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ABSTRACT

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

by
M, Akhlaqur Rahman

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

Because of the initial patterns of specialization in and the distance
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
Bast and West Pakistan during the period between 19,8-49 and 1958-59, This
dissertation analyzZes 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 integrated state of Pakistan, and
the initiation of economic growth in East and West Pakistan. Integration
created the necessary conditions for the growth of interwing trade., To the
extent that partition was followed b7 economic isolation between Pakistan
and India, it created certain problems of adjustment in the prepartition
patterns of trade and production in these regions, The adjustments made
created the sufficient conditions for the growth of trade between East and
West Pakistan,

The coincidence of partition with the desire for the initiatim of
long-run economic growth rendered the adjustment process in Bast and West
Pakistan growth-oriented. Partition also facilitated economic growth, i.e.
the growth of industries in East 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 designed to faecili-
tate long-run economic growth.

The growth of complementary industries in Fast and West Pakistan in
the process of growth-oriented adjustment led to the secular growth of inter-
wing trade during the second half of the period under consideration., This
is 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
growth of industries in East and West Pakistan through the extensim of
their regional markets.
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The heavy growth of cotton textiles industry increasedthe domestic
consump 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 East Pakistan, This led to a triangular pattern of trade between East
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 inveolved a transfer of
capital from East to West Pakistan which facilitated the economic growth
of West Pakistan., The fruits of the economie growth of West Pakistan were
partly transmitted to East Pakistan through the movement of the terms of
interwing trade in favour of Fast Pakistan in most of the years,

Thesis Supervisor: E. E. Hagen
Title: Professor of Economics
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CHAPTER 1

Intro duction

1.1. The Purpose of the Study

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

aie il Fast and West Pakistan cmstitute 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 tle 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 climatically, Fast Pakistan is essentially a part of
South-East Asia, while West Pakistan beongs 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 pecple 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 because of the
initiation of planned development activities in Pakistan, Now East and
West Pakistan can properly be described as developing less developed

regions,

Ul -0 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 regian 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 East 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 faiirly well-developed industrial sector, including the pro=
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 cantributed 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 endowments 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, <‘he 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 locatiomal factors mentioned above are advantages in costs,

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



transport and (b) the cost of labour.y If the transport costs are a
large factor in the total cost of production relative to the value of
commodities 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 produwcts,
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 Fast and West Pakistan respectively., FEven the
absence of social overheads could mot 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

Y Alfred Weber, Theory of location, The University of Chicago Press,
Chicago, 1929. E, M, Hoover, The Location of Economic Activity, McCGraw-
Hill Book Company, Inc,., New York, 1948, Walter Isard, locatim and
Sp;ge Economy, The Technology Press of M,I,T., Cambridge, Massachusetts,
1956,




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 dominated 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 impartant 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 incdustrial
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 develepment 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;
and technical progress, in the last analysis, changes and governs the

dif ferences in resource endowments between different regions,

122434 The pattern of regional specialization in undivided India
governed the prepartition patterns of the intra- and extra-regianal trade
of the subcontinent before partition. Reliable data relating to the
interregianal flow of goods and services in undivided India are not avail-
able, It is, therefore, difficult to deseribe accurately the exact econamic
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 19L9 should give us a reasonahly good idea
of the prepartition interregional econamic relatims 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 1947-L8, 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 year 1949,



TABLE 1,1

The Composition of Indo=~Pakistan Trade in 1949

(Values are in million Rupees)

INDIA TO PAKISTAN PAKISTAN TO  INDTA
VALUE SHARE VALUE SHARE
PER CENT PERCENT
1., Food, Drink
and Tobacco 15746 28,54 oL,L3 15,53
2. Raw Materials L7.67 8.6k L66,71 76,74
(of which raw '
jute and — - (392.33) (6h,51)
cotton) _
3, Manufactures 346,62 62,82 | L7.01 773
TOTAL 551.75 100,00 608,15 100,00

Source: Statistical Abstract, Office of the Economic Adviser, Government of
India, Delhi, 1950, Vol, 11, pp. 169L4=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 East 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 reasonably 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 regims
while the rest was exported to the rest of the world with little or no
processing, FEast 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 these mods was supplied from the domestie output of

India, while the rest was supplied from the foreign goods imported in India.g/

12k One peculiar aspect of the prepartitiom econcmic relatimm
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 verification 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 consumptim 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 produets with the
adjacent regions of India rather than between themselves,

Thus it can be said tlat 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 foll owing
the partition of India and the formation of the integrated state of Pakistan,
These historical circumstances were conditioned by three factors: (2) 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,

1.3. The Effects of Partition, Integratim, and Economic Growth

de3els 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 ecamamic 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 consumptim 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 actimns 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 conditim 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
conditims 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 productim 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 prepartitiom 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=-
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ment in manufacturing production would raise the total output in these
economies.é/

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 deteriaratio 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".y 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 economic growth
of primary producing regions through erratic effects on the levels of income,

foreign ‘exchange earnings, and domestic savj.ngs.g/ Thus the long-run trend

3/ R. Nurkse, Problems of Capital Formation in Underdeveloped Coumtries,
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,

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

&/ 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,
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in the foreign trade of primary produciﬁg regians implies diversification
of their production pattern in the process of the initiation of long-run
economic growbh.é/

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.y 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.—a/

Economic Theory and Underdeveloped Regions, Gerald Duckworth and Clvey
Ltd., Londen, 1957; An International Economy, Routlsdge 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.

&/ G. Myrdal, ibid, U,N. Department of Economic Affairs, Measures for

—

International Stability, New York, 1951, Relative Prices of Imports
and Exports of Underdeveleped Countries, New Yark, 1949,

v J, Viner, Internatimal Trade and Economic Development, Glencoe, Illinois,
Free Press, 1952, G, Haberler, "Critical Observations on Same Current
Notions in the Theory of Economic Development", L'Industria, No, 2, 1957,
Charles ;é Kindleberger, Economic Development, McGraw-Hill Book Company,
Inc,, 1958,

8/ Be Nurks;e, Pattern of Trade and Development , Stockholm, 1959 (Wicksell
Lecture).
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Third, the coincidence of the desire for leng-run economic growth
with partition may work as an immediate reason for econamic growth in
East and West Pakistam 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 iscolation 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 adqption 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 neceséary to find effective private
enterprises to make the loans to, Of course, government policies of pro-
tection may be enough to stimulate private action, if enough effective

entrepreneurs 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 inwolves the growth of physical capital, skill, and knove
ledge, the new application of o0ld knowledge or the application of new
knowledge to the production of goods and services, and above all, the
growth of entrepraneuréhip. 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 resourcesz/ for profit, And capital and other factors grow in the
process of growth,

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

with how the entrepreneurial class actively emerges in a socie’ty.w There

2/ Jo A. Schumpeter, ‘heory of Economic Development, Harvard Univ. Press, 1936,

10/ 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,
I1linois, 1962,
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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 tlese individuals might have been trained in business and
craft, The socio-economic circumstances prevailing in Pakistan after parti-
tion, together with the initiatiwve of the government in facilitating poste

partition economic adjustment and/er 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 partitien with the desire for eéonomic
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 the import of manufactured
goods 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 twurn 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 ereated,

1l.h. The Analytical Problems

From the foregoing discussimn, 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 the growth of interwing trade in Pakistan is
likely to involve certain analytical problems,

First, because of the existence of structural unemployment,

occupational immobility, and techmical backwardness, the classical type
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of adjustment through horizontal reallecation 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 prqduction which involve certain drastic overhauling of past
economic relations 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 traditienal 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 try 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 analysis,

1.5, The Plan for the Study

In the light of the above discussion we sha:11, in Chapter 2, formu-

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



19

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 L 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

2 g I Introduction

The purposé of this chapter is to construct a model explaiming
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, consumption patterns,
employment, mobility of labour, and inter-industry relatimms in East and
West before partition.

The nature of our model is essentially pgoverned by partition and
integration.y Partition and integration, in the context of the present

analysis, is being assumed to include complete economic isclation of two

integrated regions from a third regian,

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 regiens 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 intreduction 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 Balasea,
The Theory of Economic Integration, Richard D, Irwin, Inc., Homewood,
I1linois, 1961, Ch, 1.
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2.2, The Basic Assumptions

A Consunption Pattern, Employment, Mobility of ILabour, 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 Mas 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, chronie
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 pro-
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 faect 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 emtrepreneurs
rather than horizontal reallocation of existing factors,

Because of the long 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.,

2l The Regions and Sectors

The model involves the consideratim of four regions represented

by the big outer circles in Figure 1l.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.
Fach of these regions has its own economic sectors, represented by

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

analytical convenience, it is assumed that East has only four ecmomic
sectors: the households (He), the production of raw jute (Jre)’ the
production of all other primary products (Pe), and handicraft production
(me). The loop representing (Jme) attached to (me) indicates the potential
sector for the growth of jute manufacturing,

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

of raw cotton (Crw)’ the production of all other primary products (Pw)’ and
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FIGURE 1.1

Regions, Sectors, and Intra-Sectoral Flows
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handicraft production (mw). (Cm) attached to (mw) indicates the potential
sector for the growth of cotton manufacturing.

India has six sectors, representing the households (Hi)’ the pro=
duction of jute manufactures (Jmi)’ the production of cotton manufactures
(Cmi)’ the primary sector (Pi)’ the sector representing all other manu=
factures (Mi)’ and the trading sector (Ti).

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

only one sector, represented by (F),

PR 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.
(Jre Jmi)’ (Jmi He) and the like, in Figures 1.1 and 1.2, The notatim
(Jre Jmi) means that (Jre) is the beginning point and (Jmi) is the end point
of the arrow., The direction of the arrows shows the direction of the
respective flows,
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 1l,1. 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 1.2,

Note that these relations are assumed to describe the prepartition economic

activities in and between the regions involved,
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FIGURE 1,2

Prepartition Interregional Flow Pattern

FOREIGN



The Intra-Regional Relations,

The households in East mainly supply labowr for the production of
primary products represented by (He Jre) and (He Pe). They also supply
labour and some capital to the handicraft sector, (He me). The primary
sector supplies some raw materials to the handicraft sector (Pe me). 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 (Pe) and (me), shown by (Pe He) and (me He)
respectively,

In West the households supply labour to the productian of raw cotton,
other primary products like wheat, and to handicrafts., These are represented
by (Hw Crw)’ (Hw Pw) and (Hw mw) respectively, The primary sector supplies
some raw material to the handicraft sector (Pw mw). The households in turn
receive primary products and handicraft manufactures from the primary sector
(PW Hw) and handicraft sector (mw Hw) respectively.

The households in India supply capital, entrepreneurs and labour to
her respective manufacturing sectors, represented by (Hi Jmi)’ (Hi Cmi) and
(Hy Mi)' They also supply capital and labour to primary and trading sectors
in India, (Hi Pi) and (Hi Ti)' Because of low capital-ocutput ratios in
primary and tertiary sectors, it is assumed that (Hi) supplies anly labour
to (Pi) and (Ti). Both the primary and the trading sectors supply certain
raw materials to the other manufacturing sector, represented by (Pi Mi) and
(Ti Mi) respectively, The manufacturing sectors supply jute manufactures

(Jmi Hi)’ cotton (cmi Hi) and other manufactures (Mi Hi) to the households
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in India, Likewise, the trading sector supplies foreign manufactured
goods ( Ty Hi) 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 (Jre Jmi) and (Jre Ti)
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 (Crw Cmi) and the rest goes to the trading
sector (crw Ti) of India, Note that there may be minor export of other
primary and handieraft products from both East and West to India, For
analytical convenience, the existence of such exports is being assumed
away. l'he same assumption applies to the possible export of minor pro=
ducts 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 Fast, West, and the
Foreign regions, These are indicated by the arrows (Jmi He), (Jmi Hw)’
(I3 P (€4 He), (c]mi Hw), and (cmi F)o The other manufacturing sector
of India exports certain other manufactured goods via the trading sector
(I-![i Ti) to the other regions involved., The trading sector of India exports
raw jute, raw cotton and other manufactures (Ti F) to the Foreign region and
foreign and other domestic manufactured goods to East (Ti He) and West
(Ti Hw)° The Foreign region is assumed to export only manufactured goods

(FTi) 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 patterm 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 payments equilibrium in
each region. Payments flows other than on account of interregional trade
are igmored,

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,

2. 2.0, The Circuit Flows

The postulated prepartition interregional economic relations
can be further analyzed in terms of dif ferent types of individual cirecuit
flows. It is hoped that the circuit flows will facilitate more precise
analysis of our problem than is possible in mere macro-analysis, The dis-

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

- Simplified Prepartition Interregianal 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 (Ti) is shifted to the Foreign region,

From the flow structure depicted in Figwre 3, we can identify certain
individual circuit flows, By the term 'individual 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 pro-

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 (Ti) in India. In other
words, it means all extermal 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 inwolve West,

India and the Foreign region, Flow C indicates a pattern of relatiom which
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FIGURE L

Independent Circuit Flows
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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 IIT indicates raw jute-based flows involving Fast, 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 flews I, J, and K, represents a mixed relation-
ship involving all four regims, Fach of these flows may be described as
either raw juté-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 Foreigm 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
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jute manui‘actures‘ 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
each region. Every region in turn derives certain benefits, i.e., employ=-
ment, income, and consumption, from each type of circuit flow. ‘hese 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,
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TABLE 2,1

The Functions Involved In and the Benefits Derived From

Bach Type of Circuit-Flow

PREPARTITION PREPARTITION
| FUNCTIONS INVOLVED BENEFITS INVOLVED
GROUP FLOW | EAST WEST INDIA EAST WEST INDIA
(1) (2) (3) (L) (5) (6)
GROUP | A |Labour e Marketing || Employment ssso Employment
I Income Income
Foreign
goods
B ssae Labour Marketing sase &ﬂployment Employment
Income Income
Foreign
goods
GROUP | C S iee Labour | Capital sin'aie Employment | Raw Cotten
i G Labour Income Employment
Entrepre~ Cotton Income
neurship goods tt
Domestic C%)O%
market
D sene Labour | Capital chse Employment | Raw cotton
Labour Income Employment
Entrepre- Foreign Income
neurship goods
Domestic
market
Marketing
E aee Labour | Capital esee Employment | Raw cotton
Labour Income Empbyment
Entrepre- Cotton Income
neurship goods Foreign
goods
GROUP F Labour ssse Capi tal Employmen'b 2s0e Raw jute
1LIE Labour Income Employment
Entrepre- || Jute goods Income
neur ship Jute goods
Domestic
market
G | Labour v Capital Employment iy Raw jute
Labour Income Employment
Entrepre-~ |[{ Foreign Income
neurship goods Jute goods
Marketing
H |Labour aisle Capital Employment esee Raw jute
Labour Income Employment
Entrepre- || Jute goods Income
neurship Foreign
goods
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TABLE 2,1 (continued)

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

PREPARTITTION PREPARTITION
FUNCTIONS INVOLVED BENEFITS INVOLVED
GROUP FLOW| EAST ~ WEST INDIA EAST WEST INDIA
(1) (2) (3) (L) 5) (6)
GROUP | I | Labour | Labour | Capital Employment | Employment | Employment
Iv Labour Income Income Income |
Entrepre- || Foreign Jute goods | Jute and
neurship goods cotton goods
Domestic Raw jute and
market cotton
Marketing
J | Labow | Labour | Capital Employment | Employment | Employment
Labour Income Income Income
Entrepre- Cotton Foreign Jute and
neurship goods goods cotton goods
Domestice Raw Jjute and
market cotton
Marketing
K |Iabow | Labour | Capital Employment | Employment | Employment
Labour Income Income Income
Entrepre~ || Cotton Jute goods | Jute and
neurship goods cotton goods
Domestic Raw jube and
market cotton
Foreign goods
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One characteristic of Groups I-III is that none of the flows
included in these groups involve any economic cooperation 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.

242:5. 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 capital, entrepreneurs,
and labour (supplied by Indian households) and raw material (supplied by

East and West).

2.3. The Effects of Partition and Integration

The partition of India and the integratim 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, As a result of this abrupt cessation of trade between these regionms,
because of the inter-industry relations described in 2,2.3., the levels of
employment, output, and consumption in each region, as gowverned 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
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adjustment in their production structure, These adjustments are likely to
be drastic because reclnnnélling 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 Fast 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., The Amalysis of the Adjustment Process

2 i) Any attempt at preventing the prepartition 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
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functions which used to be performed by India before partitim., 4#nd, as we
know, India performed (a) the marketing functions, and (b) the processing
functions,

The word 'replacement' implies that the functions previously performed
by India must be developed elsewhere, i.e., in Fast, West, or in the Foreign
region., Where these functions might most economically be develeoped would be
governed, generally speaking, by the following criteria: (1) the extent of
the existing market, (2) the possibility for creating new factor supplies,
€.8.y 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 priarity are likely to
be governed by them.

Since East and West are assumed to have no active supply of capital
and entreprenewrs, 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 pattem of productiomn and,
therefore, the difficult and time-consuming task of creating new factor

supplies, we shall call these adjustments consumption-oriented, But because

of the coincidence of the desire for the inmitiation of leng-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, partly 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 Fast and
West.,

The adjustment process may be analyzed under two assumptions: (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 partitim); and (b) that the government acts
for the purpose of replacing the loss of employment and income suffered
by the people of East and West due to partition.

The first case assumes the existence of smme potential classes of
traders and entrepreneurs in East and West, which may not be umrealistic,
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 people

from India to Bast 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 investiment,
the sheer necessity of finding sources of income in the new situation would
goad 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 fawourable 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 regims. 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 distribution 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 commer-
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 .g/

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,

2elin2, 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

g/ 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 Ecanomic 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 econmomies for industrial
investment., See my "Impact of Capital Accumulation on Ecanomic Growth"®,
Pakistan Economic Journal, Dec. 1959, and also "The Effects of Deficit
Financing on Capital Formation and Prices in Underdeveloped Countries
with Swplus Labour", Pakistan Economic Journal, Conference Issue, 1956,
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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 equrted 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 some 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 L,



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 (c), we will begin with the discussion of the post-
partition problems and processes of adjustment in India,

As a result of partition and iseolation 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 Bast 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 Jjute 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, The 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 these

raw materials through 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
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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 inwvolved, 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 Bast 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
imperting similar products from the Foreign regim would create certain
problems for these regions. ILet us take the case of raw cotton and cotton
manufacture, The elasticity of substitutimn of these products being high,
India may try to import raw cotton produced in the Foreign region, and East
and West may impoart cotton manufactures produced in the foreign region,
Two reasons may lead to the development of such preferences on the plart 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 additim to purely economic considerations, such
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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 region increases proportimately., 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 deterioratim of her temms
of trade, West's terms of trade will deteriorate more if her raw cotton
is inferior in quality. lhe 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 far 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 East. 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 monopoly power by East, or by her own desire to

reduce her economic dependence on East, and/or by her political desire to
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retaliate against East for political separation, to make efforts toward

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

the market in the Foreign region and the capacity for processing of raw
Jjute in the Foreign region expand proporticnately, 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 Jjute, 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., PSut this will result in the short run in the deteriecration
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,

2ells 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
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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 Xast 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 for-
eign exchange, and since the sequence of steps in the more complex cirecuit
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 IT and III 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 pattemrm involving a change
in the structure of domestic production in West, This is shown in Figure 54,
which indicates that, because of the creation of new factor supplies, namely
capital and entrepreneurship (Hw me) , the potential sector (me) 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



L9

FIGURE 5

Post-Partition Flow Pattern In West
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able to absorb a part of her own raw cotton (Crw Gmw) and satisfy the need
for her domestic consumptian (me Hw)'

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
cotton 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 (Cmi Hi). Thus,
unless there occurs an autonomous upward shift in the consumptian of cotton
manufactures in West (since income elasticity of demand in this respect
will not be sufficie.nté/ ), camplete 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
creaf,e 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 productim 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 E. Nurkse, op. cit.,
Ch.I.
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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 patterns in Groups II and

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

with the adjustment in the flows described abowve, 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 ﬁm?tions in
these regions, because in addition to their own regional markets for jute
and cotton manufactures respectively, they would be akle 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
Fast 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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FIGURE 6

Adjustments in Flows I-K and Growth of East-West Trade
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bilaterally balanced, 2 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 prepartition
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 cotten
mnufactures 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 regian 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
greater than the value of the uncompensated trade between them.,

The emergence of the triangular pattern of trade between East and
West, involving the Foreign regian, 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 triangular pattern of trade

will a2lso develop between East and West if the replacement of processing
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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 co ditions of growth, i.e,, the
relative conditions in their regional infra-structure, availability of
capital or emtrepreneurs, or political circumstances including government
policy. Our 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 3,
under certain circumstances it may have different implicatians for either

region in respect to gains derived from trade.

2.h.L, 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 production 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 deteriocration 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 emplcoyment
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in these regions., But whether this will raise the prepartition lewvels 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 Jjute 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 acerue 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 E\ast 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 Fast and West, do not decline proportionately to the loss of markets

for these products in East and West,

2.5, 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 specialization in these regions,
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as indicated in Chapter 1, were likely to be gowerned more by socio=
political influences than by economic influences, In the second place,

to the extent that partition facilitates econemic growth in these regions,
the loss of so—called old comparative advantage is likely to be far oute
weighed by the gains in terms of economic growth, as well as by the possible
growth of new types of comparative advantages due to technical changes in

the pattern of productian.

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 situatio where partition is the result of a long-
drawn-out ideological and/or religious conflict between two communities of
people, This may happen because of the political desire of the opponents to
undo 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-
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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 isolatiom, 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 ecanomic isolatimn between them, But this is the result of, rather

than the cause for, adjustment in production patterms in East and West,

(b) The foregoing analysis has also been specially conditioned by the
assumption about the nature of specialization 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 covld have been tradable be-
tween East and West,

The existence of.such flow patterns would create two possibilities
in respect to the post-partition adjustment in East and West. First, East
and West would be able to make some horizontal readjustment in their production
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 Crowth of East-West Trade

3.1, Introduction

We have seen, in Chapter 2, how a triangular pattern of trade between
East 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 isolatim from India,
or as a result of the development of manufacturing industries in Tast 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-
eign trade, and (c) the interregional balance of payments adjustment between

them °

3.2, Effects on Economic Growth

3e23% 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 .}/ This argument implicitly

Y Allyn Young, "Increasing Returns and Economic Progress", Economic Journal,
Dec. 1928, R, Nurkse, Op. cit., Ch. 1. W. A, ILewis, 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., C.l.S., March 1957,
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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 1:1'1&7.1:f 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 emables 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 canditions 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 igrores the
possible competitive elimination of the handicraft producers by the manu-
facturers.) The growth of economies of scale in the context of East and
West 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 transpart 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,
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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.?-/ 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-
graphical 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.—3-/ 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 industrie&h/ In the case of Britain, it is contended that

2/ Tibor Scitovsky, Economic Theory and Westernm Furopean Integration, Stanford
University Press, Stanford, California, 1958. Ch, III, 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.

L/ 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,
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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.é/
It may be argued that even though cost curves for most plants in

industrially developed countries are relatively flat, still some less developed

countries tend to operate at the extreme left end of the scale. Integration

would push cost down and out into the flat range, It igmores the fact

that certain plants may be established only when they can be operated close

to the optimum capacity.é/ Moreover, to the extent that most empiriecal

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 extensian

of the size of the market on economic growth may be very impartant,

Belacs 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., A4s such, it cammot be imputed to the growth
of trade between them,

In the present instance, the growth of free trade between East and

West is likely to reduce the magnitude of such cost relative to that if

5/ C. F. Carter and B, R, Williams, Industry and Technical Progress, Oxford
University Press, London, 1957.

&/ Robert L. Allen, "Integration in Less Developed Countries", Kyklos
Vol, XIV, 1961, Fasc. 3.
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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.Z/ 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 atmo sbhere, 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 productimm. This raises
the short-run profit margins of the manufacturers, and hence facilitates
the distribution of incremental income in favowr of the investing classes,

Assuming that the marginal propensity to save and invest of the profit

1/ 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,
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earners 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.g/ 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 East and West where, because of their resource endowments
and 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 opment 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 higher than the prevailing money wages in
agriculture, This would be so because, :'Ln_ 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 underemployed workers would not be able to compete freely in

the labowr market. Thus the private marginal cost of the new employment

&/ Alvin 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.
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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 .2/

2/ Manoilescu, The Theory of Protection, P. S. King and Staples, Ltd,, London,
1931, W. A. lLewis, "Economic Development with Unlimited Supplies of Labour",
The Manchester School, May, 195L; "Unlimited Labowr: Further Notes", ibid.,
January, 1958, E,. E, Hagen, "An Economic Justification for Protectionism",
The Quarterly Journal of Economics, November, 1958, Tibor Scitovsky, "A
Reconsideration of The Theory of Tariff", Review of Economic Studies,
Summer 1952, (Note that according to Scitovsky, the equalization 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: Tt 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
country!s export is very inelastic, and if the imposition of a tariff
turns the terms of trade greatly in its favowr, unless the entire tax
revenue is spent on imports, the internal relative price of exparts 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 Economy, 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 abscolute
share of the scarce factor will increase because of increased total
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3.3. Effects on Foreign 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
growth of trade between them cannot be separated from those of economic
growth, In the pre-Fast-West trade situation, gr&wth-orien‘bed 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 equivale_nt reductian
of the import of other manufactured goods in East and West or alteratim
in their foreign exchange rates., If the demand far their exports and
imports is not elastic, the change in exchange rates will render the terms
of trade unfawuwrable without improving the balance of trade., Thus the
financing of the import of cepital 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 regian without changing the

total volume of their foreign trade,

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, 195%,) In our situation, the
Metzler argument may not be appropriate because first, the external terms
of trade effect may not be sufficiently large to turn the internal terms

of trade in iavowr 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 es raw materials,




The replacement of the import of manufactures in Bast and West by
domestic 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 regian. Note that capital
accumulation in East and West will increase the demand for imports from
the Fbreign 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 fawour,

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 some other
goods, e.g. jute and cotton manufactures, from East and West respectively,
to the Fﬁreign region, the total export and hence the total foreign trade
of East and West will decline,

If secular increase in the aggrepate world demand far raw cotton
and jute occurs without a correspanding 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),
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their prices in the world market will rise., This will tend to improve the
terms 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
by an equal increase in trade between them, the total wvolume of their
external trade will remain unchanged,

To the extent that the growth of East-West trade facili tates the
growth of economies of scale in the productian of jute and cotton manu-
factures in East and West respectively, it might, via the improvement
of the efficiency of production, enable East and West to market these

products competitively with the producers in the Foreign regim,

3., The Problems of Interregional Payments Adjustment Between East and West

Jallal s The growth of a triangular pattern of trade between East, West,
and the Foreign regian, due to integration and economic growth of East and
West, 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-

guences of such adjustment under certain assumptions.
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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 individual regions. OSince East and West
con stitute one state, the balance of payments between them will include
payments and receipts between them on account of interregianal 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 multilateral payments adjustment between
East and West: (a) East's deficit with West is equal to West's deficit
with the Foreign region; and (b) East's deficit with West is less than

West!s deficit with the Foreign region. (See Figure 8.)

Folte 2l Case 1: This refers to a situation in which East incurs a
deficit with West which is equivalent to her surplus with the Foreign
region; apd West incurs a deficit with the Foreign region which equals
her surplus with East., In this case, the interregional payments between
East and West are multilaterally balanced. And no problems of adjustment
between East and West arisg. Other things being equal, the relative gains

from trade will be the same for East and West.
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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 inwvolve 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 West's 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 REast and West, Without claiming any generality
of treatment, this particular argument can be substantiated with the help
of the familiar technique of Marshallian offer curves, shown in Figure 7.

Figure 7 deals only with the triangular balance described above
(corresponding to Figure 84), In view of the difficulty of showing the
general equilibrium of the triangular trade between East, West, and the
Foreign regian in two-dimensianal diagrams, in this figure we simply deal
with a situation, corresponding to Figure 84, where East exports to the
Foreign region, West uses the export earnings of East 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 offer curves used in Figure 7 represent 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 arpument
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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,
05 and Oj' represent the offer curves of jute for rupees as well
as for dollars at low and high rupee exchange rates (with dollars)
respectively. 04 is the offer curve of dollars for jute. O and O, ' are
the offer curves of machines for rupees at low and high rupee exchange
rates respectively,
Suppose that the initial equilibrium is at N, where there exists a
one-to-one relation between dollar and rupee in the world market, and
where the relative prices of jute in terms of dollars are the same in East
and the Foreign region. At this equilibrium point, Fast exports 0J of Jute
and earns JN = OF dollars, The money income received by producers in
East is also equal to JN. West imperts 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 equilibrium, 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 buy more than one dollar or, in other words, the
price of jute in terms of dollar will rise, For similar reasons, the
offer curve of machines for rwpees will shift down and to the left., (This
assumes that East and West are small relative to the total world market,)
Oj' is the new offer curve of jute for dollar after the overvaluation

of the rupee; and the new equilibrium is at Nt', At N!' the export of jute
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from East falls by JJ!', and her receipts in terms of rupees declined by NL.
Thus employment and money income in East 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 imparts OM' machines for
M'S! = OF' dollars. Because of the shift of O  to Op's 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 upan 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 BEast's inmports 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 temms
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 argiment
if Oj 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
export 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
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of raw cotton is absorbed by the damestic 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 deseribed
above, are spent by the government in West, especially on raw cotton,
employment and output in West will increase., But the intersectoral terms
of trade in West, as in Bast, will twn 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
8A, overvaluation of the rupee must berefit 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,

Sulied. Case 2: This case assumes that there does not exist full
equilibrium in the total balamnce 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 Hast has a surplus with the
Foreign region and a deficit with West, while West has a surplus with East
and 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 EBast 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 Figure 8B, The short-run adjustment between East and West is possible
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through the taccommodation! of West by Fast by way of short-term lending
as the arrow (EW) in Figuire 8B indicates,

Because of total export surplus in East and total import surplus in
West, this type of adjustment implies a real transfer of capital from East
to West. It can be continued in the long run only if it is possible for
Bast 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
Hast; or, given the level of export from East, if the gbvermrent 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-
gion in order to facilitate overall import surplus in West for the sake of

economic growth,

Baliales The Flow of Funds Retween East and West

3.h.h.1. The type of adjustment between Fast and West described in 3.h.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 Eést 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 assunptions in this respect,

It will be assumed that the payments sﬁrplus of East is caused by an auto-
nomous increase of exports over imports, and (b) the payments deficit of

West is caused by an excess of domestic investment over domestic savings,
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3ohihig, We shall begin our analysis by considering the effects of an
export surplus in East and of an impart 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 iﬁdependent urits

1i rked 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
exporters in East,

(b) The secandary expansion of money supply in Fast will occur via
the increase in commercial banks! reserves die to the holding of increased
foreign 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 cemtral 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 expand money supply through
its discount and open market operations policies when it gains reserves or

reduces its foreign liabilities.l—o/ 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,
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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 confomm 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 output in Hast will not increase proportionately with
the increase in money supply), and the price level in West will fall,
East'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.
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Jaltaly2s 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 swplus. 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 East and West. The farmer 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 Fast 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 East 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.L.2., may lead to a fall in employment and money incame in East.

3.4.4.3. Smooth interregional movements of capital funds, ammng 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
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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 deposits and loan applications.g-/
Furthermore, when the demand for money expands at different rates
at different regions of the same monetary system, flow of funds from the
stagnant or slow-growing regions to the rapidly expanding ones may sometimes

become necessary, and the existence of branch banking facilities such as

interregional transfer of funds through inter-branch adjustment in reserves

and deposits.

11/ 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. IXIII, 1949). Interregional transfer of funds
through Central Covernment's interregional receipts and expenditure
is another important determinant in this respect. For the influence
of this on interregional balance of payments adjustment in the United
States, reference may be made to E, J. Kane, The Interregicnal Flow
of Funds in the United States, 1955-58, M,I,T. Ph.D, Thesis, 19¢0,
Note that in the present analysis we have assumed away this aspect
of adjustment between East and West.
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3.5, Other Effects

The growth of East-West trade may have some other implications for
East. There is an argumnent that, under certain circumstances, the terms
of East-West trade may move in favour of East. Over time, the growth of
productive efficiency in West due to capital eccumulation and techmnical
progress is likely to be manifested in the reduction of the prices of
cotton manufactures relative to the prices of handloom products. This
is likely to expand the output of cotton textiles industry in West at
the cost of the output of the handicraft industry in both East and West,

West'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 East- West trade
in the form of higher real income.l%/

Note that the extent of the terms of trade effects on the real income
in East will partly depend upon the ratio of East!'s trade with West to her
regional income and partly upon other related factors., If the ratio of
East- West trade to the regional income of East happens to be small, the
terms of trade effects would be negligible, Among other related factors
we should, first of all, note the relative movement in the terms of foreign
trade of Rast., Deterioration in her terms of foreign trade will far outweigh

the benefits derived from East-West trade in this respect. Unless the

-12/ This mechanism is the heart of the thesis presented by D. M. Bensusan-
Butt in his "A Model of Trade and Capital Accumulatim", American Eco-
nomic Review, Sept. 195h, 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,
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deterioration in East's terms of foreign trade is caused by the growth of
East-West 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 urempleyment in East,.

East 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 same
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 fo the same places and surroundings. However, given these
factors, the most important determinant of the geographical mobility of
labour is interregional differences in the levels of real wages., Since

West is, ex hypothesi, a region with surplus labour and growing population,

she may experience a higher rate of growth without experiencing a propor-
tionately higher rate of growth of real wages.w Under the circumstances,
the movement of labour between East 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 migration of skilled and otherwise well-off

labour, the conditions of economic growth in East may be adversely affected.

1/ George H, Bortz, "Equalization of Returns", American Economic Review,
June 1960.
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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 lmng
time to come. The absence .of growth conditions in Bast would not allow
the movement of capital and enterprise from West to East for a considerable
period of time. For the locational advantage would continwe to be high in
West due to the agglomeration effects of the initial growth in West, and
due to the partial nullification of the influence of tramnsport cost on
the comparative interregional locaticnal advantage because of prohibitive
import restrictions in the integrated region.

The situation with respect to flow of capital and enterprise from
West to East, over time, would be different if growth is initiated in
East 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., Locaticnal
consideration may play an impartant 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 development of those
conditions might take a very long time, for reasons which lie outside the

scope of this study.



CHAPTER L
The Growth and Development of Interwing Trade
in Pakistan, 1948-49 to 1958-59

L,l, Introduction

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 anly 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 possible,

To facilitate amlysis, Section L.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 1948-49 to 1958-59,
Mnd the analysis of the causes of the growth of interwing trade will be

undertaken in Section L.l.

L.2, The Course of Development

TP O A Summary of Findings

The total volume of interwing trade recorded a six-fold increase
over a period of eleven years., Interwing traée in both directions has shown a
considerable upward trend at current as well as constant prices, in spite of
fluctuation in the levels in particular years, Over the period under study,

the composition of interwing trade underwent important changes. The relative
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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 analysis of inten;:ing trade in terms of individuval 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, ummanufactured tobacco, seeds, leather, wood and timber, jute
manufactures, matches, and paper. The exports from West to East 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,

From 191i8=L9 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
Bast and West Pakistan as constitutent regions, consequent upon the divi-
sion of India in 1947, and the introduction of tariffs on Indo-Pakistan
trade under conditions of free trade between East and West Palistan, pro-
duced the first trade diversion impact on the opening 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. Ewven 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 policy of import restriction in Pakistan, The latter
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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 Pakistans 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, OSecond, the emergence of a vigorous entre-
preneurial class in West Pakistan and the camscious efforts for initiating
long-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 percent of the total
output of raw cotton in Pakistan during the second half of the decade under
study. This reduced the export earnings of West Pakistan drastically. In
1958-59 the exports of West Pakistan fell to one=half of the 1950-51 level,
On the other hand, the rapid economic growth in West Pakistan increased her
import requirements, The gap in the earnings and spending of foreign exchange
of West Pakistan has partly been bridged by the utilization of the foreign
exchange earned by East Pakistan, FEast 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 patterm of

trade between East and West Pakistan and the Foreign region.
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Lho? 24 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., A
proper understanding of the reasons for the growth of interwing trade
necessitates some discussion of the course of development of interwing
trade over the years under consideration, For the purpose of such dis-
cussion, the entire period under study may be divided into a few sub-periods.

The years between August 1947 and September 1949 may be designated
as the first of these periods, It falls between the date of the partition
of the Indian sub-continent and the Post-World-War-ITI develuation 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 1948
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 year 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,
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The years between Uctober 1949 and June 1952 may be considered as
the second period of the development of interwing trade. 19.9-50 was one
of the most significant years in the development of interwing trade, With
the devaluation of the Indian rupee and the non-devaluatian of the Pakistani
rupee, in September 1949, there occurred a complete deadlock over Indo-
Pakistan trade for eight months until April 1950, The non-devaluation of
the Pakistani rupee was followed by the tightening of import policy in
Pakistan, For example, the OGL 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.

Although Pakistant's trade with India in 1948-49 accounted far about
70 percent of her total foreign trade, what we have described in Chepter 1
as the partition effects tended to exert their influence from May 19L8 on,
For in May 1948 the Stand Still Agreement of 1947 was abrogated and the
first Inter-Dominion Trade Agreement between India and Pakistan was signed.
This was revised in June 1949, Duties on important items of exports and
imports had been introduced by both countries immediately after partition;
the rates and coverage of duties were increased from November 1947 to
September 1949, The second Inter-Dominion Trade Agreement in June 1949
failed to specify maximum or minimum prices for goods entering into Indo-
Pakistan trade. DMoreover, no agreement on tariff rates was reached, As a
result, Indian cloth began to become dearer in Pakistan as compared with
cloth imported from other countries. ILikewise, the price of Pakistani cotton
became higher 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,
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With the deadlock over Indo-Pakistan trade in September 1949 the
partition effect! took the form of complete economic isolatim of Paki-
stan from India, Although the period of complete isolation had lasted for
eight months only, 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, jubte manufactures, cotton textiles and yarms,
mustard oil, tobacco, steel sheets, and cement from India, important commo=
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 expfessed in monetary terms", Partly becauvse of the vagueness
involved in the prineciple underlying the Agreement and partly because of
political sentiment, neither party was able to honour the Agreement fully.,
In spite of subsequent trade agreements between India and Pakistan, the
trade diversion process became intensified over the period under study and,
as we shall see below, not only did the volume of official trade between
India and Pakistan continue to dwindle, but its share in the foreign trade
of Pakistan recorded progressive decline. The deadlock over Indo-Pakistan
trade produced a short-run expansionary effect on interwing trade. However,
as will be seen from the discussion in Section L, it also produced a far-
reaching change, not only in the channel of Pakistan's foreign trade, but
also in her prepartition production pattern. 4#nd, among other things, the

latter created the conditions for the long-run growth of interwing trade.
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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 dwring the Korean boom, but the quotas for export
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 Pakistan increased in 1950-51, despife the great increase in the
exports of East Pakistan to and some increase in the imports of West Paki~
stan from abroad (Table L4.3).]

The third period of the development of interwing trade comprises
the years between July 1952 and Jume 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 impert 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 conscious efforts
for the promotion of long-run economic growth, Furthermore, this was also
the year of the development of the Pakistan Merchant Navy which, as we shall

see, had'its effects on the growth of interwing trade, Thus it may be said
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that from the year 1952-53 was started what we have called in Chapter 2 the
growth-oriented adjustment in the prepartition patterns of production in
East and West Pakistan,

There were years of 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 1949=50 coincided with the initiation of the efforts for long-run
economic growth in Pakistan, Together, these two factors seem to have con-
ditioned the growth of the velume and the changes in the composition of
interwing trade in the subsequent period.

The years from July 1955 to June 1959 can be described as the fourth
period of the development of interwing trade. In a sense it was rather
the continuation of the third periocd described above, But because of the
devaluation of the Pakistani rupee on July 31, 1955, and the implementation
of the First Five-Year Plan, this period deserwes to be mentioned separately.
The industrial development of West Pakistan practically began from the year
1950=51, while that of BEast Pakistan began from 1952-53, However, the level
of industrial output increased significantly both in Hast and West Pakistan
during the period between 1955 and 1959,

Although we have distinguished between four sub-periods of the
development of interwing trade, broadly speaking the entire period can be
more conveniently divided into two major phases of the growth of interwing
trade. The first phase would include the years between 1948-L9 and 1951-52

inclusive, and the second the vears between 1952-53 and 1956-59, We have
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noted that the trade diversion effects of the commercial policy and the

trade creation effects of the initiation of loang-run economic growth in
Pakistan have been operating simultaneously in influenecing the growth of
interwing 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.

k.3, The Volume and Composition of Interwing Trade

ke Preliminary Observations on Data

Most data used in the following analysis represent the values
of interwing trade at current prices. However, Table L,2 shows the gquantum
indices of the exports of one wing to the other. The quantum indices are
constructed on the basis of the procedure of the fixed-based index numbers
for the exports of each wing, representing the wvalues of 1l impor tant
commodities, each from the list of the exports of Zast and West Pakistan
respectively, at the average of their prices (unit values) from 194$-50 to
195253, These commedities 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 wing.l/

l/ The sources and nature of data, including the methods of computation, are
discussed in the Statistical Appendix.
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The values of interwing trade, as campiled 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 recompute 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 portion of
interwing trade is airborne, which, because of the absence of data regarding
the values of goods involved, cculd 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 government account., Since the trade on
government account is likely to be relatively insignificant, its noninclusion
in the value of trade up to December 1956 need not matter much in the

analysis of the growth of interwing trade.

I PR The Values of Interwing Trade

The Total Values,

Table L.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 194849
to Rs.95.16 crores (or Rs.951,6 millions) in 195859 — almost a six-fold
increase over a period of eleven years, The quantitative 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 1958a59,
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TABLE L,1

The Total Values of Interwing_Trade*

1948-49 to 1958-59

(In Crores of Rupees)

EXPORTS OF EAST PAKISTAN

EXPORTS OF WEST PAKISTAN

TOTAL INTERWING TRADE

= : DOMESTIC FOREIGN
DOMESTIC FOREIGN DOMESTIC FOREIGN
TOTAL GOODS GOODS
YEARS TOTAL GOODS GOODS TOTAL soqns GOODS (De(b)= | (2)2(5)= | (3)+(6)=
(1) (2) (3) (L) (5) (6) (D (8) (9)
19Lh8-49 1.8L 1,75 0.9 1h,12 13,85 0,27 15.95 15,60 0.36
1949-50 L 9L 3,12 1.81 23.5L 22,90 0.6L 28,48 26,03 2 L5
1950=51 6.27 159 1.68 gTize 21.05 G117 | 33.L48 25,63 7.85
195152 6,6l 3.63 2499 2L .93 15,66 9.27 31.57 19.30 12,27
1952-53 1L.70 991 L.79 21,62 17,47 L.15 36,32 27438 8.9k
195L=55 19.65 17,93 5y 30.34 29.13 1521 49,99 47,06 2.93
1955-56 29,73 22,21 1,52 3L.56 33.16 1.0 58.29 55.37 2.92
195657 23.92 22,83 1.09 53.21 £0.90 2.31 27.13 73.73 3,L0
1957=-58 26,96 26,h1 0.55 70.2L 69,02 [ 97.20 95,13 Y77
199829 | 27.33 | 261 | 0.92 h 67.83 | 6o | 3.3 | 95016 | gra1 | h.os

* Tneludes costs, insurance and freight, slight discrepancies in figures because of rounding,

Source:

Government of Pakistan, Central Statistical Office, Bulletins, Karachi.
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As can be seen from Table L.,l, 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 years 1951-52, 1954-55, and 1958-59 were
only minor oscillations around the general upward trend showing the secular
growth 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 foreign goods transhipped in interwing trade were not signi-

ficante In most of the analysis below, the trade in foreign goods is excluded.

The Exports of Fast 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 19L48-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 exports 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.lLl2 in 1948-L9, more than quadrupled by 1958-59, West
Paldstan's total exports of damestic goods to Bast Pakistan increased by
1957=E8 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,
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TABLE },2

The Volume Indices of Interwing Trade

1948-49 to 1958-59

(Average of 19L9-50 to 1952-53 = 100)

EXPORTS OF EXPORTS OF
YEARS EAST PAKISTAN WEST PAKISTAN
(1) (2)

1948-49 11,18 71431
19L9-50 63.07 125,13
1950-51 89.56 92,91
1951-52 79420 86,78
1952-53 168,17 95.28
1953-5h 198.47 170.54
195L4~55 198,55 ThE. T
1955-56 251,31 182,26
1956-57 243.0l 2L2.,03
1957-58 23L.28 151 .L6
1958-59 289.33 350,k
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TABRLE L.3

Values of Foreign Trade of Pakistan

1948-L9 to 1958-59

(In Crores of Rupees)

EAST PAKISTAN

WEST PAXISTAN

YEARS EXPORTS IMPORTS EXPORTS IMPORTS
(1) (2) (3) (L)

19L8=L9 43,00 27,00 52,00 117.00
1949-50 62,00 39,00 56.00 91,00
1950-51 121.00 145,00 134,00 116,00
1951-52 108.00 76,00 92400 147.00
1952-53 611,00 36,00 75 .00 101,00
1953~5) 68,00 29 400 63.00 87.00
195L=55 73.00 32,00 L, 00 78.00
1955-56 93.00 36,00 65,00 96,00
1956=57 91.00 £9.00 69,00 150.00
1957-58 102,00 68,00 43,00 139,00
1958-59 88.00 55.00 145,00 102,00
Source:s C.S5.0,
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Both at current and constant prices (Table L.2), West Pakistan's
export of domestic goods to East Pakistan shows a considerable upward trend.

Note that over the emtire period from 1948-L9 to 1958-59, the exports
from East to West Pakistan, both at current and constant prices, show a
greater rise than those from West to East Pakistan, In 1948-49, 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.

352 The Composition of Interwing Trade

Preliminary Observations.

The classificatian of trade by commodity groups creates certain
difficulties in any analysis of the camposition of trade. One can have
his own classification to suit his own purpose; and ne classification would
be perfectly scientific. Nowadays the Standard International Trade Classi-
fication (SITC) is widely followed for the purpose 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 SITC., But because
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.
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TABLE L)

The Composition of Interwing Trade

Individual Groups of Commodities as Percentage of Total

(Domestic Goods)
19L8-L49 to 1958-59

RAW

FOOD, DRINK OTHER INDUS- | UNSPE=
YEARS AND TOBACCO | MATERIALS TEXTIIES CHEMICAIS METALS MACHINERY | TRIAL GOODS CIFIED
(1) (2) (3) (L) (5) (6) L2 _(8)
EXPORTS OF EAST PAKISTAN (In Percent)
19L8<L9 79 12 9e1ly 9 od5 - - — 0.57 1e7L
1949=50 9711 1,60 046l e — — = 0.64
1950-51 93 - 8? 3.05 O-h-B s o o e — OQJ-I-B 2 017
1951-52 82 .17 ? a39 So ?5 o< topy 2 e od l 036 3 028
1952-53 55.49 3t 2l 62 = 2 L = 0.21 15.94
19;3"5}4 h609h 7033 38 002 —— e - 5033 2.31
19514-55 Lll"23 7.63 29 .)J,J.l T e S 16062 5-01
1955=56 L6.39 5.76 32,50 - — i 11,07 1,23
1956-57 37.93 8,06 31.19 0.18 28 &L 20,32 2,19
1957=58 11,58 8.16 26.99 04,23 - - 17.30 5.1l
1958-59 112 .62 10,53 25,10 0.38 ks L 16.05 5,30
EXPORTS OF WEST PAKISTAN (In Percent)

1924-9-'50 67175 19088 0.91 1000 0056 = 2.75 6.98
195051 37.29 35.91 9.59 2,56 123 - 3.56 9.83
1951"52 56-61 39-9’4 0.25 0095 b = 2955 1-59
1952-53 52-28 31097 2091 1025 009? b 70)4)4 3.09
1953~5L 35.96 36.93 10,99 132k 0.93 0.77 10,22 2.8l
195455 25,79 51,48 6.48 2.30 0.27 0.61 707 5.90
1955-56 29 il L9.13 9.49 2.98 0.63 1.h1 3.67 3.16
1956=57 29,54 10,0k 1L.81 2,23 1.25 2,43 ToXl 2,433
1957-58 25,40 43 .85 1h,18 1.l 1,27 3.76 7.22 2,22
195859 38,04 32,81 11,68 2.68 0.56 2,26 10,08 1.69
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For the purpose of the present study, therefore, we have casidered
it more useful to combine the SITC groups represented by columns 3-8 of
Table L.l 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.S 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 commedities, 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
by the (Pakistan) Central Statistical Office as "all other articles", In
Table L. we have described this item as unspecified. Probably these
articles refer to parcel post and the like which, in international trade
analysis, are sometimes considered as manufactures. Some of these M"all
other articles" may include semi-manufactured goods., It can be noticed
from Table L.i that the item of unspecified commodities has shown certain

erratic behavier uwp to June 1953, which is difficult to explain,

The Composition of the Export of Domestic Goods from East Pakistan,

Fast Pakistan's exportsto West Pakistan are composed mainly of Food,
Drink and Tobacco, and Manufactures. The relative importance of Raw

Materials is less, but not insignificant, Over tle decade under study, the
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relative proportiorsof different commodity groups have varied considerably,
The major characteristic of this change has been the growth of the shmre of
Manufactures,

It can be seen from Table L.5 that during the period between 19L8-L9
and 1951-52, Food, Drink and Tobacco accounted for 88,1l percent of the
total export of East Pakistan., The same figure declined to LlL.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 148,08 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 and Tobacco.

The absolute values of the exports of this commodity group increased
in every year 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-year
period under study.

O0f these commodities, tea alone accounted for about 78 percent of
the total values in this group. The export of tea increased almost continu-
ally (exceptions: 1951-52, 1956-57, and 1958-59). Betel nuts, spices ineclud-
ing chillies, turmeric and ginger, and unmanufactured tobacco are the other

important items in this group.
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TABIE L.5

The Composition of the Exports of East to West Pakistan
(Domestic Goods)

A, Major Groups
1948=49 to 195859

(Values in Crores of Rupees)

YEARS FOOD, DRINK AND TOBACCO RAW MATERIALS MANUFACTURES TOTAL
1) (2) (3) (L)
Share Share Share

Value Pct. Value Pets Value Pet, Value
19L8-L9 1.39 79.L2 0,16 9.1k 0,20 11,43 1,75
19L9-50 3.03 97.11 0,05 1.60 0.0L 1.28 3.12
1951=52 3,00 82.17 0,27 7.39 0.38 10,41 3.65
1952-53 5.50 55 .19 0.37 3.73 L,0okL 40,76 9.91
1953=5L 6.08 L6.9L 0,95 7.33 5.91 45,63 12,9k
1954-55 740 41,23 % 4 7.63 9,16 51,02 17.93
1955-56 10,31 16,39 1.28 5.76 10,62 L7.79 22,.2)
1956-57 8.66 37.93 1.8L 8.06 12.33 5h.0l1 22,83
1957=58 10,98 41,58 2.16 8.16 13.27 50.16 26.L1
195859 11,36 L2 .6l 2,78 10.53 12.37 16,83 26,41
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TABLE L.6

The Composition of the Exports of East to West Pakistan

B, The Importance of Individual Commodities in Each Group
194849 to 1958-59

(Values in Crores of Rupees)

FOOD, DRINK, TOBACCO
YEARS TEA BETELNUTS SPICES TOBACCO UNMFG'D, TOTAL*
{3) (2) _(3) (k) (5)

Share Share Share Share Share”~
Value Pet, Value Pct. Valwe Peth Valwe Pct. Value Pct,
1948<49 1,06 76,26 a* s 0430 21,58 0,02 1.l 1.38 99.28
1949-50 2,54 83.83 0,27 8.91 0.81 5.9L 0,02 0.66 3.01 99434
1950=51 3.87 89.79 0,30 6.96 0409 2,09 0,02 0.6 L.28 99,430
1951=52 2537 79,00 0447 15.67 0,0k 1.33 0,09 3,00 2.97 99,00
1952-53 341 62,00 0,62 %525 0,81 14,73 0.20 3.64 5«0l 91 .6k
1953-5L L.67 76,81 0.50 8.22 0437 6,09 0.22 3.62 5,76 oL T7h
195455 5463 76,08 0,80 10.81° | 0,31 L.19 0.h2 5.68 7.16 96,76
1955-56 8,68 8L.19 0.50 L.85 045k 5+2h 0,18 1.75 9.90 96,03
1956=57 6,00 69 .28 1,32 15.24 1.00 11,55 0,15 1,73 8oL7 97.80
1957=58 BTl 79.87 0.88 8,01 0.8k 7465 0.16 1.06 | 10.65 96,99
1958=59 8.30 73.70 1.20 10,66 | 0.95 8oLk 0.32 2.8 | 10.77 95 +6L
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TABLE 4.6 (continued)

The Composition of the Exports of East to West Pakistan

B, The Importance of Individual Commodities in Each Group

194h8=L9 to 1958-59

(Values in Crores of Rupees)

RAW MATERTALS
SEEDS LEATHER WOOD AND TIMBER TOTAL™
(6) L7) (8) (9)

Share Share Share Share®
Value Poty Value Pct. Value Pet. Value Pect..
19L8-L9 0,12 75,00 0.01 6425 - = 0.13 81.25
1949-50 o i 0,01 20,00 ity . 0.01 20,00
1950"'51 0.0h 28 .57 0002 lh .29 S, s O¢06 J—I-Q .86
195152 0.01 3.70 0,15 55456 - e 0.16 59426
195253 0,07 18,92 027 72.97 —-— - 0.,3L 91.89
1953-5L 0.01 11.58 0.L6 18,42 0432 33,68 0.89 93,68
195455 0.15 10.95 0.81 59,12 0,31 22,63 127 92.70
1955~56 0.18 14,06 0.78 60,94 0.22 17,19 1,18 92,19
1956-57 0,14 7061 127 69,02 0.26 1k4,13 1.67 90.76
1957=58 0.2 11.11 153 61,57 0.1 18,98 1.98 91,66
1958-59 0,39 14,03 1.98 71,22 0.31 11,55 2,68 96,40
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TABLE L.,6 (continued)

The Compositian of the Exports of East to West Pakistan

B, The Importance of Individual Commodities in Each Group
1948-L9 to 1958-59

(Values in Crores of Rupees)

MANUFACTURES
YEARS  [fUTE MANUFACTURES | ROPE AND TWINE MATCHES APER AND PASTE BOARD TOTALL
(10) (11) (125 (13) (1h)
Share Share Share Share Share
Value - Pct. Value Pct. Value Pct. Value Pct. Value Pct.”
1948=49 0,02 10,00 — - 0,01 5,00 — - 0.03 15,00
1949-50 — - -t — e - g - — -
1950=51 —-= - 0.02 14,29 0,01 T+15 - —_ 0,03 21,
195152 0,10 26,32 0,11 28,95 0.03 7.89 s -_ 0.2k 63.16
1952-53 2,05 5047k 0,37 9.16 - g F- 3 = 2.42 59,90
1953-5L .28 724,12 0.3k 5«15 0.06 1,02 0,60 10,20 5.28 89.39
195L=55 L,51 L9 .2l 0.36 3.93 | 0.25 2,72 247k 29.91 7.86 85.80
1956=57 6.61 53,61 0438 3,08 1.10 8.92 3.36 27425 11.L45 92,86
1957=58 6,10 L5,96 0.78 5,88 1,36 10,25 3.07 23.13 i 85.22
195859 Se.Th L6 L0 0,87 7.03 1,01 8,16 2.85 23,0k 10.L7 8l.63
* a = insignificant 1 0f items listed.

2 0f the commodity group total,
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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, dyéing 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 1952-53, Leather is the most
important item., It alone had a share of about 62 percemt in the whole
group 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

19 53"‘5’14- -

Manufactures,

Exports of Manufactures from Fast to West Pakistan increased con-
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 by a few commodities
like jute goods, rope and twine, matches, paper and pasteboard, During the
second half of the period under consideration, these commodities accounted
for about 85,38 percent of the total export of Manufactures. Jute manufac-
tures happen to be the most importarmt item of export in this group. Paper

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 East Pakistan, the share of differ-
ent commodity groups in the exports of West Pakistan has varied cansiderably
from year to year. Up to 1951=52, Food, Drink and Tobacco had the largest
share in the total export from West ﬁo 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 li.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
been erratic up to 1953-54, 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 1948-L9 to 1951-52 to L3.Ll percent during the following
period., But more significant was the increase in the absolute values of the
Raw Materials exports from West to East Pakistan, especially after 1953-5l,
The share of Manufactures rose from 1809 percent in the first period to 26,7k
percent during the second., As in the case of Raw Materials, the values of

the export of Manufactures from West Pakistan increased significantly between

195L-55 and 1958-59,

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 ﬁhis group has fluctvated widely from year to year.

It can be seen from Table 4,8 that rice is the most important item in

this group., But the fluctuations in the exports of rice, which ranged
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TABIE L.7

The Compositim of the Exports of West to East Pakistan
(Domestic Goods)

A, Major Groups
194819 to 1958-59

(Values in Crores of Rupees)

YEARS FOOD, TRINK AND TOBACCO RAW MATERIALS MANUFACTIRES TOTAL
@5) (2) (3) (b)
Share Share Share

Value Bate Value Pet s Value Pct. Value
194849 e 15,27 3,70 26,71 3.88 28,01 13.85
1949-50 15.54L 67.75 L.56 19.88 2.80 12,21 22,90
1950-51 7.85 37429 7456 35,91 5.6l 26,79 21,05
1951-52 8.56 56,61 6426 39.9L 0.8l 5.36 15,66
1952"‘53 901}-{- 52 -28 5059 31097 20714 5 67 l?oh?
1953-5L 13.03 35.96 13.38 36,93 9,78 26,99 36.19
1955-56 9 78 29,4l 16,29 149,03 7.09 21.3L 33.16
1956=57 15,08 29.56 20,43 L0 0k 15,39 30,16 50490
1957-58 17.64 25.40 30.L5 L3.85 20,93 30,1k 69 .02
1958-59 2L, 5k 38,04 21,23 32,81 18.93 29.15 6, 70
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TABLE L,.8

The Composition of The Exports of West to East Pakistan

B, The Importance of Individual Cormodities in Each Group
1948«l9 to 1958-59

(Values in Crores of Rupees)

FOOD, DRINK AND TOBACCO

WHEAT AND PULSE, GRAINS GHEE AND TOBACCO
YEARS RICE FIOUR AND (RAMS EDIBLE OILS MAN UFACTURED TOTALZ
(1) (2) - (3) (L) (5) (6)

Share Share Share Share Share Share

Value - Pet. Value Pet. Value Pet. Value Pet. Value Pet, Value Pet?

19489 | 3.90 62,17 0.09 1.L3 0,07 Y2 0,77 12,27 | 0,01 0.16 4.8k 1115
154950 6.L6 I .54 Basi 35,13 0.52 3.3 1.43 919 0.03 0.19 13,95 89.69
1950-51 1,66 2> 0.89 11,33 0,70 8.91 2.7k 3L.88 0,60 746k 6459 83.89
195152 2e 3,77 0.65 Te59 #55 642 2adl 2L.6L 0.58 6al1 6.61 7719
1952-53 3096 J—i3o32 Ooho J—hBB 0026 2085 2080 30063 OQLIB Llo 70 7085 85088
1953=5L 2,22 17,03 0.39 2,99 0,60 .60 195 - 37.97 3.73 28.61 11,89 91.20
195L-55 0.07 0,93 0.23 3.06 )0 5 1.h6 2,10 27.91 2,67 35.L48 5.18 68,84
1955-56 1,20 12,26 1.28 13,08 0.20 2,0l 1.62 16,56 23 21017 6113 65.7T1
1956=57 0.15 0.99 Lo h 11.5L 2e10  E3.92 Selils 36,07 2,30t~ 15,51 1177 78.03
1957=58 6,90 39.05 0.99 5460 1,L1 Te93 Lo Th 26,83 1,09 617 15,13 85.63
1956-59 | 13.41 34,63 0.L5 1382 0.36 1,74 L1459 20,17 1.99 8011 21,16 86,21
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TABLE 4,8 (continued)

The Compositian of the Exports of West to East Pakistan

B, The Importance of Individual Commodities in Each Group

1948=49 to 1958=F9

(Values in Crores of Rupees)

RAW MATERIAILS
COTTON TWLIST RAPE AD
YEARS AND YARN MUSTARD SEEDS RAW COTTON TOTAL *
(3 £8):= (9) (10)
Share Share Share Share
Value Pet. Value Pect. Value Pct., Value Pcté
19L8-L9 0.89 2k ,05 .87 50453 0,66 17,83 3.L2 92,11
1949-50 Q.lub 10,08 3.10 67495 0.58 12,72 L1k 90,75
1950-51 1,38 18.24 .18 55,26 1.36 17.98 6,92 91,48
1951-52 - == 3.86 61.66 2,01 32,10 587 93,76
195253 0,92 16,45 2.73 48,81 Ty 22,71 L,92 87.97
1953-5h L.5h 33,91 5.03 37,57 1.93 1h 12 11.50 85.90
195455 9.0 62,60 2.83 18.85 1.87 12,L5 14.10 93.90
1955-56 10,95 67,12 2,76 16,92 1.90 11,65 15.61 95.69
195657 10,58 51,7k 5.31 25.97 3.86 18,88 19,75 96,59
1957=-58 17.50 57.L0 6,62 2%, 71 567 18,60 29.79 97.71
1958=59 10,78 50.77 5.82 27,41 L.16 19,60 20,76 97.78
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TABLE Li.8 (continued)

The Composition of the Exports of West to East Pakistan

B, The Importance of Individual Commodities in Each Group

1948-L9 to 1958-59

(Values in Crores of Rupees)

MANUFACTURES
COTTON . BOOTS AND | HARDWARE AND] SUGAR AND
YEARS MANUFACTURES SHOES CUTLERY MOLASSES SOAP CHEMICALS METALS TOTAL*
(11) (12) (13) (1) (A5} (16) (17) (18)
Share Share Share Share Share Share Share) Share
Value Pct. |Value Pet.| Value Pet.|Value Pct.|Value Pct,|Value Pct, |Value Pct. Value Pctsy
1948-49 | 0,37 9.53 | n*"  -- 0.1 3,61 =~= - |0.01 0.26 {048 12.37 10,16 L.12}1.16 29,89
1949-50 | 0.21 7,50 [0.02 0,71 0,09 3,21 | == -- |0,01 0,36 (0,23 8,21 10,13 L,6L}|0.69 24.63
1950-51 | 2,02 35.81 |0.19 3.37 0,09 1,60 | == — 10,01 0,18 [0,5h 9,57 | 0,26 L.61}3.11 55,14
1951=52 | 0,0L  L.76 }0.29 3L4.52 Q. 08™ 9,527 jaw s o oo 10,15 17.86) - i Q3D 166,65
1952-53 | 0,51 18,61 |0.20 7.30 0.26 949 | == - |0,01 0.36 ]0.,22 8,03 |0.17 6,20 1.37 L9.99
1953=5k | 3,68 40,68 |0,70 7.50 0.19 1.9k | 0,40 L,09 |0.29 2.96 |05  L.60 | 0.34 3,47} 6.35 6,89
1954-55] 1,89 28,63 |0.52 7.88 0,70 10,61 } 0,13 6,51 0,26 3,94 10,57 10,15 { 0,08 1,21} L.55 68,93
195556 | 3,15 LL.L2 |0.15 2.12 0.8 6,77 10.03 0,42 041 5.78 [0.99 13.96 | 0,21 2,96} 5.42 76,L3
195657 | 752 LB.BO [0.49 3.18 0,66 1e28 104,25 1.62 |0,97 6,30 {1.1)  7.40 0,6 L,15 11,67 75.73
1957=58 | 10,00 - L47.70 {049 2,34 0.51 2,43 10,82 3,91 11,13 5.39 [1.00 Le77 | 0688 L.20 [1L.83 T0.7h
1958-59 | 7.60 LO.1L }0.59 3.12 0425 1,32 | 2,07 10,93 [ 0.31 1.64 |1.92 10,1k | 0,36 1.90[13.,10 69,19
T Cotton manufactures here mean cotton piece goods, 1 of items listed.

**n = Rs, 9000/~

2 ofr

the commodity group total,
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between Rs.0,07 crores in 1954=55 and Rs.l3.4l crores in 1958-59, were also
the most violent, Wheat, flour, pulse, grains and grams, ghee and edible

0oils, 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, rape and mustard seeds,
accounted for more than 92,61 percent of the total value in this group.
Cotton twist and yarns 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 cumposed 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 export of cotton manufactures, which include cotton piece goods
and other textiles, has become the most important item in this group since
1953-5);, The share of this item in this group inecreased from 15.2 percent
in the first half to 13,00 percent during the seecond half of the last decade.
Table lj,8 shows that the absolute value of the export of cotton manufactures
from West to East Pakistan recorded year-to-year variation up to 1953-5l.

However, it rose continuously between 195L=55 and 1957-58. Other important



12

items of export in this grow are chemicals, sugar and molasses, boots and
' shoes, hardware and cutlery, soap, and metals, After cotton mamufactures,
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,.

le3eds 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 years in the first half of
the period under study, the re-import of foreign goods in one wing from the
other constituted a minor proportion 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
goods is more balanced than in domestic goods., The balanece was in favour
of East Pakistan in five out of eleven years. On the average the re-export
from East to West Pakistan amounted to Rs.l.0l crores, while the same figure
for West Pakistan was Rs.2.8l.crores. The average surplus of Rs.1.0l crores
for West Pakistan was due to the comparatively larger volume of re-exports
from West Pakistan in the years 195052,

The unusually large volume of the re-export of foreign goods from
West 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 year 1948-49 East Pakistan's trade with India accounted for about 88

percent of her foreign trade. The same figure for West Pakistan was about
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TABIE L.9

Composition of Interwing Trade, Foreign Goods

1948=L9 to 1958-59

(Values in Crores of Rupees)

FOOD, DRINK| RAW OTHER INDUS-|UNSPE=-

YEARS AND TOBACCO|MATERIALS |TEXTILES | CHEMICAIS | METALS MACHINERY | TRIAL GOODS |CIFIED TOTAL
1) (2) (3) (L) (5) (6) (1) (8) (9)

EXPORTS OF EAST PAKISTAN
1948-19 0.01 0.,0001 0.01 0,003 P 0,003 0,03 0.03 0.09
1949=-50 0.05 0,02 1.h6 0,03 0,005 0,0k 0,16 0,0k 4251
1950-51 1L 0.10 1.02 0.0 0.007 0,06 0.21 0,10 1.68
195152 0,08 0.09 1.99 0,05 0.009 0,06 0.59 0.J12 2.99
195253 0.12 0.27 3a2h 0.11 0,04 0.15 0,58 0.27 Lo79
1953-5L Q.22 0.0009 0.60 0,02 0.16 0.27 0.68 0,20 2.08
1954-55 0317 0.00L 0.18 0,05 0.16 0.20 0.73 0.23 172
1955-56 0,17 i 0,038 0.0l 0,25 0429 0,59 0,15 1.52
1956=57 0.03 - 0.28 0.02 0.02 0.09 0.L48 927 1.09
1957-58 0.04 0.003 0,003 0,09 0,009 0,10 0,16 0,15 0455
195859 0407 0.11 0.13 0,19 0,02 0,16 0,08 0.16 0,92
EXPORTS OF WEST PAKISTAN

19L8=L49 0.0008 0.03 0.18 0,009 0,008 04002 0,008 0.0 .27
1949-50 OLll 0023 0,07 0.03 0,02 0,02 0402 0.14 0.6k
1950-51 0.21 3.33 1.66 Q.11 0.09 0402 0406 0.69 6517
1951-52 @37 2.10 3.84 0,71 0.1L 053 0454 1.04 9.27
1952453 0,09 1.05 1.76 0.1 0.03 0,26 0.39 6443 Lio15
1953=5L 0.05 0,09 0.50 0,09 0,07 0426 032 039 1L
195455 0.008 0.05 0.0L 0,12 0,008 0420 0.1k 0465 1.21
1955-56 0.23 0.06 0.01 0.13 0,02 0.27 0,04 0.6L 1.Lo
195657 0,07 0,07 0.05 .27 0,07 0.39 0.0L 1.35 3.31
195758 0,07 0.13 0,008 0,07 0,005 0.09 0,03 0,82 1,22
1958-59 0,006 0,02 0,01 0,03 0,08 1.L47 0,02 1,50 3.13
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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 1949,
The deadlock over trade with India meant that East Pakistan had to import
from scmewhere 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 poliey of
the govermment 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 only had no local Muslim trading class developed in East Pakistan
by the year 1951-52, but also she did not receive an adequate compensating
immigration of Muslim business classes from India., Mostly they migrated to
West Pakistan., Under the cireumstances, it was not unlikely that, especially
in a situation of OGL, the import of foreign goods in West Pakistan would
be far greater than t'hat in Rast Pakistan. 4&nd the favourable demand and
price situation in East Pakistan, other things being equal, might have in=
duced the re-export of foreign goods from West to East Pakistan, The fact
that such re-exports during these two years were dominated by Food, Drink
and Tobacco and Raw Materials appears to support the above hypothesis.

A small volume of re-imports in interregional trade is not unusual,
Except in the years 1950-53, the re-exports from East Pakistan showed the
tendency to decline, .While the re-exports from West Pakistan increased in
the years 1956-57 and 1958«59, the value of re-exports from West Pakistan

in each of these years amounted only to slightly more than Rs.3 crores. In
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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 suggest the
existence of discrimination in the regional distribution of import licenses,
even if such discrimination had existed in practice.

However, the existence of certain firms conducting foreign trade on an
A11-Pakistan basis might partly explain 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 up
after 1956, gathering momentum dwring the 1957-59 period. In October 1958
import licenses were frozen in East Pakistan for a couple of months. In
the face of increasing investment activities, the freezing of import 1li-
censes might have forced investors in East Pakistan to re-import Rs.l.L7
crores-worth of machinery in 1958-592/ from the stock of their counterparts
in West Pakistan, Or it might be that Hest Pakistam investors in Fast Paki-
stan imported in West Pakistan a portion of their capital goods to be used
in East Pakistan., The increase of re-export from West Pakistan in 1956=57
was caused by the sudden rise in the value of thetunspecified! item which
is difficult to explain.,

Although re-exports in interregicnal trade are not unusual, the cost
of transportation involved should arouse special interest in the interwing

movement of foreign 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 East Pakistan and increased in West Paki-
stan in 1958-59,



116

L.h. The Analysis of the Growth of Interwing Trade

The foregoing discussian 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
of 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 prepartitian interregional flow of
coods and servieces 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.l and L.lL.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!

as analyzed in Chapter 2, after the partition of India.

1178 108 8 The Effects of Partition and Integration

helialale The Growth of Direct Trade Between East and West Pakistan in
Primary Products

It has been indiecated in Section 2,5 that, given the dif ferential
resource endowments in East and West Pakistan, their integration after the

partition of India would facilitate the opening up of direct trade between
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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 growth of industries,

We 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 cormodity analysis of interwing
trade in this group, The important primary products involved in this group
are tea, betel nuts, spices and tobacco from East to West Pakistan, and
rice, wheat and wheat flour, pulses and grains from West to Hast 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 group. This leads us to search for the reasons for the
diversion of the prepartition pattern of trade in these goods toward the
trade between East and West Pakistan after partition. 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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Take, for example, the export of tea from East 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 East to West Pakistan, This can be seen from the
fact that the interwing trade in tea doubled over a period of one year in
19,950, But this does not explain the secular growth of the physical
volume of tea imported in West Pakistan over 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 L4.10,) 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, U 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
upon industrialization and urbanization, must have caused a secular increase
in the consumption of tea in West Pakistan during recent years, Given the
restriction of the import of tea in Pakistan from abroad, secular growth of
the exports of tea from East to West Pakistan is not unusual,

Since tea is an important item in the export of East Pakistan to
the rest of the world, the growth of interwing trade in tea had two types
of 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 to tea

in Bast Pakistan. Second, given the supply of tea in East Pakistan and the
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TABLE L,10

Indices of Unit Values of Selected Commodities
in Interwing Trade

19L48-L9 to 1958-59

(Average of 194950 to 195253 = 100)

EXPORTS FROM EAST PAKISTAN

UNMANTU- JUTE
. FACTURED " MANU-

YEARS TEA BETELNUTS CHILLIES GINGER TOBACCO SEEDS LEATHER PACTIRES

(1) (2) (3) (L) (5) (6) (D (8)

19L8-L9 92,9 118,2 8L.9 Thel 37.5 88.3 6l.7 68.0
1950-51 100.0 88.h 75 .0 10h4.7 100.0 118.3 125,2 105.8
195152 100.0 95.7 85,8 91,6 12c.0 91.7 36.0 105,3
1952-53 92.9 117.3 95,9 e Q0T.R 112.5 120.8 191.L 68.0
1953-54 128.6 120,.L 119.9 197.1 125.0 78.1 135.9 69,2
195L-55 171.L 150.9 96.6 158,8 137.5 1.7 98.5 8L.6
195556 178,6 129.3 7L.3 196,8 162.5 57.8 17546 8li.6
1956-57 150.0 211.h5 202.9 162 .1 100.0 108.L 139.3 8L,6
1957-58 16527 2215 1h7.2 106.7 125,0 78.9 107.5 105,2
1958-59 157.1 189.1 128.8 ; 86.5 137.5 L1.5 118.7 8L .6
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TABIE L1,10 (continued)

Indices of Unit Values of Selected Commodities
in Interwing Trade

19L8~L9 to 1958-59

(Average of 19L9-50 to 1952-53 = 100)

EXPORTS FROM WEST PAKISTAN

COTTON
WHEAT AND RAW COTTON YARNS MANU=-
ALls FLOUR GHER SEEDS COTTON AND TWIST FACTURES
(9) (10) (11) (12) (13) (1h) (15)
194849 87al L6.9 159.8 92.3 109.9 86.L 128,.6
1949-50 10L.3 92,0 oL,1 98.9 110,3 86.5 13557
1950-51 111k 1274 102,9 1137 106.6 113.6 100,0
195152 70,7 88.2 10L,.9 10L,.2 105.2 90.9 1071
1952-53 11350 92.L 98 L 83.2 78.9 118.1 Ly s
1953-5L 86,5 15749 7163 117.h 577 99,5 107.1
195L-55 65.8 102.9 101,8 10L.9 7L .6 10L.5 92,9
1955-56 90.5 107.0 5.2 99,7 7945 90,9 T8eT
1956=57 102,5 115 .0 6947 1a7.h 80.1 10L,.5 8547
1957=58 99,6 120.3 60.6 149.L L5 .2 100,0 ST el
1958-59 90, 109.3 6l ol 150,2 6li43 10kL.5 50,0
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demand for tea abroad, the interwing trade in tea, in the absence of the
control 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.

In fact, not only was half of the increased export of domestic goods
from Bast 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
1951-52, the interwing export of East Pakistan declined by Rs.0.96 crores,
while that of tea fell by Rs.l.50 crores, The decline in the export of
tea from East 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.2.1 crores in 1956-57 and by Rs.0.50 crores in 1958~59, The former might
have been partly influenced by the devaluatim of the Pakistani rupee in
September 1955, and the latter by the introduction of the Export Bonus
Scheme in November 1958,

ILike tea, betel nuts are not growm in West Pakistan. Chillies,
ginger and tobacco are grown in West Pakistan. The exports of spices and
unmamifactured tobacco from Bast to West Pakistan have not shown a secular
trend. The imports of betel nuts and certain spices from abroad were barmed
in Pakistan after 1947. The impact of the deadlock over Indo-Pakistan trade
is visible on the interwing import of spices in West Pakistan in 1919-50,
The variation in the levels of its export from East Pakistan in the subse=-
quent years was possibly influenced by the changing supply conditions in
West Pakistan, The increased import of betel nuts in West Pakistan may be

partly explained by the increased populatian and partly by the probable
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increase in the industrial use of betel nuts in West Pakistan with the
growth of certain chemical industries.

The rising import of unmanufactured tobacco into West from East
Pakistan up to 195L=55 can be explained by the development of tobacco
manufacturing in West Pakistan, The productim of manufactured tobacco
in West Pakistan doubled in 1951455, The decline in the interwing expart
of unmanufactured tobacco from East Pakistan after 195h-55 was caused by
the growth of cigarette manufacturing and by the fall of output of unmanu-
factured tobaceo in Fast Pakistan, as well as by the increase in the pro-
duction of unmanufactured tobacco in West Pakistan,

Cirarette mnufacturing started in East Pakistan from 1954-55. From
382 million in 195h4-55, the output of éigarettes increased to 1,103 million
in 195960, while the production of unmanufactured tobacco in East Pakistan
fell from 110 million pounds in 195h-55 to 77 million pounds in 1958-59, On
the other hand, the output of tmmanufactured tobacco increased in West
Pakistan from 83 million pounds in 195L-55 to 124 million pounds in 1958-59,
As a result, Bast Pakistan imported far more unmanufactured tobacco from
West Pakistan after 1951-55 than she exported,

The exact reason for the fall in the productim of unmanufactured
tobacco in East 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 might have been partly due to interwing trade itself. A better
variety of Virginia tobacco is grown in larger quantity in West Pakistan,
The growth of demand for a better variety of tobacco in East Pakistan, con=-

sequent upon the growth of cigarette manufacturing, alang with the increased
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supply of the same in West Pakistan, might have reduced the demand for, and
hence the output of East Pazkistani tobacco.

Excluding tobacco, the import from abroad of most of the items in
the group of Food, Drink and Tobacco exported from West to East Pakistan
has been formally banned since 1947. ZEven the import of tobacco, including
cigarettes, was under rigorous control, However, there hgve been substantial
imports of food grains, i.e. 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 also a secondary item of
food in that region. Under the circumstances, given the import control
volicy of Paldistan and transport facilities between the wings, the shortage
of supply of rice in East Pakistan in a particular year would induce in-
creased imports from West Pakistan, This, as Table L.l1l partly indicates,
would explain the erratic nature of the fluctuations in the interwing export
of rice from West Pakistan (assuming a given level of production of riee in
West Pakistan),

Note that, since West Pakistan does not have a relatively large
supply of rice, shortages and ample supply in East Pakistan will be re-
flected mainly in imports from abroad. More so, if the domestic supply
of rice in West Pakistan moves in the same direction as that in East
Pakistan, or if the export of rice abroad from West Pakistan increases.

This woulé explain the lack of correlation between production in either wing
and interwing trade in rice in particular years.

Wheat is both a minor crop and a minor item of food in Fast Pakistan.

The production of wheat in East and West Pakistan increased slightly over
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12

TABLE L,11

and Interwing Trade in Rice

1948-L9 to 1958-59

(In Thousand Tons)

PRODUCTION TMPORTS IN EAST

OF RICE IN PAKISTAN FROM PRODUCTION IN
YEARS EAST PAKISTAN WEST PAKISTAN WEST PAKISTAN

(1) (2) (3)

1948-L9 7673 86 e
1949-50 7377 119 o
1950-51 7342 29 e
1951-52 703k h 728
1952-53 7335 67 819
1953-5L 82Li5 L9 906
195L-55 7589 2 825
1955-56 638l 12 828
195657 818l 3 831
1957-58 7589 13L 863
195859 6921 287 970
Source: C.S5,0,; Ministries of Agriculture, Governments of East and West

Pakistan »
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the last decade, It is pogsible that the consumption of wheat increased
in East Pakistan after partition owing to the migration of wheat-eating
people from India and the change in consumption habits of certain sections
of the people in East Pakistan. The production of rice and wheat together
in Fast Pakistan increased by about 6 percentz/ over the decade, while
population increased by about 18 percent. There has usually been a
deficiency of food supply in East Pakistan which has cccasionally been
accentuated by the failure of crops in a particular year necessitating

a sharp increase of imports in that year,

It should be observed that in certain years changes in the levels
of the exports of domestic goods from West to Fast Pakistan were soverned
by the variation in the export of rice and wheat. Particularly in 19L49-5C,
the entire increase in the interwing export of West Pakistan was governed
by the increase in the export of rice and wheat, Likewise, the decline in
the level of interwing export 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 Hast Pakistan in 195L-55 accounted for nearly one-third of
the decline in the value of West Pakistan's interwing exorts. In 1957=59
again the export of rice alone accounted for almost the entire increase in
the Food, Raw Materials and Tobacco exports from West to East Pakistan,

Rape and mustard oils are widely consumed in East or West Pakistan,
The guantiity of the production of these items in East Pakistan is not known.
However, it is known that a major partion of these items consumed in Hast
Pakistan at the time of the partition of India used to bte 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
regarding the production of rice and wheat in East Pakistan,
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Agreement of April 21, 1950, Pakistan contracted to import 700 tons of
mustard oil from India,., For reasons discussed earlier, this amount is
likely to be far less than the prepartition level of impart, It appears
that the declining trade with West Bengal and the ban on the foreign

. imports of these items in Pakistan led to their import in East from West
Pakistan., And the rising import of these items, as we shall see, was
possible because of the growth of production of these items in West Pakistan.

It was stressed earlier that, other things being equal, the increased
facilities of communication between East and West Pakistan would, over time,
influence the growth of interwing trade due to the development of marketing
facilities, including transportation. There is no transportation by land
between East and West Pakistan. The development of freight transport by
air is very insignificant and is likely to ‘remain so in the near future,
The bulk of interwing trade is carried througch sea transport. And there
has been considerable development of coastal facilities between the two
wings of Pakistan during the second half of the last decade,

It has already been pointed out that the development of the Pakistan
Merchant Navy coincided with the sharp swing in the growth of interwing
trade after 1952-53, At the time of the independence, there 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 océan-going ships increased to 22, The tonnage
capacity went up to 192,878 dead weight tons, At the end of 1958 the
number of ships had risen to 28, and the tomnage capacity to 23L,1L7 dead

weight tons, The coastal freight rates were virtually fixed at Rs.6l per
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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 interwing transhipments are mainly carried by Pakistani shipping
companies, However, foreign ships had to be chartéred occasionally for
sudden movement of certain cargoes., Exact information about the propor-
tion of the coastal cargoes handled by foreign ships could not bhe obtained
except for the year 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
as against O.4l; 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 i1t appears that the partition of India, the
formation of the state of Pakistan, and the deadlock over Indeo-Pakistan
trade not only created the conditions for, but also gave the first push to,
the growth of interwing trade in primary products. And given the commercial
policy of Pakistan and the growth of transport facilities between East and
West Pakistan, the change in the level of interwing trade in primary pro=
ducts was governed by changes in the supply and demand conditions of the
géods involved in each region. The coefficient of correlation between the
export of primary products from East to West Pzkistan and'the output of
major crops in East Pakistan, during the eleven years under consideration,
is 0,61 and the comparable figure for West Pakistan is 0,86,

More than two=-thirds of interwing trade during the second phase of

its development was composed of Raw Materials and Manufactures, As has
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been indicated, this was due to the development of industries in East and
West 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 stage,
therefore, we shall turn to the examination of the problems and processes
of economic adjustments faced by East and West Pakistan after their poli-

tical separation from India,

lislisdaRe The Post-Partition Adjustments in Rast and West Pakistan

It was argued in Chapter 2 that the prepartition pattern of
interregional economic relationship between the regions of Xast Pakistan,
West Pakistan, and India could be deécribed in terms of certain individual
'circuit flows! and that the partition of India, if followed by complete
economic isolation, would create the problems of the rearrangement of
these flows in each of the regions, In the case of East and West Pakistan
such rearrangements would involve the problems and processes of the re-
placement of marketing and processing functions previously performed by
India. It should be observed that the replacement of marketing functiops,

that is, the direct handling of foreign trade, by Pakistan after partition

would have taken place irrespective of the post-partition economic relation-

ship between India and Pakistan because of the politiecal sentiment inwolved
in guiding and conducting the internal and external economic activities by

an independent state,



129

Although the political separation was not immediately followed by
complete 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 1948-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 Peki-
stan!s total foreign trade in 1951, In 1957 the share of Indo-Pakistan
trade in the total foreign trade of Pakistan declined to 6 percent., The
importance of Indo-Pakistan trade since 1950 relative to Pakistan's total
foreign trade can be seen from Table h.lé. The rise of Pakistan's exports
to India in the years 1955 and 1956 indicates the immediate effects of the
devaluation of the Pakistani rupee in 1955,

That the progressive economic isolation between Pakistan and India
has played an important role in initiating adjustments in trade and pro-
duction in East and West Pakistan cannot be denied, The absence of data
relating to what we have described as the prepartition interregional 'circuit
flows! makes it difficult for us to analyze the problemsand processes of
adjustments in East and West Pakistan in terms of all possible types of
tcircuit flows! involvede. |

In Chapter 2 we have indicated eleven hypothetical tecircuit 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 L,12

The Trade of Pakistan With India as Percentage

of Pakistan!s Total Foreign Trade

1950 to 1959

CALENDAR EYPORTS IMPORTS
YEAR Pet. Pet.
o (?) (ﬁ)
1951 2 3
1952 2 3
1953 3 1
195k 9 5
1955 13 8
1956 11 2
1957 /i L
1958 3 5
1959 L i
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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 distributimn of raw
jute and raw cotton in the Indo-Pakistan subcontinent, The following
analysis, therefore, will be concentrated on the nature and co sequences
of adjustment in these t‘ﬂi;O flows only. Since these two flows accounted
for about 6l,51 percent of Pakistan'!s total exports to India in 1949, the
adjustment problems involving these flows were important in the total post-

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 4,13 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 1946 do not take into account changes in inventories. This implies
that the figures for consumption of raw jute in India shown in Column & for
these years are for consumptian plus increasing inventories, Third, the
figures for the years from 1948-L9 on are net of changes in inventories.
Columns 1 and 2 represent actual production in East Pakistan and India
respectively., Since the figures showing th».;: distribution of raw jute fl‘mptlE’hB
on are net of accumulation or decumulation of inventories, there is a dis-
crepancy between production and distribution in individual years. An excess
of Colum 5 over Column 2 plus Column li presumably represents a decrease in

inventories in India, and an excess of Column 2 plus Golwm l; an increase.
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TABLE ;.13

The Production and Distribution of Raw Jute
1936 to 1959

(Quantities in million bales of LOO 1lbs. each)

PRODUCTION DISTRIBUTION RATIO RATIO RATIO RATIO RATIO
ZAST EXng; TO EX?ORT caNSUMP-ﬁgﬁgunP- gFtco%. 2tho§. gFtcog. gFtoog. %tho%.
- - REST OF 0 |TION IN {TION IN 0 o o
TEARS | PAKISTAN\INDIA} wonrn  |INDIA | INDTA |E.Pak. || Pct. Pet. Pet, Pct, Pet,
(1) 2) (3) (L) (5) (6) (7) (8) 9) _(10) (1)
Average of
1936-39 6436 2.00 L.18 2,18 4,18 B 3L.28 — 47,65 52,15 67.72
Average of
1939-45 6.63 1.82 1.53 5.10 6,92 Lo 76.91 e 26.31 73 .69 23.09
194546 6.2L .57 2,19 1,05 | 5.62 b 6L.91 —— 27.94 72.06 | 35.09
194849 6,20 | 2,06] 3.00 | 3.00 | 6,20 | 0,30 [{LB,39 L 8L 33.23 | LB.39 | LB.39
19L9-50 6450 3.09] 2.50 2470 490 | 0,30 |{Ll.5k .62 63.06 | 55.10 | 38.L6
1950-51 7.00 3.28 L Lo 3,00 5.30 0.30 L2.85 .28 61,89 56 .60 62 .85
195152 T+50 .68 3.00 2.60 5460 0.L0 3L.65 533 83.57 L6.92 110,00
1952-53 8.00 61 1,00 2.00 5.30 0.50 25,00 6.25 86.98 S w0 50400
1953-5h 4.50 3.09 3,70 2,00 5.L0 0,70 Ll oLk 15,55 5722 37.0L 82.22
195)-55 5,30 2.93 3,90 1.80 6,00 0.80 33.96 15.09 18,83 30,00 73.58
1955-56 6.80 11,20 li 0 1,60 6.30 1,00 23,53 11,70 66,66 | 25,30 6L, 70
195657 6.50 1,29 14,00 1.00 6.20 1.20 15.38 18,42 69,19 16,13 61.53
1957-58 6.20 .05 3,90 0.90 6.10 1.20 1l .52 19.35 66,39 14,75 62,90
1958-59 6,30 5.18 11,20 0.20 6,0l 1.L0 3,17 22,22 85.76 3.31 66,66

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. L8,
June 1960, Dacca; (3) Government of India, Monthly Abstract of Statistics, March and Dec., 1959.
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Likewise, an excess of Column 1 over the sum of Columns 3, li, and 6 repre-
sents an increase of inventories in Bast Pakistan and conversely. Fourth,
it is assumed that up to 1946 there was no consurptian 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 analysis much since the eonsumptio of raw jute

in Fast Pakistan before partition was likely to be marginal,

For the purpose of the present analysis the production and distribu-
tion of raw jute in 1945-b6 will be regarded as the representative pre=-
partition flow pattern for raw jute, At the time of partition the region
of BEast Pakistan produced about 70 percent of the total output of raw jute
in undivided India, About 65 percemt of East Pakistan's production was
consumed in India and the rest was exported abroad, About 72 percent of
the total consumption of raw jute in India used to be satisfied by import
from East Pakistan,

With the partition of India in 1947 the situatim 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 48.39 percent. Two things seem to be obvious: one, what we have
described as the replacement of the 'marketing functions! seems to have been
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 consequence of the



13L

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 economie
interdependence, This view is supported by the fact that from 1947 onward,
the foreign trade policy of Pakistan was guided by a conscious attempt at
the diversification of the channels of her exports and imports. As the
first manifestation of similar efforts in India, one could cite the with=
drawal of the Jute Regulation Act of 1940 immediately after partition., This
withdrawal encouraged the cultivation of raw jute in India right from 1947.
As a result, the production of raw jute in India increased from 1,5 million
bales in 1945-L6 to 2,06 million bales in 1948-L9,

This process was obviously accentuated by the deadlock over Indo-
Pekistan trade in September 1919. 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 closedy

Ll_/ 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
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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 71l.3 between April and September 1950, More will be
said about this in Chapter 5. The important point here is that the tempo=
rary cessation of Indo=Pakistan trade, in spite of the favorable effects of
the Korean boom in 1950-51, produced a cumulative long-run effect on the
prepartition pattern of interregional flow of raw jute.

The process of the replacement of the import of raw jute from East
Pakistan by domestic production in India became intensified over time, The
horizontal reallocation of resocurces in a.less developed region being a
time-consuming process, the replacement process in India seems to have been
spread over the decade under casideration. That by 1958-59 this process
was almost complete can be seen from Table 4,13, In 1958-59 India produced
5.18 million bales of raw jute as against 6,30 million bales produced by
East Pakistan., And 85.76 percent of the total consurptim of raw jute in
India was met by domestic output, The export of raw jute from Fast Pakistan
to India declined to 3.17 percent of the total output of the former, The
adjustment process in India obviously inwvolved a real omst in terms of
cercals because of tle transfer of land from the production of cereal to

that of jute .5/

jute manufactures in India declined from 1,040 thousand tons in 19L8-L9 to
82l; thousand tons in 1949-50 and remained much below 900 thousand tons
(excepting 1951-52) till 1952-53, See Jute and Gunny Review, 5th Amnual
Number, April 195L, Calcutta, p. 118.

=
2/ 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 Ceorge K.
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The adjustment process in East 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,

(i) First of all, East Pakistan tried to exploit the existing
markets for raw jute in countries other than India., This, however, does
not explain the increasing export of raw jute from East Pakistan to the
Foreign region. The expansion of export to the rest of the world can be
explained by two factors.

First, the recovery of industrial activity as well as the surge of
long=run growth in industrial countrieé duwring the last decade: this is
visible from the increase in the export of raw jubte to countries like the
UK., West Germany, Belgium and Japan, The distributim of the export of
raw jute by countries can be seen from Table L.1ll,

Second, the industrializatim of the less dewveloped countries: this
is of particular significance because, to fhe extent that this is true, it
means in the light of our model the development samewhere else of services
previously performed by India, That this factor has played an important
role can be seen from the fact that there ms been consistent increase in
the export of raw jute to what we have shown in Table l.ll as the “other
countries®, These other countries include Turkey, Iran, Irag, Syria,

Iebanon and Egypt. These countries have developed jute industries during

Chacko, namely International Trade Aspect of Indian Burlap, An Eccnometric

Study, Bookman Associates, New York, 1961, where the alternative costs of
raw jute cultivation in India are estimated to be one pound of cereals for
293 pounds of raw jute, p. 75
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The Distribution By Countries Of The Export of

TABLE U

.1h

Raw Jute From East Pakistan, 19L9=59

(Values in Crores of Rupees)

YEARS 1949 1950 1951 1952 1953 195L
(1) (2) (3) (L) (5)

Share Share Share Share Share Share

COUNTRIES Value Pct, Value Pct, Value Potba Value Pet, | Value Pet. Valie Pct.

1. Argentina 0,32 0.63 1.13 1.50 1.13 0.97 0,50 0,72 0.k 0.77 | 0.96 1.76

20 B&lgium 3-58 ?ooh hoh9 5-95 70’42 6.38 5013 7038 ]—1057 8.00 5.&) 10‘26

3, China 0,10 0.20 0,49 0,65 0639 0.3k 0.10 0.15 — o e =

]Jo France 3.76 ?o]-ll ?o)-ll 9081 11099 10030 5073 802)4- 5025 9-18 5016 9oh6

5. W. Germany |3.38 6.66 6.60 8474 TS 6,80 6.0l 8.67 6,20 10,86 6.40 11.7L

6. India 17.19  3h.L1 | 20,07 26.57 | LL.93 38.6L | 16,08 23.10 Todlt 35 1355 7,05 12,93

T. Ttaly 1479, 26 353 FhaT2 1= 16,25 | 6356 | 5463 | GulT, | 9.30 | 3.63 . 322 550

8. Japan 0.5, 1,05 | 0.97 1.29 2,68 2.31 1.95 2,80 | 1.99 3,50 | 1.6k 3,02

9. Netherlands |[0.,58 1.10 1.31 1.73 1.57 1.35 § Ay 4 1.66 0.88 1.55 | 1.09 1.99

10. Poland 0499 1.90 0.68 0.91 1.67 1.Lh 0.73 1.06 | 0.94 1.6L 0.95 1,74
11, South Africa| =- o 0.12 0.66 1.38 1.19 0.88 1.26 0.71 1.2l 1,05 1.92
185 UK 8.21 16,15 | 11,51 15,24 | 11.h6 9,86 | 10,42 14,97 | 11.95 20.92 |{10.h9 19.2L
137 U.8.4, 5,05 9.9k 9,32 12.33 6,78 5.83 L.10 5.89 6,20 10,86 3.96 7426
1)y, Others 5.04 9.93 6.70 8.87 | 1011 8.96 | 10,30 14.80 6.6~ 11,57 6,97 2" X278
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TABLE L1l (continued)

Distri bution By Countries Of The Expart Of

Raw Jute From Bast Pakistan, 1949-59

(Values in Crores of Rupees)

YEARS 1955 1956 1957 1958 1959
(1) (8) (10)

Share Share Share Share Share
COUNTRIES Value Pet. Value Pct. Value Pebe Value Pct, Value Pct.
l. Argen'bina 0093 1033 0091 1.22 i Ll.l 1.80 0-79 0080 On?h 1009
2. Belgium 6,90 10,02 7459 we 1011 137 9.3 7423 726 Sell 8449
3, China 1.89 5 g 2.83 3.77 1.20 1.5L 0.62 0,62 0.25 0437
L. France 5.81 8.3l 646U 8.8L 6,68 8.54 8,72 8.75 5.81 8.5
5. W. Germany 720 10,33 879 1EL70 8.62 11,02 11.09 11513 7.00 10.30
6. India 13.86 19.89 .hs 15,29 6.75 8.63 2456 2,57 1.h1 2,07
Te Italy 3,51 5405 5,02 6,69 L.58 5405 4.28 11,30 L,01 £.89
8. Japan 2,52 3.63 2,78 Faql 3.38 L33 3.06 3.08 3.35 L.92
9, Netherlands 1.hhL 2,08 1,51 2.01. 1.59 2.0k 1,02 1.03 1,53 2,25
10. Poland 1,56 .23 1.61 2.15 2.33 2,98 1,61 1.62 1.76 2,58
11, South Africa| 1,52 2,18 1.38 1.84 1.88 2.h0 1.53 153 1,88 2Tt
12, UK, 10,81 15,51 10,83 L3 15,65 20,02 19,77 19,85 A5 T% 23.19
13: U.5.4, L.55 6.53 5.68 7.56 5elT 6.99 8.2L 8427 539 794
1L, Others 7.08 10.16 8.02 10.68 1128 1h.43 29,07 29.19 13.33 19,60
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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 af 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 Jjubte, the replacement of Indian
market for raw jute by selling more abroad might have been partly facilitated

by the fall in the prices of jute.

(ii) The efforts for domestic adjustment in Rast Pakistan in the
form of the restriction of jute output did not succeed. In 19);7-48 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 Fast Pakistan remained mﬁre or less unchanged throughout 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 amny, 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



140

the output per acre of major crops in East Pakistan fell up to 1955-56 and
thereafter it tended to rise slightly.)

It appears that the failure of the restriction of jute output in
Fast Pakistan was mainly poverned 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 cultivatian 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 East Pakistan, especially after 1952,
This is evident from the fact that the domestic consumption of raw jute in
East 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 in
East 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 industry in Fast
Pakistan by the PIDC amounted to Rs.205,0 million up to 195859, Investment
by other agents is not large and figures for them are not available, The
output of jute manufactures (see Table L.19) increased from 9,7 million yards
1952 to 26L4,.7 million yards in 1960.

It must be observed tlat 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 Rast Pakistan, Nevertheless,
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it is evident that the growth of the jute industry in East 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 Fast Pakistan,

The total consumption of jute manufactures in Pakistan at the time
of partition is not known., However, the relevant figures 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 she was also
able to export jute manufactures abroad. For example, in 19L8-)9 Pakistan
imported Rs.55.1 million-worth of jute manufactures from India, while in
1958-59 East Pakistan exported Rs.S7.L 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.84.5 million in 1956, Rs.B8L.5 million

in 1957, and Rs,140,8 million in 1959,

Adjustment in the Flow of Raw Cot ton.

The data on the production and distribution of raw cot ton in the
Indo=Pakistan subcontinent are shown in Table L,15. The observations made
on the figures in Table L.1l3 above hold also for the figures in Table L.15,
except that the figures for the years 1939 to 1947 in Table L.15, unlike
those of Table L.1l3, are net of changes in inventories, This explains the

discrepancy between production and distribution in particular years.
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TABIE L.15

The Production of Raw Cotton in West Pakistan

and India and its Distribution

September 1939 to August 1959

(Quantities are in million bales of 392 lbs, each)

PRODUCTION DISTRIBUTION RATIO | RATIO | RATIO
WEST CONSUMP- | BXPORT | EXPORT |O01SUMP-|EXP.FROM| IMPORT OF COL.{OF CoL.{ OF COL

YEARS PAKISTAN | INDIA | TION IN |FROM W. R {FROM W.PJTION IN | INDIA |IN INDIA ||L tol |5to 6 |3 tol
PAKISTAN| ABROAD |TO INDIA| INDIA |ABROAD FROM WORLD|| Pct. Pct. Pct.

@8) (2) (3) (L) (5) (6) (D (8) (%) (10) (11)

1939-L0 T2T 3.36 - 0409 1,18 3.05 2,25 0.58 7.08 38.68 o

Average of

19ho—h6 1060 3030 ——— 0-32 1.28 1—1.02 0050 0060 20000 33--8}4 S
1946-47 1.60 2.1 < 0.58 1502 3.22 0.U5 8411 36.25 31,68 —
19L8-L9 0,96 2.2¢ 0.15 0.3h 0.41 L.57 0.31 1,02 35.41 8487 15.62
194950 1331 2.97 0.15 0,98 0e23 3.99 0,25 1.16 7L ,80 5.75 11.L5
1950-51 1,56 3.38 0.18 1.30 0.02 3.8l 0.18 0.97 83.33 0.52 11,5k
1951-52 577 3.89 027 1.24 e L.29 0,15 1.24 70,05 . 15.25
195253 L9l 3,66 0,40 1.63 - L.73 0.36 0.69 85.34 - 20,10
1953-50 1.1 L 60 0.19 100 e L.78 0.13 0469 T1.63 - 31.75
l95h‘55 105,5’ Slho 0076 0087 ——— 5002 002? 0060 56o12 it ,-[-9003
1955"56 1086 h073 0093 0090 -t 5-22 0.68 006)-1 h8.39 e 50000
1956-57 1,60 5,10 0.97 0.67 _— E oa 0.31 0.70 11,88 .. 60,62
1957=58 1,67 5.40 1,0L 0.58 - .31 0,52 0.L0 3,73 - 62,28
195859 1.61 -- 1.15 | 0.57 -- - - - 35.L0 - | T7.L3
Sources: (1) Government of India, Ministry of Commerce and Industry, Report of the Working Party for Cotton

Textile Industr;g, April 1952; (2) Government of Pakistan, Central Statistical Office, Karachij;

(3) Karachi Cotton Association; (L) Reports of the Mill Owners' Association, The Commercial Print-
ing Press, Ltd., Bombay, 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 1946 from 90 to 80 percent of the total raw cotton produced in West
Pakistan was consumed in India. More than 31 percent of the raw cotton
consumed in India came from West Pakistan. The situation changed imme-
diately after partition. In 1948-L9 the export of raw cotton from West
Pakistan to India declined to 42,78 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 gstablishment of Pakistan, And it was only natural
that this should have been so, since the political effects of partition, in
a certain sense, were more immediate and more severe in West Pakistan than
in East Pakistan, Partition was followed by one of the worst communal
riots ever recorded in history in the western regions of India, especially
in the old province of the Punjab, and by mass migration of Hindus from West
Pakistan and of Muslims from the northwestern regions of India, That this
had a drastic effect on the economy of the region of West Pakistan is shown
by the fact that the output of raw cot ton in West Pakistan declined from
1.60 million bales in 194647 to 0,96 million bales in 19L8-L9. The dead-
lock over Indo-Pakistan trade in September 19L9 only added fuel to the fire,
By 1950=51 the Indo-Pakistan trade in raw cotton had totally stopped.

As a result, India lost not only the major sources of import of raw

cotton, but also an importaht market for cotton manufactures, for the
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export of cotton manufactures from India to Pakistan in 1948-L9 amounted

to Rs.211,00 million, The production of cotton manufactures in India de-
clined from 4319 million yards in 1948 to 3667 million yards in 1950, As
can be seen from Table L,15, the adjustment efforts in India took the form
of inereased domestic production and import frorﬁ 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
replacement 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 1949 caused a fall
in the price of raw cotton in West Pakistan, but the percentage drop in the
prices of raw cotton was less than that in the prices of raw jute. More=
over, the Korean boom brought a far greater rise in the prices of raw cotton
than in the prices of raw jute. For example, from 100 in April 1948 to
March 1949, the index of the unit values of raw cotton dropped to 98.7 in
the second half of 1950, while it climbed to 19L.3 during April and June of
1951,

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 impapt
of the Korean depression on raw cotton was averted by the bulk buying of
China and Japan in 1952, Up to the year 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, appeared 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 to the
increased consumption of raw cotton in Pakistan; less was available for
export.

The planned development of industries in West Pakistan began in 1952
with 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 develop a year or two earlier than the FIDC., 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-
prising class of business men who migrated from India to West Pakistan with
enough capital., The Korean boom had enabled some of these business people
to amass large profit. The import restriction policy of Pakistan, though
rigorous, had a relatively liberal provision for the import of capital goods.
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 development of cotton textiles industry, even though at the time of

partition East Pakistan had a larger number of cotton manufacturing firms,
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TABLE

L.16

The Distribution By Countries of the Export of

Raw Cotton From West Pakistan, 19L9«59

(Values in Crores of Rupees)

YEARS 1949 1950 1951 1952 1953 195k
(2 (2) 3) (L) (5) (6)

Share Share Share Share Share Share

COUNTRIES | Value Pct. Value Pct. Value Pet, Value Pct. Value Pet. Value Pct.

1, Argentina 535 0.82 1.80 3.48 3.66 3.80 1.18 1.36 1.51 2.39 1.52 k.73
2, Belgium 1,38 3.27 0.20 0.38 0.63 0.65 0.21 0.25 1.43 2.27 0.66 1.89
3, China 1.29 3,05 2.09 L,03 | 14,61 15,19 | 27.2k 31,53 2.Lo 3.81 8.62 2412
5- W. Gemany 0072 1070 1.3’4 058 h.lé 1—1 33 2 hl 2.79 3052 5059 lozh- 3‘56
. Hongkong 3.12 TA0: 15029 A2¥57e | a2y | 1, 65 L.16 .82 6,12 9.68 3,95 0,11.32
7. Hungary - - - - - -~ - - -- - -
8. Italy 0,48 1,15 3.76 725 7.86 8 17 2.81 3.25 3.77 5.97 2,18 6,26
9. Japan 487 11,53 | 11.53 22,22 | 22,05 22,93 | 26,94 31,18 |25.75 L0,B2 8,30 - =23,:81
10, UK h.65 11,03 3.2 6.59 8.43 8.77 5.82 6473 6,97 11.05 3632 9.52
11. U.S.A, 0.62 Lalib 00,10 0.27 0.15 0.15 0.11 0,13 0,33 0452 0,86 2.6
12+ U.8.8.Rs s =i = e =e = S .. e As . S
13, Others 22,38 53,00 {12.,,0 23,89 | 14,52 15,10 | 10,13 11.73 6,74  10.69 1,85 5e32
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TABLE L,16 (continued)

The Distribution By Countries Of The Expart Of

Raw Cotton From West Pakistan, 19L9-59

(Values in Crores of Rupees)

YEARS 1955 1956 1957 1958 1959
(7 {8) I (9) (10) (11)
Share Share Share Share Share
COUNTRIES Value Pct. Value Fots Value Pct. Value Pct. Value Pet.
l- Argent:ina 1059 3095 Oohl lolh 0.11 0.35 Oooh 0-17 (EE - S
2. Belgium 1.15 2.85 0.59 1.62 0.05 0.1l 0.16 0.67 - e
3. China 8.75 21571 L.75 13.05 331 9.97 2.95 12,78 - -
li, France 2,78 6,91 .69 12,90 5.83 17.57 BT "59.73 0.29 2.7
5. W. Germany 1.:61 3.99 1.17 3.2 0.95 2,87 0,54 2.26 0,09 0.75
6. Hongkong Pt 5.7k s 2 ] 8.5L 2.46 Tehid 2.01 8.39 1.2 10.28
7. Hungary —— - — - —— - —— —— 0.55 )-I--Sé
8. Italy 2,37 5,88 1.10 3,04 0.09 0.30 0.06 0.26 o -
9. Japan ah g1 = 35502 16,53 h5.L2 16,89 50,92 10,55 43.89 7491 65451
10. U.K. 3.25 8,06 2,79 7.66 0.65 1,97 0.85 3.53 0.66 5.51
13, Uss.5 1,09 a2 Q.37 1,02 1.69 5.0L 0.43 1.81 0434 2.86
12, U:8.8:R, - £ e - 2 - 0%52 2.19 i -
13. Others 1,28 17 0.87 2.0 1.13 3.1 2,16 4,82 0.97 8.07
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not to speak of the historical talent of the East Pakistanis in the manu-
facture of high quality fabrie like muslin., Although during the First Plan
Period there has been some growth of the textile industry in East Pakistan s
the incidence of an early start (and the availability of raw cotton) led

to a rather phenomenal growth of the cotton industry in West Pakistan.

In 1960 -- that is, at the end of the First Pl;an Period -- West
Pakistan had 1,56 million spindles, 2700 looms and an output of 566 million
yards of cloth, As against these, Fast Pakistan had 0,36 million spindles,
300 looms and an output of 62,71 million yards of cloth,

The important point, however, is tlmt both the effeets of partition
and the planned efforts for economic growth coincided in carrying out the
post-partition 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 1948-L9 to 1,15 million bales in 1958-59, As a
ratio to total output the domestic consumption of raw cotton rose from
15,62 percent in 1§h8-h9 to 7l.l43 percent in 1958-59, And this has played
a leading roie in governing the growth and character of interwing trade,
From 1948 %o 1952, raw cotton and cotton manufactures were 28,0L percent
of total exports of West to East Pakistan. The same figure rose to L5.30
percent during the following period up to 1959, It can be seen from Table
Li.8 that the total value of the export of raw cotton, cotton yarn and twist,
and cotton manufactures from West to Zast Pakistan inecreased from Rs.2.05 crores
in 1951-52 to Rs,33.17 crores in 1957-58, It declined to. Rs.22.5l crores in
1958-59. The increased export of cotton yarns and twist from West Pakistan

was facilitated by the growth of cotton manufacturing in East Pakistan.’
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As in the case of jubte manufactures, the total consumption of cotton
manufactures at the time of partition is not known, However, in 1946-L9 the
import of cotton yarns and manufactures from India to Pakistan amounted to
Rs.21l.l 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 ie also mainly
responsible for what we described in the earlier chapters as the growth of
the triangular pattern of trade between East and West Pakistan and the rest
of 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 throughe-
out the period under consideration, while the damestic consumption of raw
cotton increased rapidly. This led to the decline in the foreign export
of raw cotton from West Pakistan, On the other hand, industrial development
of West Pakistan increased the foreign imports of that region. This gap
was bridged by the utilization of the foreign exchange earnings of East
Pakistan, partly in the exchange of domestic goods from West Pakistan via
interwing trade.

The above amlysis of the post-partition adjustment in raw jute and
raw cotton flows in East and West Pakistan confirms what we called in
Chapter 2 the M"earthworm effects"™ of partition on growth, since the total
outputs of raw jute, raw cotton, and jute and cotton manufactures in the Indo=~
Pakistan subcontinent recorded a multiple increase over their prepartition

levels.
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TABLE L.,17

Foreign Trade in Cotton Manufactures in Pakistan
July 1954 to June 1959

(Values are in Crores of Rupees)

WEST PAKISTAN EAST PAKISTAN
YEARS | EXPORT TMPORT IMPORT
(1) (2) (3)

195455 0.12 2.99 3.86
195556 3427 0.73 3.13
1956-57 9.37 .99 1.26
1957-58 3.L8 1.43 0.43
1958-59 5.36 0.08 0.28
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2 Further Analysis of The Effects of Economie Growth

Hgh 2l The foregoing analysis has partly indicated the relation be-
tween economic growth, i.e. the development of industries in Zast and West
Pakistan, and the growth of interwing trade. Here we intend to undertake
further analysis of this relationship, But it may not be out of place, at
this stage, to describe the basic elements which governed the process of
growth in Pakistan after partition, especially the relationship between
partition and economic growth,

Partition has influenced the pattern and the process of growth 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 manufacturing in
the regions now called East and West Pakistan,

Second, to the extent that the partition of India, and the intensi-
fication of economic isolation between India and Pakistan after partition,
created the need for growth-oriented adjustment in raw cotton and raw jute
flows, the effects of partition on the growth of cotton and jute industries
in Pakistan camnot be ignored.

Third, and this is in a sense the most important, the partition of
Incdia led to the displacement of a large section of Muslim traders from
India, They in fact substituted for the migrant Hindu traders from
Pakistan. The Korean boom, as stated 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
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of light manufacturing in Pakistan. With rising prices of manufactured
commodities and falling prices of agricultural products, the domestie

market provided enough incentive to the traders to direct their investment
toward manufacturing, This incentive was further strengthened by the
policies of the Government of Pakistan to encourage the growth 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
1951 investment in textiles, manufacturing began to take place in West
Pakistan,

Besides these measures, the Government of Pakistan undertook other
important measwres which helped the growth of a vigorous entrepreneurial
class in Pakistan, especially in West Pakistan. The first of these mea-
sures included the creation of the PIDC in June 1952,

The PIDC is a semi-government organization, Its purpose was to plan
and organize manufacturing industries in Pakistan individually and/or in
cooperation with private individuals, Over the period under study, the
PIDC has made a total investment of Rs.156 crores, divided almost equally
between East and West Pakistan, About 87 percent of the PIDC capital was
contributed by the Governmment of Pakistan. It developed a range of manu=
facturing including cotton and jute industries, woolen textiles, sugar,
paper, pasteboard and newsprint, cement, chemicals, fertilizers, ship building,
natural gas, and iron and steel, Although we do not have the data, it is
known that in West Pakistan the amount of private investment in manufacturing

was greater than the amoumt of PIDC investment. However, the PIDC has played
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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 domestie
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-
preneurs, Ihis procedure helped the PIDC to mobilize available savings for
further investment and to activate potential entrepreneurs who otherwise,
perhaps, would not have come into the sphere of industrial investment .é/

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 respect, 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 growérs, the Covernment of Paki-
stan embarked on an ambitious scheme of buying 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 consideraltion 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 Developmert

&/ It may be noted that by 1960 the private entre}')reneurs in West Pakistan
requested the Government of Pakistan to shift the entire PIDC investment
to East Pakistan in the Second Plan period.
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Finance Corporatien 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
to 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 private sector,

The above discussion indicates that a host of factors have contributed
to the growth of entrepreneurship in Pakistan, But the fact remains that a
great majority of the entrepreneurs came from among the migrant trading
classes from India, A recent sample swvey of manufacturing industries in
Karachi shows that about 7l percent of the entrepreneurs in the Karachi
industries came from among the migrants from India.I/ It is dowbtful if
these potential entrepreneurs would have been activated in the absence of
partition, for probably they would not have derived competitive advantages
such as they did in Pakistan in terms of foreign exchange allocations,
sheltered market, and paternal help from the government. Fhrthermofe, it
could also be questioned whether they would have gone into the same induse
tries and at the same places to which they have actually gone in Pakistan,

had there been no partition., To these must be added the role played by

ki 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.



155

the sense of reactive nationalism, to use a Rostovian term, in the activa-

tion of some of the entreprensurs in Pakistan,

a2 2 One way of 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 East and West Pakistan have not yet been made. However, some
idea about the growth of industrial assets in Pakistan can be obtained from
Table lL.18., According to another estimate, the gross investment from
July 1950 to June 1955 amounted to Rs.39 crores in East Pakistan and Rs.95
crores in West Pakistan .§/ The figures of the PIDC investment cited
above, as well as the data on the growth of industrial assets in Pakistan,
wuld indicate that these fipgures underestimate the amount of gross invest-
ment in Pakistan,

However, the lack of reliable estimates on capital accumulation in
Bast and West Pakistan need not prevent us from establishing the relation
between economic growth and interwing trade. In the first place, as is
well known, it is the nature rather than the level of investment which is
important in the explanation of trade., In the second place, the correlation
between the change in industrial output in East and West Pakistan and the
change in the composition of interwing trade serves as a good indicator in

this respect.

8/ Mahbubul Haq, The Strategy of Economic Plamning (forthcoming), Oxford
University Press, 1962,




156

TABLE L .18

The Growth of Industrial Assets in Pakistan

VALUES IN

CRORES OF
YEARS RUPEES INDEX

(1) (2)

1947 58 B 7
19L9 82 23
1951 128 36
1953 203 57
1955 351 100
1957 436 12)
1959 502 . 143

Source: 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 1951,
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Some idea of the growth of industrial output in Pakistan, in gereral,
and in each of the constituent regions, in particular, can be farmed from
Table L.19. And Table L4200 shows the covariation between the annual rates
of change in industrial output and the export of mamufactures in interwing
trade, Since cotton twist and yarns are shown separately in Table L .8,
Table 14,20 actually underemphasizes the extent of covariation between the
annual rates of change in manufactures in interwing trade and those of the
total manufacturing output, Moreover, the growth of interwing trade in raw
material itself was primarily the function of the rate of growth of the
industrial output in each region.

We can get a clearer idea about the relationship between the growth
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 carrelation between the industrial output in
and the export of industrial goods from East Pakistan during the entire
period under consideration is 0,98, 4&nd the coefficient of correlation
between the annual percentage rates of change in these two variables for
East 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 change of industrial output and
those of the import of raw materisls in East Pakistan is 0.95, The same

figure for West Pakistan is 0,96,
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TABLE l,19

Industrial Production in Pakistan

INDEX OF| PRODUCTION OF CLOTH|PRODUCTION] TOTAL INDUSTRIAL QUTPUT - In Crores of Rupees(d)

MPG, IN | In Million Yards(b)| OF JUTE EAST PAKISTAN WEST PAKIST

PAKISTAN|PAKI~ | EAST | WEST |GOODS (In LARGE |SMALL LARGE | SMALL
YEARS |1954=100|STAN | PAK. | PAK. [|Mill.Yds.)] YEARS TOTAL | SCALE |SCALE || TOTAL SCALE SCALE

W @ | el wl ¢ @ | @ @ I (10) | (1)

1950 377 | 11063+ 2l.2 72.1 - 1949-50 | 32,0 3.8 (28,20 87,10 | 21,20 | 65.90
1951 L66L 11273 e35aT 92,0 ——=  11950-51 | 33.7 L7 }29.00 9L .20 26,60 | 67.60
1952 L8.0 ) 117h.2 L2711 1315 9,7 [1951-52 | 35,4 5.9 {25.50 {{ 102,00 33,20 | 68.80
1953 76.3 |251.6 | 53.1 | 198.5 L1 |1952-53 | 37.5 7.5 130.00 {{ 112,50 42,50 | 70.00
195L | 100.,0 |345.2 | 59.1 | 286,1 53,3 [1953-5L | Lh.,5 |13.9 {30.50 f| 130.60 59,50 | 71.10
1955 | 126,9 |L53.2 | 65.5 | 387.7| 103.,2 [195h-55 | L7.0 | 16,0 |{31.00 || 1k5.30 73.00 | 72.30
1956 | 1h3.9 500,k | 60.L | Lho.,o| 1k2. i [1955-56 | 61.1 |27.7 |31.LO || 157.80 8L.50 | 73.30
1957 | 152.L4 1527.,0 | 65,5 | L71.5| 1L8.8 N956-57 | 60.7 | 33.h |27.30 § 17L.OO 95,20 { 78.80
1958 | 162,y k76,2 | 65,2 | 511.0} 172.1 [957-58 | 63.0 |35.h (27.60 f 180,80 | 100,80 | 80,00
1959 | 181.9 [b18.5 | 60.3 | 558.2| 232.6
1960 | 204.7 1628.8 | 62.7 | 566.1] 26L.7
(a) (i e

Estimated from data supplied by the Central Board of Revenue.

G300,
Estimated.
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Annual Rates of Change in Industrial Output and

TABLE 1,20

Interwing Trade in Manufactures (1950-1958)

(In Percentages)

TOTAL TNDUSTRIAL EXPORTS OF INDUSTRI AL EXPORTS OF
INDUSTRIAL INTERWING OUTPUT MANUFACTTRES OUTPUT MANUFACTURES
OUTPUT IN TRADE IN IN WEST TO REAST IN EAST TO WEST
YZARS PAKTISTAN MANUFACTURES PAKTSTAN PAKISTAN PAKISTAN PAKISTAN
(1) (2) (3) (L) (5) (6)
1950-51 - 103.5 8.2 1014 Sa 250.0
195152 22,0 - 78.9 8.3 -, 854l 5.0 171.h
1952-53 25,4 LS5, 7 10,3 226,2 5.0 963.2
1953-5) 28 .8 131k 16.1 256,9 18.h 6.3
195h-55 28.1 0.k 11,3 =, 32,5 5.9 55.0
1955-56 25.7 12,4 8.6 Tolt 30.0 15.9
1956-57 12.9 56.5 10.3 11751 - 0,7 16.1
1957-58 5.6 23.L 3.9 36.0 3.8 Teb
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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 accampanied 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
growth 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=6L to 227 thousand tons in 1958-59, But the pro=-
duction of hydrogenized oils increased at a greater rate, With the average
of 19L9~50 as 100, the index of the production of hydrogenized oils rose
continuously from 48.81 in 19L8-L9 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 East to West Pakistan., Notice, however, that East
Pakistan imported larger quantities of rape and mustard seeds from West
Pakistan, although the rise in the import of these items in Fast Pakistan
was not uniform,

The increase in the import of seeds in East Pakistan in 19L9-51 was
partly due to the cessation of imports from West Bengal (India). However,
the growth of import of seeds from West Pakistan, over time, was also
governed 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
East Pakistan, especially after 1955-56, The output of these seeds in
East Pekistan declined from 105 thousand tons in 1955-56 to 67 thousand
tons in 1958-59., The deeline of the output of seeds in Fast Pakistan
partly reflects the total deterioration of conditions of agriculture in
Bast Pakistan during this period because of almost continuous unfavourable
weather conditions., Although the types of seeds traded between East and
West 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 abreoad in Pakistan has not been
prohibiteds In fact, the imports of timber from abroad in West Pakistan
increased substantially after 1954, The index of the value of wood a1 d
timber imported from abroad by West Pakistan rose from 100 in 195L4-55 to
250 in 1958=59, It is well known that industrial development causes an

increased demand for wood and timber in a region.

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
manufactured goods entering into interwing trade. For example, although the
import of paper in Pakistan was not totally banned, that the restrietion 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 growth
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 Fast to West
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Pakistan., The production of paper in East Pakistan was 5680 tons in 1953-5lL.,
It rose to 24,142 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
Zast Pakistan rose from L}.95 in 1949 to L606,30 in 1957 (with average of
1949=52 as 100), The ban on the impart 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 West to
East Pakistan.

The change in the compositian of interwing trade has shown that raw
mater ials and manufactures have played a relatively more important role in
the growth 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
Fast and West Pakistan during the second half of the decade under study,.
In fact, important items like paper, gunny bags, hardware and cutlery
entered into the export of East Pakistan only from 1953-5L on, Likewise,
a number of products like sugar, leather, machinery and instruments,
mineral oils, tallow and stearine appeared in the export of West Pakistan
from 1953-5L4 on, Rubber manufactures appeared in the export of West Paki-
stan from 1956-57 on. Same of the industrial goods, e.g. sports goods,
art silk, and the like, which are exported from West to East Pakistan by
air are not included in this stu@y. It is also important to note that
growth 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 direetion of interwing export in such products was reversed.
Examples of these are the disappearance of soap from the export of Zast
Pakistan and of dyeing and tanning substances from the export of West
Pakistan after 1952-53, In fact, East Pakistan began to export the latter
to West Pakistan and West Pakistan the former to East Pakisten after 1953-5k.
Besides the effects of erratic changes in the export of rice from
West to East Pakistan, the Lchanges in the output of industrial products
in Bast and West Pakistan have governed the changes in the levels of export
from West Pakistan since 1953-5lh. For example, the sharp jump in the
export of West to East Pakistan in 1956-57 was mainly due to the increased
export of hydrogenized oils, rape and mustard seeds, raw cotton, and cotton
manufactures. Increased export of cotton yarns and twist and cloth was
the main cause of the growth of West Pakistan'!s export to East Pakistan
in 1957-58., This was undoubtedly facilitated by the increased production
in West Pakistan. The increased import of cotton cloth in 1956-57 was
caused by the decline of both the domestic cutput and the import of cloth
from abroad in East Pakistan. ILikewise, the recovery of precduction of cloth
in Fast Pakistan in 1957-58 increased the import of cotton yarns and twist
from West Pakistan. And the decline in the import of cloth from abroad
was matched by increased import of the same from West Pakistan in the same
yvear. The decrease of the output of cloth in East Pakistan partly explains
the fall in the import of cotton yarns and twist from West Pakistan in
1958=59.4
The reasons for the fluctuations in the production of cloth in East

Pakistan are difficult to explain., One might have been the difficulty of
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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
of East Pakistan from the rest of the world fell in 1958-59,

One implication of the changes in the canposition of interwing
exports of both East and West Pakistan is worth noting, 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
effects of interwing trade in manufactures on the export of these goods

from East and West Pakistan to the rest of the world,



CHAPTER 5

The Consequences of Interwing Trade

5.l. Introduction

In the 1light of our discussion in Chapter 3, an attempt will be
made in this chapter to examine the consequences of the growth of trade
between East 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 become 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,

Tt is indeed a tricky problem to discern a clear-cut cause-and-effect
relationship between these variables,

With these limitatimns 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 interregimal pay-

ments between East and West Pakistan,

5.2, The Effects on Economic Growth

One important impact of the growth of interwing trade on the economic

growth of East and West Pakistan may be via economies of scale in the newly
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established industries due to the widening of the extent of their regimal
markets, The appropriate testing of this propositim requires the assesse
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 necessary
data, A recent study of four selected industries in Karachi by G. Ranisl/
discloses certain interesting results in this respect. On testing a hypo=-
thetical Cobb=Douglas production furction it is found that the textiles and
light engineering industries in Karachi operate under cmstant feturns to
scale while plastics and leather and leather goods incdustries operate

under diminishing returns to scale,

Since the cotton textiles industry las 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 accumulatim, Moreover, it assumes what has

to be statistically proved. The imperfection of the market structure in

1/ Gustav Ranis, Industrial Efficiency, Production Functions and Economic
Growth, A Case Study of Industries in Karachi; Monograph of the Institute
of Development Economics, Karachi, 1961,

The results are obtained by estimating the unknown parameters of a Cobb-
Douglas production functim of the type 0 = AK31 IRZ 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),
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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
refaers to the situation in the textiles industry as it was found in 1958,
Tt 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, ILikewise,
despite considerable annual variations, the expdrt of cotton yarns and
twists from West Pakistan showed a considerable increasing trend between
1952-53 and 1957-58, The textiles firms are heavily concentrated in Karachi
and the old province of the Punjab, Textiles to be shipped from the Punjab
to FBast Pakistan would go by way of Karachi, Because of the distance of

about one thousand miles between Karachi and the Punjab and, therefore,
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TABIE 5.1
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because of the cost of transportation involved, it is likely that Karachi
was the ma jor supplier of cloth to East Pakistan,

Notice that the ratio of the export of cloth from West to RBast
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 interregimal
development of the cotton textiles industry in Pakistan,

Column 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
hdve 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 Colwm 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 cansiderably till 1952-53, after which it

showed a considerable increasing trend, Despite the decline in the ratios
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from 1953-5l to 1954=55 and 1955-56, the exports of manufactures in
absolute amounts increased, From 1953-5k the exports of manufactures
from West to East Pakistan amounted to slightly more than one-half of
the total industrial ocutput 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 gumny 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 in-
crease at a significant rate although its ratio to the total mtiput of
East Pakistan tended to decline over the period under discussian, 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 percemt during the
period between 1953=-5k4 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 industrié.l ods from East to West Pakistan increased,

It may be noted that the expansicnary effects on the growth of certain
industries in the regions involved are not the only benefits from inter-
regicnal trade from the standpoinf of economic growth, As is wel l-known,

in an open economy, depending upon its magnitude as a proportion of income,
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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 coumtry.
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 matimmal 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 1949=50 to 4.4 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 than that of East Pakistan, Therefore, the
ratio of East Pakistant's 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 regiommal income was much

higher than the same ratio for East Pakistan.g/ Per capita export from

g/ According to S, Laursen's estimate the regional incame was Rs,959.5 crores
in Bast Pakistan and Rs,1048,5 crores in West Pakistan in 1955-56, (From
an unpublished document on An Estimate of National Income Produced in
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TABLE 543

Interwing Trade Per Capita and As a Ratio of

Pakistanls National Incame

194849 to 1958-59

THE RATIO OF il

~ TOTAL INTERWING* TOTAL INTERWING TRADE™ PER CAPITA EXPORT OF

TRADE TO NATIONAL PER CAPITA (In Rupees) DOMESTIC GOODS (In Rupees)

INCOME OF PAKI- -
From East to From West to
YEARS STAN IN PERCENT East Pak, West Pak, Pakistan West Pak, RSt Tk
if1) (2) (3) (L) (5) (6)

1949-50 1.5 0.62 0,78 0.35 0.07 0.68
1950-51 1.L 0,60 0.75 0.33 0.12 0.61
195152 y 4 0.hl 0455 0.2l 0.08 0.u5
1952.53 1,5 0.61 0.77 0.35 0,22 0,49
1953-5L 2.5 1.09 1.36 0,60 0.29 1,00
19555 2l 1.03 1,28 0.57 0.39 0.79
1955-56 2.8 1.19 1.h9 0.67 0,48 0.89
1956=57 3.5 1.57 1,95 0.87 0.49 1,35
1957-58 L.5 1.99 2.8 - 0.56 1.79
1958-59 Ly 1.88 2,33 1,04 0.55 1,66
*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,
East 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,h2 in 1948-L9 to Rs.1.66 in 1958-59,
The smallness of the alove 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 mgy 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, haé varied between 15
and 17 percent of Pakistan's mtional income, And, as can be seen from

Table 5.L, 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 CS0O, 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 creres 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 Pakistan's 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 ard to 8,29 percent in 1957-58,
The ratio of the exports from West to East Pakistan to the reglonal

income of West Pakistan rose from L5l percent in 1956-57 to 6,00
percent in 1957-58,
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TABIE 5.u

Interwing and Foreign Trade of Pakistan

1948-L5 to 1958«59

TOTAL INTERWING TRADE AS PERCENT

EXPORTS OF EAST
TO WEST PAKISTAN

EXPORTS OF WEST
TO EAST PAKISTAN

YEARS OF TOTAL FOREIGN TRADE OF AS PERCENT OF AS PERCENT OF

EAST PAKISTAN'S | WEST PAKISTAN'S

S East tek, West Pek. TOTAL EXPORTS TOTAL EXPORTS
(1) (2) (3) (L) (5)
194849 6453 22,28 9.23 3.91 21,03
195051 6,15 15,42 10,2k 3,66 13,51
1951-52 h053 10 oh? 8007 3 025 114 osll
1956=57 19.97 L9 b 33.65 20.05 42 L5
1957=-58 26,10 56,12 52,42 20,57 61.61
195859 31.Lh1 63,70 61,98 23.08 58,98
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trade of Pakistan rose to 31,k 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.

Sinee exports exercise leverage in the process of income generation
in a region, one magnitude which shows the importancte 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.L1
percent in 1952-53 to 23,08 percent in 1958-59, The same ratio for West
Pakistan , with considerable annual variations, mse from 21,03 percent in
1948-L9 to 58,98 percent in 195859,

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 directiomms 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 Fast and
West Pakistan do not, the ratio indicated between the exports of each wing
would necessarily be higher than it should be,
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Tt 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 Sectiom L.k 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-L49 through 1958-59, East Pakistan had surplus earnings of Rs.176.43
crores, which partly balanced the deficit of Rs,.2l1.47 crores of West
Pakistan., This partial compensation of the deficit of one wing by the
surplus of the other was cbvicusly facilitated by the growth of interwing

trade between East and West Pakistan,

Be3 The Effects on the Foreign Trade of East and West Pakistan

Changes in the volume and composition of a region's foreign trade
partly reflect structural changes, over time, in its economy. 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

that economic development of these regims and the growth of interwing
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TABLE 5.5

Total (Interwing and Fereigg Balance
of Trade of East and West stan

19L48-L9 to 1958-59

In Crores of Rupees

YEARS TOTAL TRADE BALANCE OF
East Pakistan West Pakistan

(1) (2)
19L9=50 L ohO - 16,10
195051 55.05 38,95
1951~E2 P - 36,71
195253 21.08 - 19,08
1953=5L 16,06 =, 1,06
195k4=55 30.31 = 23,35
1955-56 16,17 - 2017
195657 ' 2.71 - 51,71
1957-58 ol 9.28 b 52.72
1958-59 - 7.50 - 6,50
TOTAL 176,43 =241, h7
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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

récapitulated.

We have seen in Chapter l 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 affeéted the composition of the foreign imports of manu-
factures in East and West Pakistan, The third trade diversim effect is
visible in the decline of the foreign export of certain items from Pakistan.
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 foreign 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 fareign exports
of East Pakistan, this did not affect the total foreign exports of East
Pakistan much, Compared to the pre-partitim wolume 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
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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 productimn of raw cottm 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 195L4-55 to 1958-59. On the side of exports, the
notable point is the increased exports of manufactures from East and West
Pskistan, 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 cotton textiles industries helped to

reduce the unit costs of productim which enabled East and West Pakistan



TABLE 5

b

The Compositim of the Foreign Trade of
East Pakistan, July 1954 to Jume 1959~

Values are in crores of rupees

EXPORTS IMPORTS
T 700D, DRINK RAW MANU= FOOD, DRINK RAW MANU-
YEARS | AND TOBACCO MATERTALS FACTURES TOTAL AND TOBACCO MATERIALS FACTURES TOTAL
(1) (2) (3) (L) (5) (6) 1) (8)
Share Share Share Share Share Share
Values o/o |Values ofo |Values o/o |{Values |Values o/o |Values o/o {Values  o/o |Values
195h-55) 8,1 11,1 ] 62.8 86,0 231 2.9 73.0 0.6 1.9 Tel. 2hl6r8 2572 ° 1355 [i-315
1955-56] 5.2 5.6 | 78,1 84| 9.2 10,0] 92.55f 0.8 2.2] 8,1 22,h] 27.3 TEL| 36.2
1956571 7.3 8.1 75,1 82,9 8.2 9.0 90.6§1 18,9 32,0} 15,2 25,81} 24,9 L2,2| 59.0
1957-581 3.4 3.3 | 89.8 88.3 8.5 8.4 1 100,70 31,2 ko7 [ 133 162) 2600 381 68.3
1958-59t L,5 G511 6943 7871 1.3 16,2 88,11 15.0 27,1 | 1L.7 26,6 25,6 L6,3] 55.3

* U to February 1956 the figures include trade on private accounts only,
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TABLE 5,7

The Composition of the Foreign Trade of

West Pakistan, July 1955 to June 1959%

Values are in crores of rupees

EXPORTS IMPORTS
FOOD, REW MANU= FOOD, DRINK " RAW MANU-
YEARS AND TOBACCO| MATERIAIS FACTURES | TOTAL AND TOBACCO | MATERIALS FACTURES TOTAL
(ljé'ﬂre : Z)Share %mre - — are ( 6%'k1are mShare )
Values o/o |Valwes ofo |Valwes o/fo | Values ||Values o/o |Values o/o |Valwes ofo |Values
195h=551 2,7 6.2 | 39.0 89,0 2,1 L8| L3.8 3.5 bl | 12,6 16.0 | 62,6 79,6 7847
1955-56| 6,9 10.5 | 53.0 80,5 59 9.0| 65,8 5.1 583 §:16,8 17,551 The2 & 7762 96,1
1956-57| 2.1 3.0 | 5h.3  77.6| 13.6 19.4] 70.0 || k0.1 26,7 | 20k 13.6 | 89.7 59.7 | 150.2
1957-581 2,0 L3 | 36.2 78,0 842 17.7| Lb6.h 3.3 T kBT 1,237 9.9 | 91,2 65,4 | 139,2
1958=59] L.i 9.6 32.0 69,7 9.5 20.7| 45.9 || 23.6 23,7 | 12,3 21.1 | 65.8 6h.7| 101.7

* Up to February 1956 the figures include trade on private accounts only.
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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
East 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,15,0 crores in 195859, The correspond-
ing figures for West Pakistan were Rs,5.1 crores in 1955-56, Rs,L0,1 crores
in 1956=57, Rs.3k.3 crores in 1957-58 and Rs,23,6 crores in 195859, 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,
which 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
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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 Haw Materials increased rapidly uwp to 1956-57, then
fell again below the 1954-55 level, The imports of Manufactures in West Paki-
stan inecreased 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 East
Pakistan rose continuously from 32,7 percent in 1954-55 to 78.8 percent in
1957-58, and then dropped to 65.8 percent in 1958-59., The share of capital
goods in the impart 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.h2 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 distribution
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 Fast Pakistan is also indicative of this fact, This
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TABLE 5.8

Values in crores of rupees ,

195L=55 to 1958-59

EAST PAKISTAN ] WEST PAKISTAN
TEARS Values As percentage Valve s As percentage
of total imports of total imports
of Manufactures of Manufactures
195h4-55 7.65 4 33.76 535
1955-56 8.23 Slal 22,93 30.9
1956-57 18.09 7246 53.31 59.h




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 1948-L9,

Sei. The Inmterregional Payments Between East and West Pakistan

Boliule 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,

5elie2?.  The Balance of Imterwing 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,
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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.Z/ Note that except in the case in which trade
is balanced, an improvement or deterioration on cne 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 imports.y
In Table 5.9 we have shown the alternative estimates of the balance
of interwing trade, Column 1 represents East Pakistan's deficit or West
Pakistan's surplus balance of trade measured as the difference 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 195556,
East Pakistan's deficit trade balance amounted to Rs,19.41 crores per annum

in interwing trade.

é/ Harry G, Johnson; International Trade and Economic Growth, Allen and
Unwin Ltd., London, 1958, p. 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,

b/ Charles P, Kindleberger; The Terms of Trade, A Eurcpean Case Study, Chapman
and Hall Ltd., London, 1956, Ch. 12, pp. 279-288,
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TABLE 5,9

The Balance of Interwing Trade

1948-49 to 195859

(The average of 1949-50 to 195253 = 100)

EAST PAKISTAN WEST PAKISTAN
WEST PAKISTAN'S TRADE GROSS BARTER | NET BARTER TRADE GROSS BARTER | NET BARTER

TRADE BALANCE HBAI,;/ANCE] TERMS OF TRADE | TERMS OF [Eux.;NCE] TERMS OF TRADE TERMS OF

Py =3Py AP /4Py 9 TRADE - 19P /9Py qx. TRADE

YEARS [Crores of Rs) Index: Imx[q_m"mO] INDEX Index INDEX [?1; 100] TNDEX
(1) (2) (3) (L) (5) (6) (1)

1948-49 2.3 38,2 55.72 97.08 210,7 147,18 102,03
1949-50 18,6 58,5 148,63 100,68 136,9 168,63 - 98,38
1950=51 20,9 67.h 93,01 90,7k 119.5 88.18 109,15
195152 18.3 76.2 88,06 116,18 103.3 9l 0y 85.25
195253 6.9 200,0 170,30 92 .40 Lo,5 49,15 107,22
1953=5L 22,9 11h,7 112.29 105.13 69, 73,03 9L .22
195L=-55 30,7 188,2 131.43 156,76 L2k 62,41 63,18
1955-56 10,8 200,0 133,0k 158,57 39,9 61,6} 62 16
1956=57 29,3 1294 96,89 133,49 61,2 8ly,6k 7h.19
1958=59 Lo.5 117.6 79 466 119 .65 68,3 102,45 82 .8

* Trade balance, gross and net barter terms of interwing trade of one wing are reciprocals of those of the
The products of these reciprocals in this and other tables do not equal one because of the foure
Yyear average used in deriving the indices of the different series involved,

other,
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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 194849 to
1950=51, the deteroration 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, termms 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 general 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



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.ﬁ/ Notice that thus defined, a rise in the index
of the gross barter terms of trade indicates an unfawrable moment,

It follows from what has been said above that a favourable movement
in the balance of trade must be associated with an unfawourable movement
(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 gross
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 terms 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 fiwe 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,

5/ The proof is based on 2 simple composite function rule for differentiation.
See Charles P. Kindleberger, op. cit., p. 286,



Gallads 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 regim 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 inhabi-
tants of one region working in the other, While it was possible for us
to have some estimates of (a) and (b), to estimate (¢) 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 internatiﬁnal 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 Conmission 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 intermational transactions, Onm
the basis of these ratios, we have estimated the invisible payments and
receipts of Eais’t 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)

Values are in crores of rupees,

TOTAL BALANCE { BALANCE OF
INVISIBLE | INVISIBLE | BALANCE OF TRADE PAYMENTS
YEARS RECEIPTS | PAYMENTS [1:s 2] [From T. 5.5] {3 +ik ]

(1) (2) (3) (k) (5)

1948-L9 6 3 3 3.72 6.72
1950-51 5 5 0 55.05 55.05
1951=52 7 10 -3 2341 10.71
1952-53 5 7 -2 21,08 19,08
1953-5h b 6 -2 16,06 18,06
1956<57 6 11 -5 2,71 - 2,29
1957-58 6 10 -4 - 9,28 -13,28
TOTAL 163.93
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In no way can these figures be taken as perfectly accurate, For,
in the first plage, it is not necessary that the same ratios prevailed in
the earlier years as well. In the second place, there are other important
complicatims 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.0.b. basis, This practice tends to vitiate the regional distrie
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 19L48-49
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 le in the total balance of payments till 1955=-56,
The total surplus earnings of East Pakistan during the mﬁod 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 movement of

funds on Govermment account for each of the years under consideration,
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One of ficial estimate discloses that from 1947-L8 to 1956-57 the excess of
expenditures over receipts of the Central Covermment of Pakistan in East
Pakistan amounted to Rs.l7 cmres.é/ In 195758, according to another estimate,
it was Rs,L8 cmres.z/ 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,20,31 crores per annum, FEast Pakistan's total

balance of payments deficit in 1957-58, according to the above estimate,

amounted to Rs.61,28 crores (Rs.l3.28 crores + Rs.i8 crores),

8/ Government of Pakistan, Depariment of Advertising, Films, and Publica-
tion; Economic st i Karachi, 1956, p. 3lL. 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,

7 The Planning Commission of Pakistan, Fiscal and Monetary Divisiam . 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 umder-
estimates the total revenues received by the Covernment 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 Covernment 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 dwring those years was mainly due to the
import of rice. These imports were on government accoumt, 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, Foar it would be deducted
twice, once from her total export earnings and once from tbtal revenues paid
to the CGovernment of Pakistan,
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The reversal in the total balance of payments positiom of East
Pakistan was not swprising., 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 froﬁ the political change that occurred simultaneously both
at the Central as well as the Provincial Govermment 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 eco=
nomic development of East Pakistan it was in fact one of the best years
during the entire pericd 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
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of research by a group of competent experts and with the fullest coopera-
tion of the Government of Pakistan and fimancial 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.

Sl The Relative Gains from Imterwing Trade

(a) One way of evaluating the relative gains derived from the
growth of interwing tiade by East and West Pakistan is to amalyze the
effects of the surplus balance of payments of East Pakistan till 1955256,
We have seen above that up to 1955-56 East Pakistan had a surplus of
R5,162,50 crores in her total balance of payments, or RBs,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
Eaét 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 obvicus
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, :Lf.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 develorment expenditures in East Pakistan dwring this peried
on constructian, social overheads, and mamufacturing, We have also seen
that agricultural output in East Pakistan did not increase propoertionately
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 maney supply in East

Pakistan up to 1955-56 did not reflect the balance of payments surplus
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TABIE 5,11

Money Supply and Prices in East and West Pakistan
1950=51 to 1958-59

EAST PAKISTAN WEST PAKISTAN
1 INCREASE | WHOLESALE PRICE INDEX [ WHOLESALE PRICE INDEX | COST OF
IN MONEY %Eg)— [ RAHMAN(e) HAQ(b) RAHMAN(c) LIVING
YEARS | SUPPLY(a)| “p < INDEX INDEX INDEX INDEX TNIEX(d)
Crores |1951~52 Base 195L | 195152 192?_322 Base 1954 195{352
of Rs. = 100 = 100 = 100 = % = 100 = 100
@ | @ | year (3) (1) @& | vear (1) (8)
1950-51 17 — 1950 106 — 1L 1950 8L.1 '
195152 1 100 1951 122 100 10 100 1951 90,5 100
1952-53 -3 96 1952 101 10k 1k 11l 1952 99.0 13
1953-5l l 76 1953 105 97 2l 99 1953 107.9 109
195h-55 7 59 1951 100 8l 20 82 195l 100,0 10k
195556 6 83 1955 98 100 51 93 1955 100,0 103
195657 3L 118 1956 120 10k 12 112 1956 95 bt 112
1957=58 31 113 1957 12l 111 -2 109 1957 108,5 120
1958=59 - 12l 1958 123 111 o 113 1958 115,k 11l

(a) Estimated from Balance Sheets of Commercial Banks in East and West Pakistan (Money Supply inecluding Cash
and Demand Deposits), The figures represent the average stock of money found to exist on a parti=-
cular day in December and June,

(b) The Institute of Development Economics, A Measure of Inflatim in Pakistan, 1951-60, Karachi, 1961,
Table 5, p, 16.

(¢) Estimated, see Statistical Appendix,

(d) C,S.0., Statistical Bulletin,
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of East Pakis‘ban.—s/ 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 1954-55. 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 19514.2/ 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

§/ The extent of increase in money supply, consequent upm swuplus 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. Hag; 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 crores per annum,

74 Dr. A. Sadeq; The Economic Emergence of Pakistan, Covernrent 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 presswe in East Pakistan .Q/ 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 infl uenced
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, 195Li., The transfer of capital by emigrant
Muslims from India to East Pakistan must also be noted,
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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 inwvolved 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 correspanding 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 Pakistan 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 facili tated this
process., The existence of the head offices of most financial institutions

in West Pakistan also might have played an important role in this respect.ﬂ‘/

1/ The rate of savings in East and West Pakistan are not officially. astimatad,
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 knowleage of the economic situatian in West Pakistan
would tend to make my price index closer to realities., Since the method of
estimation of the former has been more sophisticated than the latter, we re-
gard the Haq price index as more authentic. Bven then the declining wholesale
price index of West Pakistan up to 1955-56 need not invalidste our contention
about the possible transfer of funds from East to West Pakistan, because the
voluminous excess imports in West Pakistan facilitated by the prowth of triangu-
lar trade and foreign aid together with the increase in domestic industrial out-
put might have prevented the prices from rising with increased money supply.

It is possible that the per capita real consumption in East Pakistan
during the period under consideration was adversely affected. TFor 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 mational product of East 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
East Pakistan. This reduced not only the level of per capita consumptiem in
East Pakistan, it also created conditions for smuggling with India., Put in
another way, the above argument also implies that per capita real income in
East Pakistan might have been declining during this period.lg/

The decline in per capita real consumption in East Pakistan as such

cannot be attributed to her net surplus in the balance of payments wp to

12/ The non-official estimate of the C,S.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,
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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 capita con-
sumption and real income via tke 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 fazet that
it facilitated the excess imports of foreign goods in West Pakistan, the rela-
tive gaine derived by West Pakistan in terms of econamic growth seem to have
been considerable,

As stated earlier, East Pakistan, like West Pakistan, beczme 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 insignifi-
cant and probably it was met through the allocation of foreign aid to East
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 money
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
significantly.

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 Rs,127 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 tlo 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 expansion of
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investment in West Pakistan dwring this period. The relative shortage of
investible funds in East Pakistan, coupled with the availability of foreign
exchange for particular projects in East Pakistan, §robab1y induced some
flow of funds from West to East Pakistan, The same might have also been
facilitated through the PIDC undertakings in East Pakistan,

It appears tlat 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,

(p) It remains for us to discuss the relative gains derived
by each wing from interwing trade in terms of prilce and volure changes,
The total gains from trade are indicated by the income terms of trade
which are derived by multiplying the indéx 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 per 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 .l'-é/

Q/ By definition I = Tq,, and the total gains from trade, I - ™ *:1x (T-1),

where I is the Income Terms of Trade, T the Net Barter Terms of Trade and
Qx is the quantum of exparts, 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=5L 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 peried, 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 Pakistan's
gains from foreign trade since 1956-57 have been governed mainly by the
improvement in her net barter tems 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 period!l-h/

L/ Charles P, Kindleberger, op. cit., p. 288, Also see G. Haberler,
A Survey of Internatimnal Trade Theory, Princeton University, 1961,
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TABIE 5,12

Gains From Trade
1989 to 1958-59

[Base: (interwing trade) Average of 1949-50 to 1952-53 = 100]

EAST PAKISTAN'S GAINS FROM TRADE

INTERWING TRADE FORELGN TRADE
INCOME VOLUME INCOME " VOLUME
YEARS TERMS OF OF GAINS TERMS OF OF GATNS
TRADE EXPORTS ) TRADE EXPORTS [h=5]
(1) (2) (3) (L) (5) (6)
1948-L9 40,78 41,18 - O .H0
19k49-50 6l.76 63,07 1.69
1950=51 82.88 89.56 - 6,68
195152 93.85 79.20 1,65
1952-53 158,49 168.17 - 9.68
1953-5L 212,81 198,47 1L.34
195L-55 317,47 198.55 118,92 100,00 100,00
1955=56 L4061 251,31 155,13 93,02 95,90 - 2,88
1957=58 368,41 234,28 134,13 85,27 95423 - 9.96
195859 353,08 289.33 63,75 82,83 9L 429 11,146

(continued next page)



208

TABLE 5,12 (continued)

Gains From Trade
1948=49 to 1958=59

[Base: (interwing trade) Average of 19L9-50 to 1952-53 = 100]

WEST PAKISTAN'S GAINS FROM TRADE

INTERWING TRADE —___ FOREIGN
INCOME VOLUME TNCOME ~ VOLUME

YEARS TERMS OF OF GATNS TERMS OF OF GRINS

TRADE EXPORTS [7-8] TRADE EXPORTS [10-11]

£7) (8) (9) (10) (11) (12)

1948-L9 72,71 .31 1.L0
1949-50 122.90 125,13 agd 08
1950-51 101,31 92,91 8.L0
195253 101.95 95.28 6.67
1953-5) 160,58 170.5k - 9.96
1954-55 92,03 W, 77 =53.7k 100,00 100,00
1955-56 113,78 182.26 68,148 110,40 111.64 =142}
195657 179.LL 242,03 -62,59 122,21 11L,95 7426
1957-58 300,98 451,16 -150,.48 81,23 79,60 1,63
195859 290,12 350.Lk 63,32 95,12 88,00 712
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(¢) 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. A
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
gross 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

barter terms of trade make a sacrifice, incur a loss for the time being,

pp. 2L4=29; and J. Viner, Studies in the Theory of International Trade,
London, 1955, p. 563.
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but it incurs a further loss in the sense that the net barter terms of

trade become less advantageous to it.l—g/ To the extent that unfavourable
gross barter terms of trade reflectscapital exports, it cannot be considered
as an indicator of short-tem loss.1—6/ Likewise, to the extent that an un-
favourable movement in the net barter terms of trade reflects the underlying
technical progress in the economy of a region, it camot be regarded as an
indicator of loss from trade, Note that because of its triangular character,
gross barter terms of interwing trade cammot, by itself, indicate the direc-

tion of capital exports.

15/ F. W. Teussig, International Trade, The Macwillan Cowpany, 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 termms of trade as the ratio of the
gquantity of exports to the quantity of imports,

E/ 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 gpods for dmmestic 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 consumpticn goods
until some 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 distinctiomn 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 camnot be regarded as the
sufficient indicators of loss or gain from trade.



211

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
in tegrated (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 1953-5k, we could not
compute the integrated terms of trade of East and West Pakistan for the
whole period under review, Table 5.1k shows the integrated terms of trade
from 1954-55 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 t.ﬁe 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 1948-49, 1950-51 and 1952-53, Note that the net barter terms of
foreign trade moved against East Pakistan after 195%5-56, This, together

with the relative movement of the net barter terms of interwing trade
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TABLE 5.13

Indices of Different Terms of Trade

1948-L9 to 1958-59

EAST PAKISTAN WEST PAKISTAN

GROSS BARTER NET BARTER GROSS BARTER NET BARTER

YEARS _TERMS OF TRAIE TERMS OF TRADE TERMS OF TRADE TERMS OF TRADE
INTERWING FORELGN INTERWING FOREIGN TNTERWING FOREIGN INTERWING FOREIGN

(1) (2) (3) (L) (5) (6) (N (8)
19L49-53 100,00 100,00 100,00 100,00
1949-50 168,63 100,68 48,63 98,38
1951-52 9l .0k 116,18 88,06 85.25
195253 49.15 92,L0 170,30 107,22
1953-54 73.03 105,13 { 112.29 9k 22
195455 62,41 100,00 156,76 100,00 131,43 100,00 63.18 100,00
1955-56 61,64 91,88 158,57 97,00 133,04 57.89 62 46 98.87
1956=57 8L.6L 166,89 133.49 89,00 96,89 97.30 74.19 106,28
1957=58 163,97 148,58 148,47 89,54 50,07 129,78 66,71 102,00
1958-59 102,k5 1l .29 119,65 87.63 79 .66 114,80 82,8l 108,12
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TABLE 5.1k

The Integrated Terms of Trade
of East and West Pakistan

1954-55 to 1958=59

EAST PAKISTAN!S TERMS OF TRADE WEST PAKISTAN'S TERMS OF TRADE

YEARS GROSS BARTER NET BARTER INCOME GROSS BARTER NET BARTER INCOME
(1) (2) (3) (k) (5) (6)

195455 100,00 100,00 100,00 100,00 100,00 100,00

1956=57 122,95 87.83 8L .81 91,29 109 .43 141,84

1957-58 190,06 91.51 96,89 98,40 103,62 166,70

& Weighted average of the terms of interwing and fereign trade. The ratios of interwing trade to the
foreign trade of each wing are used as weights,
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against East 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 regian
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 Pskistan 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 valﬁes of the Raw Materials exports from 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
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TABLE 5,15

Price Indices

19)8-l9 to 1958-59

EAST PAKISTAN : WEST PAKISTAN

EXPORTS TO | FOREIGN WHOLE- FOREIGN |REXPORTS TO FORELGN WHOLE= FORELGN
YEARS WEST PAK,. EXPCRTS SALE IMPORTS |EAST PAK. EXPORTS SALE IMPORTS

Unit Values| Unit Values Unit Values |Pnit Values|Unit Values Unit Value

: (1) (2) (3) (L) (5) (6) (1) (8)

194953 100,00 100,00
194849 88,31 90,20
1949-50 106,10 104.50
1950=51 101.85 111,30
195152 99,57 100.00 85,06 100.00
195253 92,40 96,00 99,15 114,00
195h=55 146,10 100,00 59,00 100,00 92,59 100,00 82,00 100,00
195556 151,91 121,78 83.00 125,59 95,00 117.66 93,00 119,00
1956=57 146,49 142,50 118,00 160,10 108.80 127.52 112,00 120,00
1957-58 169.35 133,59 113,00 149,19 113,11 115,24 109.00 113,00
1958-59 142 .40 143,43 118,00 164,80 118,12 101,71 113,00 94,10

(continued next page)
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TABIE 5,15 (continued)

Price Indices

19L48-h9 to 1958-59

INDICES OF UNIT VALUES OF COMMODITY GROUPS IN INTERWING TRADE

“FOOD, DRINK AND TOBACCO RAW MATBRIALS MANUFACTURES
YEARS EXPORTS OF | EXPORTS OF EXPORTS OF | EXPORIS OF | EBXPORTS OF | E S OF
EAST PAK. WEST PAK, EAST PAK. WEST PAK, EAST PAK. WEST PAK.
(9) (10) (11) (12) (13) (1k)
1949-53 100,00 100,00 100,00 100,00 100,00 100,00
194849 9L 0k 95.67 68.93 96,64 65,90 3A1.41
1949-50 107.32 110,06 54,85 100,56 114.89 128,28
1950-51 98.82 79.75 130,78 109.33 107.92 106,06
1951.52 100.71 8L4.57 53.98 103.5kL 106.85 106,06
1952-53 93,22 126,62 160.39 86,57 70,34 59,59
1953=5L 123,58 130,32 169 .41 100,75 .60 95495
1954~55 162,06 103,06 91,75 97.76 83.98 83.83
1955-56 166,94 102,80 151,46 9l ,22 78,12 78.78
1956=57 159.3L 128,54 139,80 107.09 84 .83 81,81
1957=58 187.53 131.85 95,15 118,28 100,40 61.61
1958=59 205 42 136,94 110,19 125,37 80,27 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 1948-49 it declined almost con-
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 1953-5k,

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 swply curve remains unchanged; or that the supply cwrve
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 com=
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 mrice 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 Séction L.y, 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
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the increase in their prices in most jrears 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 impartant is the fact
that the ratio of cultivated land to labor force is far lower in East
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 higher
in East Pakistan than in West Pakistan, But the output per agricultural

worker in East Pakistan is lower, And this indicates that the operation of
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TABIE 5,16

The Land=Output Ratios in East and West Pakistan

1948-L49 to 1957-58

EAST PAKISTAN WEST PAKISTAN

AREA OUTPUT OUTPUT | OUTPUT

UNDER OUTPUT PER AGRI- OUTPUT PER AGRI-{ PER

YEARS PRINCIPAL PER CULTURAL PER CULTURAL | CAPITA
CROPS (in |ACRE (in WORKER ACRE (in WORKER (in

1000t acres) | Maunds) | (in Maunds) Maunds) | (in Maunds) { Maunds
(1) (2) (3) (6) (1) (8)
194849 22,640 11.19 2l,12 8.61 33.17 6,49
194950 22,450 10,45 22,30 8.53 32,62 6.30
1950=51 23,081 10.70 23.51 8,22 33.00 6427
195152 23,471 10,26 22,96 6490 26,02 L.87
1952-53 2k,098 10,51 2L 4,06 6,16 2l ,06 L6
195h-55 2ly, 0ly7 10,40 23.79 7.8 30,4k 5.47
195556 22,4530 9,82 21,01 Tok3 31,68 5.6L
195657 22,625 11,91 25,63 751 32,95 5.78
1957=58 22,998 11,82 2,26 776 33.85 5,86




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 productian, 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 produe tion
and the increase in demand,

It was not possible fa 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 execept for 1955, In 1955
the industrial output per worker was Rs.896,59 in West Pakistan and Rs.599 .02
in East 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 195k, 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 that in East

Pakistan, Not only was the development of the industrial sector in West
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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 relatiwve differences 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 systan 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 Pskistan, Short-distance stoppages involve more shunting and hence
the use of more timé, fuel, and labour, The absence of a double track
system in East 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 FEast Pakistan,

Furthermore, the bulk of inland transport in East Pakistan is
conducted by wats, 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 Pakjstan.g/ All these factors indicate that the real costs

1—7/ 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 Commission of Pakistan, March 1958,
PR 33-'470
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TABLE 5.17

Rail Movement of Freight in East and West Pakistan

1948-L9 to 1958-59

EASTERN BENGAL RATIWAY

NORTH WESTERN RATLWAY

YEARS FREIGHT NET FRELGHT FREIGHT NET FRELGHT
(tons carried TON-MILES (tons earried TON-MILES
in thousand) | (in millions) || in thousand) (in millions)
(1) €2} (3) (L)
19L8-L9 3,838 637 6,356 1,702
1949-50 4,116 655 175276 1,807
1950-51 2,913 495 7,812 2,22}
1951-52 3,638 5L5 8,656 2,523
195253 3,738 559 9,011 2,756
1953=-5k 3,316 509 10,075 2,058
195k =55 3,289 L72 9,938 2,826
1955-56 3,862 57h 10,652 2,87k
195657 ki, 603 709 10,886 3,17k
1957-58 li, 488 723 11,855 3,362
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of production might have been higher in East 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 productimm 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 favouwr of East Pakistan, West Pakistan
is not likely t® 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 compehsate 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 foreign imports of

West 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

[4pril 1948 - March 1949 = 100]

YEARS RAW JUTE RAW COTTON
1949-50 82.9 101,.9
195152 85.8 15h.7
1952-53 50.1 101.2
1953-5h 53.9 88.5
1955-56 69.1 101,3
1956=57 80.1 108,3
1957-58 81,1 101.6
1958=59 75.8 89.8
1959-50 69. 86,6
Source: Government of Pakistan, C,S.0., Statistical Bulletin,

Karachi, May 1961, p. L06,
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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

195758,



CHAPTER 6

Summary of the Argument

6.1, Before the partition of India, the regions of East and West Pakistan
specialized in the production of raw jute and raw cotton respectively.

Both the volumes of exports and the levels of income of these regions

were mainly governed by this production. Certain socio=cultural factors
led to the growth of jute and cotton manufacturing in other regions of
Tndia, Thus East 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,

At the time of partition, about 25 percent of East Pakistan's raw
jute and 20 percent of West Pakistan's raw cotton were exported abroad,
but this export function too was performed by the other regions of India.

In spite of differential resource endowments, there was little
possibility for trade between the regions of Fast and West Pakistan before
partition. For in the first place, the patterns of production in these
regions were such that they had little opportunity for cm suming each
other's major export products. In the seecnd place, because of the dis-
tance involved it was more profitable for them to trade with other adjacent
regions of India,

Yet after partition trade between East and West Pakistan recorded a
six-fold inerease over a period of eleven years (19L8=L9 to 1958-59). The
central purpose of this dissertation has been to explain the growth of inter-
wing trade, In order to do so, a tleoretical model was constructed involving

regions termed East, West, India, and the Foreign regimn.
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Obviously, the growth of trade between East and West Pakistan would
not have been possible without fundamental changes in their prepartition
patterns of trade and production, And the latter were likely to be cone
ditioned by three factors: (1) the fact of partition and integration,
(2) the coincidence of partition with the desire for long-run economic
crowth, and (3) the emergence of a vigorous class of private entrepreneurs
in Pakistan,

In its positive aspects, integration created the necessary conditions

for the growth of interwing trade. Free trade between East and West Pakis-
tan, with high tariff barriers against the rest of the world, made the price
dif ferences wider than transport costs between them. This led to the open-
ing up of trade between East and West Pakistan in certain minor primary
products; but this does not explain the secular growth of interwing trade.

In its negative aspect, integration implied partial or complete

isolation of Ea:c® and West Pakistan from India. The abrupt cessation of
economic cooperation led private entrepreneurs to alter their activity in
an attempt to maintain their incomes, and led the Government of Pakistan
to facilitate or carry out adjustments in prepartition patterns of trade.
and production in East and West Pakistan in order to maintain the pre-
partition levels of employment, income, and consumption, The change in the
prepartition patterns of production in East and West Pakistan created the

sufficient conditions for the growth of trade between them,

Eeconomic growth, defined to be synonymous with industrialization,
would create similar conditions for the growth of trade between East and
West Pakistan., In a growth atmosphere, partition might facilitate economic

crowth (2) by creating the need for growth-oriented adjustments, and (b) by
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facilitating the growth of an active entrepreneurial class in East and
West 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 enviromment, might turn to industrial investment, the
more so since sudden social, political, and economic displacements, under
certain circumstances, are conducive to the growth of the innovative

perscnality.

bela The effects of partition, integration, and economic growth on
interregional trade between four hypothetical regions, namely East, West,
India, and the Foreign region, can be analyzed under certain basie
assumptions: (1) that before partition, Fast, West and India constituted
three regions of the same country. East and West had no direct trade
relations between them or with the Foreign region, East and West exported
raw jute and raw cotton respectively to India (and through India to the
Foreign region) and imported manufactures; (2) that the partition of India
and tre integration between East and West would be followed by their cam-
prlete economic isolatian from Indiaj; (3) that the possibility for adjuste-
ments ‘through the horizontal reallocation of existing résources is limited
in East and West; and (L) that East and West would try to maintain the types
and amounts of goods and services consumed before partition insofar as
possible.

Partition and integraticn by cutting off the economic cooperation
between East or West and India would necessitate drastic adjustment in the

prepartition inter-industry relations between them. These relations can be
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canceived mainly in terms of certain raw jute- and raw cotton-based

circuit flows, each of which could exist independent 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 (a) marketing and (b) processing functims., The
former relates to the foreign trade of East and West (transit trade)
carried through India before 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 depend upon (1) the extent of the
existing market, (2) the creation of new market (for raw jute and cotton),
and (3) the possibility for the creation of new factor supplies.

Assuming that East and West had no active supply of capital and entre=
preneurship, the immediate adjustment efforts in these regions would be
directed toward the replacement of Indian marketing functions and Indian
market for raw jute and raw cotton through the rechannelling of trade. Such

adjustments may be called consumption-oriented, since these will involve no

change in the initial patterns of production in East and West. Because of
the coincidence of the desire for the initiation of the lang-run econamic
growth with partition, the adjustment efforts in East and West might also

simultaneously become growth-oriented, i.e., the replacement of Indian

processing functions in East and West.
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 East or West and the Foreign region



231

(i.ee, the Test 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
might not be necessary if India tries to solwve her adjustment problems with-
out replacing the raw materials of East and West by domestic production. In
that case, the Foreign region would perform certain marketing functians for
India, East and West. Such an arrangement would not continue for lang,
because of the double cost of transportation involved, the more so if India
were motivated by the feeling of retaliating East and West for political
separation,

An attempt by India at the replacement of raw jute and raw cotton
imports by domestic production would create the problem of finding new
markets for their raw materials by East and West. The problem would be
partly solved if the processing capacity in the Foreign region increases
proportionately., If it does not, or if India is able to produce an exportable
surplus so as to compete with East and West in the Foreign region, the terms
of trade would move against the latter regions., Such adjustments would
impoverish East and West. Furthermore, secular growth of trade between
East and West would not occur,

The long-run problems of economic growth in East and West would be
accentuated by the short-run effects of post-partition adjustment through
the rechannelling of trade., This might initiate the process of growthe
oriented adjustment in East and West. The development of cotton and jute
manufacturing in West and East respectively through the exploitation of
each other's regional markets would lead to the growth of trade between
them in 'cotton and jute manufactures., Because of integration, trade between

East 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;
and thus would occur a triangular pattern of trade between East, West, and
the Foreign region, Such adjustment would lead to the increase of income

and perhaps employment in East and West.

S The growth of trade between East and West due to growth-criented
adjus tment would facilitate economic growth of these regions via the
expansion of their regional markets, However, it would also 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,
money wages in East and West do not reflect the real wages, and hence the
classical theory of comparative advantage fails to provide an adequate
criterion for real gains from the existing types of specialization in these
regions. Second, economic growth implies technical changes; and changes in
production function might create new comparative advantages of production in
these regions. Tariff inwolves a loss of consumer satisfaction, but to the
extent that it facilitates capital accumulation by redistributing incremental
income in favour of the investing classes and by making possible the transfer
of workers from agriculture to the newly created industries, the consumers
will gain from the increase in total output,

HEconomic growth and the growth of trade between East and West would
produce certain effects on the foreign trade of the se regions. It would

also create certain prollems of interregional payments adjustment between



233

them, The composition of the imports of East and West from abroad would
change, because the process of import replacement would necessitate the
import of complementary goods from abroad, The composition of the exports
of East and West to the rest of the world might also change, if, over time,
the growth of productive efficiency were to facilitate the export of manu-
factures., Unless the export of raw materials to the Foreign region falls,
the total volume of their foreien trade is not likely to decline. The
terms of foreign trade of East and West may move in either direction
depending upon circumstances,

As long as the triangular trade between East, West and the Foreign
region is balanced for each regim, no transfer problem would arise. But
if because of import restrictions, the currency of the integrated state
gets overvalued in terms of the foreign currency, and is artifiecially
maintained so, it would involve a decline in export and employment, and
transfer of income from exporters to importers in both East and West; and
if one of the regions is growing, with no growth in the other, it would
also involve transfer of income from the exporters of the stagnant region
to the importers of the growing region, It would also imply a relative
loss to the consumers in the stagnant region because they would not get
the benefits of overvaluation in respect to their imports from the growing
region financed from foreign exchange earnings via the Foreign region.,

If the growing region had an overall import surplus and the stagnant
region an export surplus, there would 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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region. 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, IFurthermre, the stagnant
region might benefit from favourable movement in the interregional terms of
trade in her favour because of technical progress in the growing regian.
This might partly be offset by the loss of income in the stagnant regim,
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 East and West and because of the
existence of surplus labour in both regions, the migration of labour from
the stagnant to the growing 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,

6.is The analysis of the changes in the volume and composition of inter-
wing trade seemsto canfirm our hypothesis about the effects of partition,
integration and economic growth on the growth of trade between East and
West Pakistan from 1948-L9 to 1958-59.

In spite of certain annual variations, interwing trade in all
specified commodity groups 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 wvolume and in its composition,
took place in 1953-5lL when the growth curve of interwing trade recorded a
sharp, kinked rise.

Up to September 1949, Pakistan's trade with India and the rest of
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 Indo-Pakistan trade in September 19L9, following
the devaluation of the Indian rupee (and the nondevaluation of the Pakistani
rupee) and the refusal of India to accept the offiecial 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
could not reduce the extent of economic isolation between India and Paki-
stan, for the share of Indo-Pakistan trade in Pgkistants fareign trade
did not rise beyond 6 percent up to 195859,

The intensification of economic isolation between India and Pakistan
produced certain important effects on the prepartition patterns of produc-
tion and trade in the Tndo-Pakistan subecontinent, First, interwing trade
in both directions increased. Second, the prices and the volume of exports
of raw jute and raw cotton in Pakistan fell drastically, In India, employment
and output in jute and cotton manufacturing declined.

But for the Korean crisis, conditions in East and West Pakistan would

have 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, conditims in Pakistan
worsened again, The crisis in the export of raw cotton from West Pzkistan
was temporarily averted by the bulk purchase of raw cotton by China,

With the growing crisis in her balance of payments, Pakistan intro-
duced rigorous import econtrol in 1952, As a result, the damestic prices of
industrial goods increased side by side with the falling prices of raw
materials,

The domestic price situation, along with the government policy
toward liberal import of machinery, prompted the traders, especially in
West Pakistan, to venture into cotton manufacturing. And most of these
traders came from among the migrants from India, The direct government
actions in this respect took the form of the establishment of the Pakistan
Industrial Development Corporation and the National Bank of Fakistam in
1952, Both organizatims played a significant role in promoting industrial
development in Pakistan in the subsequent periods,

Thus the adjustment efforts in Pakistan, consequent upon the
in tensified economic isolation from India, took the forms of both consumption-
oriented and growth—oriented adjustments in trade and production. The
former led to some growth of trade in primary products between East and
West Pakistan, and the rechannelling of the foreign trade of Pakistan,
Because of the expansion of production capacities in the industrial countries
and because of the growth of jute and cotton manufacturing in certain
emerging countries, Pakistan was able to expand the export of raw jute and

cotton to the rest of the world. The Pakistan Industrial Development
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Corpaoration played an important role in dewveloping jute manufacturing in
certain less developed countries,

The growth-oriented adjustments in Pakistan took the form of the
development of jute manufac"curing in East Pakistan and cotton manufacturing
in both East and West Pakistan., The domestic consumption of raw jute in
Fast Pakistan rose from 5,33 percent in 1951-52 to 22,22 percent of Rast
Pakistan'!s total output in 1958=-59. The output of jute manufacturing
increased from 9.7 million yards in 1952 to 265,7 million yards in 1958-59,
The Pakistan Development Corporation alone invested a total amount of
Rs5420,5 crores in jute manufacturing in East Pakistan during this period.
The domestic consumption of raw cotton increased from 15,5 percent in
1948-49 to 7l.l4 percent of the total output of raw cotton in Pakistan in
1958-59. the output of cotton manufacturing increased to 566 million yards
in West Pakistan and to 62.7 million yards in Fast Pakistan by 195859,
Note that the total output of raw jute and raw cotton did not deeline in
Pakistan,

Adjustment efforts in India took the form of the replacement of
Pakistan's raw jute and raw cotton through increased domestic output. By
1958-59 India was able to produce 5.18 million bales of raw jute as against
Fast Pakistan's 6,30 million bales. And the domestic autput accounted for
85.76 percent of the total raw jute consurption in India by 1958-59,

Before partition, India used to consume 80 percent of the total raw cotton
produced in West Pakistan; in 1950-51 her consumption dropped to zero, For
some time India imported raw cotton from other countries, but by 195859

imports from abroad were cofpletely replaced by domestic produvction. 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 1949,

The development of jute and cotton manufacturing pushed up the
interwing trade from 1953-5h on, For since that year jute manufactures have
accounted for about 50 percent of the export of manufactures from ©ast to
West Pakistan, Likewise, raw cotton and cotton manufactures accounted for
about one~third of the total exports from West to East Pakistan,

With the implementation of the First Plan in Pakistan from 1955 on
a number of other manufacturing industries grew up in Zast and West Paki-
stan; and both the volume and the composition of exports in interwing
trade began to be heavily dominated by raw materials and manufactures,

The growth of interwing trade after 1953-5L took the following pattern:

the growth of a particular manufactured good in one region followed by

the control of impeort of the same from abroad led to increased export to

the other, and where the commodity cacerned used raw materials produced in
the other region, it also led to the increased export of raw materials in
the opposite direection., This shipment of raw materials and reverse shipment
of finished products was exceptional, but not negligible.

The increased consumption of raw cotton in Pakistan due t'o the heavy
crowth of cotton manufacturing reduced the export of raw cotton from West
Pakistan to the rest of the world, since the cutput of raw cotton did not
increase proportionately. The foreign exchange earnings 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,
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increased the volume of exports from West to Last Pakistan, And East
Pakistan's bilateral deficit with West Pakistan, despite the phenomenal
growth of the exports from EHast to West Pakistan, tended to increase,
This deficit was financed by East Pakistan from her foreign exchange
earnings., Thus grew a triangular pattern of trade between East, West

Pakistan and the foreign region.,

6.5, Judged by the ratios of interwing exports of individual industrial
products to the total output of these products in East and West Pakistan,
the growth of interwing trade seems to have played an important role in
facilitating the growth of industries, hence economic growth, in East and
West Pakistan., And judged by the ratios of the interwing exports to the
total exports and regional incomes of East and West Pakistan, the growth
of interwing trade seems to have assumed an increasing importance in the
income propagation processes in these regions.

The growth of interwing trade has also facilitated the economic
growth of Pakistan, especially of West Pakistan, via import replac-:enent
by domestic production. The fall of the foreign exchange earnings of West
Pakistan was compensated for by her exports to East Pakistan, Furthermore,
Hast Pakistan's total balance of payments surplus of Rs,162,50 crores up
to 1955-56 enabled West Pakistan to cover more than half of her total
deficits of Rs,2l1.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 growth of interwing trade.

Only in the case of tea was the growth of interwing exports at the cost of
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exports abroad., And it was due to the incapacity of Pakistan to increase
the productian of tea and push the sale of tea abroad, <There has been
some growth of export of jute and cotton manufactures to the rest of the
world, especially toward the latter part of the second half of the decade
under consideration, This might have been partly due to the commercial
policy of the government of Pakistan and partly due to the growth of
efficiency due. to the expansion of production via the growth of interwing
trade.

Economic growth and the growth of interwing trade did 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 of raw materials and capital goods
increased., The terms of foreigsn trade of West Pakistan tended to improve
during the second half of the period under study.

Because of the surplus in the total balance of payments of East
Pakistan, there occurred a real transfer of capital from East to West
Pakistan, followed by transfer of investible funds in the same direction,
up to 1955-56, Thus the economic growth in West Pakistan was partly fi-
nanced by the savings in East Pakistan up to that year. The possible decline
of per capita real income in East Pakistan, however, cannot be attributed to
the growth of interwing trade and investment, This was probably partly due
to the fall of agricultural output in some years and the lag of the growth
of agricultural output behind tiet of population, and partly due to the
effects of the overvaluation of currency on the exports of raw jute from

East 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
of interwing trade in fawour of East Pakistan in most of the years. Note
that this was partly offset by the movement of the ret barter terms of
foreign trade against Tast Pakistan, The speeding up of development
eywenditures in East Pakistan turned her total balance of payments into
a deficit from 1956-57 on, Because of the deficit in the total balance
of payments of West Pakistan, it is difficult to say whether there occurred
a net movement of investible funds from West to East Pakistan from that

yearj it is probable that it did not.

6.}5. Concluding Observations

In accounting for the growth of interwing trade in Pakistan, it is
impossible to separate the effects of the partition of India, the formation
of the integrated state of Pakistan, and the initiation of long-run economic
growth in East and West Pakistan, ZEven the economic growth of East and
West Pakistan has partly been facilitated by partition.

The extent of growth that occurred in the regions of East and West
Pakistan would hardly have occurred in the absence of the partition of
India., For in the first place, an undivided India perhaps 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
government action, inertia and the absence of positive facilitating measures
would have caused growth 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 East 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
the other regions of India, The subsequent political and economic condi-
tions in Pakistan turned many of these migrants into industrial entrepre-
neurs, 1t 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 speed at which
it did during the past decade.

It is also extremely improbable that these potential entrepreneurs
would have been activated in the absence of partition. For one thing, they
would not have derived similar competitive advantage in terms of foreign
exchange allocations in undivided India, DNeither would they have experienced
the impaect of displacement from established sources of income earnings,
the paternal help from the Government 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
as they actually did in Pakistan had there been no partition of India.

No doubt partition did inflict a short-term loss of corparative
advantage, employment, and income on Pakistan and India. But these seem
to have been far outweighed by the effects of partitim on the economic
crowth of the regions of East and West Pakistan especially. In fact, as
we suggested in Chapter 2, partitim produced an "earthworm effect" on the

economic growth of the entire Indo-Pakistan subcontinent, However, this
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must not be considered as a general argument for political divisioms as
such, The partition of India is a historical fact. And in evaluating
the effects of partition on the economic growth of the regions of East
and West Pakistan, one must not lose sight of the size of these regions
in terms of both area and population, the socio-economic evolution of
India prior to 1947, and the advantage of the differential resource

endowments in East and West Pakistan,



APPENDIX

Sources of Data and the Methods of Computation

i [ Trade Data
Source: The sole source of trade statistics in Pakistan is the
Central Statistical Office (CS0)., Data relating to foreign and interwing

trade of Pakistan are published in the monthly Statistieal Bulletin of

the CS0. The £SO, however, is only a processing organigation in this
respect, It receives monthly trade returns from customs collectorates
in East and West Pakistan, processes the raw data, and publishes the
final tables.

The bulk of interwing trade is carried by sea; and the present
study analyzes the coastal trade between East and West Pakistan, The
interwing trade data used in this study are data prepared by the CSO
from the returns compiled by the Sea Customs Collectorates on the basis
of the Coastal Bills of Entry.

The Adequacy and Reliability of Data: In one of its explanatory

notes on interwing trade statistics, the CSO has made the following obser-
vations with regard to the quality of suc¢h statistiecs: ™"Coastal trade is
Pakistan's internal trade and does not involve customs cduties, and
[therefore, it] may not demand as much attention from the Customs [Collector-
ates] as foreign trade needs. Therefore, the quality of Coastal Trade

Statistics may differ from that of foreign trade s-t;atistics."l‘/ One is

:
4 Statistical Bulletin, October 1958, No, 10, Vol. 6, p. 753,
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left with the ‘impression that the interwing trade data are not perhaps as
adequate as the foreign trade data, but that within this lj_mitation one
could possibly use these data for the purpose of analysis with a fair
anount of confidence,

However, a paper on "Coastal Trade Statistics" by lMr, Abdul Qayyum
Kha.ng/, the then Research Officer in the Trade Section of the CS0, goes on
to reveal that the above impression may be misleading, Mr, Khan has shown
that the exports of one wing, on the basis of the returns submitted by the
Sea Customs Collectorates, have not been equal to the imports in the other
in any year from 19L8-L9 to 1955-56, even after meking certain allowances
for time lags and costs, freights, and inswrance charges. The CS0O resolves
this dif ficulty by publishing the Coastal Trade data as the "Merchandise
Imported in the Ports of Chittagong and Chalna® (which we have taken as the
exports of West to East Pakistan) and "Merchandise imported in the Port of
Karachi" (which we have taken as the exports of Fast to West Pakistan).é/
This undoubtedly vitiates the authenticity of coastal trade statistics in
Pakistan, This is one of tle reasons why we have not been able to estimate

the f.o0.b. values of exports in interwing trade.

o/

%/ See WCoastal Trade Statistics", Pakistan Economic Journal, March 1957.

E/ lowhere in its l'explanatory notes! does the CS0 mention this important point,
although it is expected of the CSO to make explicit and elaborate statements
about the method of computation of data it publishes as official figures,
The lack of such explicit explanation not only misleads the users of such
data; 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
to that of the foreign trade statistics of Pakistan,
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Other Difficulties: DMention must be made of other dif ficulties

that an analyst would face in handling the CSO data on interwing trade.
The first difficulty arises out of the lack of a uniform set of figures,
As has been pointed out in Chaptef L, the interwing trade statistics up
to 1956 relate to trade on private account only. But even from 1956 on,
the CSO does not publish the interwing trade data on Government account
separately. This prevents one from-knowing the proportion of interwing
trade on Government account and creates difficulties in explaining accurately
the causes governing changes in the patterns and trends in interwing trade.
There are other important non-umiformities as well. The CSO publishes the
interwing trade data sometimes on the basis of the trade year (i.e,, July
to June) and sometimes on the basis of the calendar year, The lack of
uniformity in the monthly and gquarterly figures, published by the CSO,
creates, as it did for us, the troublesome and time-consuming processes
of indireet calculation and verification including courageous guesswork.
The second difficulty arises out of the lack of uniformity with regard
to data on the quantities of individual commodities entering into inter-
wing trade. {igures for quantities are recorded for certain items and
sometimes for certain years, Finding the missing figures creates a diffi-
cult problem for any researcher. We dug out certain missing figures from
(unpublished) CSO sources. Furthermore, in many cases the CSO gives
different figures for the same goods traded during a particular period of
time in different issuves of its Bulletins. The explanation for such rather
erratic revision of figures is hard to find., At times the revised figures

appear to conform fairly well to other less-disputed figures and at times
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they appear to be unbelievable, In many such cases, we had to apply
discretion, Where no such figures were available, we had to rely upon
the mixed method of guessing and interpolation, Sometimes the quantity
fipures for important items imported from West Pakistan into Chalna were
not available, In many of these cases interpolation was not possible,
The unit values of the same items imported into Chittagong were not helpful
sither because of the transport costs between Chalna and Chittagong. In
most cases we had to rely uwpon the wnit values of the same items at Chalna
at a previous date, adjusted upward or downward on the basis of the trend
of their changes at Chittagong during the current period.

lLastly, we must mention the frequent printing mistakes one would
face in handling the interwing trade data in the 0SO Bulletins. These were
revealed to us in the process of estimating the unit values of selected
commodities, We found that during particular years the unit values of
certain items had either increased or decreased to an unbelievable extent
relative to the unit values in the preceding or the following year. On
examination we found that these were either due to thermission of certain
digits on the left-hand side or due to the addition of zZeroes on the right-
hand side of the quantity figures. At times, judged by the past trend, the
quantity figures appeared to be reasonable and the value figures had to be

adjusted. This led to some revision of the total values of interwing trade.

2y Production Data

(a) Agricultural Qutput: No agricultural census was carried out 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
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in this study (esgs, Tables L.ll and 5.16) are primarily taken from the
annual estimates of the output of major and minor crops made by the
Provincial Ministries of Agriculture of the Governments of Hast and West
Pakistan for their respective provinees. In fact, until 1961 these were
the primary sources for all information relating to the agricultural
sector in Pakistan., The figures for the output of major crops are also
regularly published by the Ministry of Agriculture, the Government of
Pakistan., The CSO also reproduces these data in its monthly Bulletins,
At the provincial levels these figures are published in the form of fore-

casts for individual crops in the Monthly Survey of Economic Conditions in

sast Pakistan, issued by the Statistical Bureau of Commeréial and Industrial

Intelligence of the Government of Fast Pakistan and in the Crop Reports,

issued by the Directorate of Land Records of the Government of West Fakistan
At times the figures issued by the different agencies mentioned above do not
agree with one another for certain individual crops produced in East and
West Pakistan in certain years. This need not matter much in the present
instance, since we have used data from the primary sources, It is important
to note that the estimates made by the Provincial Ministries of Agriculture
are forecasts for individual crops and not ex post estimates of crops actu=-
211y produced. These forecasts are based on certain rules of thumb which
have evolved through the long experience of these ministries; and the degree

n

of reliability of such estimates is anybody's guess,.
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(b) Industrial Output: Series of data relating to the output of

individual industrial goods are published by the CS0 in its Bulletins.
Some of these are published on the regional basis, Fxamples of these are
the output of sugar, tires and tubes, cigarettes, matches, jute goods,
paper and pasteboard and cigars, For most of the other commodities regional
distribution of output is very difficult to find, The Statistical Bureau
of Commercial and Industrial Intelligence of East Pakistan publishes some
data on the output of industrial goods in East Pakistan, Since that organi-
zation never mentions the souwrce or the method of its computation, it is
dif ficult to rely on the figures it publishes. The Central Board of Levenue
is the most important source of output figures for individual commodities
by their regional location. We procured most data used in this study for
individual commodities (e.g., Tables 5.1 and 5.2) mainly from the sources
of the €S0 and the Central Board of Revenue of the Government of Pakistan,
The regional distribution of total industrial output is not available
for the entire period under study. The CS0 has begun taking the census of
manufacturing industries (large scale) in Pakistan, The outputs of large
scale industries for the years 1956=57 and 1957-58 are taken directly from
the €S0, Figures for the preceding years are estimated from the total
output of industrial goods in Pakistan by adjusting percentage distribution
of industrial output between East 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 1953, 195L, and 1955, The
following table shows the percentage distribution of industrial output between

Kast and West Pakistan.
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The Percentage Distribution of the Output of
Large-Scale Industries Between East and West Pakistan

YEARS EAST PAKISTAN WEST PAKISTAN
1953=5l) 19 81
1954-55 20 6o
195556 26 7L
1956=57 25 (&
1957=58 25 7

The ratios for the year 1953-5h were used to derive the figures for
the preceding years (Cf, Table 4.19). The margin of error involy ed in such
a procedure is anyhody's guess, but we have the belief that our estimates
are not likely to be wide of the mark, especially with respect to the direc-
tion of changes.

More conjectural, however, are the regional distributims of the
outputs of small-scale industries., The figures for the years 195657 and
1957-58 are taken from the CSO, The figures for the preceding years are
derived by adjusting the ratios of these years to the number of workers
found employed in small industries in East and West Pakistan during these

years,

5 The Construction of Different Indices

Formula: In constructing the quantum and unit value indices, we have

used Laspeyret!s formula, i,e. the fixed-base-weighted index numberss:

P PO qn
Volume Index, Q, (0,n) = w—— x 100
ZP g
o ‘o
2 Pn q .
Price (unit value) Index, P, (o,n) = ETF“”EE x 100
o "0
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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 uwnit 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 yarns and

twist. This could not have been avoided, because the basic data published
by the CSO provide information, in most cases, only in the form of such
aggregates. In certain cases, c.g. seeds of different qualities, we aggre-
gated them in one item for the sake of convenience. Note that in the cases
where an item does not represent an aggregate of fairly homogeneous commo-
dities, the result of the above procedure is that the changes in umit values
include some element of changes in commodity composition in addition to

changes in prices.

Prices Vs. Unit Values: The prices used in different indices relat-

ing to trade are unit values. There are certain well known reasons which
operate in favowr of such a procedure, In the study of terms of trade,
interest centers on the changes in the prices at which goods are traded in
interregional trade. Wholesale prices reported in domestic market may

differ from the prices actually received and paid interregionally because

of taxes and subsidies, price discrimination, insurance and transport)charges.
(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

significant transport charges are involved in moving a commedity from the
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center of production to the port of export. Differences in coverage also
favour the measurement of terms of trade through unit values, because
cenerally speaking, more materials are available for the calculation of
unit values than for the estimation of the wholesale prices, Of course,
where the classes of commodities are non-homogeneous, some of the unit
values may be of dubious meaning, lNMoreover, 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
market, may not be reflected in the unit values until a year later., Under

normal circumstances, this difference is of no great importance,

The Base Year: The base year in all indices relating to interwing

trade is the average of the years between 19L9=50 and 1952-53. Because of
more or less symmetrical fluctuatioans in data relating to these years, we

thought it reasanable to take their arithmetic average as the base.

The Selection of Commodities: For the purpose of the caomstruction of

auantum and unit value indices in interwing trade, we selected 1L commodities
each from the list of the exports of one wing to the other. Included in the
exports from East Pakistan are:

l. Fruits and vegetables, fresh, dried, salted, or

preserved
2. Tea
3. Betel nuts
i, Chillies
5 . Ginger
6. Seeds

T« Unmanufactured tobacco
8. Hides and skins
9. Dyeing and Tanning substances
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10, Manufactured tobacco

11, Ieather

12, Cotton piece goods

13. Gunnybags

1L, Provisions and oilmant's stores

The exports of West Pakistan are represented by:

l. Fruits and vegetables, fresh, dried, salted, or

preserved
2. Rice
3. Wheat and what flour
i. Rape and mustard seeds
5. Spices (other)
6. Ghee
T 841t

8. Rape and mustard oils
9. Other vegetable oils
10, Pasper and pasteboard
11, Soap

12, Raw cotton

13. Cotton yarns and twists
1. Cotton piece goods

These commodities were selected for two important reasans. First,
they give a fairly good representation of the total exports of each wing.
The coverage varies between 90 percent in the earlier years and 60 percent
in the latter years for the total exports of each winge. Second, these
commodities are uniformly present in interwing trade throughout the period
under consideration, and fairly reliable quantity figures are available for
these commodities for most of the years.

The construction of the terms of foreign trade “or East and West

Pakistan is based on the following commodities:

Exports from East Pakistan

1. Raw jute 5« Tea
2. Rew cotton 6. Haw wool
3. Raw hides T 0iBish

L. Raw skins 8, Jute manufactures
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Imports into East Pakistan

1. Art sillk 5, Nonferrous metals
2. Cotton piece goods 6. Minerals

3. Cotton yarns and twists 7. Machineries

., Iron, steel or manu=- 8, Vehicles

factures thereof

Exports from West Pakistan

1. Raw cotton 5. Raw skins

2. Raw wool 6., Jute manufactures

3. Raw hides 7. Cotton twists and yarns
heo Tea 8. Fish

Imports into West Pakistan

Similar commodities to those included in the imports of
Fast Pakistan, These commodities account for 80 to 90

percent of the exports and more than 60 percemt of the

imports of each wing in foreign trade.

Wholesale Price Indices: No wholesale price indices for Hast and

West Pakistan were constructed until the Institute of Development Economics

prepared such indices in 1960, These are published in the Monograph No. I

of the Imstitute in March 1961. Since these were mainly directed by Dr.
Mahbubul Hag, Deputy Chief, The Plarning Commission of Pakistan, 1 have
preferred to call these indices in Chapter 5 the Haq indices, although the
Institute has not imputed the direct authorship to Dr., Hag. My own price
indices were prepared in 1959, In preparing these indices I was assisted
by Mr. Mahfuz Ali, then Research Officer in the Institute of Developrent
Economics., In fact, Mr. Ali deserves the main credit for these indices.
In constructing them, we followed a short-cut method by adopting the pro-
cedure and weights used by Eastern Economist for the ccnstruction of
wholesale price indices for India, with such adjustments as we thought

necessary in view of structural differences between India and Pakistan.
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The weights used for East and West Pakistan are shown in the accompanying
chart,

We selected about LO commodities each for Bast and West Pakistan.
Prices at different centers in Tast and West Pakistan were collected
mainly from local newspaper reports, since the official prices published
by the CSO include controlled prices for many commodities, Where whole-
sale prices were not available, we used the adjusted retail prices. Prices
for the same commodity prevailing at different imvortant centers at the
same period were averaged to derive the representative price for the

whole region.
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Chart Showing the Weights Used in
the Construction of Wholesale Price Indices

1.

Se

(o198

WEIGHTS

COMMODLTY GRQUP FEAST PAKISTAN WEST PAKISTAN
Food, Drink and Tobacco 515 525
Cereals 192 192
a) Rice 189 29
b) Wheat - 115
¢) Bajra - 10
d) Jowar -8 8
e) Maize - 12
f) Barley - 3
g) Gram - 15
Pulses L3 L3
a) Mash Weighted Weighted
b) Hoong equally equall
¢) Masoor | y
Fruits and Vegetables 23 23
Milk and Ghee
a) Milk - unboiled 28 28
b) Ghee - pure 28 28
¢) Ghee = vegetable 28 28
Edible 0Oils L7 L7
a) Coconut oil Weichted Weighted
b) Mustard oil equally equally
Meat and Fish Ju7 L
g)) iy Welohtad wlehted
c) Fish equal 1y equally
Sugar and Cur 1,8 L8
a) Sugar (imported, refined and

domestic) 2L 2
b) Cur 2l 2l
Tea 25 25
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(Chart, continued)

WEIGHTS
COMMODITY GROUP EAST PAKTSTAN WEST PAKISTAN
9. Spices
10, Tobacco - Ummanufactured 11 Ll
11. Tobaeeo - Manufactured - 10
a) Red Lamp
b) Passing Show Weichted Weighted
¢) Scissors equally equally
d) Capstan Navy Cut
II. Raw Materials 150 150
1., Fibers 50 Ll
a) Jute - raw co 11
b) Cotton - raw, twist and yarn - 1
¢) Silk - raw - 33
d) Wool - raw - 11
2, 0il Seeds 50 L3
a) Mustard
b) Rape seed Weighted Weighted
c) Cotton seed equally equally
d) Tilseed
3. Hides and Skins 25 24l
a) Hides = dry salted (cow) Weishted Weighted
and dry salted (buffalo) Soua iy etuall
b) Skins - sheep, goat and kid LA
i« Mineral Products 2l 21
a) Mineral oils Weighted Weighted
b) Coal implicitly impliecitly
c) Salt mineral oils mineral oils
3 varieties li varieties
rest one each rest one each

. Dyeing and Tamning Substances - 2]




(Chart, continued)

IIL.

1.

2.,

ALL

COMMODITY GROUP

Manufacturing Products

Textiles
a) Cotton
b) Silk
¢) Wool
d) Jute

Other Manufactures

a) Metals and metal products
b) Cement

¢) Chemicals

d) Soap

e) Plastic goods

f) Rubber mamifactures

COMMODITIES

WEIGHTS
EAST PAKISTAN WEST PAKISTAN
385 325
195 195
= Weighted
- implicitly
- cotton U
195 varieties
rest one each
130 130
65 22
= 22
65 22
== 21
- 21
= 22
990 1,000
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