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L INTRODUCTION 

In view of its central importance to economic analysis a vast number of 
studies relating to the production function in its various functional forms has been 
undertaken during the last three decades in both the developed and the developing 
countries. Studies pertaining of the developing countries were primarily directed 
towards finding the degree of substitution between labour and capital. These efforts 
were ignited by the desire to explain the existence of high rates of unemployment, 
particularly in the urban areas. It has been argued that the near zero elasticity of 
substitution between labour and capital has been responsible for the existence of the 
high rate of unemployment. l On the other hand, higher values for the elasticity of 
substitution could lead to the substitution of abundant or the faster growing factor of 
production (labour) for the scarce or slow growing factor (capital). Hence, a 
knowledge of the value of the elasticity of substitution between labour and capital in 
the manufacturing sector is essential for understanding the growing unemployment 
problem in developing countries, including Pakistan. 

Numerous studies have appeared over the last several years dealing with the 
question of the elasticity of substitution in Pakistan's manufacturing sector using 
various forms of the production function as well as various sets of factor inputs. For 
example, Kazi et al. (1976); Battese and Malik (1987) and Zahid et al. (1992) have 
estimated CES production functions while Kemal (1981) and Battese and Malik 
(1988) have estimated both the CES and the variable elasticity of substitution (YES) 
production functions to determine the elasticity of substitution between labour and 
capital for different manufacturing industries. 2 Naqvi et al. (1983, 1992) have 
estimated a CD production function for the manufacturing sector as a whole. 
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