec. 1959.



Likewise, an excess of Column 1 over the sum of Columns 3, lL, and 6 repre-

sents an increase of inventories in Zast Pakistan and conversely. Fourth,

it is assumed that up to 19L6 there was no consumtion of raw Jute in Fast

Pakistan, This rather arbitrary assumption has to be made because of the

absence of the relevant data. It is believed that such an assumption will

not vitiate the following analvsis much since the consumption of raw jute

in Fast Pakistan before vartition was likely to be marginal.

For the purpose of the present analysis the production and distritu-

tion of raw jute in 1945-L6 will be rerarded as the reoresentative pre-

partition flow pattern for raw jute, At the time of vartition the region

of Bast Pakistan produced about 70 percent of the total output of raw jute

in undivided India, About 65 percent of Fast Pakistan's production was

consumed in India and the rest was exported abrecad. About 72 percent of

the total consumption of raw jute in India used to be satisfied bv import

from Fast Pakistan.

With the partition of India in 1947 the situation changed. The

export of raw jute from East Pakistan to India dropped to Li8.39 percent of

the total production of East Pakistan, while export to other countries

rose to 18.39 percent. Two things seem to be obvious: one, what we have

described as the replacement of the tmarketing functions! seems to have beer

undertaken in Pakistan immediately after partition; two, the export of raw

jute from East Pakistan to India began to decline soon after partition.

The decline in the export of raw jute from East Pakistan to India

immediately after partition can be regarded as the con sequence of the



partition itself, The possible effects of the introduction of tariff on

inter-dominion trade, after the establishment of Pakistan, have been pointed

out earlier, Politically, the division of India and the establishment of

Pakistan, as is well known, was the result of a long=drawn-out conflict

between the two dominant religious communities in the subcontinent, Thus,

born out of mutual conflict, it was only natural for the two states to

harbour a feeling of mutual distrust for each other, if not a feeling of

mutual enmity,

In the realm of economic relationship, such a feeling would naturally

result in efforts in both countries to reduce the extent of their economic

interdevendence, This view is supported by the fact that from 19L7 orward

the foreien trade volicy of Pakistan was suided bv a conscious attempt at

the diversification of the channels of her exrcorts and imvorts., As the

first manifestation of similar efforts in India, one could cite the with-

drawal of the Jute Regulation Act of 19L0 immediately after partition. This

withdrawal encouraged the cultivation of raw jute in India risht from 19L7.

As a result, the production of raw jute in India increased frem 1.5 million

hales in 1945-06 to 2.06 million bales in 19);8-L9.

This process was obviously accentuated by the deadlock over Indo-

Pakistan trade in September 19:19. The consequences of the cessation of

Indo-Pakistan trade were severe, because the resumption of trade between

Pakistan and India after eight months, as we have observed before, was

of a limited nature. A large number of jute mills in India remained clos ed¥

The exact number of mills involved could not be ascertained. However,
that the statement is true can be seen from the fact that the output of



for months, while money income of the jute growers in East Pakistan fell

drastically owing to the decline of the price and the volume of sale of

raw jute. The index of the unit values of raw jute fell from 100 in April

1948 to March 1949 to 71.3 between April and September 1950. More will be

said about this in Chapter 5. The important point here is that the termpo-

rary cessation of Indo=Pakistan trade, in spite of tle favorable effects of

the Korean boom in 1950-51, produced a cumulative long-run effect on the

prepartition vattern of interrecional flow of raw jute.

The process of the renlacerent of the import of raw jute from East

Pakistan bv domestic production in India became intensified over time, The

horizontal reallocation of resources in a less developed recion beine a

tinle=consuminge nroecess, the replacement process in India seems to Mave been

spread over the decade under casideration, That by 1958-09 tris process

vas almost complete can be seen from Table 1.13. In 1958-59 India oroduced

2.18 million bales of raw jute as arainst 6.20 million bales produced bv

fast Pakistan. And 85.76 percent of the total conswp tion of raw jute in

India was met bv domestic output, The exnort of raw jute from Fast Pakistan

vo India declined to 3.17 percent of the total output of the former, The

adjustment process in India cocbviouslyv involved a real ost in terms of

sercals because of tre transfer of land from the production of cereal to

that of ute 5/

jute manufactures in India declined from 1,040 thousand tons in 1948-49 to
820; thousand tons in 1949-50 and remained much below 900 thousand tons
(excepting 1951-52) till 1952-53, See Jute and Gunny Review, Sth Arnnal
Number, April 195k, Calcutta, p. 118.

Although interesting and in certain respects significant, the comparative
costs involved in the decline of Indo-Pakistan trade will not be estimated
here, However, reference may be made to an interesting study by George XK.



The adjustment process in Fast Pakistan took the forms of: (i) the

diversification of the channels of exports, (ii) the restriction of domestic

output through the control of land under cultivation of jute, and (iii) the

processing of raw jute in East Pakistan.

First of all, Hast Pakistan tried to exploit the existing

markets Pr a

not exnlain t*

Foreign reglon

oxplained bv t=

Mpa 47

long-run growth

visible frm th

 jute in countries other than India. This, however, does

increasing export of raw jute from East Pakistan to the

Ta expansion of export to the rest of the world can be

I +nra.

Teponvammy " industrial activity as well as the surge of

 industrial countries dwing the last decade: this is

» *nerease in the export of raw jute to countries like the

T.K . We~t Germanv. Belgium and Javan. The distribution of the exvort of

raw Jute by countries can be seen from Table L.1l),

Second. the industrializatim of the less developed countries: this

is of particular significance because, to the extent that this is true, it

means in the lirht of our model the develooment somewhere else of services

previously performed by India, That this factor has played an important

role can be seen from the fact that there las been consistent increase in

the export of raw jute to what we have shown in Table lL.1ll as the "other

countries, These other countries include Turkev, Iran, Irag, Syria,

Lebanon and Egypt. These countries have developed jute industries durine

Chacko, namely International Trade Aspect of Indian Burlap,An Wconometric
Study, Bookman Associates, New York, 1961, where tre alternative costs of
raw jute cultivation in India are estimated to be one pound of cereals for
293 pounds of raw jute, Pe 75.



TABLE L.1L

The Distribution By Countries Of The Export of
Raw Jute From East Pakistan, 1949-59

(Values in Crores of Rupees)

(—

ilk

YEARS

COUNTRIES

le. Argentina
2, Belgium
&gt;s China
's France

Je We. Germany
b. India
Te Italy
3. Japan
9. Netherlands

10. Poland
11. South Africa
12, U.K,
13. U.S.A.
1i. Others

19L9
(12 Share

Datym

1432 0.63
3.58 7.0L
J10 0.20
1.76 Toll
3.38 6.66
7.49 3h.
1,79 3.53
0.5L 1.05
J.58 1.10
0499 1.90

8.21 16.15
Se 05 9.9h
“0h 9.9?

Valne

1.13
LoLo
0.49
7.41
6.60

20 «07
La72
0.97
1.31
0.68
0.12

11,51
9.32
6.70

1950

: e

SharPet.

1.50
5.35
0.53
931
8.475

2€
6.2%
1.29
1.73
0.91
0.66

15.24
12.33
8.87

1951

3)
Share

Value Bat
- m2 ol

€
C

1C

J

11
4
3

Lies
7, &amp; )

C _t

38.0)
3

2 on
1.5%
1.67
1.38

11.46
6.78

10.11

Sa
Ze
1.
I
1.1
9,86
5,83
B06

&lt;7

1952

: Share
PrtTal3+~

0.
1
C
R oi

Celt 8."
16.05 23.10

Cali” 9.30
1,95 2.80
1.15 1.6
0.73 1.06
0.88 1.26

10,42 14.97
4,10 5.89

10.30 1L.80

1953
5)

Share
Value Pet

Ohl
L1.57

Oe7T7
8.00

5 A 9.18
10.86
13,55
6.36
3,50
1.5¢
1.6:
1.2h

20,92
10,86
11.57

£420
Te 7k
3.63
1.99
0.88
0.94
0,71

11.95
6.20
6.61

102)
©

Share
Vale Pet

0.96 1.76
5.60 10.26

5.16 9.146
6,40 11.7h
7.05 12,93
3.22 5.90
1.64 3.02
1,09 1.99
0.95 1.7k
1.05 1.92

10.49 19.2k
3.96 7426
6,97 12.78



TABLE L.1L (continued)

The Distribution By Countries Of The Export Of
Raw Jute From hast Pakistan, Thos

~
ny

YEARS

ee wer

COUNTRIES
» Argentina

« Belgium
» China

» France

» Wo Germany
. India

"oe 1taly
3, Japan
9. Netherlands

10, Poland
11, South Africa
12, U.K.
13. U.S.A,
1h. Others

1955

J
Share

Talue Pct.
0.93 1.53
5.90 10,02
1.89 2,72
5.81 8.3L
7620 10 033

13.86 19.89
3.51 5405
2452 3,63
lhl 2,08
1.56 2.23
1.52 2,18

10.81 15.51
Lhe55 6.53
7.08 10.1:

1956

8)
Share

Value Pct.
Oe-L 1.22
Too? 10.11
2.33 3677
646l 8.8L
8e79 11.70

11,48 15.29
5 402 6,69
2.78 3.71
1.51 2,01
1,61 2.15
1.38 1.84

10,83  1h,h3
5,68 7.56
8.02 10.68

1957

(9)
Share

Value Pet.

1,80
9.43
1.54
8.5L

11,02
8.63
5 «85
li.33
2.0L

241 2.98
1.88 2.10

15.65 20,02
5.47 6,99

11.26 1h”

(Values in Crores of Rupees)

1958 1959

(10) (11)
Share Share

Value Pet. Value Pct.
ie

0 79 0.80
Te-3 7426
0.62 0.62
8472 8.75

11.09 11,13
2456 2457
L.28 11430
3.06 3.08
1,02 1.03
1.61 1.62
1.53 1.53

19.77 19,85
8.2L 8,27

29.07 29."

1.09
8.49
0.37

JIL 8.5L
7.00 10,30
1.41 2.07
L1,C1 5.89
3.35 1.92
1.53 2.25
1.70 2.58
1,88 277

15,77 23.19
5.39 7.9

13.3% 19 .6C



the last decade; and since 1952 the Pakistan Industrial Develorment

Corporation has played a significant role in promoting as well as sharing

capital investment in jute industries in these countries.

Mention has already been made of the fall in the unit values of jute

exports since 1949. Although the relationship between the rate of change in

quantities and unit values of the export of raw jute does not indicate the

price elasticity of the demand for raw jute, the replacement of Indian

market for raw jute by selling more abroad might have been partly facilitated

ov the fall in the prices of jute.

(21) The efforts for domestic adjustment in Fast Pakistan in the

form of the restriction of jute output did not succeed. In 1917-48 the area

licensed for jute cultivation amounted to 2.2 million acres in Fast Pakistan.

The same figure for 1958-59 was 1,1 million acres. But the output of raw

jute in East Pakistan remained more or less unchanged tlroughout the period

under study. This can be explained by the improvement of productivity of

land under jute and/or the failure of the executive restriction on the area

under cultivation, That the executive restriction of the area under cultiva-

tion of jute was not very effective can be seen from the fact that the area

reported to be actually cropped in 1958-59 was 1,5 million acres, Since the

output of raw jute in 1958-59 was almost equal to that of 19L8-L9, this

implies a rise in the productivity of land under jute.

In view of the fact that the increase in the efficiency of agricul-

ture in East Pakistan has been negligible, if any, during the period under

study, it is difficult to believe that there has been significant increase

in the productivity of land under jute. (Table 5.15 in Chapter 5 shows that
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the output per acre of major crops in East Pakistan fell up to 1955-56 and

thereafter it tended to rise slightly.)

™t appears that the failure of the restriction of jute output in

rast Pakistan was mainly governed by the ineffective executim of control

on the area under cultivation, This view is strengthened by the fact that

the administrative estimation of the area under cultivation is defective

and that growers in a region like East Pakistan are likely to underestimate

the actual area under cultivation in their returns to the loosely organized

Jute Regulation Offices in the rural areas.

iii) The major efforts for domestic adjustment took the form of

the development of jute industries in Fast Pakistan, especially after 1952.

This 1s evident from the fact that the domestic consumption of raw jute in

Bast Pakistan increased from 0.40 million bales in 1951-52 to 1.40 million

bales in 1958-59, In other words, the domestic consumption of raw jute ir

Tast Pakistan increased from 5,33 percent in 1951-52 to 22.22 percent of

her total output in 1958-59, The total investment in jute incustry in Fast

Pakistan by the PIDC amounted to Rs.205,0 million up to 1958-59, Investment

 vy other agents is not large and figures for them are not availzble. The

output of jute manufactures (see Table 4.19) increased from 9.7 million vareds

1952 to 26L.7 million vards in 1960.

Tt must be observed that because of the coincidence of the desire

and efforts for long-run growth in Pakistan with the partition of India, it

is difficult to delineate the effects of the former from those of the latter

in explaining the growth of jute industries in Fast Pakistan, Nevertheless,
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it is evident that the growth of the jute industry in Rast Pakistan has

played a significant role in the growth of the export from East to West

Fakistan in interwing trade. We have seen in Section L.2.3 that the export

of manufactured goods from East to West Pakistan increased rapidly after

1952-53, and jute manufactures accounted for more than 50 percent of the

total export of manufactures from East Pakistan,

The total consumption of jute manufactures in Pakistan at the time

of partition is not known. However, the relevant fissures show that a decade

later not only was East Pakistan able to satisfy the domestic consumption

requirement of jute manufactures in Pakistan as a whole, but che was also

able to export jute manufactures abroad. For examole, in 19L8-9 Pakistan

imported Rs.55.1 million-worth of jute manufactures from India, while in

195859 East Pakistan exported Rs.t7.h million-worth of jute manufactures

to West Pakistan alone. The export of jute manufactures to the rest of the

world from East Pakistan amounted to Rs.8L.5 million in 1956, Rs.8L.5 million

in 1957. and 2s.1L0.8 million in 1959,

Adjustment in the Flow of Raw Cotton,

The data on the production and distribution of raw cot ton in the

Indo=Pakistan subeontinent are shown in Table L.15. The observations made

on the figures in Table L.l3 above hold also for the ficures in Tables L.1S

sxcept that the ficures for the vears 1939 to 1947 in Table L.,15. unlike

those of Table L.13, are net of changes in inventories. This explains the

discrepancy between vroduction and distribution in particular vears.



TARIE 4.15

The Production of Raw Cotton in West Pakistan
and India and its Distribution

September 1939 to Auvgust 1959

YEARS

1939-40
Average of
1940-46 |
1946-17

1948-49
1919-50
1950-51
1951-52
1952-53
1953-5)
1954-55
1955-56
1956-57
1957-58
1958-59

Sources:

‘Quantities are in million bales of 392 lbs. each,

__PRODUCTL -
WEST

PAKISTAN INDIA

 @Q _ @
1.27 3.36

JISTRIBULL
EXPORT COIS Ukie-

[FROM W.PJTIONIN
TO INDIA| INDIA

(5) (6)
1.18 | 3.08

Lal «FRO;
INDIA

ABROAD
(0)
2.285

TMPORT
IN INDIA

ROM WORLD

Leh
0.58

dled SAT
OF COL. OF COL.
4 to 1 15 to 6
Pct. i Pct.
(0) (10)

RATIO
OF COL.

13 to 1
Pct.
(11)

7 08 38,68 SEES FEE HE

1.60
1.60

3.30

2 1h

0.32

0.58
1.28 |
1.02

1.02
3.22

0.50
O15

0.60
0.71

20,00

36,25
31.8L
 31 68|

0,96
1.31
1.56
1.77
1,91
1.11
1455
1.86
1.60
1.67
1.61

2 «

29738
80

0.15
0.15
0.18
0,27
0.40
D.l9
0.76
0.93
0.97
1.0L
[&gt;

0.3L
0.98
1.30
1.2L
1.63
1.01
0,87
0.90
0.67
0.58
YET

0.41
0.23
Nn,02

bin15 7
3.99
3.8L
1429

0.351
0425
0.18
oc IR

1,02
1.16
0.97
1.2L
0.69
0,69
0.60
0.6L
0.70
0.L0

35,41
74,80
83.33
70.05
85.34
71.63
56,12
18.39
11,88
3L.73 |
~5. LO

8.87
5.75
Q.52

15,62
11.L5
11.54
15.25
20.10
31.75
119,03
50,00
60,62
62.28
71 JR

,60
Who
173
5010
3.10

of Yel
, 78

' 02

222
~

Oo
Dy
0.0
0.51
0,52

“

-

(1) Government of India, Ministry of Commerce and Industry, Report of the Working Party for Cotton
Textile Industry, April 1952; (2) Government of Pakistan, Central Statistical Office, Karachi;
(3) Karachi Cotton Association; (L) Reports of the Mill Owners! Association, The Commercial Print-
ine Press. Itd.. Bombav. India. 1956. 1957. 1958.
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The process of post=partition adjustment in the flow of raw cotton

followed more or less the same pattern as that of raw jute described above

Up to 196 from 90 to 80 percent of the total raw cotton produced in West

Pakistan was consumed in India. More than 21 percent of the raw cotton

consumed in India came from West Pakistan. The situation chanced irmee-

diately after partition. In 19L8~L9 the export of raw cotton from West

Pakistan to India declined to L2.78 percent of West Pakistan's production.

which accounted for only 8.8 percent of the total consumption of raw cotton

in India.

Obviously, for reasons discussed above, the partition effects came

into operation with the establishment of Pakistan. And it was onlv natural

that this should have been so, since the political effects of vartition, in

a certain sense, were more immediate and more severe in Vest Paldstan than

in Zast Pakistan, Partition was followed by one of the worst communal

riots ever recorded in history in the western rerions of India, ecpecially

in the old province of the Punjab, and bv mass migration of Hindus from West

Pakistan and of Muslims from the northwestern regions of India. Trat this

had a drastic effect on the economy of the region of West Pakistan is shown

oy the fact that the outout of raw cot ton in West Pakistan declined from

1.60 million bales in 19L6=L7 to 0.96 million bales in 19L8-li9. The dead-

lock over Indo~Pakistan trade in September 1919 onlv added fuel toc the fire

By 1950=51 the Indo-Pakistan trade in raw cotton had totally stopped.

As a result, India lost not onlv the major sources of irport of raw

cotton, but also an important market for cotton manufactures, for the



export of cotton manufactures from India to Pakistan in 1948-49 amounted

bo R8,211,00 million. The production of cotton manufactures in India de-

clined from L319 million yards in 19L8 to 3667 million yards in 1950. As

can be seen from Table L.15, the adjustment efforts in India took the form

of increased domestic production and import from other sources up to the

year 1952, By 1958 India had completely replaced the loss of West Pakistani

raw cotton by domestic production.

In West Pakistan the adjustment efforts were directed toward the

replecement of the Indian market by creating new channels of exports as

well as by replacing Indian processing functions in Pakistan. The former

played the most important role up to 1953, although the development of the

cotton textilesindustry in West Pakistan began in 1951-52. As in the case

of raw jute, the cessation of the Indo-Pakistan trade in 19L9 caused a fall

in the orice of raw cotton in West Pakistan, but the percentage drop in the

prices of raw cotton was less than that in the vrices of raw jute. Moree

over, the Korean boom brought a far greater rise in the prices of raw cotton

than in the prices of raw jute. For example, fron 100 in April 1948 to

March 19.9, the index of the unit values of raw cotton drovped to $98.7 in

the second half of 1950, while it climbed to 194.3 durine April and June of

1651,

The Korean boom did play a significant role in enabling West Pakistan

to expand the export of raw cotton in the immediate short run. The impact

of the Korean depression on raw cotton was averted by the bulk buring of

China and Japan in 1952, Up to the vear 1953-5l. West Pakistan had been

able to maintain the volume of the export of raw cotton more or less at the
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prepartition level, Four countries, namely Japan, China, Hongkong, and

France, appealed to be the most important importers of Pakistani cotton.

Japan remained by far the biggest consumer of raw cotton from West Pakistan

throughout the decade under discussion. From 1953-5l on, the export of raw

cotton declined. However, as we shall see presently, this was due tc the

increased consumption of raw cotton in Pakistan; less was available for

ayport.

The planned development of industries in West Pakistan began in 1952

vith the establishment of the PIDC. Not only is cotton manufacturing the

leading industry in West Pakistan; it was also the first industry to be

started, It began to develon a year or two earlier than the PIDC., The

Korean depression in the second half of 1951 saw a burst of cotton manufac-

turing in West Pakistan, The rigorous import restriction following the

Korean depression created a good sheltered market for cotton textiles in

Pakistan. The situation was aptly exploited by the experienced and enter=

crising class of business men who miesrated from India to West Pakistan with

enough capital. The Korean boom had enabled some of these business people

to amass large orofit. The import restriction policy of Pakistan, though

ricorous, had a relatively liberal provision for the import of canital coods

This helped to divert the traders! capital in West Pakistan to industrial

investment.

These factors, together with the fairly well-developed transport and

power facilities, enable West Pakistan to take the lead over East Pakistan

in the develovment of cotton textiles industry, even though at the time of

partition East Pakistan had a larger number of cotton manufacturing firms,



TABLE L.16

The Distribution Countries of the Export of
Raw Cotton From West Pakistan, 1949=59

(Values in Crores of Rupees)

ul
+

 rd

YEARS

COUNTRIES

Argentina
Belgium
China
France
W, Germany

» Hongkong

i» Hungary
8. Italy
9, Japan

10. U.K,
11. U.S.A.
12. U.S.S.R.
'?2. Others

1949

L Share
Pct.Talue

Je.
1.33
1.29
2.36
De 72
3.12

0.82
3.27
3,05
5.59
1,70
7.40

0.L8 1.15
hei37 11.53
Jes 11.03
302 1.46

22.38 53,00

1950

(2 ) _

SharPct.Value
3.18
0.33
1.03
7.56
245E

21,75

tC 742535 aaa
3.142 6.59
0.1L 0.27

12.0 23.89

1.80
0.20
2,09
3.62
leo

12

1951

3
Share

Value Pct.
3 6
0.63

14.61
8.91
Le

11.21

7.86
22,05

8.143
0.15

1), £2

8.17
22,493
8.77
0.15

15.10

1952

Ab)
Share

Value Pet.
1.18
0.21

27.20
5.37
2,41
1.16

1.30
0.25

31.53
6.23
2.79
);.82

2.81 3,25
26,94 31,18
5682 6473
0.11 0.13

10.13 11,73

1953
_ (5)

Share

Valve~~ Pct.
1.51 2.39
1.43 2427
2.10 3.81
L.55 7.21
3,52 5.59
Bere 9.68
"
&gt;

re,

20y

Pa

5.97
40,82

£..}] 11.05
0.33 0,52

6.7L 10.69

192),
©

Share
Value Pct,

1.52 Le73
0.66 1.89
8.62 2L.L2
2.36 6.77
1.2L 3.56
“.95 11,32

2.18 6.26
8.30 23.81
3632 9,52
0.86  2.L6

1.85  £.32



TABLE L.16 (continued)

The Distribution By Countries Of The Export Of
Raw Cotton From West Pakistan, 1909-59

(Values in Crores of Rupees)

YEARS

COUNTRIES
 eo Argentina

’e Belgium
_e+ China

le France
5e Wo Germany
5. Hongkong
7. Hungary
8. Italy
9. Japan

10. U.K,
11, U.S.A.
12 * U.S.S.Re

12. Others

1955

J
Share
Pet.Value

1.59
1.15
8.75
2.78
1,61
2.31

3.95
2.85

21,71
6,91
3.99
5.7h

2.37 5.88
14,11 35,02
3.25 8,06
1.09 2472

1.28 3.17

1956

 0) Share

PetTalue

0.L1
0.59
L.75
Lo69
1.17
3.11

1.1L
1.62

13.05
12.90
3.21
8.54

1.10 3.0L
16,53 L512
2,79 7.66
0.37 1.02

0.87 2.10

(9)
Share

Value Pet.
0.11
0.05
= 1

3
5

1957

0.35
0.1L
9.97

17.57
2.87
yoni

Cat
C
2 oC

0.09 0.30
16,89 50,92
0.65 1.97
1.69 5.0k

1.13 3.0]

1958
(10)

Share
Talue Prt

0.0L
0.16
2.95
L.7L
0.54
2.01

0.17
0.67

12,78
19.73
2.26
8.39

0.06 0.26
10.55 43.89
0.85 3.53
0.L3 1.81
0452 2.19
117 82

1959

Val

at)
Share

Pert

 — —

0.29
0.09
1.24
0.55

2.17
=10.
L.56

7.1 65.51
0.66 5.51
0.3L 2.86

0.97 8.07



not to speak of the historical talent of the Zast Pakistanis in the manue

facture of high quality fabric like muslin. Although during the First Plan

Period there has been some growth of the textile industry in Fast Pakistan,

the incidence of an early start (and the availability of raw cotton) led

c0 a rather phenomenal growth of the cotton industry in West Pakistan.

In 1960 -- that is, at the end of the First Plan Period -- West

Pakistan had 1,58 million spindles, 2700 looms and an output of 566 million

varcs of cloth, As against these, Fast Pakistan had 0.36 million scvindles,

200 looms and an output of 62,71 million vards of cloth.

The important point, however, is tlmt both the effects of partition

and the planned efforts for economic growth coincided in carrving out the

post-vartition adjustment with respect to the raw cotton flow in West

Pakistan. The domestic consumption of raw cotton increased continuously

from 0.15 million bales in 19L8-L9 to 1.15 million bales in 1958-59. As

ratio to total output the domestic consumtion of raw cotton rose from

15.62 percent in 19L8-L9 to 71.L3 percent in 1958-59. And this las plaved

a leading role in governing the growth and character of interwing trade.

From 19U8 to 1952, raw cotton and cotton manufactures were 28,0l percent

of total exports of West to Fast Pakistan. The same figure rose to 15.30

percent during the following period up to 1959. It can be seen from Table

;.8 that the total value of the export of raw cotton, cotton varn and twist,

anc cotton manufactures from West to East Pakistan increased from Rs.2 .05 crores

in 1951-52 to Rs.33,17 crores in 1957-58. It declined to Rs.22.Slh crores in

1958-59. The increased export of cotton varns and twist from West Pakistan

was facilitated by the growth of cotton manufacturing in East Pakistan.



As in the case of jute manufactures, the total consumption of cotton

manufactures at the time of partition is not known. However, in 1948-49 the

import of cotton yarns and manufactures from India to Pakistan amounted to

Rs.21l.1 crores. The development of cotton textiles industry in Pakistan not

only solved the adjustment problem in raw cotton, but also virtually replaced

the import of cotton manufactures in Pakistan. Furthermore, from 1955-56

on, West Pakistan was able to export a notable amount of cotton manufactures.

This can be seen from Table L.17.

The growth of the cotton textile industry in Pakistan is also mainly

resvorsible for what we described in the earlier chapters as the growth of

the triangular pattern of trade between Fast and West Pakistan and the rest

5f the world over the past decade, It can be seen from Table L.15 that the

output of raw cotton in West Pakistan remained more or less the same throueh-

out the period under consideration, while the damestic consumption of raw

cotton increased rapidly. This led toc the decline in the foreign export

of raw cotton from West Pakistan. On the other hand, industrial devel orment

of West Pakistan increased the foreign imports of that region. This gap

was bridged by the utilization of the foreign exchange earnings of Fast

Pakistan, partly in the exchange of domestic coods from West Pakistan via

interwine trade.

The above amalvsis of the post-partition adjustment in raw jute and

raw cotton flows in East and West Pakistan confirms what we called in

Chavter 2 the "earthworm effects! of vartition on growth, since the total

outputs of raw jute, raw cotton, and jute and cotton manufactures in the Tndo-

Pakistan subcontinent recorded a multiple increase over their nrepartition

levels,
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TABLE 1.17

Foreign Trade in Cotton Manufactures in Pakistan

July 195k to June 1959

TSARS

1981-55

1955-56

1956-57

1957-58

1958-59

(Values are in Crores of Rupees

WEST PAKISTAN EAST PAKISTAN

TVMPORTEXPORT

y "DY “2

N.5P 2.00 &gt; R6

on4 ar7 2.73 3.13

1.267.37

3.148

1,99

1.43 0.43

3.35 ' 18  31 PR
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Hobiad» Further Analysis of The Effects of Economic Growth

lel e2.10 The foregoing analysis has partly indicated the relation be-

tween economic growth. i.e. the development of industries in Fast and West

growth of interwing trade, Here we intend to undertake

further analysis of this relationship, But it may not be out of vlace, at

this stace. to describe the basic elements which governed the process of

Pakistar. and th

crowth in Pakistan after partition, especially the relationship between

partition and economic growth,

Partition has influenced tV pattern and the process of srewth in

Pakistan in several respects, First (it is perhaps. in a sense, debatable,

but nevertheless important to assert that), an undivided India probably would

not have encouraged the extensive growth of cotton and jute manufacturine in

the regions now called Fast and West Pakistan,

Second. &gt;» **» extent that the partition of India, and the intensi-

ficatinn ¢” economi

created the ren
iy

"lows. th: °F

in Pakistan canr

Third. en

» isolation between India and Pakistan after partition,

~rowth-oriented adjustment in raw cotton ané raw jute

nartitiorn on the growth of cotton and jute ‘ndustries

* nored.

ve

11s 7 2 gense the most important, the partition of

India led to t+

India. They in f~-+ substitr tnd for the migrant Hindu traders from

Pakistan, The Korean boom, as stat 4 earlier, helped them to amass a

large short-run profit from trade in Pakistan. The Korean depression and

the accompanying tightening of import control in Pakistan reduced the scope

for profit from trade; it also created a. sheltered market for the creation



of light manufacturing in Pakistan, With rising prices of manufactured

commodities and falling prices of agricultural products, the domestic

market provided enough incentive to the traders to direct their investment

toward manufacturing, This incentive was further strengthened bv the

policies of the Government of Pakistan to encourage the rrowth of industries

in Pakistan, which took the form of liberal provision for the import of

capital goods, tax allowances, and increased expenditure on socisl overheads.

This situation was aptly utilized by the traders in West Pakistan; and from

1651 investment in textiles. manufacturing beran to take place in West

Palristan.

Becides tlhesa measure: the Government . T Pekistan undertook other

important measures which helped the growth of a vigorous entrenrenevrial

class in Pakistan, especially in Wost, Pakistan, The first of these mea-

sures included the creation of the PINC in June 1952.

The PIDC is a semi-sovernment organization. Its purpose was to plan

and organize manufacturing industries in Pakistan individually end/or in

cooperation with private individuals, Over the period under studv, the

PIDC has made a total investment of Rs.156 crores. divided almost equally

between East and West Pakistan. About 87 percent of the PTD capital was

contributed by the Government of Pakistan. It developed a rarce of manu

facturing including cotton and jute industries. woolen textiles, SUgAY,

paper, pasteboard and newsprint, cement, chemicals, fertilizers, ship buildine

natural gas, and iron and steel. Althourh we do not have the data, it is

known that in West Pakistan the amount of private investment in manufacturing

was greater than the amount of PIDC investment. However, the PIDC has plaved



an important indirect role in the growth of an active en trepreneurial class

in Pakistan, especially in West Pakistan,

First, the fairly wide range of industrial activities of the PIDC has

produced what may be called the Young=Rodan-Nurkse effect on the domestic

market of Pakistan, This dispelled uncertainty, increased profitability,

and hence encouraged potential entrepreneurs to enter into the realm of

industrial investment in Pakistan, Second, by adopting the Japanese model

of development, the PIDC, through the sale of its establishments to private

undertakers, directly helped the growth of industrial investment and entre-

oreneurs. 1his procedure helped the PIDC to mobilize available savings for

further investment and to activate potential entrepreneurs who otherwise,

5/perhaps, would not have come into the sphere of industrial investment.-

In this connection mention should be made of the financial institu-

tions created by the government after partition. In a sense the Korean

depression contributed much in this resvect, The fall of external demand

for raw jute and raw cotton created in early 1952 a glut in the raw jute

and raw cotton markets in Pakistan. To aid groweérs, the Covernment of Paki-

stan embarked on an ambitious scheme of buving raw jute and cotton,

especially the former, from the growers, Partly in order to finance this,

the National Bank of Pakistan was created overnight, From the start, the

National Bank departed from the traditional British commercial banking

principle; and over the entire period under consideration about 60 percent

of the National Bank investment has gone into the industrial sector. Men-

tion may also be made of the establishment of the Agricultural Development

&gt;/ It may be noted that by 1960 the private entrepreneurs in West Pakistan
requested the Government of Pakistan to shift the entire PIDC investment
to Bast Pakistan in the Second Plan neriod.



Finance Corporation in March 1953, With the formalization of the planning

mechanism from 1955 on, and with the growth of the demand for industrial

finance, the Pakistan Investment Corporation came into existence in 1958

bo facilitate investment in the industrial sector.

As a result, the total development expenditure in Pakistan during

the First Plan Period amounted to over Rs,900 crores, of which about Rs. 700

crores were spent in West Pakistan, And half of the development expenditure

in West Pakistan was incurred by the rrivate sector.

The above discussion indicates that a host of factors have contributed

0 the growth of entrepreneurship in Pakistan, But the fact remains that a

creat majority of the entrepreneurs came from amons the migrant trading

classes from India. A recent sample swrvev of manufacturing industries in

Karachi shows that about 74 percent nf the entrepreneurs in the Karachi

2industries came from among the migrants from India,.- It 1s doubtful if

these potential entrepreneurs would have been activated in the absence of

partition, for probably they would not have derived competitive advantasces

such as they did in Pakistan in terms of foreicn exchange allocations,

sheltered market, and vaternal help from the covernrent. Furthermore, it

could also be questioned whether they would have gone into the sare indus-

tries and at the same places to which they have actually cone in Pakistan

had there been no partition. To these must be added the role rlayed by

a C—Otfle—T

77 Conducted by the Institute of Development Economics, Karachi, 1958-59.
Similar results are shown by a survey of industries in Pakistan made by
Gustav F. Papanek of Harvard University, For an interesting thesis on
the growth of the entrepreneurial class in Pakistan, based on this survey,
see the paper "The Development of Entrepreneurship" by Dr. Papanek, read
at the Amual Meeting of the American Economic Association, Dec. 27, 1961.
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the sense of reactive nationalism, to use a Rostovian term, in the activa-

tion of some of the entrepreneurs in Pakistan,

Holi? 42, One way ¢© studying the relationship between economic growth

and interregional trade is to examine the correlation between the annual

rates of capital investment in the trading regions and the annual rates of

growth of trade between them, Estimates of the amual rates of capital

investment in Bast and West Pakistan have not v{ been made. However, sore

idea about the growth of industrial assets in Pakistan can be obtained from

Table L..7 According 1. another estimal-

July 1950 to June 1943 amounted to Rt ~ crores in Zast Pakistan and Rs,95

crores in West Pakistan &amp; The figures of the PINC investment

i i akistanabove, as well = “he data on the growth of industrial assets in Pakistan,

would indies’ that these ficsures underestimate the amount of gross invest-

ment in Pakist

f reliable estimates on capital accumulation in

ast end Wes: Ta" istan need not prevent us from establishing the relation

between economin crowth and interwing trade, In the first place, as is

However the lack

well knowr. it is the nature rather than the level of investment which is

important in the r¥nlanation of trade, In the second place, the correlatiecn

betvwiren 1 change in industrial output in Fast and West Pakistan and the

chance
.

1 1 “he composition of interwing trade serves as a good indicator in

this respect.

Sf Mahbubul Haq, The Strategy of Economic Planning (forthcoming), Oxford
University Press, 1962.
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TABLE 1,18

The Growth of Industrial Assets in Pakistan

{(TARS

VALUES IN
CRORES OF

RUPEES INDEX

? \

1947

19L9

1951

1953

1955

1957

1959

Source:

32 3

128 6G

203

351

136

100

12)

&amp;

G. F, Papanek, op, cit.. Note that the above figures
actually understate the rate of growth of industrial
assets in 1951, for the total includes the assets owned
by Hindus in East Pakistan, which were far greater than
industrial assets in West Pakistan between 1947 and 1957



Some idea of the growth of industrial output in Pakistan, in general

and in each of the constituent regions, in particular, can be farmed from

Table L4,19, And Table L.20 shows the covariation between the annual rates

of change in industrial output and the export of manufactures in interwing

trade, Since cotton twist and yarns are shown separately in Table L.8,

Table 11.20 actually underemrhasizes the extent of covariation between the

anmual rates of change in manufactures in interwing trade and those of the

total manufacturing output. UlNoreover, the growth of interwing trade in raw

material itself was primarily the function of the rate of growth of the

industrial outout in each region,

We can cet a clearer idea about the relationship between the growtk

of interwing trade and the growth of industries in East and West Pakistan

from the magnitude of the correlation between the important related vari-

ables, The coefficient of correlation between the industrial output in

and the export of industrial goods from Bast Pakistan during the entire

period under consideration is 0.98. And the coefficient of correlation

between the annual percentage rates of change in these two variables for

Bast Pakistan is 0.89, The similar coefficients for West Pakistan are 0.83

and 0,77 respectively. The coefficient of correlation between the amual

percentage rates of change of industrial output in Pakistan and those of

total interwing trade in manufactures is 0.88. Likewise, the correlation

coefficient between the annual rates of chance of industrial outvut and

those of the import of raw materials in East Pakistan is 0.95. The sane

figure for Vest Pakistan is 0.96.



TABLE 4,19

Industrial Production in Pakistan

0
 ur

YEARS

1950
1951
1952
1953
195)
1955
1956
1957
1958
1959
1960

(a
(b

(c,4d)

_NJEX «. RODUCTICN OF CLCY. ...oDUCTL.

MFG, IN _ia Million Yards(b) OF JUTE
PAKISTAN, PAKI= | EAST | WEST [GOODS (In1954=10C STAN PA" PAK. li11,vds.

(1 or (5

WSTRIAL
RAST “...1.

LARGE SMALL
SCAIT SCALE

(a (8)
3.8 28,20
Le? 29.00
CoQ 25,50
[I 30.00

13.9 30.50
16.0 31,00

2747 rs33.Lh [27.30
35. [27.60

YEARS TOTAL

(6)
3767
16.6
58.6
76.43

100.0
126.9
143.9
152.4
1621s
181.9
20L.7

106.3
2277
17L.2
251.6
345.2
153.2
500Lt
527.0
5764.2
518.5
508."

21142
35.7
42
53.
59 ou

55 o5
ON
05.5
55 o2
“0.
32.

721
32.0

131.5
198.5
286.1
387.7
LL0,0
471.5
511.0
558.2
A|

97
Lho1
53.3

103,2
142)
148.8
172.1
232.6
261.

1519-50
1950-51 !
1951-52 °

1952-53
1953-5
195L=55
1955-56

956-57
957-58

32.0
3367
35
3745
LhS
47.0
51.1
60.7
63.0

c.S.0.
Estimated from data supplied by the Central Board of Revenue,
CeSe04
Bstimated,

rores of Rupees:
JEST PAKIST

{ LARGE
TOTAL SCALE

gy (ao
87.10 21.20
91,20 26,60

102 .00 33,20
112,50 42,50
130,60 £9.50
145,30 73.00
157.80 811.50
17L.,00 95.20
180,80 100.80

2) —
 SMALL

SCALE

(11)
65,90

© 67.60
68 ® 80

704,00
71.10
72 «30
73.30
78.80
80,00



TABLE 1,20

Annual Rates of Change in Industrial Output ard
Interwing Trade in Manufactures (1950-1958)

(In Percentages)

IN
LN
—

YEARS

1950-51
1951-52

1952-53
1953-5l
1954-55
1955-56
1956-57
1957-58

INDUSTRIAL
OUTPUT IN

PAKISTAN

22,0

25.4
28.8

28.4
25.7
12.9

TOTAL
INTERWING

TRADE IN
MANUFACTURES

103.5
- 78.9

LS5.7
131.L
0.

12.hL
56.5

TNDUSTRIAL
OUTPUT

IN WEST
PAKISTAN

1

8.3

10.3

16.1

11.3

8.6
10.3

EXPORTS OF
MANUFACTURES

TO EAST
PAKISTAN

+he=2 .
&gt;
i7I

INDUSTRI AL
OUTPUT

IN EAST
PAKISTAN

50
£.0

18.4
5.9

30.0
- 0.7

yA

EXPORTS OF
MANUFACTURES

TO WEST
PAKISTAN

(5)
250.0
171.4
963.2
16.3
55.0
15.9
16.1

7.0
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In fact the growth of interwing trade in manufactures has taken the

following pattern: the growth of manufacturing of a particular product in

one region accompanied by the control of import of similar commodities from

abroad leads to the export of the same to the other; and if the product

concerned uses the raw materials in the other region, it also leads to the

crowth of interregional trade in raw materials. This will become evident

from further commodity=-wise analysis of interwing trade,

The import of certain types of seeds has been prohibited in Pakistan.

The production of rape and mustard seeds in West Pakistan increased from

125 thousand tons in 1953-5l to 227 thousand tons in 1958-59, But the vpro-

Juction of hvdrogenized oils increased at a greater rate. “ith the averace

of 19L9~50 as 100, the index of the production of hydrogenized oils rose

continuously from L8.81 in 1948-19 to 2L7.5L in 1957. On the other hand,

the imports of seeds from abroad in West Pakistan declined. For example

from 100 in 1954 the index of the imports of seeds from abroad in West

Pakistan declined to 28,5 in 1958-59, These explain the growth of the

exports of seeds from Fast to West Pakistan, Notice, however, that East

Pakistan imported larger quantities of rave and mustard seeds from West

Pakistan, although the rise in the import of these items in East Pakistan

was not uniform.

The increase in the import of seeds in Fast Pakistan in 1919-51 was

partly due to the cessation of imports from West Bengal (India). However

the crowth of import of seeds from West Pakistan, over time, was also

coverned by the increased output of mustard and other types of oils in

East Pakistan (data about the output of oils in East Pakistan could not be
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procured), and partly by the variations in the production of seeds in

Tast Pakistan, especially after 1955-56, The output of these seeds in

Rast Pakistan declined from 105 thousand tons in 1955-56 to 67 thousand

tons in 1958-59, The decline of the output of seeds in Fast Pakistan

partly reflects the total deterioration of conditions of agriculture in

mast Pakistan during this period because of almost continuous unfavourable

weather conditions. Although the types of seeds traded between East and

Jest Pakistan are not specified, it seems obvious that the seeds shipped

in the two directions in interwing trade were of different varieties.

The import of wood and timber from abroad in Pakistan has not been

prohibited. In fact, the imports of timber from abroad in West Pakistan

increased substantially after 195Lk. The index of the value of wood a1d

timber imported from abroad by West Pakistan rose from 100 in 195L-55 to

250 in 1958-59. It is well known that industrial development causes an

increased demand for wood and timber in a recion.

The relationship between the growth of cotton and jute industries

in Pakistan, the prohibition of the imports of jute and cotton manufactures

from abroad, and the growth of interwing trade in these commodities has

already been explained. The same relationship holds in the case of other

nanufactured goods entering into interwing trade. For example, although the

imoort of paver in Pakistan was not totally banned, that the restriction on

such imports was very severe can be seen from the fact that the import of

this item from the rest of the ‘world has not risen since 1953. The crowth

of the paper industry in East Pakistan and the growing demand for paper in

West Pakistan explain the rise in the export of paper from East to West
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Pakistan, The production of paper in East Pakistan was 5680 tons in 1953-5L

Tt rose to 2,142 tons in 1958-59.

The import of matches in Pakistan was banned from 1951, The export

of matches from East to West Pakistan increased with the increase of match

manufacturing in the former region, The production index of matches in

fast Pakistan rose from LL.95 in 1949 to L605,30 in 1957 (with averare of

1949-52 as 100), The ban on the import of boots and shoes and washing

soaps, together with the increase of the production of these items in West

Pakistan, explain the rise of the export of these products from lest to

Fast Pakistan.

The change in the composition of interwing trade has shown that raw

rater ials and manufactures have played a relatively more important role in

the ecrowth of interwing trade since 1953-5L. And this, as we have seen,

was obviously due to the growth of a variety of light manufacturing in

Cast and West Pakistan during the second half of the decade under study.

In fact, imvortant items like paper, gunny bags, hardware and cutlery

entered into the export of Fast Pakistan only from 1953-5 on. Likewise,

2 number of products like surar, leather, machinery and instruments,

mineral oils, tallow and stearine appeared in the export of West Pakistan

from 1953-5) on, Rubber manufactures appeared in the export of West Fakie

stan from 1956m57 on. Same of the industrial goods, e.g. sports goods,

art silk, and the like, which are exported from West to East Pakistan by

sir are not included in this study. Jt is also important to note that

crowth of some sort of regional self-sufficiency stopped interwing trade

in a few unimportant (in terms of values of export involved) products.
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And sometimes the direction of interwing export in such products was reversed.

Examples of these are the disappearance of soap from the export of fast

Pakistan and of dveins and tanning substances from the export of West

Pakistan after ™ °°
ie a

fre

~'  Tast, Pakistan began to export the latter

bo West Pakistan and West P:ilistan the former to Bast P-'-istan after 1953-5)

Besides the « “feet. &gt; erratic changes in thoy ~vwar? FP rice from

Nest to East T °° +er the ‘changes in the output ff indu-~triil products

in East and West “istan have governed the chances in tv 7 1s of export

from West Pakistan since "©~3.7h For example, the shar nm

sxport of West to East Pakistan in 1056-57 was mainly due t+. the increased

export of hydrogenized oils, rape and mustard seeds. raw cotton. and cotton

manufactures, Increased export of cotton yarns and twist =vd cloth was

~rovth 7 Wast Pakistan's «more +o mast Pakistan

in 1957x571 m .  dar her facilitated "1ereased production

in Vest Palit.» jr
2 "EAT? was

caused bv 1° FrLod,
~

Tame 3 ee irmoor fF cloth

from abroad ~ 1 Lam
- -

Pn od
1 .

ayo ome * production of cloth

in East Pal’ at \ "vprana- § + “mpor”  aatton varns and twist

from West Pakistan. Lr31 th » decline in 172 import ~ cloth from abroad

das matched by increased import of the same from West Pakistan in the same

year, The decrease of the outout of doth in East Pakistan partly explains

the fall in the import of cotton varns and twist from West Pakistan in

1968.5G ,

The reasons for the fluctuations in the production of cloth in East

Pakistan are difficult to explain. One might have been the difficulty of



obtaining spare parts and the like, That this could be the main reason

for the decline of output in 1958-59 might be borne out by the fact of

the freezing of import licenses in late 1958, In fact, the total import

sf Rast Fakistan from the rest of the world fell in 1958-59,

Tne implication of the changes in the canposition of interwine

exports of both Fast and West Pakistan is worth notine, Because of the

introduction of the Export Bonus Scheme in November 1958, the export of

cotton and jute manufactures to the rest of the world increased (Tables

5.6 and 5.7) and interwing export of these commodities decreased. This

indicates, but does not prove, the possibility of the trade diversion

of fects of interwing trade in manufactures on the export of these goods

from Fast and West Pakistan to tle rest of the world.



CHAPTER 5

The Consequences of Interwing Trade

Sete Introduction

In the light of our discussion in Chapter 3, an attempt will be

made in this chapter to examine the consequences of the growth of trade

between Fast and West Pakistan upon their economic growth, foreign trade,

and interregional balance of payments. This is not an easy task. First,

some of the relevant data are not available, This will became evident as

we go along. Second, as is indicated in the foregoing chapters, the

relation between the growth of interwing trade, economic growth, and the

changes in the foreign trade of East and West Pakistan is that of mutual

interdependence. A similar relationship holds between these factors and

the problems of interregional payments between East and West Pakistan,

It is indeed a tricky problem to discern a clear-cut cause-and-effect

relationship between these variables,

With these limitatims in mind, we shall investigate below the

effects of the growth of interwing trade on (1) the economic growth of

Pakistan in gereral and of East and West Pakistan in particular, (2) the

foreign trade of East and West Pakistan, and (3) the interregional pay-

ments between Fast and West Pakistan.

Delo The Effects on Economic Growth

One important impact of the growth of interwing trade on the economic

orowth of East and West Pakistan may be via economies of scale in the newly



established industries due to the widening of the extent of their regional

markets, The appropriate testing of this propositim requires the assess

ment of the returns to scale in the relevant industries in East and West

Pakistan, This is almost a formidable task because of the lack of necessarv

data, A recent study of four selected industries in Karachi by G. Ranis®/

discloses certain interesting results in this respect. On testing a hypo-

thetical Cobb-Douglas production function it is found that the textiles and

light engineering industries in Karachi operate under constant returns to

scale while plastics and leather and leather goods industries operate

under diminishing returns to scale,

Since the cotton textiles industry has played a significant role in

the growth of interwing trade in Pakistan, these findings tend to reduce

the importance of the latter in extending the scope for the growth of

economies of scale in the former, However, in accepting the results of

the Karachi study, one should not overlook the familiar pitfalls involved

in the application of the Cobb-Douglas production function, Besides the

implicit assumption of the absence of excess capacity, the Cobb-Douglas

production function fails to isolate the effects of technical progress on

output from those of capital accumulation, Moreover, it assumes what has

to be statistically proved. The imperfection of the market structure in

1/ Gustav Ranis, Industrial Efficiency, Production Functims and Economic
Growth, A Case Study of Industries in Karachi; Monograph of the Institute
of Naval ovment Economics, Karachi, 1961.

The results are obtained by estimating the unknown parameters of a Cobb-
Douglas production functim of the type 0 = AK3! I2% where the values a,
and ap are found to be 0,3682 and 0,6382 in textiles, 0.1812 and 0.8429 in
light engineering, 0.3674 and 0,4180 in plastics and 0,3166 and 0.5518 in
leather and leather goods industries, on the basis of standard regression
technique (Table 10).



which these industries operate in Karachi and the consequent under-

valuation and over-valuation of labour in small and large scale industries

respectively reduce the reliability of such findings. Note that these

imperfections are confirmed in the same study.

Even if it is true that constant returns to scale exists in the

textiles industry in Karachi, the contention that economies of scale were

experienced in this industry may not be invalidated. For the Karachi study

refers to the situation in the textiles industry as it was found in 1958,

It might be that in the earlier years the same industry was operating on

the declining part of the average cost curve; and with the growth of scale,

over time, it has reached the relatively flat part of the same cost curve,

And in this movement along the average cost curve the interwing trade might

have played some important role,

It can be seen from Columms 4 to 9 of Table 5,1 that a substantial

part of the expansion of the output of the textiles industry in West

Pakistan has been facilitated by the growth of exports to East Pakistan,

The exports of cotton manufactures from West to East Pakistan have varied

considerably from year to year, but they show a rising trend. Likewise,

despite considerable annual variations, the export of cotton yarns and

twists from West Pakistan showed a considerable increasing trend between

1952-53 and 1957-58. The textiles firms are heavily cacentrated in Karachi

and the old province of the Punjab, Textiles to be shipped from the Punjab

to East Pakistan would go by way of Karachi, Because of the distance of

about one thousand miles between Karachi and the Punjab and, therefore,



TABIE 5.1

Selected Manufactured Commodities;
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because of the cost of transportation involved, it is likely that Karachi

was the major supplier of cloth to East Pakistan,

Notice that the ratio of the export of cloth from West to East

Pakistan to the total production of West Pakistan increased substantially

from 1955-56; and between 1956 and 1959 it surpassed the total output of

cloth in East Pakistan. In view of the fact that East Pakistan has also

been exporting a small amount of cloth to West Pakistan, this partly indi-

cates the competitive effects of interwing trade on the interregional

development of the cotton textiles industry in Pakistan,

Colurm 12 of Table 5,1 shows the ratios of the exparts of cigarettes

from West to East Pakistan to West Pakistan's total outputs, The proportion

of the exports of cigarettes has tended to decline over time, And, as we

have seen before, this decline was due to the growth of cigarette manu

facturing in East Pakistan in the second half of the period under con-

sideration, Nevertheless, between 1953-5L and 1956-57 the proportims

of the exports of cigarettes from West Pakistan was quite significant.

The ratios of the total export of manufactures from West to East

Pakistan to the total output of industrial goods in West Pakistan can be

seen from Colurm 3 in Table 5.1, The figures in Column 2 of this table

include the exports of cotton yarns and twists and other manufactures

included in the commodity groups of Raw Materials, Food, Drink and Tobacco.

The ratios of the exports of manufactures from West Pakistan to her total

industrial output fluctuated considerably till 1952-53, after which it

showed a considerable increasing trend, Despite the decline in the ratios



from 1953-54 to 1954-55 and 1955-56, the exports of manufactures in

absolute amounts increased. From 1953-bL the exports of manufactures

from West to East Pakistan amounted to slightly more than one-half of

the total industrial output of East Pakistan,

Table 5,2 discloses heavy dependence of the expansim of output of

jute and paper manufacturing in East Pakistan on her exports to West

Pakistan, Columns 6 and 9 of this table indicate the ratios of the ex-

ports of gummy bags and hessian cloth from East to West Pakistan to their

respective outputs in East Pakistan, Note that the absolute amount of

the export of hessian cloth from East to West Pakistan continued to ine

crease at a significant rate although its ratio to the total autput of

East Pakistan tended to decline over the period under discussim, In the

case of paper, Column 12 of Table 5.2 indicates that the ratio of the

export of paper from East to West Pakistan to the total output of paper

in East Pakistan varied between 56,5 percent and 75,3 percent during the

period between 1953-5) and 1958-59,

As can be seen from Colum 3 of Table 5,2, the export of mamufac-

tures from East to West Pakistan as a percentage of her total industrial

output increased almost continuously from 10,6 in 1952.53 to 21.1 in

1957-58, Only in 1955-56 did it drop, but even in this year the absolute

amount of export of indushrial mods from Fast to West Pakistan increased,

It may be noted that the expansionary effects on the growth of certain

industries in the regions involved are not the only benefits from inter-

regional trade from the standpoint of economic growth. As is well-known,

in an open economy, depending upon its magnitude as a proportion of incom~
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the volume of interregional trade plays an important role in governing

the level and rate of growth of regional income. In fact, the balance

of trade, in its wider sense, is a component of regional or natimal

income, And the balance of trade and the regional and/or national income

are mutually interdependent. The balance of trade via the open economy

multiplier affects the income propagation process in a region or a country.

The nature and the rate of growth of real income, in turn, governs the

pattern and the balance of trade to a great extent,

This implies that one way of assessing the importance of interwing

trade in the economic growth of East and West Pakistan is to estimate the

relative magnitude of interwing trade as a percentage of their regional

incomes, The absence of the regional breakdown of the matimal income of

Pakistan prevents us from following this procedure, However, as can be

seen from Column 1 of Table 5.3, the total interwing trade (i.e., the sum

of the interwing exports of East and West Pakistan) grew almost continually

from 1,5 percent of Pakistan's natimal income in 191950 to Lh. percent

in 1958-59, Certain non-official estimates of regional incomes in Pakistan

indicate that West Pakistan's regional income in 1955-56, 1956-57 and

1957-58 was a little higher thin that of East Pakistan, Therefore, the

ratio of East Pakistants total interwing trade to her regional income was

slightly higher than the same ratio for West Pakistan, However, the ratio

of interwing exports from West Pakistan to her regimal income was much

higher than the same ratio for East Pakistan.?/ Per capita export from

——

2/ According to S. Laursen'!s estimate the regional incane was Rs.969.5 crores
in East Pakistan and Rs,1048,5 crores in West Pakistan in 1955-56. (From
an unpublished document on An Estimate of National Income Produced in



TABLE 5,3

Interwing Trade Per Capita and As a Ratio of
Pakistanis National Income

1948-419 to 1958-59

TM
N—
—t

YEARS

1948-49
1949-50
1950-51
1951-52
1952-53
1953=5L
1954-55
1955-56
1956-57
1957-58
1958-59

THE RATIO OF
TOTAL INTERWING™®

TRADE TO NATIONAL
INCOME OF PAKI-
STAN IN PERCENT

1

1.5
1.
1.1
1.5
2.5
2.1
2.8
345
Lg

Bast Pak.

(2
0438
0.62
0,60
04k
0.61
1.09
1.03
1.19
1.57
1.99
© ORC

TOTAL INTERWING TRADE"
PER CAPITA (In Rupees)

West Pak.

(3)
0.48
0,78
0.75
0.55
0.77
1.36
1.28
1.19
1.95
2.L8

Pakistan

(1)

0.21
0.35
0.33
0.2L
0.35
0,60
0.57
0.67
0.87
1.11
1 0h

PER CAPITA EXPORT OF
DOMESTIC GOODS (In Rupees)

From Last tol From West to
West Pak. East Pak,

gy (6)

0.0L
0.07
0,12
0.08
0,22
0.29
0.39
0.L8
0.49
0.56
~T

0.42
0.68
0.61
0.h5
06L9
1400
0.79
0.89
1.35
179

zs
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 EE ——

‘Sum of exports of the two wings to each other.
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West to East Pakistan was higher than that from East to West Pakistan,

Fast Pakistan!s exports to West Pakistan per head of people in East

Pakistan rose almost continually from Rs.0.0k in 1948-49 to Rs.0.55 in

1958-59, The same figure for West Pakistan, with some annual variations

in the earlier years, rose from Rs,0.,L42 in 1948-L9 to Rs.1.66 in 1958-59,

The smallness of the above magnitudes might lead one to underesti-

mate the importance of interwing trade to the regional economies of East

and West Pakistan, As a precaution against this, we may note the relative

importance of interwing trade vis-a-vis that of the foreign trade of

Pakistan. The total foreign trade of Pakistan, over the period under

discussion, excepting the years of Korean crisis, has varied between 15

and 17 percent of Pakistan's mational income, And, as can be seen from

Table S.Lh, the total interwing trade as a percentage of the total foreign

East and West Pakistan, submitted by S. Laursen to the Planning Commission
of Pakistan on April 1, 1957.) On this estimate the ratios of total
interwing trade to the regional incomes of East and West Pakistan in
1955-56 were 5,71 percent and 5.28 percent respectively.

According to an unpublished estimate of the CSO, the regional incomes of
East and West Pakistan were Rs,1019.l crores and Rs.1120.3 crores
respectively in 1956-57; Rs.1001,7 crores and Rs.1149.8 crores in
1957-58. These indicate that the ratios of total interwing trade to
the regional income of East Pakistan rese to 7.22 percent in 1956-57
and to 9,52 percent in 1957-58, The ratios of East Pakistants export
to West Pakistan to East Pakistan's regional income were 2.2L percent
in 1956-57 and 2.6L percent in 1957-58.

The ratios of total interwing trade to the regional income of West
Pakistan rose to 6,57 percent in 1956-57 and to 8,29 percent in 1957-58.
The ratio of the exports from West to East Pakistan to the regional
income of West Pakistan rose from L.SL percent in 1956-57 to 6.00
percent in 1957«58.



TABIE 5.L

Interwing and Foreign Trade of Pakistan

19L8«li9 to 195859

-
“

YEARS

1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
195L«55
1955=56
1956-57
1957-58
195859

Pakistan

(1)

6.53
10.L9

6,15
11453
9492

19,89
20,75
19,10
19 .97
26,10
31.141

TOTAL INTERWING TRADE AS PERCENT
OF TOTAL FOREIGN TRADE OF

East Pak. |
(2)

West Pak,

22,28
25.7L
15,L:2
10.47
27.10
50,61
Ll 85
42,94
49 1h
56,12
653,70

9.23
17.68
10.2k
8,07

15.56
32,73
38.61
3Lh.h1
33.65
52.12
61.98

EXPORTS OF EAST
TO WEST PAKISTAD
AS PERCENT OF

EAST PAKISTAN!S
TOTAL EXPORTS

(Lh)

3691
L.78
3,66
3.25

13.41
15,98
19,72
19.28
20.05
20,57
23,08

EXPORTS OF WEST
TO EAST PAKISTAN

AS PERCENT OF
WEST PAKISTAN'S

TOTAL EXPORTS
(5)

21.03
29,02
13,51
1h 54
18,88
36.148
39.83
33.78
42 Ls
61.61
8,98
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trade of Pakistan rose to 31.) percent in 1958-59, Note that this was

mainly due to the secular growth of interwing trade, because the total

foreign trade of Pakistan was more or less constant in value over the

period under study.

Since exports exercise leverage in the process of income generation

in a region, one magnitude which shows the importante of interwing trade is

the ratio between the exports of each wing in interwing trade to its

respective total exports (i.e., interwing plus foreign). East Pakistan's

exports to West Pakistan as a ratie of her total exports rose from 13.Lh1

percent in 1952-53 to 23.08 percent in 1958-59, The same ratio for West

Pakistan , with considerable annual variations, rose from 21.03 percent in

19L8-L9 to 58.98 percent in 1958-59.

Mention may be made of two snags involved in the comparison between

interwingtrade and foreign trade of Pakistan, To the extent that prices

in interwing trade and foreign trade of Pakistan had dissimilar movements,

the changes in the ratios between the values of interwing trade and foreign

trade would not reflect exact changes in real terms, Because of the large

changes in the quantum of interwing trade, the above need not reduce the

importance of the directions of the changes inwlved, In the second place,

since the values relating to the exparts in interwing trade include costs,

freight and insurance charges and those in foreign exports of East and

West Pakistan do not, the ratio indicated between the exports of each wing

would necessarily be higher than it should be.



It should be noted that, because of the triangular pattern of its

development, the growth of interwing trade has further significance for

the economic growth of Pakistan. We have seen, in Sectim L.L above,

that the development of the cotton textiles industry in Pakistan led to

the decline in the foreign exports of West Pakistan during the last decade.

Economic development and population growth, on the other hand, increased

the demand for imports in Pakistan, Import substitution through the

development of consumer goods industries behind a tariff wall, the growth

of interwing trade, and the discriminatory import policy of the Government

of Pakistan partly helped to bridge the gulf between the exparts and

imports of Pakistan. This can be seen from Table 5.5. Till 1955-56, East

Pakistan had a surplus in her total balance of trade while West Pakistan

had a deficit (excepting the year 1950-51). Over the eleven-year period

from 1948-49 through 1958-59, East Pakistan had surplus earnings of Rs.176.L3

crores, which partly balanced the deficit of Rs,2ll.L7 crores of West

Pakistan. This partial compensation of the deficit of one wing by the

surplus of the other was obviously facilitated by the growth of interwing

trade between Fast and West Pakistan,

The Effects on the Foreign Trade of East and West Pakistan

Changes in the volume and compositim of a region's foreign trade

partly reflect structural changes, over time, in its — The fore-

going analysis indicates the structural changes in the regional economies

of East and West Pakistan during the period under study. To the extent

Se3

that economic development of these regims and the growth of interwing



TABLE 5.5

Total (Interwing and Foreign) Balance
of Trade of East and West Pakistan

1948-49 to 1958-59

YEARS

1948-49
1949-50
1950-51
1951=E2
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958.59

TOTAL

In Crores of Rupees

TOTAL TRADE BALANCE OF

East Pakistan :

(1)

West Pakistan

(2)

Jett
L.Lo

55.05
13.71
21.08
16,06

46.17
2.71
9.28
7.50

= 52,72

~ 16,10

38.95
- 36,71

- 19,08
- 1,06

- 23,35

- 20,17

- £1.71
- 52.72
- 6.20

m

176.4 241 47



trade are interdependent, it is difficult to isolate the consequences of

the one from those of the other on their foreign trade. However, certain

particular effects of the growth of interwing trade on the foreign trade

of East and West Pakistan, which have been indicated earlier, may now be

recapitulated,

We have seen in Chapter lL that the growth of interwing trade was

partly an effect and partly a cause of the progressive decline of Pakistan's

trade with India, This may be considered as one aspect of the trade

diversion impact of the growth of interwing trade, Second, the growth of

interwing trade in manufactures has replaced the foreign imports of similar

goods in Pakistan. This may be regarded as the second aspect of the trade

diversion effects of the growth of interwing trade, And, as we shall see

soon, this has affected the composition of the foreign irports of manu-

factures in East and West Pakistan, The third trade diversimn effect is

visible in the decline of the foreign export of certain items from Pskistan.

Tea is an important example, The increased exports of tea from East to

West Pakistan has led to the reduction of the foreign exports of tea from

East Pakistan, For example, the volume index of the forei gn exports of tea

from East Pakistan declined from 100 in 1954-55 to LL.2 in 1958-59.

Since tea was a relatively very small item in the foreign exports

of East Pakistan, this did not affect the total foreign exports of East

Pakistan much, Compared to the pre-partitim volume of exports, the

exports of raw jute from East Pakistan declined. And this was due to the

decline of the export of raw jute from East Pakistan to India. As can

be seen from Column 1 of Table L.3, the total foreign exports of East



Pakistan, on the whole, showed a tendency to increase. As Table 5,6

indicates, this increase was partly due to the increased export of manu

factures, especially in jute goods, since 1955-56. Exports of minor. raw

materials like hides and skins, oil cakes and seeds from East Pakistan also

increased slightly from 195L-55 on, The total foreign trade of East Paki

stan, as well as total exports, increased .

The total foreign exports of West Pakistan declined mainly because

of the decline in the exports of raw cotton, This was, as we have seen,

because of the increased domestic consumption of raw cotton in Pakistan

and the unchanged volume of production of raw cottn in West Pakistan,

However, because of the growth of her export to East Pakistan, the total

exports of West Pakistan, on the whole, increased. As mentioned before,

the total foreign trade of Pakistan and West Pakistan, though it fluctuated

from year to year, did not show a significant tendency to decline.

Till the year 1954-55 no regional distributim of Pakistan's foreign

trade by commodities was made by the CSO. Therefore, the composition of

the foreign trade of East and West Pakistan is shown, in Tables 5.6 and 5.7,

only for the years from 1954-55 to 1958-59, On the side of exports, the

notable point is the increased exports of manufactures from East and West

Pakistan, Since this is accounted for by jute and cotton manufactures, it

might have been indirectly influenced by the growth of interwing trade,

The argument is that the growth of interwing trade by facilitating the

increased efficiency in jute and cot ton textiles industries helped to

reduce the unit costs of roductiam which enabled East and West Pakistan



TABLE 5.6

The Compositin of the Forei Trade of

East Pakistan, July 195] to June 1959%

Values are in crores of rupees

xX

YEARS

1954-55
1955-56
1956m57
1957-58
1958-59

FOOD, DRINK
AND TOBACCO

1)
Share

Values o/o

8.1 11,1
De2 5.6
7.3 8.1
3.4 3.3

Lh.5 5.1

EXPORTS

RAW
MATERIALS

—f2)
Share

Values o/o

6,8 86,0
78.1 8L.k
75.1 82,9
89.8 88.3
69.3 78.7

MANU
FACTURES

3)
Share

Values o/o

2,1 2,9

9.2 10.0

Bs2 9.0

8.5 8.4
14.3 16.2

TOTAL

 Lh)
Values

73.0

92,5
90.6

101.7

88.1

FOOD, DRINK
AND TOBACCO

 0B
Share

Values o/o

0.6 1.9

0.8 2,2
18.9 32,0
31.2 L5.7
15.0 27.1

IMPORTS

RAA
MATERIALS

BC)
Share

Values o/o

Te7 2L.6
8.1 22.h

15.2 25,8
11.1 16,2

1h.7 26.6

MANU
FACTURES

0
Share

Values o/o

23.2 713.5
27.3 75.4
2h,9 h2.2
26,0 38.1
25.6 16,3

TOTAL

(8)
Values

fp—

 31.5

36.2
59.0
68.3
£5,3

Up to February 1956 the figures include trade on private accounts only.



TABLE 5.7

The Composition of the Foreign Trade of
West Pakistan, July 195] to June 1959%

Values are in crores of rupees

oN
0
—]

EXPORTS

YEARS
FOOD, DRINK
AND TOBACCO

(1)
~~ Share

Values o/o

2.7 6,2

5.9 10.5
2el 3.0

240 L,3

bh 9.6

RAW MANU-
MATERIALS FACTURES

2)
Share

Values o/o

39.0 89.0

53.0 80,5
5h.3 77.6
36,2 78.0
32,0 69,7

TOTAL

(hh)

FOOD, DRINK
AND TOBACCO

(3)
- Share

Vales o/o

0)
Share

Values o /oValues

1954-55
1955-56
1956-57
1957-58
1958-59

2.1 L.8

549 9.0

13.6 19.4
8.2 17.7

9.5 20,7

L3.8
65.8
70.0

Lé6 Uh

3.5 hob
5.1 5.3

Lo.1 26,7
34.3 2L.7
23.5 23.7U5 9

oi
4

Up to February 1956 the figures include trade on private accounts only.

IMPORTS

RAW
MATERIALS

= 16)
~ "Share

Values o/o_

12,6 16.0
16.8 17.5
20.4 13.6

13.7 949
12,3 21.1

MANU-
FACTURES

 {a __
Share

Vales o/o

62,6 79.6
The2 77.2
89.7 59.7
91,2 = 65,hL

65.8 64.7

TOTAL

8)
Values

7847
96,1

150.2
139.2

101.7
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to expand foreign exports of these in a competitive world market, Also

noteworthy is the decline of the exports of Food, Drink and Tobacco from

Fast Pakistan, This was mainly due to the decline in the foreign exports

of tea from East Pakistan,

The foreign imports of both East and West Pakistan were characterized

by the great increase of the imports of Food, Drink and Tobacco from

1956-57, The values of the import of this group of commodities in East

Pakistan amounted to Rs.0.8 crores in 1955.56, Rs,18.9 crores in 1956-57,

Rs.31.2 crores in 1957-58 and Rs.1l5,0 crores in 1958-59, The correspond-

ing figures for West Pakistan were Rs.5.1 crores in 1955-56, Rs,l0O.l crores

in 1956=57, Rs.3L.3 crores in 1957-58 and Rs.23.6 crores in 1958~59, This

was mainly due to the heavy increase of the import of rice and wheat in

Pakistan from 1956-57, Note that the figures in Tables 5.6 and 5.7

include imports on Government account from March 1956 on, The imports of

rice and wheat were on Govermment account. Since there had been imports

of food grains in Pakistan during the preceding years on Government account,

shich are not included in the figures shown in these tables, the figures in

Column 5 of Tables 5.6 and 5,7 do not give the correct picture of the actual

change in the impart of Food, Drink, and Tobacco in East and West Pakistan

from 1956-57, Nevertheless, they do reflect the deteriorating conditions

in the agricultural sectors of East and West Pakistan, Despite the fact

that agriculture in both East and West Pakistan is subject to the vagaries

of nature in the form of draught, flood and the like, it remains true that

there has been little development in the agricultural sector of Pakistan.

With the rapid growth of the industrial sector in Pakistan during the past



decade, she has reached a point where the absence of technical progress in

agriculture is seriously retarding the pace of her overall economic growth.

As Table 5.6 shows, East Pakistan!s imports of raw materials increased

between 1954-55 and 1958-59, whereas her imports of Manufactures showed no

rising or falling trend, varying between Rs,23 and 27 crores during this period.

West Pakistan's imports of Raw Materials increased rapidly up to 1956-57, then

fell again below the 1954-55 level, The imports of Manufactures in West Paki-

stan increased continually from Rs,.62,6 crores in 195L-55 to Rs.91.2 crores

in 1957-58, then fell sharply to Rs.65.8 crores in 1958-59, The increased

imports of Raw Materials indicate the structural changes in the industrial

sector in Pakistan, The same is evident from the change in the composition of

the imports.of Manufactures in Fast and West Pakistan, This can be seen from

Table 5.8. The share of capital goods in the imports of Manufactures in Fast

Pakistan rose continuously from 32,7 percent in 195L~55 to 78.8 percent in

1957-58, and then dropped to 65,8 percent in 1958-59. The share of capital

coods in the import of Manufactures in West Pakistan, excluding the year

1955-56, varied between 51 percent and 62 percent. Note that the absolute

values of the import of capital goods in West Pakistan actually declined in

1958-59 by Rs.5.42 crores.

It should be observed that these figures do not indicate the actual

import of raw material and capital goods in Pakistan, since imports on

account of foreign aid are not included here, The regional distributim

of foreign aid is not officially published in Pakistan, but it is generally

known that East Pakistan had little share of the foreign aid received by

Pakistan till 1955-56. As we shall see som, the overall surplus in the

balance of payments of East Pakistan is also indicative of this fact. This
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TABLE 5.8

Foreign Import of Capital Goods in Pakistan
195L&lt;55 to 1958-59

YEARS

1954-55
1955-56

1956-57

1957-58

1958-59

Talues in crores of rupees

EAST PAKISTAN

As percentage
of total imports
of Manufactures

Values

05 32.7

37.7

7246

78.8

%5.,8

8.23

18,09

18,58

16.79

WEST PAKISTAN

As percentage
of total imports
of Manufactures

Value s

33,76 53.5

22,93

53.31

16.82

30.9

5o.l

£1.3

hl ho 52.8



means that the imports of complimentary goods in West Pakistan were far

greater than what is indicated by Table 5.8, Note that apart from imports

favoured by foreign aid, the levels of foreign imparts in West Pakistan

were more than double the levels of foreign imports in East Pakistan

almost every year after 19L8-L9.

Solis The Interregional Prwments Between East and West Pakistan

5.h.1, It remains for us to examine the problems and processes of

adjustment’ of interregional payments between East and West Pakistan

consequent upon the growth of the triangular pattern of trade between

them, Furthermore, all trade involves relative gains for the trading

partners, although their relative gains may be different, As is well

known, the relative gains from trade depend partly upon the movements of

the balance and terms of trade. This section is devoted to the analysis of

these aspects of the growth of interwing trade between East and West

Pakistan.

Selie?e The Balance of Interwing Trade

There are two alternative ways of estimating the balance of

merchandise trade between two regions. The first is to take the differ

ence between a region's exports and imports of merchandise in a particular

period of time in terms of its own currency or in terms of some standard

international currency, An improvement in the balance of trade according

to this procedure can be defined as a decrease in the values of trade

deficit or an increase in the values of trade surplus,



The second alternative is to measure the trade balance of a regim

as a ratio of the values of its exports to its imports. An increase in

this ratio implies an improvement of a region's trade balance and vice-versa.

The question of a choice between the above alternatives is a matter

of analytical convenience, since in different contexts one may be interested

in either of them according to the assumptions made about the sources of

financing of the balance.d/ Note that except in the case in which trade

is balanced, an improvement or deterioration on one alternative may not be

followed by an improvement or deterioration on the other, The second

alternative, trade balance as a ratio, may be preferred in the analysis

of the trade balance because it permits a more satisfactory analysis of

the changes in the trade balance in terms of changes in the volumes and

prices of exports and smervs df

In Table 5.9 we have shown the alternative estimates of the balance

of interwing trade. Column 1 represents East Pakistant!s deficit or West

Pakistan's surplus balance of trade measured as the dif ference between

the money values of exports and imports, It can be seen that there has

been a great deterioration of East Pakistan's trade balance since 1955.56,

East Pakistan's deficit trade balance amounted to Rs.19.Ll crores per annum

in interwing trade,

2 Harry G. Johnson International Trade and Economic Growth, Allen and
Unwin Ltd., London, 1958, Pe 98. Professor Johnson has designated the
first alternative as the 'monetary' and the second as the 'real! criterion
of trade balance. We prefer to avoid this distinction here.

1/ Charles P. Kindleberger; The Terms of Trade, A European Case Study, Chapman
and Hall Ltd., London, 1956, Ch. 12, PDs 279-288,



TABLE 5,9

The Balance of Interwing Trade
1948x499 to 1958.59

(The average of 1949-50 to 1952-53 = 100)

20

©

EAST PAKISTAN

GROSS BARTER
TERMS OF TRADE

%
INDEX |-——-100Fo ]

/ -

WEST PAKISTAN

NEST PAKISTAN'S
TRADE BALANCE

LPP
(Crores of Rs]

TRADE
. BALANCE

lp,/a.p,]
Tndex*

NET BARTER
TERMS OF

TRADE
INDEX

TRADE
BALANCE

[a,p,/q,p,]
Index

GROSSBARTER
TERMS OF TRADE

INDEX PY
Om

NET BARTER
TERMS OF

TRADE
INDEXYEARS

|

7 \ £1. /¢ { AY
—

1948-49
1949-50
1950-51
195152
1952-53
1953-51
1954-55
1955-56
1956-57
1957-58
195859

12.3
18,6
20,9
18.3
6.9

22,9
10.7
10.8
2943
Lh3.3
LO.5

38,2
58.5
67.4
76.2

200,0
11L,7
188,2
200,0
1294
111,7
117.6

55.72
148,63
93.01
88.06

170.30
112.29
131.43
133,0L
96,89
50,07
79 66

97.08
100,68
90,Th

116,18
92,40

105.13
156,76
158.57
133.49
148 47
119.65

210,7
136.9
119.6
103.3
L0,5
69.4
Lh2.k
39.9
61.2
1.9
6843

(17)
102,03
98.38

109,15
85.25

107,22
9l 22
63.18
62 16
7h.19
66,71
82.8h

147.18
168,63
88.18
9k 0h
49,15
73.03
62 141
61,64
8li,6L

163.97
102 LS

3
Trade balance, gross and net barter terms of interwing trade of one wing are reciprocals of those of the
other, The products of these reciprocals in this and other tables do not equal one because of the fourm
year average used in deriving the indices of the different series involved.



Colunns 2 and 5 of Table 5.9 show the trade balance of East and West

Pakistan measured as the ratio between the values of exports and imports,

When compared with Column 1, these columns show divergent changes in trade

balances, For example, in certain years, especially from 1948.49 to

1950-51, the deterioration in the trade balance of East Pakistan as a

difference was accompanied by an improvement in her trade balance as a

ratio, The reverse was the case for West Pakistan, Generally speaking,

the index of the trade balance of East Pakistan measured as a ratio shows

less unfavourable movement over time than when measured as a difference,

Our next task is to examine the causes of the movements in the

balance of interwing trade. The changes in the balance of trade are

governed by the changes in the volume of trade, terms of trade, and the

general price level. The discussion of the effects of these variables

on trade balance has to run in terms of partial equilibrium analysis,

Since the volume of trade, tems of trade, and the general price level

are mutually interdependent in a system of general equilibrium, the results

of partial equilibrium analysis in this respect are likely to be more

vitiating than revealing, What is intended here is to examine the nature

of association between the changes in trade balance, volume and terms of

trade and in the gereral price level and not to establish a general causal

relationship between these variables. In doing this, balance of trade,

measured as a ratio, seems to be more useful, because it can be compared

with the gross barter terms of trade, As the effects of volume and price

changes are reflected in the changes in the gross and net barter terms of

trade, a comparison between these and the changes in trade balance would
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indicate the degree of association between the changes in trade balance,

volume of trade and in the general price level, It should be noted that

the gross barter terms of trade, for this purpose, must be defined, after

Professor Taussig, as the ratio of the volume of exports to the volume of

imports. This procedure, though unusual nowadays, enables the changes in

trade balance to be computed from the sum of changes in gross and net

barter terms of trade.2/ Notice that thus defined, a rise in the index

of the gross barter terms of trade indicates an unfavorable moment,

It follows from what has been said above that a favourable movement

in the balance of trade must be associated with an unfavourable movenent

(a rise in the index) in the gross barter terms of trade, if the change

in trade balance is caused by the changes in the volume of trade alme.

Tt can be seen from Table 5.9 that the changes in the index of the gro SS

barter terms of trade are associated more frequently than those in the

net barter terms of trade with changes in trade balance in the same

direction, In the cases of both Fast and West Pakistan, trade balance

and the gross barter tems of trade moved in the same direction in eight

out of eleven years, while the same relationship existed between trade

balance and the net barter terms of trade for five years only. On this

evidence, the volume of trade appears to have been the more important

determinant of movements of the trade balance in interwing trade than

the price,

74 The proof is based on a simple composite function rule for differentiation.

See Charles P, Kindleberger, op, cit., pe. 286,



The Balance of Payments Between East and West Pakistan

Broadly speaking, the estimate of the balance of payments between

East and West Pakistan would involve the estimates of (a) the triangular

balance of payments between them, (b) the interregional transfer of funds

via the collection of revenue in each regio and expenditures (including

loans) made by the Central Government, and (c) the interregional transfer

of funds on account of private investment and remittances by the inhabiw

tants of one region working in the other, While it was possible for us

5.43.

to have some estimates of (a) and (b), to estimate (c) remained an

impossibility.

(a) The total balance of trade for East and West Pakistan has

been shown in Table 5.5 above, It would remain to add to it the balance

of invisible receipts and payments in international transactions to get

the full picture of the total balance of payments. The State Bank of

Pakistan, which compiles the balance of payments statistics for Pakistan,

does not give a regional distribution of the same, Certain efforts have

been made by the experts of the Planning Commission of Pakistan to divide

the invisible receipts and payments between the two regions for the years

1956=57 and 1957-58. .This shows that East Pakistan shared about 30

percent of the total receipts and about 28 percent of the total payments

of Pakistan in the invisible part of her international transactions. On

the basis of these ratios, we have estimated the invisible payments and

receipts of Fast Pakistan for other years, The results are shown in

Columns 1 and 2 of Table 5,10.
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TABLE 5,10

The Total Balance of Payments of East Pakistan

1948-49 to 1957-58

(Excluding governmental transfers, private investment
transfers, and persmal remittances)

Jalues are in crores J f rupees,

YEARS
INVISIBLE
RECEIPTS

(1)

INVISIBLE
PAYMENTS

(2)

BALANCE
[1-2]

(3)

TOTAL BALANCE
OF TRADE

"From T. 5.5]
(L)

BALANCE OF
PAYMENTS
ER

(5)
Ee

1948-49
1949-50
1950-51
195152
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58

3
10

10
11
10

3.72
L.ko

55.05
13.71
21.08
16.06
30.31
L6.17
 al

TOTAL
 eeeee gin

6,72
0.40

55405
10.71
19.08
18.06
27.31
L2.17

- 2429

13.28

a 163.93
“gg————m



In no way can these figures be taken as perfectly accurate, For,

in the first place, it is not necessary that the same ratios prevailed in

the earlier years as well. In the second place, there are other important

complications also. The Head Offices of most financial institutions in

Pakistan are situated in West Pakistan, The accounting procedure of

these institutions as well as of the Government of Pakistan is not based

on the regional basis, Furthermore, there is a peculiar practice of re-

cording the values of the exports of raw jute on a c and f basis instead

of an f.0o.b. basis. This practice tends to vitiate the regional distri

bution of the invisible items in the balance of payments of Pakistan.

However, since the invisible items represent a small fraction of the total

balance of payments of Pakistan, the limitations in respect to the

accuracy of the figures involved may not do fundamental harm to our

analysis,

Tt can be seen from Table 5,10 that except in the years 1948-49

and 1950-51, East Pakistan had a deficit in the invisible items of her

foreign balance of payments. But, as can be seen from Column 5 of this

table, she had a net surplus in the total balance of payments till 1955-56.

The total surplus earnings of East Pakistan during the period between

1948-49 and 1957-58 amounted to Rs.163.93 crores.

(b) The absence of the regimal distributim of the total

revenue receipts and expenditures of the Central Government of Pakistan

prevents us from having a precise idea of the interregional moverent of

funds on Goverment account for each of the years under consideration,



One official estimate discloses that from 19L7-L8 to 1956-57 the excess of

expenditures over receipts of the Central Government of Pakistan in East

Pakistan amounted to Rs.l1l7 —— In 1957-58, according to another estimate,

it was Rs, 48 crores. Thus East Pakistan incurred a net deficit in her total

balance of payments from 1956-57, But up to 1955-56 she had a net surplus

in her total balance of payments which amounted to Rs.162.5 (Rs.179.5C crores

=~ Rs.17 crores), or Rs.,20,3]1 crores per annum, East Pakistan's total

balance of payments deficit in 1957-58, according to the above estimate,

amounted to Bs.61.28 crores (Rs.l3.28 crores + Rs.lU8 crores).

sm

3 Government of Pakistan, Department of Advertising, Films, and Publica-
tion; Economic Progress of Fast Pakistan, Karachi, 1956, p. 3l. Receipts
include tax revenues, income from public utilities, and contributims to
Central loans from East Pakistan, Expenditures include loans, advarces
and grants to East Pakistan over and above other current and capital
expenditures.

Ty The Planning Commission of Pakistan, Fiscal and Menetary Divisiaa. The
accuracy of these figures may be doubted for two reasons, First, because
of the presence of their Head Offices in West Pakistan, a number of
businesses pay their taxes in West Pakistan, although a part of the taxes
thus paid was actually assessed in and paid by East Pakistan, This under-
estimates the total revenues received by the Govermment of Pakistan from
Fast Pakistan, Note that there are a few business concerns having their
Head Offices in East Pakistan, Since the latter are relatively smaller
in number and capacity, taking into account the taxes paid by them would
only reduce the extent of the underestimatim of the total tax receipts
from East Pakistan,. Thus more accurate estimation of the balance of
government taxes and expenditures in East Pakistan would necessitate a
good deal of shuffling of the revenues collected by the Government of
Pakistan from East and West Pakistan, Second, there is a possibility of
double counting in the estimate of total balance of payments of East
Pakistan in 1956-57 and 1957-58, The deficit incurred by East Pakistan
in her balance of foreign trade during those years was mainly due to the
import of rice. These imports were on government account, The money paid
by the Central Government, if included in the expenditures made by Central
Government for East Pakistan, would involve double counting insofar as the
balance of payments of East Pakistan is concerned. For it would be dedicted
twice, once from her total export earnings and once from tal revenues paid
to the Government of Pakistan.



The reversal in the total balance of payments positimm of East

Pakistan was not suprising. As is pointed up before, it was mainly due

to the increased expenditure on the import of food in East Pakistan, To

this must be added the increased development expenditures in East Pakistan

consequent upon the initiatim of the First Five-Year Plan since 1955,

Note that from 1956 on, the development expenditure in East Pakistan got

added impetus from the political change that occurred simultaneously both

at the Central as well as the Provincial Government in East Pakistan in

that year, Although about half of the Central Government expenditure in

East Pakistan in 1957-58 was on defense, from the standpoint of the ecow

nomic development of East Pakistan it was in fact one of the best years

during the entire period under consideration, The growth of development

and nondevelopment expenditures in East Pakistan increased the demand for

imports in East Pakistan, The exports from East Pakistan did not increase

proportionately, This, together with the increased defense expenditures by

the Central Government in East Pakistan, turned the total balance of payments

of East Pakistan into a huge deficit.

(¢) The above includes the results of three major elements

involving interwing payments between East and West Pakistan. There are

other important elements as well, These, as indicated above, involve

interwing receipts and payments on account of services, remittances of

individual residents of one wing earning their incomes in the other, inter-

wing tourist expenditure and private investment, Nothing definite is known

about these items. Anything short of a wild guess would take several years



of research by a group of competent experts and with the fullest coopera-

tion of the Covernment of Pakistan and financial and other business

institutions. Under the circumstances, we are compelled to proceed

with the present analysis on the assumption that the above estimates

represent a reasonably close approximation to reality. It is our belief

that interwing transactions relating to services, individual remittances,

tourist expenditures and the like would be approximately even, and if

not, the net balance would not be significant to vitiate the following

analysis, As regards interwing investment, it is our belief that the

net flow of capital from West to East Pakistan on private account would

also be insignificant, if any, at least up to 1956-57, These assumptions,

it is hoped, would be supported in part by what follows below.

Sill. The Relative Gains from Interwing Trade

(a) One way of evaluating the relative gains derived from the

growth of interwing trade by East and West Pakistan is to amalyze the

effects of the surplus balance of payments of East Pakistan till 1955-56.

We have seen above that up to 1955-56 East Pakistan had a surplus of

Rs.162,50 crores in her total balance of payments, or Bs,20.31 crores

per annum, This was used to finance a part of the excess foreign imports

of West Pakistan, In other words, it amounted to capital transfer from

Rast to West Pakistan, Note that these amounts were financed by East

Pakistan from her foreign exchange earnings. Since, in spite of the

devaluation of 1955, the official external value of the Pakistani rupee

was (about LO percent) higher than it was in the open market, East Pakistan
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paid to West Pakistan much more in real terms than she received in terms

of Pakistani rupees. This, as has been argued in Chapter 3, meant obviaus

loss to East Pakistan, East Pakistan might have incurred further loss due

to the possible transfer of loanable funds to West Pakistan owing to her

net surplus Rs.20.31 crores per annum in her total balance of payments

with West Pakistan,

The absence of data relating to the interregional flow of loanable

funds makes it difficult to estimate the exact flow of investment funds

from East to West Pakistan up to 1955-56, However, an analysis of certain

related data would suggest that some flow of investment funds from East to

West Pakistan might have taken place during this period, In the absence

of the transfer of loanable funds, the balance of payments surplus, cet.

par., would have exerted an expansionary pressure on money supply and

general price level in East Pakistan, More so, if we remember that the

Provincial Government of East Pakistan was spending from budget deficits

throughout this period. Although exact figures are not available, the

data on industrial output in East Pakistan suggest that there was some

increase of develomment expenditures in East Pakistan during this period

on construction, social overheads, and manufacturing, We have also seen

that agricultural output in East Pakistan did not increase proportionately

with the growth of Population, All these together with export surplus

ought to have exerted great inflationary pressure in East Pakistan. Yet

Column 1 of Table 5,11 shows that the increase in money supply in East

Pakistan up to 1955-56 did not reflect the balance of payments surplus



TABIE 5.11

Money Supply and Prices in Fast and West Pakistan

oy

YEARS

1950-5.
1951-52
1952-53
1953=-5k
1954-55
1955-56
195657 |1957=58
1958-59

. WCREASE

IN MONEY
SUPPLY (al

Crores
of Rs,
(2)

3h
31
200 Sn

EAST PAKISTAN

WHOT “SATH_PRICE INDi -HACE) ] RAFMAN(¢INDBase INDEX
1951-52

= 100

2),
100
96
76
9
83

118
113
12h

COST OF
LIVING
INDEX
Base

1951-52
= 100

(1)

100
10L

97
8L

100
10L
111
11

_NCREASE
IN MONEY
SUPPLY(a)
|

Crores
of Rs.

1

0

 0,
2ly
20
51
12

- 2

HAQ(b)
INDEX
Base

1951-52

"&amp;y
100
11h

Q9
2

$2
112
109

WEST PAKISTAN

‘LE_PRICE IND.
RAHMAN(c)

INDEX

Base 1954
= 100

Sear,
1950
1951
1952
1953
195L
1955
1956
1957

BL...
90.5
99.0

10769
100,0
100,0
95 okt

108.5
115.

COST OF
LIVING
INDEX(d)

Base g
15h

(8)

100
111
109
10L
103
112
120
dina”

Estimated from Balance Sheets of Commercial Banks in East and West Pakistan(Money Supply including Cash
and Demand Deposits). The figures represent the average stock of money found to exist on a parti-
cular day in December and June,
The Institute of Development Economics, A Measure of Inflation in Pakistan. 1951-60, Karachi, 1961.
Table 5, p, 16.

(c) Estimated, see Statistical Appendix.
(d) C.S.0. Statistical Bulletin,



of East Pakistan.o/ Also revealing are the movements of the wholesale

price index of East Pakistan, The wholesale price index of East Pakistan,

excluding the year of the Korean boom, declined till 195L-55. The defla-

tionary trend in East Pakistan up to 1955 can only be explained by some

leakage of purchasing power from East Pakistan,

One such leakage might have been the flight of Hindu funds from

East Pakistan to India, According to one estimate, it involved the

fantastic sum of Rs. lO crores per annum up to 1951,.2/ This estimate is

extremely unreliable, because the author did not mention the source of

his information, Furthermore, in respect to smuggling of ‘gold the author

quoted the border police of East Pakistan as his source. Nothing could

be more absurd than this, How could the border police estimate the quantity

of gold smuggled without holding the same at the border? The emigrant

Hindus could have taken their capital from East Pakistan to India mainly

8/ The extent of increase in money supply, consequent upm surplus balance
of payments, depends upon the credit-creation coefficient for a region,
According to one estimate, the credit-creation coefficient for Pakistan
was 1,51 during the past years. (M. Haq; Deficit Financing in Pakistan
1951-60, Institute of Development Economics, Karachi, 1961, p. 12.) On
this estimate, money supply in East Pakistan up to 1955-56 ought to have
increased at the average rate of about Rs.30 erores per annum.

9/ Dr. A. Sadeq; The Economic Emergence of Pakistan, Government of East
Bengal Printing Press, Dacca, 1950,
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through unilateral transfer of goods. This would have left the purchasing

power in East Pakistan unchanged with excess exports from East Pakistan to

India through smuggling. Such a situation ought to have accentuated the

inflationary pressure in East Pakistan 1o/ Thus the flight of Hindu

capital could not explain the declining wholesale price index in East

Pakistan,

The above does not mean that there has been no smuggling between

Fast Pakistan and India. There had been smuggling across the borders in

both East and West Pakistan, Smuggling, as is well known, camot be a one-

way traffic. It has its own economic laws, And as we shall argue soon,

smuggling across East Pakistan's border might have been partly influenced

by the growth of the triangular pattern of trade between the two wings

and the rest of the world. Note that the smuggling of gold from East

Pakistan to India could be one mechanism of the transfer of loanahle funds

from East to West Pakistan, East Pakistan does not have a gold mine to

produce gold to be smuggled to India, The gold smuggling involved a net

work of transaction, involving the Middle Eastern countries like Saudi

Arabia, Bahrain and Kuwait, West Pakistan, East Pakistan, and India. The

sequence probably took the following pattern. West Pakistani smugglers

brought gold to West Pakistan from the Middle Eastern countries, A part

of this gold they smuggled to East Pakistan. The gold was mostly sold to

——

10/ See my "Mr, Sadeq's Economic Emergence of Pakistan, A Review", Pakistan
Economic Journal, Dec. 195L, The transfer of capital by emigrant
Muslims from India to Fast Pakistan must also be noted.



the emigrant Hindus in East Pakistan who smuggled it to India, The

recipients of the money then smuggled it into West Pakistan, This is not

to say that East Pakistani Muslims were not involved in this, Many of

them were probably inwolved as the agents of the West Pakistani as well as

the East Pakistani (Hindu) smugglers. Whatever may be the case, the point

is that in this sequence money from East Pakistan went to West Pakistan

and gold to India and the East Pakistani agents ended by earning a

commission.

Thus the smuggling of gold worked as a mechanism of transfer of

funds from East to West Pakistan, This could not, however, explain the

transfer of the entire amount corresponding to the net balance of payments

surplus of East Pakistan, It seems that the deflationary situatim in

East Pakistan could only be explained by the movements of loanable funds

from East to West Pakistan, The early start in the development of

industries in West Pakis tan together with the increased induced government

expenditure on social overhead capital increased the rate of returns on

investment in West Pakistan. In the absence of adequate growth conditims

in East Pakistan, this might have induced the flow of furds from East to

West Pakistan, The fact that West Pakistani traders dominated the field

of trade and commerce in East Pakistan could have partly facilitated this

process, The existence of the head offices of most financial institutions

in West Pakistan also might have played an important role in this respec* 11

11/ The rate of savings in East and West Pakistan are not officially estimatad.
According to the estimate of Dr, Mahbubul Haq, the marginal rate of sav-
ing in East Pakistan was about 65 percent during the period between 1950
and 1955, The same figure for West Pakistan was 2L percent.
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The Haq price index indicates a slight declining trend in the wholesale

prices in West Pakistan up to 1955-56, while my price index shows a slight in-

creasing trend. Ow knowledge of the economic situation in West Pakistan

would tend to make my price index closer to realities. Since the method of

estimation of the former has been more sovhisticated than the latter, we re-

card the Haq price index as more authentic. Even then the declining wholesale

price index of West Pakistan up to 1955-56 need not invalidate our contention

about the possible transfer of funds from East to West Pakistan. because the

voluminous excess imports in West Pakistan facilitated by the erowth of triancu-

lar trade and foreign aid together with the increase in damestic industrial out-

rut might have prevented the prices from rising with increased money supply.

It is possible that the per ecanita real conswiption in East Pakistan

during the period under consideration was adversely affected. For the per

capita output of agricultural production in East Pakistan declined (see Table

5.16) over the period under discussion. Since the industrial output repre—

sented a small fraction of the gross national product of Fast Pakistan, the

increase in industrial output, in the face of 1-8 percent annual increase of

population, could not prevent the per capita consumption from declining in

Fast Pakistan, This reduced not only the level of per capita consumtion in

“ast Pakistan, it also created conditions for smuggling with India. Put in

another way, the above argument also implies that per capita real income in

mast Pakistan might have been declining during this period. 22

The decline in per cavita real consumtion in Fast Pakistan zs sueh

cannot be attributed to her net surplus in the balance of pavments up to

12/ he non-official estimate of the C,5,0. cited earlier shows that per capita
income, at constant prices, in East Pakistan declined from Rs,.220 in 1956-57
to Rs,213 in 1957-58, while that of West Pakistan increased from Rs.302 in
1956-57 to Rs,305 in 1957-58. These results were analytically confirmed in
the Panel of Economists! Report on the Second Plan, publ ished by the Plan-
ning Commission of Pakistan in 1960.



1955-56, unless the latter was created through the deliberate restriction of

imports from abroad in East Pakistan, Note that the total balance of payments

surplus of East Pakistan might have affected the level of her per cavrita cone

surp tion and real income via the overvaluation of the rupee.

However, it appears that the growth of triangular trade between East

and West Pakistan and the rest of the world facilitated the latter in gaining

in terms of per capita consumption and real income. In view of the fact that

it facilitated the excess imvorts of foreign goods in West Pakistan, the rela-

tive gaine derived by West Pakistan in terms of econamic growth seem to have

heen considerable.

As stated earlier, East Pakistan, like West Pakistan, became a net

deficit region in her triangular balance of payments from 1956-57. Did this

involve a transfer of capital from West to East Pakistan? The fact that West

Pakistan also had a deficit balance of payments makes it difficult to say

anything definite about this. How could one debtor lend to another debtor

unless there existed a creditor somewhere else? Obviously a part of East

Pakistan's deficit represented the expenditure of foreign aid in Pakistan.

The exact distribution of foreign aid between East and West Pakistan could

not be ascertained, because of official secrecy. However, the above analysis

implies that up to 1955-56 there was no need to spend foreign aid for East Paki-

stan, East Pakistan's balance of payments deficit in 1956«57 was insienifi-

cant and probably it was met through the allocation of foreign aid to Rast

Pakistan.

But the deficit incurred by East Pakistan in 1957-58 could not have

been met by the allocation of foreign aid alone, The excess Central

Government expenditure in Fast Pakistan in 1957-58 does not necessarily
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imply transfer of loanable funds from West Pakistan to East Pakistan. Be=-

cause of the deficit financing of the Central Government of Pakistan, the

excess expenditure in East Pakistan could have been made by printing money.

That some such thing happened is indicated by the great increase in mmey

supply in East Pakistan in 1956-57 and 1957-58, This may also be supported

by the fact that in 1957-58 the total budget deficit of the Central Govern-

ment of Pakistan amounted to Rs,76.9 crores. Consequently, prices in East

Pakistan rose in those years. In view of the three-fold rise in the prices

of food grains in East Pakistan during the year 1956-57, the rise in the

wholesale prices in East Pakistan would have been far greater than what it

was if the total imports (foreign plus interwing) had not increased

sienificantly.

The rise in the wholesale prices in West Pakistan in 1957-58 can be

explained mainly by the increase in the prices of food grains in that year,

The declined of money supply in West Pakistan in 1957-58 could also imply

some transfer of loanable funds from West to East Pakistan during that year.

Although there had been a short-fall of Bs,l27 crores out of the total planned

development expenditure of Rs.350 crores from 1955 to 1960 in East Pakistan,

it is known that most of the spending in East Pakistan was done between 1957

and 1958, On the other hand, West Pakistan was able to spend a total amount

of Rs,700 crores on development, which represented overfulfillment of the

planned target. This meant that the supply of investible funds in West Paki-~

stan grew during the First Plan Period, In fact, it was the scarcity of the

supply of foreign exchange which began to set a limit to the expansien of
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investment in West Pakistan dwing this period. The relative shortage of

investible funds in East Pakistan, coupled with the availability of foreign

exchange for particular projects in East Pakistan, probably induced some

flow of funds from West to East Pakistan. The same might have also been

facilitated through the PIDC undertakings in Fast Pakistan,

It appears that the process of interregional transfer of funds got

reversed since 1957-58, It is not possible for us to say anything definite

about the flow of funds from West to East Pakistan in the subsequent years,

Nor is it possible to indicate the extent of compensation East Pakistan

has received because of this,

(b) It remains for us to discuss the relative gains derived

by each wing from interwing trade in terms of price and volure changes,

The total gains from trade are indicated by the income terms of trade

which are derived hy multiplying the index of the net barter terms of

trade by the quantum index of exports. In other words, the income terms

of trade measure the quantity of imports that can be obtained rer unit of

exports, and therefore this concept is sometimes referred to as the %capacity

to import", The difference between the index of income terms of trade and

the index of the quantity of exports measures the total gains derived from

trade. 23/

13/ By definition I = Tq,, and the total gains from trade, I - q_ =a (T=1),

where I is the Income Terms of Trade, T the Net Barter Terms of Trade and
gx is the quantum of exports, all considered as indices.
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The results of the estimates of gains on this basis are shown in

Table 5.12, It can be seen from Columns 3 and 9 that the total gains

derived from interwing trade have fluctuated from year to year and these

were positive for East Pakistan in eight out of eleven years, especially

from 1953-54 on. However, Columns 6 and 12 of Table 5,12 show that East

Pakistan incurred progressive loss in her foreign trade after 1955-56

while West Pakistan gained during that period, The decline in the volume

of exports and the net barter terms of foreign trade of East Pakistan

after 1956-57 made her gains from foreign trade negative, West Pakistants

gains from foreign trade since 1956-57 have been governed mainly by the

improvement in her net barter terms of foreign trade (see Table 5.13).

To the extent that the growth of interwing trade had its effects on the

volume and terms of foreign trade of East and West Pakistan, the

indicators of the relative gains derived by them from foreign trade

may facilitate the following discussion of gains from interwing trade.

It should be observed that the income terms of trade as an indicator

of gains even from foreign trade operate on a particular implicit assumption

about the trade balance, As has been pointed up by C. P. Kindleberger, it

involves the implicit assumption that the trading regions or countries

normally tend to keep their trade in balance, and the terms of trade and

the volume of exports together determine what a country or a region can

import, "This is another partial truth, of course, which ignores the possi=

bility of capital movements in the short run and resource effects over the

longer periodti/
r
-

Charles P, Kindleberger, op. cit., p. 288, Also see G., Haberler,
A Survey of Internatimal Trade Theory, Princetan University, 1961,



TABLE 5.12

Gains From Trade

19L8«L9 to 1958-59

(Base: (interwing trade) Average of 1949-50 to 1952-53 = 100]

OO
 ~N §

YEARS

1948-L9
1949-50
1950-51
195152
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
1958-59

INCOY..
TERMS OF

TRADE

BO, Tu
bl, 76
82,88
93.85

158.49
212,81
317.47
1106.LY
303.93
368,41
353,08

«wTNG TRAD
VOLUML

OF
EXPORTS

h1.18
63.07
89.56
79.20

168.17
198,47
198.55
251.31
243,04
23L,28
289,33

EAST PAKISTAN'S GAINS FROM TRADE

INCOME VOLUME
TERMS OF | OF

TRADE EXPORTS

GAINS

[1-2]
‘-

0 uO
1.69
6.68

1,65
9.68

1h.3)
118,92
155,13
60,89

134,13
63,75

100,00
93.02
78.83
85,27
82.8"

100 000
95 «90
88.35
95423
9l nc

GAINS
[4-51]
Ln

- 2,88

- 9.83
- 9 «96
11.16

{ continued next page)



TABLE 5.12 (continued)

Gains From Trade

19418=L9 to 195859

[Base: (interwing trade) Average of 1949-50 to 1952-53 = 100]

”_
-
Nr

TEARS

1948-L9
1949-50
1950-51
1951-52
1952-53
1953=5
1954-55
1955-56
1956-57
1957-58
1958-59

INCOME
TERMS OF

TRADE

(7)

72.71
122.90
101.31

73.84
101.95
160,58

92 03
113.78
179.14
300,98
290.12

"NG TRAL
VOLUME

OF
EXPORTS

(8)

71.31
125.13
92,91
86,78
95.28

170.54
145.77
182,26
242,03
L51,.h6
350.,Lls

WEST PAKISTAN!S GAINS FROM TRADE

IEIGN THA
~ VOLUME

OF
EXPORTS

(11)

GAINS

[7-8]
(9)

INCOME
TERMS OF

TRADE

(10)

1.0
2,23
8.40

-12,94
6.67

- 9.96

-53 7h
58,48
-62,59

-150.L8
=63,32

100,00
110.40
122,21

81.23
95.12

100,00
111.6L
11L,95

79,60
88.00

GAINS

[10-11]
(12)

1.2}
7.26
1.63
7.12



(¢) The direction of gains derived from interregional trade

is also indicated by the movements in the gross and net barter terms of

trade, Defined as the ratio of the index of the quantity of imports to

the index of the quantity of exports, a fall in the index of the gross

barter terms of trade indicates an unfavourable trend and conversely,

favourable or unfavourable movement in gross barter terms of trade seems

to imply that a trading region benefits more or less according to the

direction in which the terms of trade move, This may be true insofar as

the change in the gross barter terms of trade has been induced by the

relative change in the price level, A region may find its exports in-

creasing relative to its imports because its price level is declining

relative to the price level in the region of its imports. To the extent

that imports in this case cost more relative to money incomes, the region

is worse off. But if this is all that the gross barter terms of trade

indicate, then the net barter terms of trade are better indicators of the

phenomenon,

It may be.,said, however, that a favourable or unfavourable gross

barter terms of trade implies something more, A region with unfavourable

cross barter terms of trade, i.e., sending out more goods relative to the

quantity of goods received, may be said to lose something for some time,

According to Taussig, not only does a country with unfavourable gross

parter terms of trade make a sacrifice, incur a loss for the time being,

pp. 24=29; and J. Viner, Studies in the Theory of International Trade,
London, 1955, Pe 563,



but it incurs a further loss in the sense that the net barter terms of

trade become less advantageous to 14.5 To the extent that unfavourable

gross barter terms of trade reflectscapital exports, it cannot be considered

as an indicator of short-tem loss. 2 Likewise, to the extent that an un-

favourable moverent in the net barter terms of trade reflects the underlying

technical progress in the economy of a regia, it camot be regarded as an

indicator of loss from trade, Note that because of its triangular character,

gross barter terms of interwing trade camnot, by itself, indicate the direc-

tion of capital exports.

lili-

12/ Fo W. Taussig, International Trade, The Macmillan Company, New York, 1927,
Chs, 11 and 21. It must be pointed out that Taussig referred to this phe-
nomenon as the consequence of a favourable gross barter terms of trade,
since he defined the gross barter terms of trade as the ratio of the
quantity of exports to the quantity of imports.

16/ Excluding reparation payments, more often than not,a change in the gross
barter terms of a region is broughtabout by changes in the volumes of
interregional investments, An increase in the external investments of
a region or a country results in an increase of exports of goods and
services relative to imports. In what way does this indicate a loss to
the capital exporting region? The resources used in order to produce
the goods and services exported on capital account would not have yielded
any more consumption gods for domestic consumption if the same amount
of capital had been invested at home as abroad, In either case, an equi=-
valent portion of productive resources would have been devoted to the
production of commodities that would not have yielded consumption goods
until same time in the future. Thus capital exports merely indicate that
present goods are being exchanged in increasing amounts for future goods,
instead of future goods being produced at home, Notice, however, that
there is an important distinction between investment at home and invest-
ment abroad. The repercussion on the total level of income and/or the
distribution of income at home may differ accordingly as the flows of
domestic investment differ in direction, Abstracting from these aspects
of the problem, it may be said that all capital investments involve same
sacrifice of immediate well-being for an expected future well-being. The
question as to the wisdom or otherwise of devoting productive resources
to the production of future rather than present utilities is not a special
problem of interregional or international trade, Whatever the case may be,
the movements of gross barter terms of trade cannot be regarded as the
sufficient indicators of loss or gain from trade.
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The indices of the different terms of trade of East and West

Pakistan are shown in Table, 5.13. Columns 1 and 5 indicate the movements

in the gross barter terms of interwing trade for East and West Pakistan.

Despite the year-to-year variations, East Pakistan's gross barter tems of

interwing trade showed a declining trend up to 1955-56, From 1955-56 to

1957-58, it showed an increasing trend, But this is no proof of what we

have discussed above on the interregional flow of loanable funds in

Pakistan, A better idea in this respect could be obtained from the

integrated (i.e., interwing plus foreign) gross barter terms of trade of

East Pakistan. Because of the absence of the regional distribution of

the foreign trade of Pakistan by commodities up to 1953-5L, we could not

compute the integrated terms of trade of East atid West Pakistan for the

whole period under review. Table 5.1L shows the integrated terms of trade

from 195L-55 to 1958«59, The movements in the integrated gross barter

terms of trade of East Pakistan indicate capital imports in that region

from 1956-57 on. That a part of it could be from West Pakistan is indicated

by the relative movements in the gross barter terms of interwing and foreign

trade of West Pakistan.

Like the gross barter terms of trade, the net barter terms of

interwing trade has shown wide variation over the period under study. As

can be seen from Column 3 of Table 5.13, on the whole the index of the net

barter terms of interwing trade was in favour of East Pakistan, excluding

the years 1918-49, 1950-51 and 1952-53, Note that the net barter terms of

foreign trade moved against East Pakistan after 1955-56, This, together

with the relative movement of the net barter terms of interwing trade



TABLE 5.13

Indices of Different Terms of Trade

1948-9 to 1958«59

 \ }

YEARS

1949-53
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58
195859

EAST PAKISTAN

GROSS BARTER '
TERMS OF TRADE

INTERWING | FOREIGN
(1) (2)

NET BARTER
TERMS OF TRADE

TINTERWING I “FOREIGN
(3) [¢N)

100,00

147,18
168.63

88.1¢
94.0L
49.15
73.03
62.11
61.6.
8L.6L

163,97
102.45

100,00

97.08
100,68
90, 7h

116,18
92,L0

105.13
156.76
158.57
133.49
148.47
119.65

100,00
91,88

166.89
148,58
14h.29

100,00
97.00
89.00
89.454
87.63

WEST PAKISTAN

GROSS BARTER
TERMS OF TRADE

INTERWING FOREIGN
(5) (6)

"NET BARTER
TERMS OF TRADE

INTERWING | FOREIGN
(n (8)

100,00

55.72
48.63
93,01
88,06

170.30
112.29
131.43
133.04
96.89
50,07
79 .66

100.00

102,03
98.38

109.15
85.25

107,22
ol ,22
63,18
62 146
74.19
66,71
82.84

100,00
57.89
97.30

129,78
11.80

100,00
98.87

106,28
102,00
108,12



TABLE 5.14

The Integrated Terms of Trade
of East and West Pakistan

195L=55 to 1958-59

ap
rf
~

EAST PAKISTAN!'S TERMS OF TRADE WEST PAKISTAN'S TERMS OF TRADE

INCOMEYEARS GROSS BARTER | NET BARTER ; INCOME

(2) (3)

JROSS BARTER

(L)

NET BARTER
(5) (6)

1954-55
1955-56
1956-57
1957-58
1958=59

100.00
93.91

122,95
190406
151.09

100,00
98435
87.83
91.51
83.31

100,00
104.20
84.81
96,89
93,22

100,00
68.86
91,29
98,40
91,03

100.00
99.1h

109.143
103.62
117.L6

100,00
114,14
141.84
166,70
180.85

J

Weighted average of the terms of interwing and foreign trade, The ratios of interwing trade to the
foreign trade of each wing are used as weights,
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against Bast Pakistan since 1956-57, turned the integrated net barter terms

of trade against East Pakistan from 1955-56 on, The net barter terms of

foreign trade moved in favour of West Pakistan from 1956-57; so did the

integrated barter terms of West Pakistan,

As is well known, when the net barter terms of trade of a region

moves in its favour it simply implies that, in terms of price relatives

only, it can buy more imports per unit of exports, Whether this represents

a real gain for the region concerned depends upon the reasons which caused

the movements in the terms of trade. The net barter terms of trade being

the ratio of the index of the prices of exparts to the index of the prices

of imports, a relative rise in the export prices would turn the net barter

terms of trade more favourably for a region, This would happen if the

export and import prices were both rising or both falling so lmg as the

export prices were rising more rapidly or falling more slowly than the

import prices.

The relative movements in the price indices of East and West

Pakistan can be seen from Table 5,15, The relative movements in the

indices of the unit values of the different commodity groups in the exports

of East and West Pakistan in interwing trade should be especially noted,

The index of the unit values of Food, Drink and Tobacco in the exports of

East Pakistan rose almost continuously between 1952-53 and 1958=59. The

index of the unit values of the Haw Materials exports fram East Pakistan

showed wider variation over the period, The same indices for West Pakistan

rose considerably from 1955-56, The index of the exports of manufactures



TABLE 5.15

Price Indices

1948-49 to 1958-59

 5)
pb)
~1t

YEARS

1949-53
1948-49
1949-50
1950-51
1951.52
1952-53
1953-54
195455
1955-56
1956-57
1957-58
1958=59

EXPORTS TO
WEST PAK,
Unit Values!

(1)
100,00

88.31
106,10
101.85
99.57
92 10

114.93
146.00
151,91
146.49
169,35
142 0

EAST PAKISTAN

FOREIGN WHOLE=
EXPORTS SALE

Unit Values

12) (2)

100.00
96,00
76.00
£9.00
83.00

118,00
113,00
118.00

100.00
121,78
142.50
133.59
143.43

 FOREIGN
IMPORTS

Unit Values
eh y

100.00
125,59
160.10
149,19
16) ,80

,APORTS TO
AST PAK.
Jnit Values

 (3)
100,00

90.20
104.50
111,30
85,06
99.15

108.40
92.59
95.00

108.80
113.11
118.12

WEST PAKISTAN

| FOREIGN WHOLEew
EXPORTS SALE

Unit Values

fA) f~Y

100,00
114.00
99,00
82,00
93,00

112,00
109,00
113.00

100,00
117.66
127.52
115,2l
101,71

FOREIGN
IMPORTS

Unit Value:

(RY

100,00
119,00
120,00
113.00
91,10

(continued next page



TABLE 5,15 (continued)

Price Indices

1918-49 to 1958-59

Ls
~
~J

YEARS

 a

1949-53
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954=55
1955-56
1956-57
1957-58
1958=59

INDICES OF UNIT VALUES OF COMMODITY GROUPS IN INTERWING TRADE

__ FOOD, DRINK AND TOBACCO

EXPORTS OF | EXPORTS OF
TAST PAK. WEST PAK.

RAW MATYRIALS
EXPORTS OF |= EXPORTS OF

EAST PAK. WEST PAK.

 MANUFACTURES
“EXPORTS OF | EXPORTS OF

EAST PAK. WEST PAK.

aL)Q (10) (11) (12)

100.00

ol ,0L
107.32

98 .82
100.71
93,22

123,58
162,06
166,94
159.34
187.53
205 J0s2

100.00

95.67
110,06

79.75
8L.57

126,62
130.32
103,06
102,80
128,54
131.85
136,94

100,00

68.93
54.85

130.78
53.98

160.39
169.41

91.75
151.46
139.80
95415

110.19

100.00

96.64
100,56
109.33
103,5k

86.57
100,75
97.76
9k ,22

107.09
118,28
125.37

100,00

65.90
114.89
107.92
106,85

70.34
70.60
83.98

8 «83
100.40

80.27

100,00

111.11
128,28

106,06
59.59
95 95
83.83
78.78
81.81
61.61
59,59
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from East Pakistan showed a declining trend up to 1953-5h, after which it

showed a slightly rising trend. The index of the unit values of the same

group of exports from West Pakistan, however, with little variation has

shown a declining trend, From 111,11 in 19L8.L9 it declined almost cone

tinually to 59.59 in 1958-59,

It seems that the movements in the indices of the unit values of the

total exports and imports in interwing trade were mainly governed by the

prices of food, drink and tobacco and raw materials, And this should be so,

since these two groups of commodities have accounted for the larger portion

of interwing trade, It is worth noting that the relative influence of the

prices of Food, Drink and Tobacco on the prices of the exports from East

Pakistan was the greatest subsequent to 1953-54.

To say that the changes in the net barter terms of trade are due to

the changes in the prices of exports and imparts, though important, amounts

to a tautology which follows from the definition of the concept of net

barter terms of trade itself, More important for the purpose of the

analysis of the gains from trade is the explanatim of the causes of such

price changes. The causes far the changes in prices may vary, and with them

their significance as well.

The dif ferent behavior in the movements of the prices of the exports

from one wing to the other has to be explained with reference to the differ-

ent demand and supply conditions of goods entering into interwing trade. The

difficulties involved in separating the influence of demand on prices from

that of supply is too well known to be specially stressed here. Moreover,

it is also difficult to distinguish in the statistical data a shift in demand
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or supply schedule from a movement along an unchanged schedule, A rise

in the prices may mean that the demand curve has shifted up and to the

right, while the supply curve remains unchanged; or that the supply curve

has shifted up and to the left, while the demand curve remains unaltered.

If both demand and supply curves shift simultaneously upward or downward,

the rise or fall in prices will be magnified, But if they move in the

opposite direction, the final effects on prices would depend upon the

relative elasticites of demand and supply curves.

Because of our inability to separate the income effects on the

volume of imports in interwing trade, owing to the absence of appropriate

data on the regional incomes in Pakistan, we have refrained from estimating

the elasticity of demand for imports in interwing trade, However, a come

parison of the volume indices of exports of each wing to the corresponding

indices of unit values or net barter terms of trade would indicate that,in

most of the years, the influence of mice changes on demand was negligible

in interwing trade. Since the growth of interwing trade has been partly

governed by the trade diversion impact of the commercial policy of the

Government of Pakistan and partly by the growth of industries in East and

West Pakistan, it is also difficult to say anything definite about the

influence of demand changes on the changes in prices in interwing trade.

However, from our discussion in Section L.li, the effects of the upward

shift of the demand curves for Food, Drink and Tobacco and Raw Materials

on their prices can be noted, The fact that the exports of Food. Drink

and Tobacco and Raw Materials from East Pakistan increased in spite of



the increase in their prices in most years indicates that the shift in

demand played a stronger role in governing the imports of West Pakistan

from East Pakistan,

It has already been seen that the influence of increased money

supply on the levels of prices in East and West Pakistan was negligible

up to 1955-56, From 1955-56, especially in East Pakistan, the influence

of the monetary factors on the general levels of prices seems to have

been important, However, it seems that the conditions of supply have

played a greater role in influencing the prices of exports from East

Pakistan throughout the period under consideratim, Since the major part

of the exports in interwing trade was camposed of primary products, the

conditions of supply in the primary sectors in East and West Pakistan

must have played a predominant role in governing the prices of exports

in interwing trade,

The density of population in East Pakistan is about 777 per square

mile as against 109 in West Pakistan, The overwhelming pressure of popu

lation on land in East Pakistan is obvious, More important is the fact

that the ratio of cultivated land to labor force is far lower in Fast

Pakistan than in West Pakistan, The amount of cultivated land per agri-

cultural worker varied between 2.15 and 2.29 acres in East Pakistan and

between 3,72 and L.39 acres in West Pakistan during the period under study.

It can be seen from Table 5,16 that the output per acre of land is hicher

in East Pakistan than in West Pakistan. But the output rer agricultural

worker in East Pakistan is lower. And this indicates that the operation of



TABIE 5.16

The Land-Output Ratiosin East and West Pakistan
1948=49 to 1957-58

YEARS

1948-49
1919-50
1950-51
195152
1952=53
1953-54
195L-55
1955=56
195657
195758

AREA
UNDER

PRINCIPAL
CROPS (in
000 acres)

(1

22,6L0
22,450
23,081
23,471
2,098
24, 10h
2h, 047
224530
22,625
22,998

BAST PAKISTAN

OUTPUT
PER

ACRE (in
Maunds)

OUTPUT
PER AGRI=-
CULTURAL
WORKER

(in Maunds)
(2) (3)

11.19
10,45
10.70
10.26
10,51
10,78
10.40
9.82

11.91
11.82

2h 12
22,30
23.51
22,96
2ly 406
244.99
23.79
21,01
25,63
24.26

OUTPUT
PER

CAPITA
(in

Maunds)

(11)

6.33
De78
6.02
C78
597
6.15
575
5403
6,05
56h

AREA
UNDER

PRINCIPAL
CROPS (in

1000! acres)

(5)

2h, 661
2h, L193
25,650
24,158
23,813
25,908
26,013
27,625
28,102
27,942

WEST PAKISTAN

OUTPUT
PER

ACRE (in
Maunds)

OUTPUT
PER AGRI
CULTURAL

WORKER
(in Maunds)

(7)(A)

8.61
8.53
8422
65490
6.16
Blk
T.L8
7o43
7.51
7.76

33617
32,62
33.00
26,02
2,06
32,89
30.Lk
31,68
32,95
33,85

OUTPUT
PER

CAPITA
(in

Maunds

(8)
6.49
6.30
6.27
L.87
Llib
599
Soli?
5.6L
C78
5.86
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the law of diminishing returns is likely to be relatively stronger in East

than in West Pakistan,

Because of more or less similar techniques of agricultural production

in East and West Pakistan, the lower average productivity of agricultural

worker implies that the real cost of production, defined as input per unit

of outputs, of primary products is relatively higher in East Pakistan.

Under the circumstances, given a rise in demand, the prices of agricultural

goods in East Pakistan would rise (faster than in West Pakistan) and the

increased prices would reflect both the increase in real cost of prodution

and the increase in demand.

It was not possible far us to estimate the average productivity of

industrial workers in East and West Pakistan because of the lack of accurate

data on industrial workers in each of the regions except for 1955. In 1955

the industrial output per worker was Rs,896.,59 in West Pakistan and Rs.599,02

in Fast Pakistan, Even these figures are highly conjectural, An average

of wages per worker in 25 manufacturing firms in West Pakistan and in 22

manufacturing units in East Pakistan shows that the average wages were

Rs.86,0 in West Pakistan and Rs.78.0 in East Pakistan in 1954. According

to the I.L.0. Report on Manpower Survey in Pakistan, the average wages in

small-scale industries ranged between Rs.LO and Rs.50 in East Pakistan and

between Rs.60 and Rs,70 in West Pakistan in 1955.

The higher general productivity in the industrial sector of West

Pakistan should imply that,other things being equal, the real cost of

production of manufactures in West Pakistan was lower than tht in East

Pakistan, Not only was the development of the industrial sector in West



Pakistan greater, the pace of technological progress, in the narrow sense,

seems to have been greater in West Pakistan, All these indicate that with

the growth of industrial output the real cost of production in West Pakistan

was declining at a greater rate, This is partly reflected in the declining

price indices of the exports of manufactures from West to East Pakistan,

The relative dif ferences in the cost of transportation in East and

West Pakistan should also be noted in this connection. As compared with

West Pakistan, the road transport system is very poor in East Pakistan.

Railways are the most developed part of the transport system in East Pakistan,

The poor capacity of the Eastem Bengal Railways can be seen from Table 5.17,

which shows the movements of freight in East and West Pakistan during the

past decade. The Eastern Bengal Railways suffer from relatively lower

speed and short-distance stoppages as compared with their counterparts in

West Pakistan, Short-distance stoppages involve more shunting and hence

the use of more time, fuel, and labour, The absence of a double track

system in Fast Pakistan also limits the full operation of economies of

scale. Given the official freight rates, all these factors must raise the

real cost of railway transportation in East Pakistan.

Furthermore, the bulk of inland transport in East Pakistan is

conducted by oats. This may involve high real cost of transport in terms

of delay in movement, inadequate storage facilities leading to waste, and

the like. To these may be added the relatively higher cost of power and

fuel in East Pakistan.:l/ A11 these factors indicate that the real costs

17/ For a good discussion on this problem and its effects on the cost of pro-

duction of sugar in East Pakistan, see A Report of the Sugar Industry of
Pakistan, published by the Planning Cormission of Pakistan, March Toos,
PR e 230elT o
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TABLE 5.17

Rail Movement of Freight in East and West Pakistan

1948-49 to 1958-59

YEARS

1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56
1956-57
1957-58

EASTERN BENGAL RAILWAY

FREIGHT
tons carried
in thousand)

FY

“NET FREIGHT
TON-MILES

(in millions)
{ 2)

8
1,116
2,913
3,638
3,738
316
3,289
3,862
hy 603
14 488

 EE 537
655
Los
5h5
559
509
L72
574
709
723

NORTH WESTERN RAILWAY

“FREIGHT | NET FREIGHT
‘tons carried |  TON-MILES
in thousand) (in millions)

 hy
6,356
75176
7,812
8,656
9,011

10,075
9,938

10,652
10,886
11,855

1,702
1,807
2 22),
2,523
25756

~058
326
oh

7)
7
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of production might have been higher in Bast Pakistan during the past

decade .

To the extent that the relatively higher prices of the exports

from East Pakistan reflected the higher real cost of production, the

movement of the net barter terms of interwing trade involved a real loss

for West Pakistan, But insofar as the relatively lower price index of the

exports from West Pakistan reflected lower real costs of production due to

technical progress in her industrial sector, the fruits of economic growth

of West Pakistan were partly transmitted to East Pakistan via the movement

of the net barter terms of trade in favour of East Pakistan, West Pakistan

is not likely to incur a loss on this score, for she gained in terms of

increased employment and income, which were facilitated partly by the

increased exports of manufactures to East Pakistan.

It is doubtful if the gains derived by East Pakistan in terms of

favourable terms of interwing trade could compensate the loss she incurred

on account of the growth of triangular trade at least up to the year

1956-57. Not only were the net barter terms of interwing trade not

favourable for East Pakistan during all the years up to 1955-56, but the

net barter terms of her foreign trade might also have been moving against

her, The index of the unit values of the export of raw Jute from East

Pakistan, shown in Table 5,18, seems to indicate this possibility.

Furthermore, the surplus foreign exchange earnings of East Pakistan up

to 1955-56 was used in financing a part of the excess foreisn imports of

jest Pakistan; and, as a result, the extra profits that the importers in
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TABLE 5.18

Indices of Unit Values of
Raw Jute and Raw Cotton

[April 1948 - March 1949 = 100]

YEARS

1949-50
1950-51
1951-52
1952-53
1953-5h
1954-55
1955-56
1956-57
1957-58
1958-59
1959.60

Source:

RAW JUTRE RAW COTTON

32 4
85.)
85.8
50.4
5349
ol.8
69.1
80.1
81.1
75.8
59.4

101.9
158.7
154.7
101.2

88,5
87.8

101,3
108,3
101.6
89.8
86.5

Government of Pakistan, C.S.0., Statistical Bulletin,
Karachi, May 1961, p. LO6,
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West Pakistan earned was partly paid by the producers of foreign exports

in East Pakistan. To this must be added the consequences of the possible

flow of funds from East to West Pakistan up to 1955-56, The possible

reversal of the flow of funds since 1957-58 might have enabled East Pakistan

to recapture a part of the past loss. But in view of the fact that the

net barter terms of trade in both interwing and foreign trade moved

against East Pakistan subsequent to 1957-58, nothing definite can be said

about the net gains derived by East Pakistan from interwing trade since

1957-58.



CHAPTER 6

Summary of the Argument

4.1. Before the partition of India. the regions of East and West Pakistan

specialized in the producticn of raw jute and raw cotton respectively 3

Both tre volumes of exvorts and the levels of income of these regions

were mainly soverned by this production. Certain socio-cultural factors

led to the growth of jute and cotton manufacturing in other regions of

Tndia, Thus Zast and West Pakistan mainly exported raw materials and

imported manufactured goods The major portion of their interregimal

trade was with the other regions of India,

\t the time of partiticm. about 25 percent
- Tn. ot Pakistan's raw

jute and 20 percent cf West Pz jstants raw eof
ay » exported abroad,

rut this export functs nerfornr 3 har r «irns of India.

In soit
~nN ® resourr: cndotan "Th rn « 124 $a

sossibility fo trade between ©

partition. For in the firs® Caer

Ts and W spd yy oF Hg +(
-

- «tan before

t+ = nD
 lkeL 4. YY  prods “nn these

resions were such that they had little opportunitv for can suming each

other's major export products. In the second place, because of the dis-

tance involved it was more profitable for them to trade with other adjacent

recions of Tnagi-

Yet after partition trade between Taci 3 gt Pol-‘outan recorded a

g - Je) OE RaL0 Thecix~fld increase over a veriod of eleven veara (7¢hf.) &gt; ta 1958-59).

central purrose of this dissertation has been * v +n” in the growth of inter-

wing trade. In order to do so, a tleoretical model was constructed involving

resions termed East, West, India, and the Foreign regi



Obviously, the growth of trade between East and West Pakistan would

not have been vossible without fundamental changes in their vrepartition

ratterns of trade and production. And the latter were likely to be cone

 Hi tioned by three factors: (1) the fact of partition and intecration,

(2) the coincidence of partition with the desire for long-run economic

rowth, and (3) the emergence of a vigorous class of private entrerreneuvrs

‘nn Pakistan.

Tn its positive aspects, integration created the recessary conditions

for the growth of interwins trade. Free trade between Tast and West Fakig-

tan, with high tariff barriers aranst the rest of the world, made the rrice

cif ferences wider than transport costs between them. This led to the oven

ing up of trade hetween Fast and West Pakistan in certain minor rrimryv

oroductsy but this does not explain the secular crowth of interwine trade

In its negative aspect, intesration imwlied partizl or complete

isclation of ia: and West Pakistan from India. The abrupt cessation of

cconemic cooneration led nrivate entrenreneuvrs to alter their activity in

an attenmmt to maintain their incomes, and led the Governrent of Pakistan

bo facilitate or carry out adjustments in nrepartition ratterrs of trade

anc production in Fast and West Pakistan in order to maintain the oree-

vartition levels of emplevrient, income, and consumption. The chance in the

prepartition patterns of vroduction in Fast and West Pakistan created the

sufficient conditions for the ecrowth of trade hetveen them.

Reonomic growth, defined to be synonvmous with irndustrializaticn,

gould create similar conditions for the crowth of trade between Zast and

Jest Pakistan. In a growth atmosphere, vartition micht facilitate econcnic

crowth (a) bv creating the need for growth-oriented adjustments, and (b) by
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facilitating the growth of an active entrepreneurial class in Fast and

dest Pakistan, Partition would bring into Pskistan a huge number of

displaced persons from India who, in search of alternative sources of

income in a new environment, might turn to industrial investment, the

wore so since sudden social, political. and ecoromic displacements, under

certain circumstances, are conducive to the growth of the innovative

personality.

Hel, The © "fnnts

interre ~

nat

aceunct’”

three re-

relation

raw jut

Fores

sng 1b

clet- ¢ 0

nent: throuch -

‘n Bast and We + ~

~

partiticlr integration, and economic growth on

+vy.1e nr bhvoothetical re yn “v Gast, West

xr
I

&gt;
ww Naed rn

~mstituted

—n rn, trace

Ti- =~ ayriorted

3 3 + the

“on of India

“wed bv thelr cane

"Titv for adjuste

&gt; &gt; resources is limited

that East and West would try to maintain the types

ond amounts of goods and services consumed before partition insofar as

nos sible

Partition and integration bv cutting off the economic cooperation

between East or West and India would necessitate drastic adjustment in the

orepartition inter-industry relations between them. These relations can be
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conceived mainly in terms of certain raw jute- and raw cotton-based

circuit flows, each of which could exist indevendent of the others,

Post-partition adjustments would involve the rearrangement of these

flows, From the standpoint of East and West, such rearrangement would

call for the replacement of the functions previously performed by India,

which included certain (.) marketing and (b) processing functims., The

former relates to the foreign trade of East and West (transit trade)

carried through India befrre partition, The latter relates to the supply

of Indian capital and enterprise for the processing of raw jute and raw

cotton in India, Where and in what order in time these functions might

most economically be replaced would devend upon } the extent of the

existing market, (.) the creation of new market (for raw jute and cotton),

and (3) the possibility for the creation of new factor supplies.

Assuming that Fast and West had no active supply of carital and entre-

pcreneurship, the immediate adjustment efforts in these regions would be

directed toward the renlacement of Indian marketing functions and Indian

varket for raw jnta ~ ! rrw cotton throuch the rechannelling of trade. Such

consurpticn~oriented, since these will involve ro

change in the initial pattems of omdurtion in Bast and West. Because of

!
y

the coincidence of the desire for the initiation of the long-run economic

frowth with partition, the adjustment efforts in Fast and West micht also

simultaneously become growth-oriented, i,e., the replacement of Indian

processing functions in East and Vest.

The replacement of the marketing functions would be easy, since it

would involve no more export or import than existed before; and it would

create direct trade relations between Fast or West and the Foreign region



(i.e., the rest of the world except India). The next step would be to create

additional markets for raw jute and raw cotton in the Foreign region. This

micht not be necessary if India tries to solve her adjustment problems with-

out replacine the raw materials of East and West hv domestic production. In

that case. th

India, Fast and West, ®uch an arrangement would not continu.

hecausa of the double cost of transportation involved, the more

Tr lang,

so if India

sere motivated by the feeling of retalieting East and West for political

separatior

ty ~*t~mnt bv India at the replacement of raw jute and raw cotton

imports Ov domestis production would create the problem of finding new

markets { » th *-

part?v snlv~1i

proportinnal 7-

surplus 5 =

of trade woulid i

impoverish fast

East and West wou 1

The long-run

mat 13 Wy Rast and West
——

olen would be

n ~apacity in the
™ -- — 1 increases

not c¢r if Incia i ~
1 1 rodure an exportable

-~+h East and West in the Foreiom region, the terns

LE +1 latter regions, Such adjustments would

Furthermore, secular srowth of trade between

\ mee

“-hlems -" sconomic growth in East and West would be

accentuated by the short-run «¢ fe2nrts of post-partition adjustment through

the rechannelling of trade. This mirht initiate the process of growthe

oriented adjustment in East and West... The development of cotton and jute

manufacturing in West and East resvectively through the exploitation of

cach otherts reciemal markets would lead to the growth of trade between

them in ‘cotton and inte manufactures, Because of integration, trade between

Fast and West would also grow if economic growth occurred in either region.
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In that case, one region would compensate the other via the Foreign region;

ind thus would occur a triangular pattern of trade between East, lest, and

the Foreisn region, Such adjustment would lead to the ircrease of income

and Derhans enplovment in Fast and West,

5.3, The growth of trade between Fast and West due to growth-oriented

adjustment would facilitate economic growth of these regions via the

expansion of their regional markets, However, it would alsc involve

certain short-term costs in terms of loss of comparative advantage of

production and consumption due to the trade diversion effects of the

crowth of trade between East and West.

These, however, may be compensated for by the benefits derived from

economic growth, First, because of surplus labour and disguised unemployment

neney wages in East and West do not reflect the real wages, and hence the

classical theory of comparative advantage fails to provide an adecuate

criterion for real gains from the existing types of specialization in these

refions, Second, economic crowth implies technical changes; and changes in

production function might create rew comparative advantages of production in

these regions, Tariff involves a loss of consumer satisfaction, bul to the

sxtent that it facilitates capital accumulation by redistributing incremental

income in favour of the investing classes and by making possible the trensfer

of workers from agriculture to the newly created industries, the consumers

willl gain from the increase in total output.

Fconomic growth and the growth of trade between Kast and West would

croduce certain effects on the foreign trade of the se regions. It would

11so create certain orollems of interregional pavments adjustment between
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them, The composition of the imports of Fast and West from abroad would

change, because the process of import replacement would necessitate the

import of complementary goods from abroad. The compositinn of the exports

of Rast and Vest © 1Me rest of the world misrht 2730 chance +f, over time,

the crowth © "77 tive efficiency were +» ©icilit~+~ the export of manu-

Factures, Unles= *~ export of raw materials to the Foreign resion falls,

the total volume ~ *heir foreign trade is not likely to decline. The

terms of foreign trad~ of Fast and West may move in either direction

depending upon circumstances,

A Tanne aa 4h  Tanecular tra‘ bet To + ~nd the Foreien

region 1° 1 £ ow :b~Tance? gh reomm hb + van co Tm would arise. But

- ¥ rr mpc1 becans
.

 yy ym "~+aergted state

ets overva~~
1 -

-~ Wn myn
.

Co mrtificially

maintained so- °°
yo xy -? employment, and

~th ast and West; andtransfer of ine 2 gm vad ~~
. t

if one of the rr ° 5 “roth “1 the other, it would

91lso involve tran’ Cy, “vam the fvporters cf the stagnant region

to the importers « © +r y  vw ragion, 1th would alsn imply a relative

loss to the consumers in the stagnant resion because they would not set

the benefits of overvalvation in resp ~t tn their imports from the growing

recion financed from foreign evehe~ carnings via the Foreion region.

If the growing region had &lt;&lt;» r~verall import surplus and the stagnant

recion an export surplus. there wo:?d occur a real transfer from the latter

to the former which would be followed by monetary transfer in the same

direction in the form of investment by the stagnant region in the growing
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recion, It would facilitate the growth of the growing region without any

short-term loss to the other in terms of employment and income, On the

other hand, the stagnant region would benefit in the long run from the

returns from investment in the growing region. Furthermore, the stagnant

region micht benefit from favourable movement in the interregional terms of

trade in her favour because of technical progress in the growing region.

This might partly be offset by the loss of income in the stagnant region,

if the growth of interregional trade were to lead to the competitive

elimination of handicraft production in that region or if the terms of her

foreign trade moved against her.

Because of the distance between Zast and West and becauce of the

existence of surplus labour in both regions, the migration of labour from

the stagnant to the crowing region would be only marginal, if any. And

unless growth conditions were created in the stagnant region, the flow of

capital and enterprise from the growing region might not occur in the short

run, and that short run might be long enough,

5.1. The analysis of the changes in the volume and composition of inter-

wing trade seemsto confirm our hvpothesis about the effects of nartition,

integration and economic growth on the growth of trade between Fast and

West Pakistan from 19L8-L9 to 1958-59,

In spite of certain annual variations, interwing trade in all

specified commodity grouvs showed considerable upward trend: but more

significant was the rate of growth of trade in raw materials and manufac-

tures. The relative share of these two groups of commodities increased,

while that of food, drink and tobacco decreased.
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The first significant rise in interwing trade occurred in 1949-50,

But, the actual secular change, both in its volume and in its composition,

took place in 1953=5l; when the erowth curve of interwine trade recorded a

sharp, kinked rise.

 mn to September 1949, Pakistan's trade with India and the rest o

the world was quite liberal; and almost the entire interwins trade was

composed of a few primary products, the import of which from abroad was

very much restricted in Pakistan.

The deadlock over Tndo-Pakistan trade in September 19L9, following

the devaluation o” the Indian rupee (and the nondevaluation of the Pakistani

rupee) and the refusal of India to accept the official external value of the

Pakistani rupee, produced the first trade diversion effects of partition

on the growth of interwing trade. The deadlock over the Indo-Pakistan

trade continued for eight months, but the subsequent resumption of trade

cold not reduce the extent of econordc isolation between India and Paki

stan, for the share of Indo~Pakistan trade in Pakistan's fareisn trade

iid not rise bevond 6 percent up to 1958-59,

The intensification of economic isolation between India and Pakistan

produced certain important effects on the vrepartition patterns of procduc-—

tion and trade in the Indo-Pakistan subcontinent, First, interwine trade

in both directions increased. Second, the prices and the volvme of exports

of raw jute and raw cotton in Pakistan fell drastically. In India, emolovment

and output in jute and cotton manufacturing declined,

Sut for the Korean crisis, conditions in East and West Pakistan would

nave been very serious indeed. However, the Korean boom could not raise the
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prices and the volume of export of raw jute to their prepartitim levels,

and with the quick onrush of the Korean depression, conditimms in Pakistan

Jorsened arain., The crisis in the export «f raw cotton Trom West Pakistan

was temporarily averted by the bulk mnurchas~ of raw cotton bv China,

With the crowing crisis in her balance cof payments. Pakistan intro-

duced rigorous import control in 1952, As a result. the domestic rrices of

industrial goods increased side by side with the falling prices of raw

1aterials.

The domestic ~ a. cit:
—

toward liberal import of machinerv ~~ mr

. rt

cov: riment policy

* “hs traders. especially in

Jest Pakistan. + venture into cnt’ oy ron-facturing. And most of these

traders cam from among the mirrar’ "mii2. The dire* government

© h- eat Wlishment of the Pakistan

Industrial Development Corvorat’~m ~~

1952 Both orecanizaticis plave?

In - Nation 1 Bank of Fakistan in

"deant, rele in promoting industrial

development in Pakistan in tho» sube~~ -q

Thus the 2d3ustment  wd ME PD la  my antnent ut on the

in tens’ fied economic dicnls . of nm Ine” forms ~f both consumption-

oriented and crouthe=~~ient~d adinstment; °°. trac “3 production. The

Former led to some growih ¢ © tr=d. "n primsrr nro? ’  hetween Fast and

Jest Pakistan, #nd the rachanne’l”

Because of the cvpane” n f prodn~*t’

and because cf th- growth «° jut

smercing countries, Pakistan was abl

‘. ""yeion trade of Pakistan.

~~nngpities in the industrial countries

-

a  ytton manufacturing in certain

&gt; tn expand the export of raw jute ana

cotton to the rest of the world. The Pakistan Industrial Development



3

Corporation played an important role in developing jute manufacturing in

certain less developed countries.

Me growth-oriented adjustments in Pakistan took ‘he form of the

development of jute manufacturing in East Pakistan and cotton manufacturine

in both East and West Fakistan. The domestic conswption of raw jute in

vast Pakistan rose from 5.273 percent

Pakistan's total output in 1958-59

a - =n Jd.

Mea outnou

increased from 9.7 million yards in 1€

The Pakistan Development Corporation alone invested

¢

~ a

"2 percent of Hast

 he manufacturing

""Tion yards in 1G58.5C

t Lal amount of

R5420.5 crores in Jute manufacturing in Fast Pakistan during this period

The domestic consumption f raw cotton increased from 15.5 percent in

1948-049 to 71.4 percent of the total output of raw cotton in Faltistan in

1958-29. Lhe output of cotton manufacturing increased to 565 million yards

in West Pakistan and to 62,7 million yards in Fast Pakistan by 1958-59,

note that the total outvut of raw jute and raw cotton did rot decline in

jo © 3Pakistan -

Adjustment efforts in India took the form Lo the replacement of

Pakistan's raw jute and raw cotton throush increased domestic output. =v

1958=9 India was able to produce 5,18 million bales of raw jute as arainst

fast Pakistan's €.30 million bales. "And the damestic outout accounted for

00.70 percent of the total raw jute conswption in India t-

Before partition, India used to consume

croduced in West Pakistan; in 1950-51 her consumption dropped to zero. For

some time India imported raw cotton from other countries, but by 1958-59

imports from abroad were completely replaced by domestic produvetion. Note
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that this was in spite of the loss of the market for cotton manufactures

in Pakistan which absorbed about Rs.21l crores-worth of cotton manufactures

in 19L9.

The development of jute and cotton manufacturing pushed un the

interwing trade from 1953-5lL on. for since that vear jute manufactures have

accounted for about 50 percent of the export of manufactures from Tast to

vest Pakistan, Likewise, raw cotton and cotton manufactures accointed for

about one~third of the total exports from West to Sast Pakistan.

Nith the implementation of the First Plan in Fakistan from 1955 on

1 number of other manufacturing industries crew up in East and West Paki

stan; and both the volume and the composition of exports in interwing

trade began to be heavily dominated bv raw naterizls and manufactures.

The rrowth of interwing trade after 1953-5l took the following pattern:

the growth of a nmarticular manufactured rood in one recion followed by

the control of import of the same from abroad led to increased export to

the other, and where the commodity camcerned used raw materials vroduced in

the other recion, it also led to the increased exnort of raw riaterizls in

the opposite direction. This shipment of raw materials and reverse cshivment

of finished products was exceptional, but not negligible.

The increased consumption of raw cotton in Pakistan due to the heavy

crowth of cotton manufacturine reduced the export of raw cotton from West

Pakistan to the rest of the world, since the cutout of raw cotton did not

increase pronortionatelyv. The foreiesn exchange earnincs of West Pakistan

declined. On the other hand, the faster growth of industries in West Paki-

stan, together with the growth of cotton manufacturing in Fast Pakistan,



increased the volume of exports from West to Last Pakistan. And Fast

Pakistan's bilateral deficit with West Pakistan, despite the phenomenal

crowth of the exports from East to West Pakistan, tended to increase.

This deficit was financed by East Pakistan from her foreign exchange

sarmings, Thus grew a triangular pattern of trade between Fast, West

Pakistan and the foreign region,

~

oh Judged tv the ratios of interwing exports of individual industrial

products tn the total output of these products in Fast and West Pakistan.

the growth of interwing trade seems to have played an important role in

facilitating the growth of industries, hence economic srowth, in Fast and

west Pakistan. And judged by the ratios of the interwinge esports to the

total exovorts and regional incomes of East and West Pakistan, the growth

of interwing trade seems tT» have assumed an increasing impcrtance in the

income propagation processes in these regimns.

The crowth of interwlng trade has also facilitated the economic

Pakistan. especially of West Pakistan, via import replacement

by domesi i: production. The fall of the foreign exchange earnings of West

Pakistan was compensated for by her exports to Bast Pakistan. furthermore

Zast Pakistan's total balance of payments surplus of 2s5,162,50 crores up

to 1955-56 enabled West Pakistan to cover more than half of her total

deficits of Rs,2L1l.L7 crores,

Note that the decline of the export of raw cotton and raw jute from

Pakistan to the rest of the world was not due to the srowth of interwing trade

Only in the case of tea was the growth of interwing exvorts at the cost of
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exports abroad. And it was due to the incapacity of Pakistan to increase

the production of tea and push the sale of tea abroad, &lt;lhere has been

sone growth of export of jute and cotton manufactures *u the rest of the

world, especially toward the latter part 7 2 second b 7" of the decade

under consideration, This might haw» keen partly due ‘he comercial

policy of the covernment of Pakistan and partly due to the crowth of

sfficiency due to the expansion of production via the growth of interwing

trade.

Feonomic growth and the growth of int ruine tra- id not reduce

the total imports of East and West Pakist from abroad. but the composition

of such imports underwent progressive structural change. The share of

consumer goods decreased while that nf raw materials and carital goods

increased. The terms of foreisn trade rr” “West Pakistan tended to improve

during the second half of the period under studw

Because of the surplus in the total balance

Pykistan, there occurred a real transfer of capital from East to West

Pakistan, followed by transfer of investible funds in ihe same direction,

at JORE.EA Thus the economic growth in West Pakistan was partly fi-

narced by the savings in bast Pakistan up to that vear. The possible decline

of per capita real incame in East Pakistan, however. cannot be attributed to

the growth of interwine trade and investment, This was probably partly due

so the fall of agricultural output in some vears and the lag of the prowth

of agricultural output behind tietof population, and partly due to the

effects of the overvaluation of currency on the exports of raw jute from

“ast Pakistan.
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However, a part of the fruit of economic growth in West Pakistan

was transmitted to East Pakistan via the movement of the net barter terms

&gt;f interwing trade in favour of Fast Pakistan in most of the years. Note

that this was partly offset by the movement of the ret barter terms of

foreign trade against Fast Pakistan, The speeding up of development

sypenditures in East Pakistan turned her total balance of vayments into

a deficit from 1956-57 on. Because of the deficit in the total balance

of payments of West Pakistan, it is difficult to sav whether there occurred

2» net movement of investible funds from Vest to Fast Pakistan from that

vears it is probable that it did not,

7
0 Re] » Concluding Observations

Tn accounting for the growth of interwing trade in Pakistan, it is

impossible to separate the effects of the partition of India, the fornation

of the integrated state of Pakistan, and the initiation of lons-run economic

crowth in East and West Pakistan. Even the economic growth of Hast and

doet Pakistan has partly been facilitated bv partition.

The extent of growth that occurred in the regions of ast and kest

Pakistan would hardly have occurred in the absence of the partition of

India. For in the first place, an undivided India merhaps would not have

allowed the extensive growth of cotton and jute manufacturing, particularly

in the regions of East and West Pakistan. And even without deterrent

covernnent action, inertia and the absence of positive facilitating measures

Jo1ld have caused srowbth to be much less,

In the second place, not only did the partition of India and the sub-

sequent growth of economic isolation between India and Pakistan create the
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pressing need for the initiation of growth-oriented adjustment in the

patterns of production in Hast and West Pakistan, but it also created

circumstances for the growth of a vigorous entrepreneurial class in Paki-

stan through the displacement and migration of Muslim trading classes from

re other regions of India, The subsequent political and economic condi-

tions in Pakistan turned many of these migrants into industrial entrepre-

neurs., J1t was they who took the initiative in the industrial development

of Pakistan, especially of West Pakistan; but for them, the industrial

devel opment of Pakistan could hardly have proceeded in the sveed at which

it did during the vast decade.

It, is also extremely improbable that these potential entrepreneurs

wold have been activated in the absence of partition. For one thing, they

vould not have derived similar competitive advantage in terms of foreien

sxchange allocations in undivided India. Neither would thev have experienced

the impact of displacement from established sources of income earnings,

‘he paternal help from the Uovernment of Pakistan, nor the spirit of reactive

nationalism directed to the building up of a new homeland. Furthermore,

they would hardly have gone into the same industries and at the same places

ns thev actually did in Pakistan had there been no nartition of India,

No doubt partition did inflict a srort-term oss of corparative

advantage, employment, and income on Pakistan and India. But these seem

to have been far outweirhed by the effects of partitim on the economic

rowth of the regions of Tast and West Pakistan especially. In fact, as

we susrested in Chapter 2, mrtition vroduced an earthworm effect! on the

cconomic srowth of the entire Indo-Pakistan subcontinent, However, this
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must not be considered as . general argument for political divisions as

such. The partition cf India is a historical fact. And in evaluating

the effe~+ 0 r

and We © t..e od

in terms c¢© -

India prior t
 =

. -

~ 1

vy -

nr -y ot 1a NallaheYes srowth of the regions of Zast

must not Lesa gicht of the size of these regions

1 and ponulatior. the socio-economic evolution of

"md the advantage of the differential resource

&gt;ndowments in East and West Pakistan,



APPENDIX

Sources of Data and the Methods of Computation

Trade Data

Source* The sc” y sour ca -f trade statistics in Pakistan is the

Central Statistical Office (CSO), Data relating to foreign and interwing

trade ¢f Pakic* : =re published in the monthlyStatistical Bulletin of

the C30. The CY" however is only a processing organigaticn in tris

respect. It receives monthly trade returns from customs collectorates

in Bast and West Pakistan, processes the raw data, and publishes the

fMnal tables,

The bul’ ~ interwing trad . 73 carried bv sea: and the present

ctudy analyzes tha coastal trade between Fast and West Pakistan, The

interwing trade cata used in this study are data prepared bv the CSO

from the returns compiled by the Sea Customs Collectorates on the basis

7 the Coastal Bills of Entrv,

The Adequ~ry_and Religbili*r ~£ Data: LE
-~ cyolanatory

notes on interwing trad: staidisi” - He Nos 0. vi mais the following obser

vations with recard + The quali ’  ey “Htoatdgtincey "Coastal trade is

Pakistan's internal trade and doers not involve customs cuties, =nd

(therefore, it] mav not demand as much attention from the Customs lcollector-

ates| as foreign trade needs. Therefore, the quality of Coastal Trace

1Statistics may differ from that of foreign trade statistics. 1 One is

armim  — Tanwlwu

{ Statistical Bulletin, October 1958, No. 10, Vol. €, Pe. 753.



left with the impression that the interwine trade data are not perhaps asLr C

adequate as the foreign trade data, but that within this limitation one

could possiblv use these data for the purpose of analysis with a fair

amount of car © lanes

How - nap: ‘nn WCpastal Trade Statistics
7

Y Abdul Qayyum

K ened Co Roacars  vy Officer in the Trade Sectir "20, coes on

to reveal thas
1 Yo gw Tmoression mav be mislead” "tan tags shown

AyJ at the r Nr  “~~ 0. Ly oras rm v "he bag) ® tha returns submitted by the

Se a in storn
” howe ~ t been ecnal + » the imorts in the other

in any v1.0 any yer on after making certain allowances

‘elchte and insurance charges, The C30 resolvesfor time l=

this dif ficul
wy shine the Coastal Trade data as the Mierchandise

Imrorted in the ™ SRE thittacong and Chalna® (which we have taken as the

~xports of West Past Pakistan) and Mierchandise imported in the Port of

» taken as the exvorts of Fast to “jest Pakistan).Korachi! (which we haw

"ig undoubtedly vitiates the authenticity of coastal trade statistics in

Patiistan, This dis one of tle reasons why we have 110t been able to estimate

he f,0.he values of exports in interwing trade,

“/ See Woastal Trade Statistics", Pakistan Fconomic Journal, Farch 1957.

llowhere in its 'explanatory notes! does tle CSO mention this important point
although 1t is expected of the CSO to make explicit and elaborate statements
aout the method of computation of data it publishes as official figures.
The lack of such explicit explanation not only misleads the users of such
jata; it also closes the door to the possible improvement in the recording
of interwing trade by the Sea Customs Collectorates, It is our belief that
the present study would go a long way in revealing the importance of inter-
wing trade in Pakistan and in pressing hard the need for attaching equal’
significance to the collection of interwing trade statistics as is given
Lo that of the foreign trade statistics of Pakistan.



Other Difficulties: Mention must be made of other dif ficulties

that an analvst would face in handling the CSO data on interwing trade.
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pr II 1 entering into inter-

~ yo oa1n md vyrarnrdedforcertain items and

sorietimes for certain vears., PFindine the missing figures creates a dif fi-

cult problem for any researcher. dre ot certain missirne figures from

unpublished) CSO sources. Furth »mere  9n many cases the "9" sives

cifferent figures for the sar
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roy Find, At tines the reviced ficures

mopear to conform fairly well to other less-disputed figures and at tires



they appear to be unbelievable, In many such cases, we had to aroly

isecretion. Where no such figures were available, we had to rely upon

the mixed method of guessing and interpolation. Sometime: the auantity

ficures for important items imported from West Pakistan i» “halna were

not available. In manv : + | ; Aancag inter 1 4i0n 17: nosgitle,

The unit valn-

either becaus

" vr tens 3Imonrt 3 dr  iy fot no were not helpful

sya " \ "aq betwe = nN~-TT i Chittarong, In

most cases we br
. Ty 4 same items at Chalnrna

ot, a previous r TINY basis of the trend

 &gt;» their chance

T 3-47-

face 71 har 1

revealed to

commodities

certain item: y+ YA

relative
a

. I I
-

~xamina®t ’
~~

MRREal . . 1.he

“deity en fd W “a
 — ¢ TY ( 13

har side gf + he ~nantitv igures.
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© one would

ns, These were

selected

 oyalues of

‘mhelievable extent

 tC wsdinge vear., On

‘miss’ Mm nf certain

 aT ~n the richt-

7 he rast frend, the

auantity figures appeared ': be reasonable and the value figures had to be

adjusted. This led to some revision of the tetal valves of interwine trade.

Production Data

{ ty -~% ~nTral Cutput: No agricultural census was carried cut in

Pakistan until 1961, and it was not possible for us to use the results of

the 1961 Census in the present study. +The data on agricultural outputs used



in this study (e.g., Tables L.ll and 5,16) are primarily taken from the

annual estimates of the output of major and minor crovs made by the

Provincial Ministries of Asriculture of the Governments of fast and West

Pskistan for their respective provinces. In fact, until 1951 these were

the orimaryv sources for all information relating to the agricultural

sector in Pakistan. The figures for the output of major crops are also

recularly published by the Ministry of Agriculture, the Government of

Pakistan. The CSO also reproduces these data in its monthly Rulletins,

At, the provincial levels these firsures are published in the form of fore-

- Survey of Fconomic Conditions in
 ne Enda Ba = ————a—t——= rns ArlA ee

ast Pakistan, issued bv the Statistical Bureau of Commercial and Industrial

casts for individual crops in the Mm+h?

intelligence of the Government of Fast Pakietan ard in the Cror Heports,

icsued by the Directorate of Land Records of the Government of "est Fakistan

1. times the figures issued by the different arencies mentioned above do not

“ree with one another for certain individual crops produced in Bact and

nost Pakistan in certain years. This need not matter much in the rresent

instance, since we have used data from the primary sources. It is important

“0 note that the estimates made by the Provincial Ministries of Arsriculture

sre forecasts for individual crops and not ex post estimates of crops actu-

=11v vroduced, These forecasts are based cn certain rules of thumb which

have evolved through the long experience of these ministries: and the degree

+reliabilityof such estimates is anvbodvl's cuess.



Industrial Output: Series of data relating to the outp ut of

individual industrial goods are nublished by the CSC in its Bulletins,

Some of these are published on the regional basis. T7ramples of these are

the outrut of sugar, tires and tubes, cigarettes, match»:

paper and pasteboard and cigars, For most of the other commydities regional

distribution of output is very difficult to find

»f Commercial and Industrial Intelligence of Eae* 7°

data on the output of industrial goods in Bas* Fakist-r Since that orcani-

zation never mentions the source or the method © its comput tion, it is

dif ficult to rely on the figures it publishes. The Central Board of ievenue

is the most imoortant source of output figures for individual commodities

by their regional location. We procurcd most data used in this study for

individual commodities (e.g., Tables 5.1 and 5.2) mainly from the scurces

 Ff the CSO and the Central Board of Revenue © the Government of Pakistan.

The regional distribution of total industrial output is not available

for the entire period under study. TF

nanufacturing industries (large sca

scale industries for the years 1956-F7

the CSO, figures I r the preceding years -re estimated from the total

output of industrial goods in Pakistan by adjusting vercentace dis tribution

of industrial output between Fast and West Pakistan as revealed by the CSO

figures for 1956-58 to those revealed by the census of manufacturing indus-

tries taken by the CSO for the calendar years 1552, 1954, and 1955.

following table shows the percentage distribution of industrial output between

toast and West Pakistan,



The Percentage Distribution of the Output of
Large-Scale Industries Between Fast and West Pakistan

YEARS

1953-2),
195h==%
1955-51
19565
1957-58

BAST PAKISTAN

19
~0
26
25
pl

NEST PAKISTAN

51
80
Th
75
75

The ratios for the year 1953-5} were used to derive the figures for

the preceding years (Cf. Table L.19)e The margin of error involv ed in such

hn procedure is anvbody's guess, but we have the belief that our estimates

sre not likely to be wide of the mark, especially with respect to the direc-

tion of changes.

More conjectural, however, are the recional distributioms of the

outputs of small-scale industries, The figures for the vears 1956-57 and

1007-58 are taken from the CSC, The figures for the preceding vears are

farived by adjusting the ratios of these vears to the number of workers

found employed in small industries in Fast and West Pakistan during these

rey cars,

The Construction of Different Indices

Formula: In constructing the quantum and unit value indices, we have

ised La sp 2 Tr e S formmla 9 i1 oC - the fi d b a.ce Je i = 11,e iQ i 4 - x riumiber Ay

Jolume Index, Q, (O,n) =

ri ce (unit value) Trdev

ZF, 4,
TFg &gt; 100

o In

2 ¥ 9,
o.n) =SF go x 100



Unit Values: The unit values are calculated by dividing the values

of different items traded by their respective quantities, One weakness in

the calculation of unit values is that in many cases an article does not

represent a single commodity or even an aggregate of fairly homogeneous

commodities, e.g. fruits and vegetables, dried, salted, or preserved; dyeing

and tanning substances; rape and mustard seedsj spices; cotton yarrs and

twist, This could not have been avoided, because the basic data publiched

oy the CSO provide information, in most cases, only in the form of such

25¢ y § cer a Nn at S om C © e en 1 ! € 3 0! / da ey es 1 4 Lob EN W § .cae at e 9 * o seeds of iffz _

A 1 9 ’

cated them in one item for the sake of convenience. Note that in the cases

where an item dees not represent an acerecate of fairly homoreneous commo-

dities, the result of the above procedure is that the chances in unit values

include some element of changes in commodity composition in addition to

~rances in prices.

Princes Ve Ti+ Talues: The vrices used in different indices relat-

irg to trade are unit values. There are certain well known reasons which

cperate in favour « " such a procedure. In the study of terms of trade,

interest centers on wie changes in the vrices at which goods are traded in

interregional trade. Wholesale prices reported in domestic market may

differ from the prices actually received and paid interrecionally because

of taxes and subsidies, price discrimination, insurance and transport charces.

(Some of these do not apply to interwing trade in Pakistan.) Unit values in

external trade are more accurate than wholesale prices if different prices

are charged for the same good in the internal and external markets, or if

sienificant transport charges are involved in moving a commedity from the



center of production to the port of export. Differences in coverage also

favour the measurement of terms of trade throush unit values, because

cenerally sneaking, more materials are available for the calculation of

unit values than for the estimation of the wholesale nrices, Of course,

7#here the classes of commodities are non-homoeceneous, some of the unit

values may be of dubious meaning. Moreover, it should be noted that in the

periods of considerable price change, there may be differences in timing

between price quotations and unit values due to lags of shipment and the

like. A rise in prices within a given year, as recorded in the domestic

rerket, mav not be reflected in the unit values until a wear later, Under

normal circumstances, this difference is of no rcreat importance.

The Base Year: The base vear in all indices relatine to interwing

trade is the averare of the vears between 1949-50 and 1952-53, Because of

more or less svmmetrical fluctuations in data relating to these vears, we

thon oht it reasonable to take their arithmetic averare as the base,

The Selection of Commodities: For the purpose of the construction of

juantum and unit value indices in interwing trade, we selected 1h commodities

rach from the list of the exports of one wing to the other. Included in the

“~morts fron Fast Pakistan are:

»

! o

A

Fruits and vegetables, fresh, dried, salted, or
preserved
Tea
Betel nuts
Chillies
Ginger
Seeds |
Unmanufactured tobacco
Hides and skins
Dyeing and Tanning substances



0

10,
11,
12

Manufactured tobacco
Leather
Cotton piece goods
Gunnybags
Provisions and oilmant!s stores

The exports of West Pakistan are represented by

Fruits and vegetables, fresh, dried, salted, or
preserved
Rice
Wheat and what flour
Rape and mustard seeds
Spices (other)
Shee
Salt
Rape and rustard oils
Other vegetable oils
Paper and pasteboard
Soap
Raw cotton
Cotton yarns and twists
Not ton piece soods

I
3

~

.

Va

[o
8.
Je

10.
11.
12

The s. comme 77 1 were selected for two important reasons. First,

they ¢7 smagsentation of the total exports of each wing.

orjo] ee
\£ r x

on cent “n the earlier years and 60 percent

in 1 ~yports of each wing. Secord, these

JQ LUC 1 interwing trade throurhout the period

ar ricer con siside ble quantity figures are available for

 ese commoditie - for mos:
3

23 TLS -

The construction eof the tyms of foreien trade Tor East and West

Pakistan is based on the following commodities:

“xports from Fast Pakistan
1, Raw jute

Raw cotton
Raw hides
Raw skins

0»

1.

Tea
Haw wool
Fish
Jute manufactures



pam mid

Imports into Fast Pakistan

Art silk
Cotton piece goods
Cotton yarns and twists
Iron, steel or manu
factures thereof

, Nonferrous metals

-. Minerals

/« Machineries
1 Vehicles

Xp orts from West Pakistan

Raw cotton
aw wool

w hides

a

Raw skins
Jute manufactures
Cotton twists and varns
Fish

Imports into West Pakistan

Similar commodities to those included in the imports of
Tast Pakistan, These commodities account for 80 to ¢0
percent of the exports and more than 60 percent of the
imports of each wine in foreion trade.

Wholesale Price Indices: No wholesale nrice indices for Zast and

Jost Palistan were corstructed until the Institute of Develorment Lconomics

rrepared such indices in 1960. These are published in the Monocraph Me. li

5¢ the Institute in March 1961. Since these were mainly directed by Dr,

Mahbubul Haq, Deputy Chief, The Planing Commission of Pckistan, 1 have

preferred to call these indices in Chapter © the Hag indices, althourch the

Trnetitute has not imputed the direct authorshio to ™r. Haa. Mv own rrice

indices were prenared in 1959, In preparing these indices I was assisted

Sr Mr. Mahfuz Ali, then Research Officer in the Institute of Developrent

“economics. In fact, Mr. Ali deserves the main credit for these indices.

Iv constructing them, we followed a short-cut method by adovting the pro-

cedure and weichts used bv Eastern Economist for the construction of

gvolesale orice indices for India, with such adjustments zs we thought

necessary in view of structural differences between India and Pakistan,



Ihe weignts used for Fast and West Pakistan are shown in the accompanying

~hart.

de selected about LO commodities each for Tast and West Pakistan

Prices at different centers in Fast and West Paldistan were collected

mainly from local newspaper reports, since the official prices publiched

ov the CSO include controlled prices for many commedities., Where whole=

sale prices were not available, we used the adjusted retail prices. Prices

for the same commoditv prevailing at different immertant centers at the

sane period were averased to derive the representative rnrice Ter the

 SC OLe Tesion.,



Chart Showing the Weights Used in
the Construction of Wholesale Price Indices

COMMODITY GRCUP
Food, Drink and Tobacco
Cereals
2) Rice
o Wheat

&gt; Bajra
Jowar
Maize

. Barle

¢) Gran

Pulses

a) Mash
b' Hoong
~} Masoor

Fruits and Vegetables

hee

a Lo. = unboiled

b) Ghee = pure
~) Chee - vecetable

Bible 0ils
a) Coconut oil
H) Mustard oil

deat and Fish

&amp; Mutton

co Beef
ny Tem

Sugar and Gur

1) Sugar (imported, refined and
domestic)

5) Cor

Tea
Lod

WEIGHTS

FAST PAKISTAN
£15

_UTST PAKISTAN
cot

192

186

192

29
115

10
~y
J

 2
\

L5

13

Wleighted
cqually

Weirhted
equally

~

28
28
Ye

28
28
op

= on”

Weichted
equally

Wwelghted
ecually

J 2

Weighted
aqual lv

Weighted
equally

\/

~

h2 ol
2),

y
Ny

 —’

hi;



‘Chart, continued

COTMODITY GROUP

WEIGHTS

TAST PAKISTAN WEST PAKISTAN

Snices

 F,
a F, Tobacco - Ummanufactured

Tobacco - Manufactured

a) Red Lamp
b) Passing Show
©. Scissors

4) Capstan Navy Cut

Raw Materials

Fibers
a) Jute = raw

b1 Cotton = raw,

¢ Silk = raw

Wool - Taw

twist and yarn

Oil Seeds

1) Mustard
&gt; Rape seed
2 Cotton seed
1- Tilseed

iides and Skins

a) Hides = dry salted (cow)
and dry salted (buffalo)

n} Skins = sheen, coat and kid

Mineral Procucts
a) Mineral oils
b) Coal
~) €a1t

Tveing and Taming Substances

Weighted
aoually

50

30

 50
-

a

Weighted
equally

)
”
-

I

Weichted
equally

mk,

Weirhted
implicitly
mineral oils
3 varieties
rest one each

1

} MY
J

Weighted
equally

150

ih
11
11
11
11

3

Weighted
equally

|

Weighted
equally

ia

Weighted
implicitly
mineral oils
ly varieties
rest one each

]
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Chart, continued,

COMMODITY GRQCUP

IT, Manufacturing Products

Tevtiles

a) Cotton
b) Silk
c) Wool
3) Jute

Other Manufactures

a) Metals and metal products
5) Cement

- Chemicals

Soap
Plastic gcods
Tubber manufactures

ATL COMMODITIES

WEIGHTS

 AST PAKISTAN

195

130

65

te

A)

AIST PAKISTAN

20

100

Weighted
implicitly
cotton L
varieties
rest one each

130

22
22
2
1
12

', 000
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