Patterns of Industrial Growth in Pakistan

STEPHEN E. GUISINGER*

Research on developing countries over the past two decades has produced
an impressive body of evidence suggesting that there are important similarities.
in the process of development among all countries. Cultural, political and social
factors make their imprint on the development of individual countries, but the
work of Kuznets, Chenery and others shows rather convincingly that key econom-
ic variables in the economy—the shares of industry, saving and government
revenue in national income, for example—move in fairly predictable ways.
during the process of growth. Chenery has shown through regression analysis.
that just two economic variables—per capita income and foreign capital inflow
—and one demographic variable—population size—are sufficient to explain
a very high proportion of the differences in these structural characteristics among
developing countries. (See Chenery [2]).

The discovery of a common pattern of development is, of course, valuable
because it permits economists to test theories about the development process.
and aids in the generation of new theories. But another and equally important
use of these common patterns is as a backdrop in highlighting the nature of past
development in individual countries and as a method for identifying alternative-
strategies for their development. By comparing where a particular country is in
its development path with where it should be, according to the typical pattern,
one can gain a much better understanding of the country’s past development and
its future prospects. The common patterns, of course, represent neither norms
nor efficient patterns of development since they reflect the average tendencies of
developing countries. But deviations in one country’s experiences from the
common pattern are a reflection of either basic economic factors such as
comparative advantage or the effects of policies and development strategies
followed in the past, and the “yardstick” of the typical developing country’s
performance offers a very useful basis for judging the relative influence of
these forces.

*The author is Research Adviser at the Pakistan Institute of Development Economics..
He has benefited from discussions with M.L. Qureshi, Sarfraz K. Qureshi and S.M. Naseem,
who have been extremely helpful in clarifying a number of the issues raised in the paper but
should not be held responsible for what has been written. Mr. Munawar Igbal, Staff”
Economist at the Institute, assisted in the compilation of the data.
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There is a special need for such an analysis in Pakistan at present because
within the past five years the country has undergone a series of momentous.
changes that redefined its political boundaries and gave new direction to its.
development goals. The separation of East Pakistan has forced the West
Pakistan economy to adapt itself to a domestic market about half of its previous
size, and the sector most seriously affected by this severe curtailment of the
home market was industry, which sold a higher share of its product in East
Pakistan than any other sector. The abrupt change in market size caused the
expected levels of industry’s share to shift sharply, and an analysis of the actual
and expected shares of industry in West Pakistan, based on the post-1971
boundaries, can provide some useful clues to the type and rate of industrial
expansion that will unfold in Pakistan over the next decade. But, a compari-
son of the actual and expected shares for industry provides only one way of
viewing the present structure and future prospects of Pakistan’s industrial
sector. There is a need, as well, to examine the evolution of the industrial
sector over the two decades prior to 1971, for the past, though seldom repeating
itself, does condition the process of growth in the future. Within the industrial
sector, we focus our attention on large-scale manufacturing, not only because it is
the largest of the three components of the industrial sector—small-scale manu-
facturing and construction being the other two—but also because reliable data
for the other two sectors are not available.

Patterns of Industrial Growth in Pakistan

Pakistan’s early history of industrialization is almost too well known to bear
repeating. Cut off at the time of partition from India, its traditional source of
basic industrial commodities, Pakistan developed in a very short period of
time a substantial industrial sector of its own, initially as the result of import
substitution aided by a high wall of tariff and quantitative restrictions on imports
but later through the growth of domestic and foreign demand. The rates of
growth in the manufacturing sector during the early phases of growth were
astoundingly high, in part because of the arithmetic illusion arising from
calculations made on a small base, but primarily because of the large
vacuum that existed between consumer demands and available supplies. The
efforts at “working off this disequilibrium”, to use Stephen Lewis’s apt phrase
for the process of industrialization during this early phase, produced high rates
of growth in all sectors, but the highest was in consumer goods where the gap
between supply and demand was the most pronounced. Pakistan’s industrial
‘deficit’ and the “working off of the disequilibrium” can be clearly seen from
Table 1 below. The expected shares of industry (large-scale and small-scale
industries plus construction) have been derived from a regression equation
estimated from the cross-section data for more than 50 countries.! A predicted
level of industry’s share has been estimated by inserting approximate values
of Pakistan’s per capita income and population for the appropriate years in the
equation.

Industry’s share was atypically low in 1950, as is borne out by Table 1,
but by 1960 the gap between the expected and actual shares of industry was

*The regression equation is from Chenery and Taylor [4] Table2: “Industry” (equation
B.) Chenery and Taylor provide several alternative specifications of the determinants of
sector shares. The forms excluding the foreign aid term have only slightly less explanatory
power than the forms including the foreign aid share (see Chenery & Taylor [4] Table 2a) and
to avoid the knotty problems of allocating aid inflows between Fast and West Pakistan, the
equations involving foreign aid have not been used in this study.
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<losed. Industry’s share grew between 1960 and 1970 from 12 to 16 percent,
but the expected shares for a typical country with similar income and popula-
tion growth also rose—from 13 to 17 percent. Thus, during the second decade
-of industrialization, Pakistan was “tracking” quite closely to the average pattern.
This was true for Pakistan as a whole, but not for West Pakistan as the data in
-column 4 of Table 1 reveal. In 1970, the actual share of industry in-West Pakis-
tan was substantially above the expected level for a typical country with West
Pakistan’s resources. West Pakistan was able to maintain this above-normal
‘position, in part because it had a comparative advantage in certain industrial
products sold in large quantities abroad—cotton yarn, for example—but also
‘because a sizeable share of its output was sent to the Eastern Wing.

The rise of industry’s share in (West) Pakistan was largely the result of the
-extremely rapid growth of large-scale manufacturing. Province-wise data on
industry were not compiled on a regular basis, but there are two sets of estimates
for the 1950-65 period which do shed some light on the rates of expansion in the
large-scale manufacturing sector. One source is Papanek’s estimates of growth
for the manufacturing sector (large-scale and small-scale) of West Pakistan [17}
shown in row 5 of Table 2. A second set, shown in rows 1-4 of the same table,
is drawn from the Lewis-Soligo study of the large-scale manufacturing sector [10]
which does not provide a province-wise breakdown. However, since large-scale
manufacturing in West Pakistan constituted between two-thirds and three-
quarters of all large-scale manufacturing activity in the two wings combined,
estimates provide a good approximation of the rate of expansion of West
Pakistan’s manufacturing sector with the additional benefit of breaking growth
down at the subsector and industry level as well. The Lewis-Soligo data are
at current prices, but as rates of price inflation in manufacturing were relatively

Table 1
Pattern of Industrialization in Pakistan, 1950-1970

All Pakistan West Pakistan
‘Structural Characteristic
1950 1960 1970 1970
Per Capita GNP ($ of 1960) 65 75 100 110
Population (Millions) 80 100 130 60
‘Share of Industry: Expected 12 .13 17 .16
Share of Industry: Actual LQ7%* .12 .16 21*

Source:  Estimating equation from Chenery and Taylor [4] Data on actual shares of industry
shares of industry from Papanek [17] (1950 and 1960) and Economic Survey 1974~
1975-[11] (1970 West Pakistan only) and from CSO [15] 1970 all Pakistan. The
values for per capita income and population are approximations of statistics for
which no good data are available. The expected values are not extremely sensitive
to the values selected.

*More than one standard deviation difference from the expected value.
**More than two standard deviations difference from the expected value.
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Table 2
Annual Rates of Growth for Manufacturing and its
Principal Subsectors

‘ Pakistan (West+ East) Pakistan (West only)

1963/64-1970771
Sector
1951/52-  1954/55- 1959-60-
1954/55  1959/60 1963/64 | current | constant.
current prices prices prices*®
Consumer goods .. 43 15.6 12.9 14.5 11.0*
Intermediate goods .. 28 27 13.6 11.2 5.
Investment goods .. 16 28 26.3 7.2 1.7
Total Large-scale Manufacturing 38 19.5 15.7 12.9 9.0
Manufacturing (Large-+Small) 34 12 16 — —

(West Pakistan only)

Source:  For rows 1-4-Lewis [7] and Appendix Table 1, and for row 5, Papanek 517, p. 20}
lggyan&k/;s periods are slightly different; 1949/50-1964/55; 1954/55-1959/60, 1959/
19 5.

*10.2 excluding Miscellaneous Industries
**of 1963/64

low before 1965, the degree of overstatement of growth in real output is marginal..
The data for the period to 1963-64 to 1970-71 are for West Pakistan only and
have been drawn from the same basic data source as that used by Lewis-Soligo.
Growth rates have been calculated at constant prices of 1963-64 to make them
comparable with the earlier periods. (See Appendix on Data.)

The pattern of growth rates bears out a number of the familiar features of”
Pakistan’s early industrialization. Growth rates for the manufacturing sector
fell off sharply after 1955, remained more or less constant at a fairly high level
between 1955 and 1963 and then declined again after 1963. Consumer goods,
having the greatest disequilibrium to work off, grew in the initial period at a.
rate in excess of 40 percent per annum, but decelerated rapidly after 1955.
Linkage effects began to have an impact in the second and third periods when
growth in the intermediate and capital goods sectors peaked, exceeding evenr
the rate of growth of consumer goods. After 1963, growth in both of these:
sectors tailed off sharply. For reasons discussed in the Appendix, the data.
on which these growth rates are based cannot bear a great deal of weight, but they
do reflect, broadly, the pattern of manufacturing growth in Pakistan during the-
two decades prior -to 1971.

Pakistan was able to generate such high rates of growth for several reasons..
One has been noted previously, namely that the large internal demand for
consumer goods was easily met by import substitution because of the simple
technologies and labour-using processes used in the sector. High protection
provided an assured market and lavish profits. Another was that towards the
middle of the period two important and related changes in economic policies
occurred that reduced the manufacturing sector’s reliance on import substitution.
One change was the introduction in 1959 of the Export Bonus Scheme that
made foreign sales in many lines of manufacturing as attractive as domestic
sales. The other change was the general restructuring and rationalizing of
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domestic prices, of which the Export Bonus Scheme was an important part.
In the early 1960’s the internal terms of trade were shifted in agriculture’s
favour and as aggregate income began to rise, led by agricultural growth, so
did the demand for manufactured goods. Import controls were also liberalized
during this period, releasing needed imported inputs that had constrained
industrial supply in the past.

These shifts in the nature of Pakistan’s industrialization can be seen from
the so-called ‘sources’ of growth. Following the approach developed by
‘Chenery and refined subsequently by Lewis, Soligo and others, growth in any
sector can be attributed to three sources: import substitution, export expansion
and domestic demand.2 The contributions of these three sources to manufac-
turing growth in Pakistan for four different sub-periods covering roughly the
first two decads of Pakistan’s industrialization are shown in Table 33. The
pattern of sources clearly shows the deflection of manufacturing from an almost
exclusive strategy of import substitution towards a more balanced use of all
three sources. Perhaps the most striking feature of these sources is that import
substitution, which was practically the only source of growth in the initial
period, accounted for no more than one quarter of the increases in manufactur-
ing output as a whole and in its main subsectors in subsequent periods. It is
interesting to note that even before the introduction of the Export Bonus Scheme,
exports were an important source of manufacturing growth, largely due to the
comparative cost advantage that jute and cotton textiles had even at a highly
overvalued exchange rate.

To put these sources into perspective, the levels of import substitution in
Pakistan need to be compared with the levels observed in other countries. In
Table 4, the percentage of manufacturing output resulting from import substi-
tution is shown for eight countries including Pakistan. The measures of
import substitution in Pakistan and the other countries are not strictly compara-
ble because the time periods over which import substitution is measured
differ as do the data on which they are based. Nevertheless, for broad orders
of magnitude these comparisons are not inappropriate. It should be recognized
that Pakistan has the lowest per capita income of all of these countries, and the
poorest countries generally have the highest rates of import substitution because
they have the highest import shares. In spite of this, Pakistan, after the initial
period, shows remarkably low levels of import substitution. Chenery 2], in a
study of a broad cross-section of developed and developing countries, found
that import substitution typically accounted for about half of the growth of
manufacturing output as per capita income grew from $100 to $600. Chenery
measured the contribution of import substitution as a percentage of the deviation
of actual growth from proportional growth, and thus his: estimates are not
directly comparable to the Lewis-Soligo measure of import substitution which
uses the actual growth as its base. However, a rough adjustment of his results

2A critical view of the conceptual problems underlying the sources of growth is contained
in Sutcliffe [19). A more technical critique of the methods by which sources are actually
measured is provided by Fane [5]. Import substitution is defined as the amount of domestic
-output increase that can be “explained” by a change in import shares, holding total domes-
tic supplies (production+imports) constant, Demand growth is the change in supplies,
holding the import share constant. Demand can be divided into its domestic and foreign
<omponents, see equation (1) below and Lewis [7, pp. 37-39] for further explanation.

#Only the last sub-period sources relate to West Pakistan, but, as noted previously,
the all Pakistan data provide fairly good approximations of trends in West Pakistan’ ’
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Table 4

Contribution of Import Substitution to Manufacturing Output
Expansion for Various Countries

- Share of growth
Country Time period attributed to Im-
: port Substitution
o

(1]

Rhodesia and Nyasaland .. 1951-58 60
Venezuela .. 1951-58 28
Peru .. 1951-58 33
Guatemala .. 1951-58 —~14
Philippines .. 1951-58 ~ 36
United Arab Republic .. 1951-58 25
Colombia .. 1951-58 18
Pakistan (West -East) .. 1951-54 97
Pakistan (West-}-East) .. 1954-59 23
Pakistan (West 4-East) .. 1959-63 —~1
Pakistan (West only) .. 1963-70 25

Source: Sutcliffe [19, p. 258] and Table 3.

suggests that with the Lewis-Soligo measure about one-quarter of growth can be
attributed to import substitution. The evidence seems clear that Pakistan
has not been dependent on import substitution for its growth and to an important
extent has made the transition from “inward-looking” policies to “outward-
looking™ policies that promote exports. This is not to say that protection has
not been high nor that the process of industrialization has been a model of
efficiency but rather that Pakistan has not gotten bogged down with a manu-
facturing sector that is wholly uncompetitive internationally.

A further conclusion which can be drawn from the analysis of growth
sources relates to relationships between East and West Pakistan. By far the
greater concentration of manufacturing before 1971 was in West Pakistan
and the rates of growth there were consistently higher than in East Pakistan
[17, p. 20]. Trade between the two wings occurred in both agricultural and
manufacturing products but principally in the latter, and it is therefore
conceivable that some part of the growth of manufacturing in the
Western wing was due to the expansion of exports to East Pakistan, or even
to import substitution against the relatively small amount of manufactured
goods coming from the Eastern Wing. This possibility can be checked by
breaking the sources of growth down more finely, using the following formula i

AX=uADHuAE+uAE~Ame . Z—Am, . Z

where: X is value added
D is domestic demand (domestic production plus imports less exports),

i The discrete approximation of this and all similar “sources” equations is valid only for
‘infinitesimal changes. The biases-igvolved in discrete approximations are discussed by Fane [5].
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F. and E, represent exports to East Pakistan and the rest of the world,
respectively,

Z is total domestic supply (domestic production plus imports),

me, M, represent the shares of imports in domestic supply coming
from East Pakistan and the rest of the world, and

X
Us=—; Uu-t+m,}memsl

The sources of growth estimated from equation 1 are shown in Table 5.
It;can be seen that the share of manufactured imports coming from East Pakistan,
both overall and for the major subsectors of manufacturing, did not change
during the period, implying that substitution of imports from East
Pakistan did not occur although substitution against other imports was a
significant contributor to overall growth. Moreover, the increase in manu-
factured exports to East Pakistan accounted for only a minuscule fraction of
the total growth of the manufacturing sector. In short, changes in trade rela-
tions with East Pakistan were not an important determinant of West Pakistan’s
manufacturing growth during the 1963-70 period though it is possible that they
may have been a factor in an earlier period.

The Structure of Industry: 1970

The cumulative effects of Pakistan’s particular pattern of industrialization
<an be seen in the data on sector and trade shares contained in Table 6. In 1970,
consumer goods accounted for four-fifths of manufacturing value added, an
increase in this sector’s share since 1963 because of the higher rate of growth
in this sector relative to the intermediate and investment goods sectors. Since
Pakistan’s premier manufacturing industry-—textiles—is included in this study
as a part of consumer goods, whereas Chenery [2] considered it an intermediate
product, it is perhaps not surprising that this sector commands such a high
percentage in Table 6. As will be argued subsequently, however, this prepon-
derance of consumer goods has very important implications for the future rate
and patterns of growth in the manufacturing sector. The other interesting
pattern evident in Table 6 is the differential impact which past import substitution
has had on the shares of imports in the total supplies of the three sectors. Im-
port substitution is almost exhausted in consumer goods, where only 6 percent
of the total supplies of these goods are obtained from abroad. In the inter-
mediate and investment goods sectors, imports account for 58 and 63 percent of
the goods supplied and thus in a technical sense amole opportunities for import
substitution remain, though the scope for economicaily sound import replace-
ment in these sectors cannot be determined from these data. On the export
side, the consumer goods sector, led by textiles, has the highest export share, 29
percent, with the intermediate goods and investment goods sectors substantially
‘below the level with 15 and 4 percent, respectively.

Does this structure of production conform to the typical pattern? Again,
by comparing actual with expected values—this time at the level of manufacturing
industries—a number of important structural characteristics of Pakistan’s manu-
facturing sector can be clarified. Chenery and Taylor [4] have derived normal
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Table 5

West Pakistan’s Large-Scale Manufacturing Sector: Sources of Growth,
1963-70

Export Export Import Import Sub-

Domestic Expansion: Expansion: Substitution: stitution:
Sector Demand E. Pak Rest of E. Pak. Rest of
World World
Consumer goods 59 3 23 0 15
Intermediate goods 77 4 19 0 0
Investment goods 1 1 2 0 26

Source: Appendix Table 2.

Table 6
Structure of West Pakistan’s Manufacturing Sector: 1970

Imports as shares Exports as

Sector Share in of total supplies:  Share of total
Value Added M/Z supplies: E/Z
% % %
Consumer goods 80 6 29
Intermediate goods 7 58 15
Investment goods 13 63 4

Source: Appendix Tables 1 & 2.

patterns for per capita value added in twelve manufacturing industries, and the
expected values for the per capita output of these industries based on the income,
population and certain characteristics of export structure for West Pakistan in
1970 are shown in column 1 of Table 7 along with the actual levels and the
shares of imports and exports in total supplies. The relative position of each
industry is shown by a plus or minus sign in column 4 indicating whether the
actual level of output exceeds or falls short of the expected level, with asterisks
marking the statistical significance of these deviations.

With only one exception, each of the twelve subsectors appears to fall rather
clearly in one of three categories; ‘surplus’ industries (the actual value exceeding
the expected value by more than two standard deviations); ‘deficit’ industries.
(the actual value falling short of the expected value by two standard deviations);
and ‘balanced’ industries (the actual and expected values not differing signifi-
cantly). ‘Surplus’ and ‘deficit’ do not necessarily connote disequilibrium for, as.
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previously noted, one would expect departures from the normal pattern in
accordance with each country’s comparative advantage, arising either from the
-country’s factor proportions or from its natural resource base. Indeed, the pattern
of deviations revealed by these three groups lends support to the view that
Pakistan’s industrialization has been along lines of comparative advantage. In
the surplus group, three of the four industrial sectors—textiles, clothing and
footwear, and printing and publishing—are intensive in Pakistan’s most abundant
factor—labour. The fourth industry in this group—non-metallic minerals—
‘Tequires raw materials that are common in Pakistan but not in all countries. All
four industries have passed through the import substitution phase and, with the
.exception of printing and publishing the products of which ' are basically
non-tradeables, have exported substantial amounts of their production.

The greatest difficulty arises in explaining why some industries fall so far
‘below the expected level: In wood and paper products, the deficit is most
probably due to Pakistan’s limited forest reserves: Adequacy of timber resources
is a difficult characteristic to measure, but it is commonly believed that Pakistan
has ‘inadequate’ reserves and if this is so, then a negative deviation is not
-surprising. The metal products group is a more difficult case to explain because
it spans such a varied range of activities. At first glance, it would appear that as
some of the manufacturing activities covered under this rubric are capital-
‘intensive and Pakistan is labour-abundant, the negative deviation can be explain-
-ed by a mis-match between factor proportions and factor prices. Yet, the
“normal’ equations have already taken this factor into account: the expected
value shown in Table 7 for metal products is based on what the typical country
‘with Pakistan’s per capita income and with the relative factor prices normally
-associated with that per capita income level would produce.® -

A-more plausible explanation for the deficit position of metal products is
‘that.-trade and industrial policies have made them relatively unprofitable.
John Power [18] in the early 1960’s advanced the argument, later given empirical
support in a study of the trade policy system by Lewis and Guisinger [9], that the
structure of tariff protection discriminated against the investment and inter-
mediate goods sectors. The danger which Power saw in such differential
protection was that industrialization would not move much beyond import
substitution in consumer goods; industrial growth would wind down, slipping
into, as héput it, a “frustrated take-off”’. The evidence on protection does
support Power’s argument. In 1963-64, consumer goods enjoyed a level of
protéction that was, on the average, some 50 percent higher than the protection
received by the metal products group [9, p. 1178]. No fundamental reforms
in trade policy were introduced in the 1963-70 period and the discrimination
against metal products in particular, and investment goods in general, probably
persisted throughout the period. More evidence would have to be collected,
-especially on the profitability of investments in the capital and intermediate goods
sectors, before the differential protection argument could be substantiated, but
there is at least a prima facie case that economic policies rather than fundamental
-economic “conditions were the principal cause of the shortfall in the actual
level of output of the metal products group from its expected level. -

“#See Chenery [2 p. 644] for a discussion of the relation between factot prices and per
«capita income levels. T - aior
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Future Growth Industries

__Had the intermediate and capital goods sectors continued to grow during the-
1963-70 period at their 1959-63 growth rates, the aggregate rate of manufac-
turing growth would have been closer to 15 percent than to the observed
rate of 9 percent. It is clearly implausible, however, for investment goods to
continue to expand at a rate that implies a doubling every three years, but this
hypothetical comparison brings out an obvious but basic point: unless the rate
.of growth of consumer goods can be maintained, an acceleration in the rates of
expansion of intermediate and investment goods is essential for maintaining
growth of large-scale manufacturing. It is appropriate to ask, then, what the
‘growth potentials of the industries in these three sectors are given the past patte--
ros of growth. Using cross-section data, Chenery and Taylor derived normal
growth patterns for a number of industries, which throw some interesting
light on this question. They found that the twelve industries shown in Table 7
fell into one of three groups—early, middle, or late developers—according to their
tendency to grow most rapidly in either the low, middle or high income stages of
economic development. The early developers, i.e. those industries that make their
gre.test contribution between per capita income levels of $100 and $200, include
the food-beverages-tobacco triad, leather and textiles, industries that have
relatively low levels of income elasticities of demand and use up their import
substitution opportunities at the very lowest levels of income. Chenery and
Taylor concluded that the export potential of these industries was limited, and
while this may be true in general, it may not be true for Pakistan, a point to which
we shall return. In any event the first two characteristics do apply to Pakistan
—the import shares in total supplies of these products are low as are their demand
elasticities. One recent study by Igbal [6] concluded that textiles in Pakistan
might not even have a positive income elasticity—an improbable finding even
though based on official and seemingly reliable data, but a finding which certainly
makes it hard to argue for an elasticity much above unity. Similarly, the findings
of Bussink [1] also tend to bear out the low income elasticities for products in
this group. In short, Pakistan has already passed through the stage when the
early developers register their highest rates of growth from domestic sources of
demand.

'The burden of maintaining Pakistan’s high rate of growth thus shifts to the
middle group: non-metallic minerals, rubber, wood and chemicals, including
petroleum products. Demand elasticities are generally - higher for this group
than for the early developers and both import substitution and domestic demand
expansion can be counted on to push growth rates up in these industries. In
all but chemicals, however, there are cautionary signs that these industries
may have a lower rate of growth than would be expected in the present
‘phase of Pakistan’s development. The non-metallic minerals industry
:was - really an early developer in Pakistan, having already exhausted
[its import-substitution possibilities by 1970. Apart from the contribution
-of exports, growth in this industry will have to depend on an increase
in .aggregate income and a fairly low demand elasticity. Rubber is a small
industry and its growth, even under optimistic assumptions, would have little
effect on the aggregate growth of manufacturing. As already noted, the wood
products industry is a major question mark, given the sparse resource base.
-Moreover, growth in the large-scale branch of this industry may merely displace
activity in the small-scale branch, thereby limiting its contribution to the overall
~growth of the industrial sector, Thus, among the middle developers the burden
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really falls on chemicals, and since it already accounts for 20 percent of industrial
activity, growth in this industry will undoubtedly be a major factor in the overall
-growth of the manufacturing sector.

This analysis certainly does not imply that the industrial sector will cease to
-grow. There are certain industries—vegetable ghee and sugar, for example—
‘where capacity will have to expand to meet growing domestic demand. Further-
‘more considerable growth will also take place in a number of ‘late’ developers,
particularly in the investment goods sector where a number of projects in the
public sector either under construction or planned will come on stream.
Finally, and perhaps most importantly, exports may raise the growth rate in all
'sectors of manufacturing. What this study has brought out most clearly is
the pivotal role of exports in maintaining a high rate of growth in manufacturing,.
Without export growth it would appear improbable, from the findings of this
paper, that Pakistan could continue to maintain the same rate of growth of
-manufacturing as in the past.

Conclusions and Policy Implications

Pakistan’s achievement in raising its share of industry from well below to
well above the expected level in the space of two decades does not,
-of course, imply that industrialization has been successful in economic terms or
‘that a high rate of industrial growth should be pursued in the future. Indeed,
‘within Pakistan there exists a strong sentiment that past industrialization,
‘particularly in the large-scale sector, has been misguided and a drain on social
‘welfare because of its capital and foreign exchange using bias, its tendency to
-channel large profits into the hands of a few families and its “golden key” aura
that diverted the attention of planners away from the important task of raising
income and employment in the rural areas. This study has not attempted
to draw a ‘balance sheet’ on Pakistan’s industrialization, an undertaking that
‘would necessarily deal with a range of issues exceeding the scope of a single
paper. Our study does, however, throw some new light on the performance of
‘the manufacturing sector in West Pakistan during the 1963-70 period and has
identified certain potential weaknesses in the present structure of this sector
which may affect its performance in the future. On the positive side, our
study does lend support to the view that manufacturing growth has been broadly
.along lines of comparative advantage. Those manufacturing industries inten-
sive in the inputs which Pakistan has in relative abundance—labour and agri-
-cultural raw materials—have developed faster than other manufacturing indus-
‘tries and have expanded well beyond the level that would be predicted for a
-country of Pakistan’s size and resources. This alone does not mean that
industrialization has been efficient because it is possible that the expansion of
these industries has reached a point, obscured by protection policies, where
-diminishing economic returns have setin. The empirical studies of Lewis and
‘Guisinger and others have, in fact, shown that Pakistan probably had much
smaller comparative cost advantage in its raw material processing industries
bthezltlp Pakistan’s past export performance in these products would lead one to

eve.

The appropriate conclusion to draw from this analysis is not that Pakis-
tan’s industrialization has been a resounding success but that it has avoided
‘the worst pitfalls into which so many other developing countries have plunged,
namely premature import substitution, especially in the capital goods sector.
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Since 1955, import substitution has been an important but never a major source
of manufacturing growth. In the 1963-70 period, export expansion was almost
as important a source of growth in manufacturing as import substitution and
both were overshadowed by increases in domestic demand. In the early 1960’s
Pakistan took an important step in the transition from ‘inward-looking’ policies
oriented towards import substitution to ‘outward-looking’ policies that brought
the rewards from exporting in line with those from producing for the home
market.

It is well worth asking, following the findings of this study, whether Pakis-
tan’s present trade and industrial policies are equal to the task of maintaining a
high rate of manufacturing growth in the future. Is the protection received
by the intermediate and capital goods sectors equivalent to that received by
producers of consumer goods? The significance of discriminatory protection
has perhaps been lessened by the post-1971 reforms which have brought many
private firms in the investment goods sector into the public sector. But, if
public sector firms are expected to finance a substantial portion of their expan-
sion out of retained earnings, then the issue of protection is still very relevant.
No studies have yet been completed on the structure of protection following the
1972 devaluation, but if sectoral discrimination against intermediate
:and investment goods still exists, then a very strong case can be made for unifor-
mity in protection across sectors.

Export policies also need to be reviewed. The elimination of the Export
Bonus Scheme had the salutary effect of removing unnecessary differentials in
export incentives among manufactured commodities. However, to a certain
extent, the restoration of a unified exchange rate for manufactured exports may
have shifted relative incentives in some lines of manufacturingtowards production
for the home market and away from production for the foreign market. More-
over, the effective devaluation of exports has been substantially eroded by inter-
nal inflation and it is possible the exporters of many manufactured goods are
now no better off than they were before the 1972 devaluation. A review of
the structure of both import and export policies, thus, should be accorded
the highest priority to determine whether these policies are consistent with
the industrial growth targets now being envisaged in the annual and five-year
development plans.

Appendix on Data
Production Data

The basic source for data on output and value added is the Census of
Manufacturing Industries (CMI). For 1963/64 both the original census [13] and
a revised version [16] were used to develop production estimates for the initial
year of the period. The revised version is superior to the original census in
terms of coverage but contains several anomalies. For some industries, the
value of production in the original census exceeds the values in the revised
version, a clearly inconsistent result since the revised census only extended the
results of the original census by adding data for some of the non-responding
firms. The most probable explanation for this anomaly is that the data for the
non-responding firms were lumped together and included in Miscellaneous
Industries, which shows a foursfold increase between the original and revised
«censuses. For each industry, we have selected data from either the revised or the
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original census based on our rough judgement about which estimates seemed to-
be more representative, taking into consideration past trends, production
indices ‘and ‘other such’ information. :

For 1970-71, the preliminary data from the CMI for this year was supple-
mented by an informal non-response survey for the Punjab. A list of non-
responding firms was compiled and information on their output, value added
and employment was obtained from their responses to earlier and subsequent
census questionnaires and in some cases from personal visits.

Data for some industrial categories appear almost certain to be incorrect.
The industrial chemicals industry, for example, shows a rate of expansion in
current prices well below the quantum increase in the production of fertilizers,
caustic soda and other related chemicals. Similarly, the rate of growth in leather
goods and transportation equipment seems at variance with what most observers.
familiar with those industries would presume the rate of expansion to have been.
No attempt has been made to adjust these data arbitrarily. These estimates also
differ from those prepared by A.R. Kemal and reported in this issue of the
Review. Kemal’s approach, which relies on reported investment data rather
than reported output data, yields both a higher rate of growth of manufacturing
-during the 1963-69 period and a different pattern of sectoral growth rates from
those contained in this paper. .

Prices

The price indices were compiled from data collected by the CSO [15]. Rep-
resentative products were selected for each two-digit industrial category.
Where more than one product was selected for a particular category, price:

indices were weighted by the production levels for each product derived
from the 1969-70 CMI.

Imports and Exports

Trade data were drawn from the CSO’s Foreign Trade Statistics [12] and
competing imports were assigned to industrial categories on the basis of a cross-
classification between Pakistan Standard Industrial Classification and the
Pakistan Standard Trade Classification. This cross-classification is available on
request from the author.
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