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ABSTRACT, 

The topic studied i n t h i s thesis seeks to explain that 

i n Pakistan the over a l l economic growth rate i s very much 

correlated with the agricultural growth rate.• Therefore, integrated 

development efforts necessarily mean the transformation of the 

massive sector l i k e agriculture. 

The f i r s t three chapters deal with the basic problems 

of population growth and per capita supply of food, the problems of 

ca p i t a l formation in the agric u l t u r a l sector and agricultural 

taxation. The study of these problems reveal that since a check on 

population i s not possible i n the short run, the supply of food 
o 

requires to be boosted to match the population growth rate. To 

elevate the ag r i c u l t u r a l sector from desperate poverty two methods 

have been suggested: 

i ) use of surplus labour for capi t a l formation; and ( i i ) increased 

rate of s e l e c t i v e a g r i c u l t u r a l taxation. 

In chapter four the problems of labour redundancy are 

studied and i t i s found that land-labour r a t i o i s very low in 

Pakistan, largely due to disguised unempl03anent. Under these 

conditions major technological change i s not possible as th i s would 

mean a p a r t i a l replacement of agr i c u l t u r a l labour by c a p i t a l . The 

labour absorptive capacity of a l l other sectors i s low because of the 

fact that c a p i t a l intensity for a l l other sectors i s high compared 

to the ag r i c u l t u r a l sector. Therefore, the absorptive capacity of 

the a g r i c u l t u r a l sector i t s e l f w i l l have to be enlarged by more 



intensive c u l t i v a t i o n . 

In the f i f t h chapter the d u a l i s t i c growth model and 

the impact of agriculture on i n d u s t r i a l i s a t i o n i s examined. I t i s 

concluded that for an expansion in the indust r i a l sector, the 

expansion of the agric u l t u r a l sector i s e s s e n t i a l . An expanded 

ag r i c u l t u r a l sector would not only supply cheap food to the 

in d u s t r i a l sector, but i t may also earn much needed foreign exchange 

for development imports and increased effective demand would also 

be forthcoming from t h i s sector. 

In the s i x t h chapter the importance of agricultural 

sector i s studied i n the context of previous chapters and i t i s 

clear that a g r i c u l t u r a l i s t s i n Pakistan are quite responsive to 

technical change and even to prices and p r o f i t a b i l i t y . The speedy 

transformation of the agricultural sector not only requires the 

building of an adequate infrastructure but also an improvement in the 

supply factors. I n t h i s connection, keeping in view the fact that 

c a p i t a l i s a scarce factor i n underdeveloped countries, a single 

factor development approach has been suggested. 
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INTRODUCTION. 

Much of postwar economic thought has become directed 

to development economics, a trend which i s partly evolutionary i n 

character and partly the outcome of the re a l i z a t i o n that global 

peace must largely be based on socio-economic Justice, This 

evolution i n economic thought was also due to the fact that during 

t h i s era a number of Asian and African countries won p o l i t i c a l 

freedom. So there has been a.conscious r e a l i z a t i o n on. the part of 

developed countries that i t i s necessary to establish how best 

these underdeveloped countries emerging as free nations can be 

as s i s t e d to at t a i n p o l i t i c a l s t a b i l i t y via economic prosperity. 

Most of these countries emerging as free nations or created by the 

giving of a separate p o l i t i c a l identity had more or less similar 

inherent c h a r a c t e r i s t i c s of an underdeveloped economy namely 

p o l i t i c a l i n s t a b i l i t y and economic insecurity. Therefore, the 

problem i m p l i c i t i n achieving the economic prosperity has been 

challenging and thought provoking. The idea of planning as the sole 

medium for emancipation of poverty and degradation swept over a 

number of countries. During the l a s t two decades a number of 

planning models have been advocated and adopted by the different 

countries of the world showing tremendous achievements and 

heartening r e s u l t s . There have also been miserable f a i l u r e s and 

lapses i n planning techniques mostly due to hasty decisions and 

choosing c e r t a i n models without looking into the existing s o c i a l 
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framework and environmental- conditionsA study of such f a i l u r e s 
would also reveal that usually targets of growth rates were fixed 
and then the resources were f i t t e d into t h i s framework. Such 
planning models, adopted without taking into consideration resource 
a v a i l a b i l i t y , have been usually very ambitious. The primary 
reason of the f a i l u r e s i n achieving the targets i s the fact that 
underdeveloped economies are not insulated or resistant against any 
shock such as the shortage of foreign exchange, meagre aid flow or 
foreign investible funds. Pakistan and many other countries f a l l 
under t h i s category, 

A smooth growth path i s attainable through planning 

only when the targets are r e a l i s t i c and a l l other factors such as 

domestic saving, the aid pipeline and the production sectors behave 

properly. Moreover, sometimes the planning decisions and sectoral 

p r i o r i t i e s become biased despite great care and precision. For 

example, i n attempting to give a country a more industrial bias then 

agriculture becomes r e l a t i v e l y neglected. Therefore, high p r i o r i t y 

i s not accorded to the agricultural sector ( i n terms of r e a l l y 

needed outlay) to make i t more viable and s e l f sustained. In 

developing countries the agric u l t u r a l sector, massive in si z e and 

weight and contributing 50 to 60 per cent to GNP, can add 

substa n t i a l l y to the growth rate, whereas f a i l u r e i n the agricultural 

sector adversely affects a l l other sectors especially i n a ̂  
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overpopulated country with a large subsistence sector having intense 
pressure on land. For a sustained growth rate, a prosperous 
a g r i c u l t u r a l sector i s e s s e n t i a l , and because of the sheer s i z e of 
t h i s sector even s l i g h t improvement i n marginal productivity 
s i g n i f i c a n t l y increases the tota l output. 

There i s a school of thought, epitomised by Albert 

Hirschman, Leibenstein and Higgins which gives precedence to 

i n d u s t r i a l development through a 'Big Push'. Higgins i s an advocate 

of public policy designed to make labour scarce i n the agricultural 

sector by simultaneously s h i f t i n g to a more mechanised and large-scale 

agriculture and encouraging rapid rate of industrialisation,''"' The 

other group of economists l i k e Jacob, Viner, Coale,Hoover and 

W.H, Nicholls advocate giving p r i o r i t y to agriculture because of 

high demand and great need for additional food or because the highest 

marginal productivity of capi t a l l i e s i n agriculture. 

Under Pakistan conditions, we may agree with the second 

school of thought i n view of the fact that even the advanced 

countries of the world had a more or les s favourable agricultural 

base before the i r 'take off' to economic development. While stating 

his preconditions for 'take off' Rostow also recognizes the 

1, W.H, Nicholls "Agricultural Development i n Historical 
Perspective" i n "Agriculture i n Economic Development" 
edited by Eicher and Witt McGraw H i l l , U,S,A, 1964, p,l6. 
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importance of agric u l t u r e : ^ "the creation of the precondition 

for 'take off' was largely a matter of building s o c i a l overheads 

c a p i t a l - railways, ports and roads - and finding economic 

settings i n which a s h i f t from agriculture and trade to manufacture 

was profitable, for in the f i r s t instance, comparative advantage 

lay i n agriculture and production of food stuff and raw material 

for export". "A substantial agricultural surplus i s a precondition 

for i n d u s t r i a l development" "Not only i n Russia but in 

England and Western Europe (and more recently i n Argentina) 

i n d u s t r i a l development was heavily financed by 'the exploitation of 

agriculture!" 'Russia started i t s economic development with per 

capita income and food output well above, and a degree of 

population pressure far les s than most of the Asian countries face 
2 

today. Agriculture has also played a v i t a l role i n economic 

development of Japan, The increased productivity, f i r s t minimized 

the use of foreign exchange on food imports. Secondly by keeping 

down food prices i t reduced the inflationary pressure generated by 

i n d u s t r i a l i z a t i o n and kept wage rates favourably low r e l a t i v e to 

pr o f i t s thereby encouraging i n d u s t r i a l production and exports. 

F i n a l l y i t released increasing number of workers needed by the 

expanding non-agricultural sectors'. The implications for Pakistan 

]?. W,W, Rostow : 'The stages of Economic Growth" Cambridge 
University Press 1965 P.17. 

2. W.H. Nicholls, op.cit. P.25 
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of these and other statements w i l l be examined in this thesis but 

i t may be stated here that the writer i s i n broad agreement with 

Rostow's chain of thought. 

Agriculture has also added substantially to the 

economic development of China''' where much greater control over 

savings was exercised i n the 1950's through heavier taxation of 

agriculture yielding some 60 per cent to t o t a l taxes compared with 
2 

20 per cent i n India and some 12,5 per cent i n Pakistan. 

S i m i l a r l y heavy land taxes i n Japan helped greatly i n financing 

i n d u s t r i a l expansion. Among other factors, i n s t i t u t i o n a l and 

st r u c t u r a l changes are important and necessary to achieve the 

desired growth path through planning. But the i n s t i t u t i o n a l and 

str u c t u r a l changes i f too rapid, or occurring when the time i s not 

mature, become detrimental to the economy. Since the in s t i t u t i o n a l 

changes come through an evolutionary process, an allowance of time 

span for thei r d e s i r a b i l i t y and acceptability i s necessary. 

Planners usually t r y to produce certain i n s t i t u t i o n a l changes 

without bothering much about the conditions under which such changes 

w i l l be feasible. Therefore, a study of the environmental 

conditions i s necessary before embarking on such i n s t i t u t i o n a l 

changes. So also i s the case with structural changes which need 
1, W.H, Nicholls : op.cit, p,25. 

2. See chapter three 'B' P.llS.C*'^'***^*' 
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careful treatment while making any such decisions in this 
d i r e c t i o n . The s t r u c t u r a l changes associated with economic 
growth have been for example, not wholly sound in India, and this 
question, i n the context of Pakistan's development w i l l also be 
l a t e r examined. 

Similarly, rapid structural changes are not always 

possible, even under Pakistan conditions, due largely to scarce 

factors l i k e c a p i t a l , technical know-how etc. Moreover, i f the 

transformation of agriculture i s neglected i n favour of 

in d u s t r i a l i z a t i o n no increased effective demand w i l l be forthcoming 

from t h i s massive sector (being subsistence orientated) and no 

expansion of the i n d u s t r i a l sector can r e a l l y be worthwhile 

without an expansion i n the base market of the rural sector. 

I n d u s t r i a l i z a t i o n i n the developing countries i n the short run i s 

e s s e n t i a l l y and more assuredly served by th i s base market. In a 

developing country l i k e Pakistan, the comparative costs of 

production being higher, the indust r i a l products need to be 

protected by t a r i f f s and quotas to enjoy the privileges more or 

l e s s of a closed economy. Therefore, a broad base market i s 

necessary for any expansion i n the i n d u s t r i a l sector. Given this 

i t becomes more feasible to give protection to industries u n t i l 

t h e i r teething period i s over and their products become competitive. 

E f f o r t s being made to give a country a more industrial bias seem 

to be j u s t i f i e d from the point of view of capital - formation: u 
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and possibly for a s h i f t of labour from the agricultural sector. 
But i n d u s t r i a l i s a t i o n by nature i s more capi t a l intensive than Is-
agriculture and domestic resources usually are not enough to bring 
i n d u s t r i a l i s a t i o n to the point of 'Big Push', 

So l e t us now examine the position of agriculture i n 

Pakistan's economy. Pakistan, as we know, emerged in 1947 as an 

independent state and a predominantly agricultural country. The 

country despite i t s spectacular growth rate achieved in the 

i n d u s t r i a l sector (10 per cent a year - 1960-65) through planned 

e f f o r t s , i s l i k e l y to remain an agr i c u l t u r a l country for years to 

come. This i s due to the inherent ch a r a c t e r i s t i c s of the economy 

which, for reasons which w i l l become apparent, determine that a 

longer period to create favourable, conditions for 'take off' i s 

required. I t w i l l be observed that i n Pakistan the general growth 

rate i s strongly correlated with a c t i v i t y i n agriculture. I f 

growth i n t h i s production sector behaves as planned, then overall 

economic growth rate in a l l certainty, i s achieved. But i f t h i s key 

sector f a i l s to come up to expectations (food production, raw 

materials, exports etc) i t gives overall a gloomy look to the 

economic situation. I t has been admitted by the planners that one 

of the primary reasons for the f a i l u r e of the F i r s t Five-year Plan 

(195S-56-1959/60) was due to the f a i l u r e of key sectors such as 

agriculture. The achievement of the second five-year plan was 

laudable because the agr i c u l t u r a l sector during the Second plan 
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period manifested r e l a t i v e l y a much better growth rate (3,4 per 
cent per annum compared to 1,3 per cent during the F i r s t plan 
period).^ The f a i l u r e of th i s sector i s l i k e l y to recur so long 
as i t s productivity remains dependent on , and vulnerable to 
vagaries of nature and.is associated with the present pressure on 
land resources; a f a i l u r e here w i l l be c r i t i c a l u n t i l a more 
stable and insulated base i s provided for the economy by a 
developing i n d u s t r i a l sector which would bridge the gap in G.N.P, 
ar i s i n g from s h o r t f a l l s of the agricultural sector. But this 
state of economy can hardly be reali s e d rapidly in view of the low 
rate of cap i t a l formation, consumption, saving and investment and 
the scope of taxation. A massive sector of peasant orientated 
agriculture has neither any surplus nor saving to mobilize through 
f i s c a l measures even i f we have a regimented approach to 
in d u s t r i a l i s a t i o n as was adopted i n Russia or Japan. The weaknesses 
of the a g r i c u l t u r a l sector have largely resulted i n the fact that 
i n d u s t r i a l i s a t i o n has been possible only at a modest scale. The 
contribution of the manufacturing sector to the tot a l G.N.P. 
increased at a faster rate during the i n i t i a l period of 
in d u s t r i a l i s a t i o n , during which the contribution was 7 per cent i n 
1950 and 9.3 per cent at the end of the F i r s t Plan (1959-60). 
This rose only to 11,5 per cent at the end of the Second Plan 
(1964-65). During the l a s t decade the average increase has been of 
the order of only 0.5 per cent per annum. To put this i n 

1. Government of Pakistan: F i n a l Evaluation of Second Five Year Plan, 
Karachi, December 1966. P , l . 
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perspective, the a g r i c u l t u r a l sector which contributed 60 per 
cent to G,N,P, i n 1949/50 declined to 53,2 at the end of 1959/60 
and to 48.2 per^cent at the end of the Second Plan 1964/65. 
This i l l u s t r a t e s the type of structural change which has taken 
place during the l a s t eighteen years, the to t a l decline of the 
agr i c u l t u r a l contribution being 11.8 per cent, the average rate of 
decline Swas^. 0,6 per cent per annum. The average growth rate 
c l e a r l y indicates the l i k e l y tempo of ind u s t r i a l i s a t i o n , i t s 
capacity to use labour force and i t s overall contribution to 
G.N,P. i n the future. 

The capacity of the indu s t r i a l sector to absorb 

surplus labour i s very limited in Pakistan as w i l l be examined 

l a t e r i n t h i s t h e s i s . The major brunt of additional employment 

needs seems l i k e l y to remain in the subsistence sector because the 

marginal productivity of any additional labour employed by the 

i n d u s t r i a l sector i s required to be higher than the wage paid. 

The scope for increased employment i s limited in the industrial 

sector (especially large scale) which has a high capital output-

r a t i o compared with a low capital-output ratios i n agriculture. 

In terms of t h i s low capital-output r a t i o i n agriculture, resources 

can be further exploited even with the present state of technology 

as Professor Lewis has stated: "The present i n s t i t u t i o n a l framework 

i s i n most underdeveloped countries (but not a l l ) i s quite 

adequate for an enormous advance i n productivity by means of the 

1. F i n a l Evaluation of the Second Five Year Plan, op.cit. P.7. 
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i n t r o d u c t i o n of improved technology. Indeed the best hope of 

r a i s i n g the standard of l i v i n g i n most of these c o u n t r i e s l i e s 

i n the f a c t t h a t the backwardness of t h i s a g r i c u l t u r a l technique 

makes p o s s i b l e s p e c t a c u l a r advances i n production a t r e l a t i v e l y 

low c o s t " , ^ One of the problems we must consider l a t e r i s the 

degree t o which t h i s i s v a l i d i n P a k i s t a n . 

Now l e t us ev a l u a t e the s t r u c t u r a l changes i n export 

t r a d e . The exports o r i g i n a t i n g from a g r i c u l t u r e d e c l i n e d from 71 

per cent of the t o t a l (by v a l u e ) i n 1959/60 to 68 per cent i n 

1964/65 of the t o t a l , v alue of exports. At the same time the 

c o n t r i b u t i o n of manufacturing s e c t o r to export trade was not very 

s p e c t a c u l a r . I t was 28.6 per cent of the t o t a l export earnings 
2 

i n 1959/60 and r o s e t o only 32.4 per cent i n 1964/65. The d e c l i n e 

i n exports o r i g i n a t i n g from a g r i c u l t u r e i s understandable because, 

f i r s t , of a proportionate i n c r e a s e i n the use of do m e s t i c a l l y 

produced raw m a t e r i a l s a t home and, secondly, the l i m i t a t i o n s of 

i n t e r n a t i o n a l market c o n d i t i o n s to which primary products a r e very 

much s u s c e p t i b l e . The export o u t l e t s f o r manufactured goods are 

a l s o very l i m i t e d i n the sense t h a t the c o s t s of production a r e 

not q u i t e competitive and q u a l i t y and standards remain yet to be 

ensured. The i n d u s t r i a l products howver, enjoy a protected market 

a t home f o r which, as e a r l i e r noted, e f f e c t i v e l y l a r g e r demand can 

1, A. Lewis : "Theory o f Economic Growth" George A l l e n and 
Unwin (London 1955) P.136. 

2. F i n a l E v a l u a t i o n of Second F i v e Year Plan, o p . c i t . P.164. 
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come on l y from the r u r a l s e c t o r of the economy by transforming 
the s u b s i s t e n c e s e c t o r i n t o a prosperous s e c t o r having a 
s u s t a i n e d growth r a t e so t h a t a p a r t of the incremental income 
may be spent on l o c a l manufactures. 

We may a t the outset o u t l i n e a b a s i c premiss t h a t the 

t r a n s f o r m a t i o n of a g r i c u l t u r a l s e c t o r i s v i t a l ( i ) to absorb the 

s u r p l u s labour and ( i i ) t o provide a s t a b l e base f o r f u t u r e 

i n d u s t r i a l i s a t i o n and economic development as a whole. There i s 

t h e f u r t h e r point t h a t u n l e s s the r a t e of i n c r e a s e i n the quantum 

of food imports can be diminished or even re v e r s e d , i n c r e a s e d 

exports w i l l provide l i t t l e b e n e f i t . I n c r e a s e d a g r i c u l t u r a l 

production t h e r e f o r e appears e s s e n t i a l . 

As a s u b j e c t matter of study we w i l l a l s o d i s c u s s the 

problems of c a p i t a l formation i n the s u b s i s t e n c e s e c t o r of P a k i s t a n . 

P lanning f o r development l a r g e l y depends on a v a i l a b i l i t y of 

c a p i t a l from e x t e r n a l sources i n view of the low r a t e of indigenous 

c a p i t a l formation. Therefore, the execution of plans needs a i d 

from the developed c o u n t r i e s who i n t u r n consider t h e i r own 

c a p a c i t i e s , f u t u r e o u t l a y s and some vested i n t e r e s t s of a p o l i t i c a l 

as w e l l as economic nature. The d e c i s i o n s on a i d commitments take 

t h e i r own time and thus d e l a y s i n p r o j e c t implementation can 

r e t a r d the momentiam gained i n a p a r t i c u l a r s e c t o r . T h i s s o r t of 

d e l a y a l s o prolongs g e s t a t i o n periods t h e r e f o r e the u n c e r t a i n t y of 
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a i d and a gap i n commitments compared to a c t u a l requirements lead 
to a r e v i s i o n of p l a n t a r g e t s e i t h e r downward or upward as the 

.shosiSrteBt' s i t u a t i o n demands. Any process which diminishes the 
d i s t o r t i o n s which a r i s e from a i d i n the r e a l world i s c l e a r l y 
worthwhile e x p l o r i n g . 

The thematic approach of the t h e s i s t h e r e f o r e w i l l be 

economic p r o s p e r i t y v i a the development of the a g r i c u l t u r a l ^ s e c t o r . 

Under the given c o n d i t i o n s , a prosperous a g r i c u l t u r a l s e c t o r i s 

n e c e s s a r y f o r economic development of P a k i s t a n . 

I n b r i e f , we can make the f o l l o w i n g p o s t u l a t e s : 

a g r i c u l t i i r e can p l a y a v i t a l and m u l t i p l e r o i e i n economic 

development of P a k i s t a n . ( I ) I t can provide food f o r the teeming 

m i l l i o n s a t a r e l a t i v e l y adequate l e v e l , improving thereby the 

d i e t a r y composition both q u a l i t a t i v e l y and q u a n t i t a t i v e l y . A 

b e t t e r h e a l t h and n u t r i t i o n a l standard w i l l i n t u r n b r i n g about a 

change i n the p r o d u c t i v i t y r a t e of labour supposedly very low i n 

P a k i s t a n . ( I I ) I t can provide more of the necessary raw m a t e r i a l s 

t o the manufacturing s e c t o r . ( I l l ) The f o r e i g n exchange saved on 

food imports may be channelled to other productive s e c t o r s or to 

a g r i c u l t u r e i t s e l f . ( I V ) A higher growth r a t e i n the a g r i c u l t u r e 

s e c t o r may produce a broader export base and i n c r e a s e d f o r e i g n 

exchange earnings to make development programmes more v i a b l e and the 

economy more r e s i s t a n t by reducing the dependability on f o r e i g n 

a i d and a l l o w i n g g r e a t e r freedom i n the use of a i d . (V) A 

prosperous a g r i c u l t u r a l s e c t o r would not only mean a higher 
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c o n t r i b u t i o n to the G.N.P,, sa v i n g and investment but a l s o a more 
balanced growth a t t a i n a b l e i n s e c t o r s such as manufacturing, 
power, t r a n s p o r t and communications and education e t c , ( V I ) I t 
would mean ( a ) enlargement of market f o r manufactured goods and 
int e r m e d i a r y products due to e f f e c t i v e demand being cr e a t e d by 
i n c r e a s e d income of the r u r a l s e c t o r , (b) the savings of the 
r u r a l s e c t o r could be used by the i n d u s t r i a l s e c t o r , ( c ) import 
s u b s t i t u t i o n might c r e a t e demand f o r new investment o p p o r t u n i t i e s , 
and l a s t l y , (d) a developed a g r i c u l t u r e s e c t o r would bring 
i n c r e a s e d revenue to the exchequer. 



CHAPTER ONE. 

FOOD SUPPLY AND POPULATION GROWTH. 

Pood, the b a s i c need f o r the p r e s e r v a t i o n of human l i f e , 

has been a c e n t r a l point of a l l human a c t i v i t i e s from p r e h i s t o r i c 

days to the c i v i l i z e d world of today. I t has continued to serve as a 

b a s i c wage-good and as a fundamental i n d u s t r i a l a c t i v i t y . I n t h i s 

chapter we w i l l d i s c u s s i n o u t l i n e ( I ) the importance of the food 

s e c t o r i n the economy of P a k i s t a n ; ( I I ) the l e v e l of food consumption; 

( I I I ) Food supply and population growth r a t e ; ( I V ) d i e t a r y 

composition; (V) the land per caput and p r o d u c t i v i t y ; ( V I ) Pood 

imports; ( V I I ) and f i n a l l y ( V I I I ) the r o l e of food supply i n the 

economic development of P a k i s t a n . 

Food Production: 

The importance of the food production s e c t o r i s c l e a r . Food 

production i s a l e a d i n g sub-sector i n the a g r i c u l t u r a l -.economy of 

P a k i s t a n , I t commands n e a r l y 84 per cent of the t o t a l area sown to a l l 

c r o p s . The p r e s s u r e on land i s very i n t e n s e as the land per caput 

comes to 0,60"'' a c r e whereas the production per acre of food g r a i n s i s 
2 

as low as 0,33 ton. The supply of food per caput 

from domestic source comes to about 14 ounces a day and 

1. C a l c u l a t e d on the b a s i s of t o t a l area sown to a l l crops i n c l u d i n g 
a r e a sown more than once 68 m i l l i o n a c r e s d i v i d e d by population 112 
m i l l i o n i n 1964/65 r e f e r e n c e : Government of P a k i s t a n , C.S.O. 
S t a t i s t i c a l Year Book 1964, P,92 and Economic Survey of P a k i s t a n 1965-
66, S t a t i s t i c a l Appendix P.10. 

2. Economic Survey, o p . c i t . P.13, 
3. Weights of f o o d s t u f f s quoted i n t h i s chapter r e f e r to g r a i n s , made 

up i n proportion of wheat and r i c e 93%, others 7%. 
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together w i t h the quantum of imports, t o t a l s 15 ounces''' per 

r e f e r e n c e man a day. 

S i n c e a g r i c u l t u r e i s a s u b s i s t e n c e s e c t o r and p a r t l y 

non-monetized, food p l a y s a very v i t a l and m u l t i p l e r o l e i n the 

economy of P a k i s t a n : ( i ) i t i s used as a wage-good i n most of 

the r e g i o n s , ( i i ) i t s s u r p l u s e s feed urban areas and people 

engaged i n i n d u s t r i a l s e c t o r ; ( i i i ) i t has great earning and 

s a v i n g p o t e n t i a l of f o r e i g n exchange and ( i v ) domestic production 

keeps p r i c e s w i t h i n bounds. The food sub-sector i s a depressed 

s e c t o r i n the sense t h a t i t has a low s t a t u s f o r investment but i t 

feeds n e a r l y 112 m i l l i o n people of the country l e a v i n g an average 
2 

y e a r l y d e f i c i t of 1 to 1.5 m i l l i o n tons of f o o d s t u f f . 

The production of major rfoddgrains i n c l u d e s r i c e , wheat, 

maize, b a j r a , jowar and b a r l e y . The s t a p l e foods - r i c e and wheat 

c l a i m n e a r l y 71 per cent of a r e a sown to a l l food crops. The 

production of these two important c e r e a l s was 87 per cent by weight 

of the t o t a l foodgrains production i n 1954/55 a proportion which 

r o s e to 88 per cent i n 1964/65. The other c e r e a l s accounted f o r 13 

per cent i n 1954-55 compared to 12 per cent i n 1964-65. 

During the same pe r i o d , the a r e a under r i c e and wheat 

i n c r e a s e d from 33.6 m i l l i o n a c r e s to 37.3 m i l l i o n a c r e s ; 3.7 

m i l l i o n a c r e s were i n f a c t added whereas production i n c r e a s e d by 3.4 

1. 'Economic Survey' o p . c i t . P.10 

2, rlbidi-^ie Suz-.:,;/, D p D u r i n g the f i f t i e s i t was l e s s 
than a m i l l i o n ton. 
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m i l l i o n tons - a p a r i passu i n c r e a s e i n both acreage and 
production. There was ha r d l y any i n c r e a s e i n acreage of other 
foodgrains but y i e l d s showed some improvement. I n 1964-65 the 
average y i e l d of r i c e per a c r e showed an i n c r e a s e of 1.8 mounds 
or 20 per cent over 1954/55 w h i l e the average y i e l d of wheat 
per a c r e d i d not show any s u b s t a n t i a l improvement. I t inc r e a s e d 
by o n l y 0,4 mounds or 3 per cent over 1954/55, S i m i l a r l y there 
was an i n c r e a s e of 0,5 mounds per a c r e i n case of a l l other 
foodgrains. Table 1.1 g i v e s the acreage and production of 
c e r e a l s i n P a k i s t a n whereas Table 1,2 giv e s the p e r i o d i c a l 
v a r i a t i o n i n t o t a l output. 

During the period 1954-55 to 1964-65 the highest 

output of r i c e was 10.8 m i l l i o n ton (based on averages) the 

lowest 8,3, the mean output being 9.16 m i l l i o n tons. The 

d i f f e r e n c e between hi g h e s t and lowest output was of the order of 

26 per ce n t . I n case of wheat the highest output was 4.10 

m i l l i o n tons the lowest 3,20 and the mean output was 3.64 m i l l i o n 

tons w i t h a d i f f e r e n c e of 25 per cent between the highest and 

the lowest output. 

The F i r s t P l a n had envisaged a net production of 

14,1 m i l l i o n tons.''' of foodgrains a t the end of 1959/60; t h i s 

c ould not be r e a l i z e d mainly due to drought conditions i n West 

1. Government of P a k i s t a n (Planning D i v i s i o n ) : 
i . F i r s t F i v e - Y e a r P l a n of P a k i s t a n P.219 
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P a k i s t a n and r e c u r r e n c e of floods i n E a s t P a k i s t a n . The n e t t 

production t h e r e f o r e , f e l l s h o r t of the t a r g e t by n e a r l y one 

m i l l i o n tons''' culminating i n a heavy d r a i n on foreign exchange 

which had to be spent on food imports. The quantum of food 

imports i n c r e a s e d from 0,17 m i l l i o n tons i n 1954/55 to 1.35 

m i l l i o n tons at the end of the F i r s t Plan (1959/60). The 

Second Plan t a r g e t of food production was, however, not only 

r e a l i z e d but exceeded by 0.9 m i l l i o n tons (the t a r g e t being 
2 

15.9 m i l l i o n t o n s ) . The h a r v e s t s during the Second Plan period 

were g e n e r a l l y good. But the quantum of food imports due to a 

high population growth r a t e remained the same. The net import 

i n the year 1964/65 was of the order of 1,73 m i l l i o n tons. 

Food Consumption; 

The c o r r e l a t i o n of food consumption w i t h income 
3 

e l a s t i c i t y i s very high i n P a k i s t a n . I t i s estimated that 0.6 

of any income increment i s spent on food e s p e c i a l l y the c e r e a l s . 

The d i e t a r y base being l i m i t e d , higher weight goes to c e r e a l 

consumption expenditure. One of the reasons f o r t h i s high weight 

i s low income per c a p i t a and the s t a t e of the economy. The 

1. Excluding gram. 

2. Second F i v e Year Plan, o p . c i t . P.134 and F i n a l E v a l u a t i o n of 
Second F i v e Year Plan, P.77 

3. R,P. Sinha has estimated 0.6 income e l a s t i c i t y of demand fo r 
food i n I n d i a ; r e f : "Food i n I n d i a " (Oxford U n i v e r s i t y Press 
1961) PP.63-4. 
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d i e t a r y composition of r u r a l population d i f f e r s widely from that 
of urban population both q u a n t i t a t i v e l y and q u a l i t a t i v e l y . 
S i m i l a r l y there i s a v a r i a t i o n i n l e v e l of consumption i n 
d i f f e r e n t regions of the country. One such d i s t i n c t d i f f e r e n c e 
i s between E a s t and West P a k i s t a n due to d i s p a r i t y of income, 
per c a p i t a , growth r a t e and the r a t e of u r b a n i s a t i o n . The Table 
1.3 i l l u s t r a t e s such d i s p a r i t i e s i n c l u d i n g the consumption of 
food items i n the two r e g i o n s . I n both q u a l i t a t i v e and 
q u a n t i t a t i v e terms food i n t a k e i s higher i n West P a k i s t a n than i n 
E a s t P a k i s t a n . 

I n P a k i s t a n , the t o t a l c a l o r i f i c i n take i s 

estimated a t 2,260 per r e f e r e n c e man per day, which we know i s a 

l i t t l e higher i n West P a k i s t a n and a t l e a s t 10 per cent'' or so 

lower i n E a s t P a k i s t a n . P a k i s t a n ranks 69th i n order of c a l o r i e 

i n t a k e i n the world - the world average being 2,500 c a l o r i e 

the h i g h e s t c a l o r i e i n t a k e , i n Canada, at 3,000 SNU and the 
2 

lowest, estimated a t 2,000 calorie.^.. I n the absence of a 

n u t r i t i o n survey i t i s not p o s s i b l e to g i v e the r e g i o n a l 

breakdown of c a l o r i e a i n t a k e . The Table 1.4 however provides the 

f i g u r e s r e l a t i n g to P a k i s t a n as a whole. Lack of data does not 
1. Dr, G i l b e r t has estimated i t a t 1,600 c a l o r i e i n t a k e i n the 

y e a r 1962/63 whereas we may estimate i t not more than 2,000 
c a l o r i e ; per r e f e r e n c e man per day i n 1966, ( I n t e r n a t i o n a l 
Labour Review, March 1964. P.213. 

2, U.N. S t a t i s t i c a l Year Book 1966. P, 500 
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permit an e l a b o r a t e d i s c u s s i o n of c a l o r i e i n t a k e according to 

age group and s e x e s . I t i s however q u i t e commonly known th a t 

i n the Indo-Pak Subcontinent, Ceylon, Burma and i n many other 

A s i a n C o u n t r i e s the male members and more e s p e c i a l l y the bread 

e a r n e r s enjoy a p r i v i l e g e d p o s i t i o n i n c a l o r i e i n t a k e both i n 

q u a n t i t y and q u a l i t y . I t i s a l s o due to the s o c i a l framework 

of P a k i s t a n t h a t woman f o l k take due car e i n providing a 

p r o p o r t i o n a t e l y r i c h d i e t t o the male members even by 

s a c r i f i c i n g t h e i r own share i n meals. The c h i l d r e n (male) rank 

second and the females rank the lowest. The a n a l y s i s of 

consumption i s i n f a c t p o s s i b l e only i n the context of s o c i a l 

behaviour, customs and age long t r a d i t i o n s . Such a low rank 

a s s i g n e d to females i n c a l o r i e , i n t a k e i s due to the f a c t that 

the p a r t i c i p a t i o n r a t e of women i n the t o t a l labour f o r c e i s 

very low and hence they a r e economically more dependent on men 

than anywhere i n Europe or America, 
Consumption Habit: 

L e t us now analyse consumption h a b i t s , A study 

of Table 1,5 r e v e a l s c e r t a i n i n t e r e s t i n g phenomena and 

c h a r a c t e r i s t i c s of consumption h a b i t s . C e r e a l s , which account 

f o r 90 per cent of the c a l o r i e i n t a k e i n P a k i s t a n , were 

c o n s t i t u t e d mainly of r i c e 63 per cent and wheat 20 per cent, 

r i c e and wheat together making up 83 per cent i n 1954/55, 94 per 

cent i n 1959/60 and 93 per cent i n 1964/65. S i g n i f i c a n t l y the 

r a t e of c e r e a l consumption e s p e c i a l l y of r i c e and wheat i s very 
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high, A change i n consumption h a b i t s i s however, n o t i c e a b l e . 
I t w i l l be observed t h a t w i t h a r e l a t i v e d e c l i n e i n 
consumption of r i c e and wheat (1 p.c, i n 5 y e a r s ) there has 
been a r e l a t i v e i n c r e a s e i n the consumption of other c e r e a l s 
( l i k e b a j r a , jowar, maize and b a r l e y ) . I t i s however, d i f f i c u l t 
to know whether the change i n h a b i t i s the r e s u l t of compulsion 
or whether a r e a l v o l u n tary change t h a t has ensued;.;. Consumption 
h a b i t s l a r g e l y depend on income e l a s t i c i t y , a v a i l a b i l i t y of 
food s u p p l i e s and p r i c e s . Shortages i n s u p p l i e s of r i c e and 
wheat or a r e l a t i v e p r i c e change might a f f e c t the consumption 
h a b i t s i n favour of g r a i n s a v a i l a b l e f o r s u b s t i t u t i o n or the 
p r i c e s of which a re r e l a t i v e l y lower. I t has been found that i n 
times of good h a r v e s t s m i l l e t u s u a l l y goes to animal feed. So the 
m i l l e t s are a c t u a l l y the consumption of l a s t r e s o r t equivalent 
to the potatoes of pre-famine I r e l a n d . Keeping i n view the 
population growth r a t e and production of c e r e a l s l i k e r i c e and 
wheat, i t i s economically b e n e f i c i a l i f a s h i f t occurs i n 
consumption h a b i t s to b r i n g about a change i n demand e l a s t i c i t y 
of major c e r e a l s ( r i c e and wheat) and which saves thereby much 
needed f o r e i g n exchange f o r development imports. But according to 
C o l i n C l a r k "The poorer the d i e t of the people the more d i f f i c u l t 
i t i s to change t h e i r habits".''' A c t u a l l y any r i s e i n consumption 

1. C o l i n C l a r k : 'Food Supply and Population Growth' (ed) 
Royal S t a t i s t i c a l S o c i e t y . (London 1963) P.80. 
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of cereals of lower nutrit i o n value s i g n i f i e s poverty and 
growing i n e l a s t i c i t y of income. Moreover, consumption habits 
change only over a time period corresponding with increase or 
decrease i n the l e v e l of income. Thus in a developing country 
l i k e Pakistan any medium or long term change sought in the 
direction of habits, as for example the consumption of lower 
n u t r i t i o n value cereals, w i l l not be possible, as a r i s e i n 
income per capita would tend to influence the consumption habits 
more i n favour of higher nutrition value di e t . I t i s possible 
only through a d r a s t i c cut i n imports of such cereals i n the 
short run. In a s t a t i c economy (e.g. very much say tradition 
bound) i t i s possible to influence the habit in favour of lower 
n u t r i t i o n value diet because such a trend would be normal under 
given increased pressure, but i n a developing economy to reverse 
t h i s i s more d i f f i c u l t as any income increment would be spent 
according to consumers' choice. The remedy therefore, l i e s i n 
increasing the land carrying capacity i n the cases of r i c e and 
wheat and through some planned efforts to develop production of 
food of animal origin, f r u i t , f i s h and starchy roots. An upward 
dietary improvement i n supply can ease the situation but i t must 
the whole time be remembered that one i s dealing with a 
subsistence and survival dominated rural population on the one 
hand and the controls exerted on crop production by environment 
on the other. 
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VTtd Population Growth; 

Pakistan on her inception as a state i n 1947 had 

a t o t a l population of 75.28 million. The a l l - I n d i a population 

growth rate i n 1941 had been 1.5 per cent per annum.''̂  The f i r s t 

Census of Pakistan conducted i n 1951, revealed a meagre growth 

rate of 0,77 per cent over 1941, The population of East Pakistan 

remained more or l e s s stationary while there was a net addition 

of 5,4 million people i n West Pakistan, However, since 1951, 

there has been a considerable r i s e in population of both East 

and West Pakistan, The Census of Pakistan 1961 enumerated the 

population at 93.7 million, an increase of 16 million people over 
2 

1951, representing a growth rate of 2.4 per cent. The population 

of East Pakistan continued to be 10 per cent higher than that of 

West Pakistan but the l a t e s t indications suggest that, with a 

growth rate 0,59 per cent higher, the population of West Pakistan 

i s l i k e l y to outstrip that of East Pakistan i n the near future. 

The rate of population increase i s alarmingly high given the low 

l e v e l of incomes. The p o s s i b i l i t y of a deceleration or an actual 

decline in t h i s growth rate, as a demographic result of s o c i a l 

forces associated with urbanisation and i n d u s t r i a l i s a t i o n , must be 
1, S, Chandra Sekhar: 'Hungry People and Empty Lands' 

George Allen and Unwin, London, 1954. P,i54 

2., Census of Pakistan 1951 and 1961 Seen i n Pakistan Economic 
Survey 1964-65 S t a t i s t i c a l Appendix PP.2-3. 
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considered as hypothetically possible but the question requires 
separate consideration l a t e r . We may however note here that 
there has been a tremendous increase in urbanisation in West 
Pakistan compared to the East Wing where the rate of urbanisation 
appears to be quite slow due to the lack of infrastructure for 
i n d u s t r i a l growth. But at the end of the Second Plan the 
position had substantially improved and in the subsequent census 
a better urban growth rate i s l i k e l y to be recorded i n the case 
of East Pakistan. The establishment of i n d u s t r i a l estates and 
on the whole an accelerated pace of i n d u s t r i a l i s a t i o n more 
pronounced during the Second Plan period has immensely helped i n 
giving East Pakistan an i n d u s t r i a l bias. 

The density of population per square mile in 

East Pakistan i s 922 compared to 138 i n West Pakistan"*". But the. 

difference i n density i n rel a t i o n to cultivated land are much 

smaller (see Tables 1,12 -.1,14), Population presents a 

formidable problem with a growth rate of 2.6 per cent i n 1964/65. 

But keeping i n view the area of the two regions and the land 

resources the problem i s more acute i n East than in West Pakistan, 

Some of the causative factors leading to such a high population 

growth rate are, higher f e r t i l i t y rate, attainment of puberty 

at an early age, (especially i n East Pakistan), early marriages, 

1. Census of Pakistan 1961. 



- 29 -

economic dependability of female sex and large s i z e of families 
(6 i n East and 5.4 i n West Pakistan). So far as f e r t i l i t y i s 
concerned, a study i n f e r t i l i t y d i f f e r e n t i a l of undivided 
India had suggested that i t was 0.10 per cent higher among Muslim 
compared to a l l other coimnunities during 1931-51'''. 

Now l e t us examine the population growth i n 

r e l a t i o n to food supply which presents a very gloomy picture. 

During the F i r s t Plan period there was a 6 per cent r e l a t i v e 

change i n production over the base period 1954/55. This 

represented only 1,2 per cent per annum nett addition to domestic 

production of ::>foddgrains whereas the population increased at the 

rate of 2,3 per cent per annum. During the Second Plan period 

the position improved a l i t t l e - the net addition to domestic 

production was of the order of roughly 3,4 per cent per annum with 

the population increase of 2.6 per cent per annum. During the 

F i r s t Plan period, the tota l import of foodgrains was of the 

order of 4,87 million tons or one million tons per year whereas 

during the Second Plan period, the increase i n population demanded 

much larger imports inspite of the increased domestic production. 

The t o t a l import was 7,09 million tons or 1.41 million tons on an 

1, F i r s t Five Year Plan, op.cit P.190. Whereas Kingsley Davis 
has estimated 12 per cent higher f e r t i l i t y among Muslims 
compared to Hindus (The Population of India and Pakistan 
P.81), 
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average per annum. Thus the country had to finance the imports 
of much higher magnitude despite the fact that production of 
foodgrains increased at a compound rate of 3.4 per cent annually 
during the Second Plan period. The table 1,6 gives the 
r e l a t i v e growth rates of food production and population. The 
cumulative percentage growth has been represented i n Figure 1. 

Dietary Composition; 

The dietary composition i n terms of quality i s 

quite poor i n Pakistan compared to the highly sophisticated 

diets and dietary standard of the developed countries. The bulk 

of diet i s mostly composed of r i c e and wheat supported by a 

small quantity of f a t , vegetables and proteinous diet l i k e meat 

and f i s h e s . We have already observed that nearly 90 per cent of 

c a l o r i f i c value i s derived from cereals while 10 per cent of 

c a l o r i f i c value has an animal origin. The supplies of food items 

such as eggs, f i s h , meat, vegetables, butter and f r u i t s are not 

at a l l adequate. 

Land per caput and Productivity: 

On the basis of to t a l area under cultivation the 

land per caput comes to 0.60 acre'''. The pressure on land i s 

1. On the basis of Land U t i l i s a t i o n Table 37 of S t a t i s t i c a l 
Year Book)<?6*«op.cit. PP.92-94. 
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however, very acute i n East Pakistan where the per caput land 
works out at 0.45 compared to 0,80 :aci\e-.-~iTi ̂West̂  basis 
of t o t a l cropped area. In the case of Pakistan as a whole i t 
has declined from 0,67 acre i n 1954/55 to 0,60 acre in 1964/65, 
The population increase was r e l a t i v e l y higher than the increase 
i n area brought under cult i v a t i o n . The t o t a l acreage added in 
the decade to 1964/65 was nearly 8 million acres whereas the 
t o t a l population increased by 22.2 million. So despite the 
development efforts during the two plan periods, the net area 
brought under cu l t i v a t i o n was not enough to counterbalance the 
population pressure on land. The r a t i o between cash and food 
crops.being 22 and 78 per cent respectively, the land per capita 
i n the case of foodgrains only w i l l be s t i l l lower than given 
above. To catch up with the population growth, Pakistan needed 
at l e a s t an addition of 17 million acres to keep the average land 
per caput at 1954/55 l e v e l . There was a steep decline in the 
case of East Pakistan i n 1959/60 but with the addition of nearly 
one million acres i n 1964/65 the position improved a l i t t l e as 
the rate of decline was somewhat arrested. The land per caput i n 
East Pakistan has gone down from 0,57 acre to 0,45 acre i n 
1964-65, This imbalance was mainly caused by population growth -
a net addition of 15 million over 1954-55, In'West Pakistan, the 
position was not as bad where the addition to the total population 
was 6 million compared with an addition of 4 million acres to the 
area cropped. (See Table 1,7), 
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This has been possible due to reclamation projects and i r r i g a t i o n 
schemes implemented during the Second Plan period. In West 
Pakistan, keeping i n view the land resources, there i s r e l a t i v e l y 
large scope for adding new areas under cultivation but in East 
Pakistan there i s severe physical limitation to the extension of 
the cultivated area. 

Land U t i l i z a t i o n : 

The position with regard to land u t i l i z a t i o n 

i s indicated i n Table 1.8, A study of table 1.8 reveals that 

the most intensive agricultural land u t i l i z a t i o n i s in East 

Pakistan, Out of a t o t a l cultivated area of 27,8 million acres 

i n 1954/55, 6,30 million acres were under double cropping. In 

the case of West Pakistan, the land use i s not so intensive -

nearly two-thirds of the area under cultivation was sown to 

a l l crops i n 1964/65, The area under double cropping i s also 

lower than i n East Pakistan whereas the r a t i o of current fallow 

to net area sown i s ten times higher i n West Pakistan. 

A similar deterioration i n land per caput i s 

noticeable i n r e l a t i o n to r u r a l population in East Pakistan and 

Pakistan as a whole. In West Pakistan, due to a substantial 

growth i n urban population, t h i s land r a t i o has remarkably 

improved. The land per caput study in relation to labour force 

engaged i n agriculture shows that i n East Pakistan the ra t i o of 
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t 1 r-:-:,:;-1 
2 acres per a g r i c u l t u r a l labour i n 1954/55 has shrunk to 1,7 

acres i n 1964/65. In West Pakistan i t has on the contrary 

improved from 3,6 acres to 3,9 acres per worker in 1964/65. 

Table 1.9 and 1.10 provide the basic data for the problem 

outlined above. 

Food Supply and General Productivity of Labour; 

There i s a positive relationship between wage 

and e f f i c i e n c y . This i s p a r t i c u l a r l y true i n the case of 

Pakistan where food i s also a 'wage-good' i n the non-monetized 

sector of. the economy, so any increase in the 'wage-good' i s 

l i k e l y to r a i s e labour productivity. In Pakistan the labour 

productivity i s at i t s lowest ebb"'' one of the reasons being 

poor dietary standard, l i v i n g conditions and low wage. The 

labour force generally suffers from malnutrition. Due largely 

to better dietary standards, the labour efficiency of West 

Pakistan i s higher than i n East Pakistan. The same i s also 

regionally true of the variation i n labour efficiency i f we 

take into consideration the dietary composition of the different 

parts of West Pakistan. 

1, U.N. Manpower Survey 1955. 
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1 Dr. Mabhubul Haq has estimated the labour productivity for 
a g r i c u l t u r a l and i n d u s t r i a l sectors in monetary terms. 
According to his estimates, the average productivity of labour 
i n the agriculture sector came to Rs 1,040 in 1960 and Rs 1,090 
i n 1965, In the i n d u s t r i a l sector, the average productivity 
per workers i s more or l e s s dutileJthan'that in agricultural sector. 
The difference i n productivity i s largely due to the nature of 
i n d u s t r i a l sector being more capital intensive, i s partly due to 
the higher wages and partly because the efficiency of labour 
connected with automation i s supposed to be higher than that of 
the manual labour engaged i n agriculture. 

However, an analysis of labour productivity i n 

terms of 'wage-good' would also be interesting. The average 

production of staple food l i k e r i c e (1960-65) was 445 Kg per acre 

i n East Pakistan. Therefore, the average output of a l l factors 

combined including labour comes to approximately 756 Kg (on the 

basis of 1.7 acre per worker) considering the entire labour force 

i n the a g r i c u l t u r a l sector as employed. Similarly the average 

production of wheat being 370 Kg i n West Pakistan, the total 

output for a l l factors, combined comes to 370 x 3.1 acre i . e . 

IjW^^ Kg which i s nearly double.;,the average output per worker in 

East Pakistan i n terms of grain weight. 

1, Dr.Haq: 'Strategy of Economic Planning' Oxford University 
Press, Karachi 1966 Table A.31 P.250 
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The analysis gives an impression of the labour productivity 
and the state of the subsistence sector i n Pakistan. The 
estimate though not suphisticated gives roughly an idea of 
general productivity even i f we consider the entire value to 
be the product of labour. The average wage good in the case 
of East Pakistan would work out to 2.0 Kg per day and i n the 
case of West Pakistan i t would nearly be double. Let us now 
consider the 'wage good' alone say 40 per cent paid to each 
worker. In that case, i n East Pakistan the wage good would be 

0. 8 Kg and i n West Pakistan i t would be 1.$ Kg per day 

equivalent to O.BO x 100 x 2.42 calories''^ and 1.3 x 100 x 2.42 

calorier. respectively. 

Let us now assume t o t a l agricultural product 

per worker employed in the subsistence sector. For th i s 

purpose attempts have been made by different economists to convert 

the a g r i c u l t u r a l output into one grain equivalent. This device 
2 

of grain equivalent was pioneered by Buck i n his study of China. 

In the case of Pakistan, Colin Clark has estimated the 

ag r i c u l t u r a l products converted into economic wheat equivalent at 

437 Kg i n 1958 per head of the entire population. Since 

1. 0.60 Kg X 100 = grams whereas.<]ne:giam = 2.42 calorie, . 

2, See Colin Clark "Future Sources of Pood Supply: Economic 
Problems". Food Supplies and Population Growth op.cit. 
P. 58 
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approximately 25 per cent of the population i s in the 
a g r i c u l t u r a l labour force, the per head output in economic wheat 
equivalent comes to 1,748 Kg or Rs 874 (at current price say 
Rs 0.50 per Kg). Dr.Haq has estimated the labour productivity 
at Rs 1,040 i n 1960. and Rs 1,090 i n 1965 on the basis of 
actual labour employed i n agri c u l t u r a l sector. So both the 
estimates nearly t a l l y . 

The Table 1.11 gives labour productivity as 

factor input actually employed i n monetary terms which i s 

comparable with the wage-good paid to a worker in agricultural 

sector of Pakistan. 

Food Imports; 

The import of food was negligible up to 

1951-52 but i n the following year Pakistan became a nett 

importer of 0.86 million tons of foodgrains which however, 

declined i n the immediately subsequent years. The quantum of 

import touched a new peak in 1956-57 and thereafter the average 

import has continued at not l e s s than one million ton a year. 

The nett imports up to 1964-65 thus stood at 13.83 million tons 

over a period of 18 years and after adjustment for exports, the 

figures come to 12.16 (the nett exports being 1,67 million tons). 

The main items of import were r i c e and wheat. In 1964/65, 1.60 

m i l l i o n tons of wheat and 0,05 million tons of r i c e were 
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imported as against 0.96 million tons of wheat and 0.36 million 
tons of r i c e i n the year^. 1959-60 

The Role of Food Supply in Economic Development; 

The basic problem of an underdeveloped country 

i s how to maintain a balance between food production and 

population growth. Since population growth i s an independent 

variable, a check on population growth rate i s hardly possible i n 

the short run. Therefore, food production i s required to be 

boosted to match with the population growth rate obtaining i n the 

country. The food problem has become more a State problem than 

a problem of the individuals especially i n developing countries 

where the State has assumed the r e s p o n s i b i l i t i e s of overall 

economic planning. ItwaaJdvarppearxthai; in Pakistan population i s 

a permanent obstacle to economic growth rate and prosperity. 

The recurring food shortages have been a drain on foreign 

exchange. Pakistan has so far implemented two Five-Year Plans 

and during a decade of planning, the si z e of investment in 

ag r i c u l t u r a l sector and that of food imports are given below;-
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TABLE : 1.12 

DURING Public Sector 
Development 
Expenditure 
Agriculture 

Sector 1 

F i r s t Plan 
(1955-60) 

Second Plan 
(1960-65) 

Total 

1,350 

Food 
Import 
P.L.480 

982 

4,508 2,205 

5,858 3,187 

(Rs million) 

Food 
Import 
own 

resource 

700 

828 

1,528 

Total 
Imports 

1,682 

3,033 

4,715 

Source; ( i ) Evaluation of Second Five Year Plan (1960-61 to 
1964-65) Planning commission (Karachi Dec 1966) 

pp.183, 199 and 166. ( i i ) Strategy of l;con<ami3CvPlanning, 
op.cit. p.156 

1. Includes i r r i g a t i o n . 

During the F i r s t F i ve Year Plan, the development expenditure 

i n the F>ublic Sector was nearly 50 per cent of the s i z e of 

expenditure (from own sources) on t o t a l food imports whereas 

during the Second Plan period, i t was more than one-fifth of 

the t o t a l expenditure. So the problem imp l i c i t has been the 

financing of the agriculture sector by an additional 30 per 

cent (expenditure on food imports) to achieve the desired target, 

The added imports under P.L 480 gives s t i l l a more gloomy look 

to the situa t i o n . The value of imports under P.L 480 nearly 
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doubled at the end of the Second Plan compared to only Rs 982 
mi l l i o n i n 1959/60. On the whole during a decade of planning, 
food imports claimed an expenditure of Rs 4,715 million 
compared to development expenditure of Rs 5,858 million. I t 
meant that an additional 80 per cent investment went to food 
imports. The per capita development expenditure on agricultural 
sector thus comes to Rs 14 during the F i r s t Plan and Rs 40 
during the Second Plan period while the import cost of food per 
head was Rs 17^ and Rs 30^respectively. The value of imports 
thus saved, might have doubled the development expenditure in the 
a g r i c u l t u r a l sector and a growth rate more than that achieved 
during the two Plan periods could be possible. So each rupee 
investment i n agriculture sector was balanced by Rs 0.80 for 
import of food. This gives an idea of the magnitude of food 
imports i n the past and i t s l i k e l y need in the future. So even i f 
we take into, consideration the i n s t a b i l i t y of primary products 
entering international trade, there i s one positive factor of 
development that any growth rate attained i n food production w i l l 
minimize food imports and the savingiof foreign exchange would be 
available for investment in other sectors of the economy. A 

1.Calculated on the basis of figures for food imports with'own 
resources only while i t can be multiplied by 3 i f we take into 
account the Food imports under P,L 480. The total imports of 
food under P.L 480 i s based on GIF value whereas the freight 
and insurance components are paid by the importing country. 
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surplus i n agriculture or food only can help substantially 
the economic development of Pakistan". Moreover, the value of 
imports saved could improve the balance of payments position 
of Pakistan i f not more than at least to the extent of the 
l e v e l of imports. The table below indicates the value of 
imports and the s i z e of d e f i c i t i n the international trade 
account. 

Year 

1955-60 

1960-65 

Total 

D e f i c i t 
Imports - Exports 

(Rs million) 
- 176.81 

- 932.27 

-1109.08 

Food 
Imports 

(Rs million) 
700 

828 

1,528 

Source: Economic Survey 1965-66. PP.78-?0 



CHAPTER TWO 

The Problems of Capital Formation i n Agricultural 

Sector. 

The problem of capi t a l formation and economic growth i s 

the cardinal point of planning i n a developing economy which 

contains a large subsistence sector. The rate of capital formation 

i s low due to desperate poverty, low productivity and income. In 

the words of Nurkse''', "A c i r c u l a r relationship exists on both sides 

of c a p i t a l formation i n the poverty ridden areas of the world I " 

On the supply side of c a p i t a l , the major part of the 

r u r a l sector under the given conditions has very low saving 

potential. This stems largely.from low income, intense pressure on 

land and underemployment. The productivity of existing factor 

inputs i s low due to s c a r c i t y of capi t a l and poor state of technology. 

In Pakistan, the marginal productivity of land i s 

low and that of labour, over a wide range, i s in the neighbourhood of 

zero. The cost of a factor input such as c a p i t a l , the supply of 

which i s f a i r l y s t i c k y for sociological reason^ Therefore, capital 

cost i n the subsistence sector i s high because of high 

1. Ragnar Nurkse, Problems of Capital Formation in Underdeveloped 
Countries, Oxford, B a s i l Blackwell, (1966) P.5 
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opportunity cost, and r i s k premium. A r e l a t i v e l y high cost of 
c a p i t a l i s also due to i t s s c a r c i t y in relation to the f a i r l y 
e l a s t i c supply of other co-operant factors, such as labour. 
The labour productivity as explained by Viner''' needs that mass of 
population should be l i t e r a t e , healthy and s u f f i c i e n t l y well fed to 
be strong and energetic. The position i n Pakistan i s j u s t the 
opposite - mass i l l i t e r a c y and malnutrition i n the sense of 
consumption i n low standard nutritional unit (S.N.U.) terms. The 
structure of peasant society i s s t i l l almost traditional but the 
society i s , however, not opposed to technological change and 
improvement furthering growth rate. Due to a set of socio-economic 
reasons t h i s c l a s s has got to l i v e within the bounds of age old 
traditions and therefore p a r t i a l l y within some sort of closed 
economy. To study in d e t a i l the problems of capital formation, l e t 
us examine the functional relationship of different variables such as 
income, consumption, savings and investment in agricultural sector. 

The Level of Income; 

The l e v e l of income in Pakistan i s perhaps one of the 

lowest i n the world. The national income per capita at the end of the 
2 

F i r s t Plan 1959-60 was Rs 318 which rose to Rs 365 at the end of the 

1. Jacob Viner "Economics of Development" Agarwala and Singh: 
Economics of Underdevelopment (ed), (Oxford University Press, 
1963), P.17. 

2, Constant Factor Cost of 1959-60. F i n a l Evaluation of Second 
Five Year Plan, op.cit. P.141. 
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Second Five-Year Plan 1964-65, The agricultural sector despite some 

st r u c t u r a l change over a decade s t i l l contributed about 50 per cent 

to G.N.P, There i s , however, a d i s t i n c t disparity between the 

incomes of r u r a l and urban sectors and, on a regional basis, between 

East and West Pakistan. The regional disparity, however, has been 

much narrowed during the Second Plan period. In the f i f t i e s the 

regional growth rate of East Pakistan from a low of .1.9 per cent only 

attained a growth rate of 5 per cent whereas West Pakistan from 3.1 

per cent rose to a l e v e l of 5,5 per cent at the end of 1964-65. 

This disparity actually manifests the lack of infrastructure during 

the f i f t i e s i n East Pakistan, a lack which was subsequently repaired 

during the Second Plan period. While making a regional comparison of 

the growth rate, i t w i l l have to be borne i n mind that from the very 

outset (inception of Pakistan i n August, 1947) West Pakistan had 

r e l a t i v e l y better growth potentials due to i t s existing infrastructure 

than East Pakistan, Table 2.1 gives more precisely an idea of the 

growth rate that has taken place i n East and West Pakistan, During 

the l a s t decade, the development of s o c i a l overheads immensely helped 

the production sectors to achieve a higher growth rate. 

Let us now study the average personal income i n 

r u r a l areas for which adequate data i s not available except those of 

National Sample Surveys conducted by Central S t a t i s t i c a l Office of the 

1, 'Final Evaluation of Second Five Year Plan' bp.cit. P.7 

V 



- 50 -

TABLE : 2.1 

National Income Per Capita at constant Factor Cost 

1959-60. 

Year East West A l l 
Pak. Pak. Pak. 

1959-60 269 355 318 

1963- 64 305 388 353 

1964- 65 - - 365 

E.Pak 

1.9 

5.0 

( i n Rs) 

Growth Rate 

W.Pak. A l l Pakistan 

3.1 3.5 

5.5 5.2 

Source: F i n a l Evaluation of Second Five Year Plan, op.cit, PP.5-7 

Government of Pakistan. So far three rounds of such surveys have 

been conducted and data has been published. The data of the fourth 

survey (not yet published) was made available to the In s t i t u t e of 

Development Economics, Karachi, which has been extensively used by 

Bergan,''' in his analysis of 'Personal income and Savings i n Pakistan*. 

The l a t e s t survey includes personal income data for urban areas as 

w e l l . (See Table 2.2). 

1, The author of the a r t i c l e "Personal Income and Savings i n Pakistan" 
published i n the 'Pakistan Development Review' volume V I I , No.3 
Summer 1967, Karachi, Mr.Asbjorn Bergan i s Director i n the Ministry 
of Labour and Local A f f a i r s i n Norway. He was advisor to the 
Pakistan I n s t i t u t e of Development Economics, Karachi. Bergan has 
not only used the quarterly returns of the surveys conducted by 
C.S.O. but has also used income tax returns and budget documents to 
be more consistent i n computation of his data. 
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A study of Table 2.2 reveals that generally the standard of l i v i n g 
which i s functionally related to the leve l of income, i s quite low 
i n Pakistan. On the regional basis Bergans' estimate puts the 
personal income i n the ru r a l sector of East Pakistan 18 per cent 
below to that of West. In case of the urban sector, the disparity 
i s negligible. Bergans' estimate i s very r e a l i s t i c i n the sense that 
i t i s quite consistent when we compare i t with the actual disparity 
of national income between East and West Pakistan. In the year 
under reference 1963-64 the national income per capita i n East was 
20 per cent lower than West. I t would, however, be observed that 
r u r a l per capita income i s 40 per cent lower than urban personal 
income i n East Pakistan and 28 per cent lower than i t s urban 
personal ..income i n West Pakistan. This c l e a r l y shows a higher wage 
rate i n urban areas - an incentive to high mobility rates of labour 
moving, from.rural, areas. But the concentration of labour force i n 
r u r a l sector suggests that the absorptive capacity of labour i n a l l 
other sectors i s quite limited. Table 2.3 gives e x p l i c i t l y the 
income per household i n both r u r a l and urban areas of Pakistan. 

I t w i l l be observed from the Table 2.3 that r u r a l 

income per household over a wide range f a l l s under.the subsistence 

bracket. Even i f we take into.account,,one,.S.N.U, to cost le s s than 

a rupee per head 66,7 per cent i n East and 54 per cent of household 

i n West Pakistan would f a l l below the subsistence l e v e l . The figures 

indicate wide disparity a,nd low income per capita. 



58 

c 
• H 

I 
Ol CO o m CO CO CM 04 • • • • . o . • . • o CO 'J' m o in 00 0) o CO m c- 00 05 0) cn 01 O) H 

CO 
CM 

S 
o o 

o x: o 
CO 
3 s 
o 
C o 
•rl 
•P 

Q 

CO 

CO 
CO 
OS 

•a 
rH 
o 
01 
(0 3 

«H 

o 

h 

C 
rH 
at 
•p 
O 
•P 

'•s 
Q) 
.bO 
cU 
+J g 
O 
© 

0] 
p 
CO 

K 
at 

m co CM co Ol CO CO CO CM 
•rl . « • . . . . • . o h CM 00 rH 01 o 00 CO rH tn o at rH m l> 00 01 Ol 01 rH 
Ok 
rH 
rH H < at CM CO CO H CM 00 CM m CO . • • . . . • . • O 3 m o CD rH CO e'­ 01 0) o CO CD 00 Ol 01 en 01 Ol rH 

c 
at 
+> 
(0 

• H 
X a 
0^ 
•P 
10 
(D 

c 
at 
•P 
n 

• H 
X 
-? 

•d o c 
• H 
Si 
i 

c 
at 
Si 
SH 

at 

3 

a 

s 
at 

CO in m m CO o rH 
• • • • . . • • • . 

m o 00 CO CO CD 00 01 
CM m CO t> 00 01 Ol Ol 01 

o m CO 
• • • . . • . . • . 
H m 00 01 00 o rH m rH CO in CO l> 00 01 01 01 

m o 00 CO co H H CO . • • . . • . • • . 
in 00 H CM 01 m 01 01 

CM m 00 00 01 Ol 01 01 

CO CO CO 
in 00 

CM 
CM 
•n 

m 
CD 

CO 
00 

m 
00 

CM 

8 

8 

o o 

00 m o CO rH in CD CM CM CD 
« . . • . • • • 0 O OO rH CO rH 01 CO CO 00 CD Ol o CO 00 00 Oi cn 01 01 01 H 

^ CO 8 
01 05 rH 

CO 

at 
at 

5 
01 

00 
CM CO 

CO 

CM 

CM 
00 

CM CM CO m 00 

01 0) 
00 01 

Ol 
05 

Ol 
Ol 

o o •p 
:-ri .o 
% 
•'.0 

•d m 
rH 0 o <0 
s: a >> 0) 3 M 0 

o a S M SH o. 
<D 3 

g 8 g o o o O o O o o m o O o o o CM CM CO m 05 

•,e 
.01 
bO 
U 
0) 
n 
0 
o 
u 
3 
o 



- 54 -

The break-down of the income accrual sources are given i n 
Table 2.4. 

The Table 2.5. gives precisely an idea of rural 

and urban income inequality in Pakistan. I t would appear 

that i n both the parts of the country the top 20 per 

cent of households receive 43 per cent of the rural income 

while the top 5 per cent get nearly 20 per cent of the r u r a l 

income. These figures reveal the extent to which rural 

economy i s subsistence orientated. The situation becomes 

more gloomy when we take into account the number of 

breadwinners per household. According to C.S.O's estimate, 

the average number of earners per household comes to 1.5 -

ranging from 1.1 to 2.3. Personal income distribution has 

been shown i n Figure 2 and 3. 
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EAST PAKISTAN 
100 

Urban 

0 10 20 3 0 4 0 50 6 0 70 8 0 9 0 100 
Cumulated % of Householders 

FIG. 2 Personal Income Distribution 
LORENZ CURVES Meosuring Cumulated Percentage 
Income Vertically and Cumulated Percentage Household 
Horizontally ' 
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WEST PAKISTAN 

Urban 
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FIG. 3 Personal Income Distribution 
L O R E N Z C U R V E S Measuring Cumulative Percentage 
Income Vertically and Cumulative Percentage Household 
Horizontally 
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The l e v e l of consumption: 

Let us now examine the consumption l e v e l i n 

r e l a t i o n to income per ru r a l household. The National Sample 

Surveys do provide such data but the degree of accuracy w i l l 

remain doubtful u n t i l a complete enumeration i s made or coverage 

of the sample i s widened to make the data more r e a l i s t i c and 

r e l i a b l e . The Table 2.6 gives comparative figures for average 

monthly income and consumption i n r u r a l areas. The Table 2.6 

r e f e r s to the years 1960 and 1961, whereas in our analysis of 

personal income, we have used data relating to the year 1963/64 

which i s more representative i n the sense that the growth rate 

had actually gained momentum during the Second Plan period. But 

data.on consumption i s however not available for the year under 

reference. It'may also be pointed out that personal income data 

i n Table 2,6'was computed by the C.S.O. on current prices and 

hence the set of data for income as shown i n Table 2.2 (at factor 

cost 1959/60) are not comparable. 

I t would appear from Table 2.6 that the lev e l of 

consumption i n r e l a t i o n to income i s higher i n West than i n East 

Pakistan ( i n percentage terms). I n East Pakistan the low leve l of 

consumption i n proportion to an even lower level of income than the 

West, s i g n i f i e s merely a poor standard of l i v i n g . The savings 

emerging from the f i r s t round.of N.S.S. for East Pakistan (Y-C = S) 

can not be regarded as showing a higher .saving tendency compared 
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to West Pakistan. As i t can be evidenced that i n a closed economy, 
the consumers choice being limited, saving may be higher i n the 
short run but as such can hardly be regarded as a stable saving 
function. During the f i f t i e s the economy of the East was more 
subsistence orientated mainly due to the lack of infrastructure, 
marketing and inadequate supplies of consumer goods. The impact of 
development was, however, noticeable i n 1961 when consumption leve l 
rose proportionate to income showing only a nominal marginal saving 
per capita. The consumption (with the building of adequate 
infrastructure and increase i n income) has become more broad based. 
In West Pakistan consumption, (as in the Second round of N.S.S.), was 
disproportionately higher than income which was also followed by a 
negative saving i n the rur a l sector.''' Therefore, the proportionate 
difference between income and consumption shows the net indebtedness 
of the rur a l sector. In the year 1961 the position, however, 
improved and income was positive i n the sense that even with the r i s e 
i n income and consumption the residual (savings) was adequate. 

Since i n determination of personal income we have used data 

r e l a t i n g to 1963/^4, l e t us estimate the consumption by subtracting 

gross savings from personal income as computed by Bergan in his analysis 

of personal income and savings i n Pakistan. So on the basis of 

residual (Y-S) we can get the following consumption figures: (See 

Table 2.7). 

1, In an underdeveloped country Investment i s equal to saving plus 
foreign aid. . ^ i = S i + F. For discussion relating to Pakistan 
see: Dr. M.K. Chowdhury's: (unpublished Thesis) : 'The Approach 
to Planning i n Pakistan, PP.54 and 74-75. 
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Savings; 

In c l a s s i c a l models an increase in saving i s 

possible through a cut in consumption whereas in the Keynesian 

model consumption and investment can be expanded at the same 

time.''' Nurkse i s however, of the opinion that capital formation i s 

possible without a cut i n consumption which we w i l l discuss l a t e r . 

I t may, however, be added that the saving potential in the form of 

surplus labour and i t s mobilisation for capital formation has some 

i m p l i c i t problems and therefore the v a l i d i t y of Nurkse's model 

depends on many other factors. 

In a developing economy l i k e Pakistan comprising a 

massive subsistence sector, people have a very small capacity to. 

save. The l e v e l of consumption i n r e l a t i o n to income i s not high -

i t i s j u s t what i s s o c i a l l y desirable. So a cut i n consumption 

would mean a cut i n labour productivity. With this assumption i n 

view l e t us proceed to measure the existing saving potentiality in 

a g r i c u l t u r a l sector. 

I t w i l l be observed from the income frequency 

Table 2,3 that the marginal rate of saving over a wide range would 

be zero as most of the income i s either below or just above the 

1, The discussion as appears in V.K, R.V, Rao's "Investment Income 
and the Multiplier i n Underdeveloped Economy" in 'Economics of 
Underdevelopment' (ed) A^rwaliB and Singh, Oxford University 
Press 1966. PP. 205-218. 
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subsistence l e v e l . This argument could also be substantiated 

by reference to a land frequency table - the s i z e of holdings 

(the lower the s i z e , the more i t i s subsistence orientated). 

Therefore, savings at the moment can be mobilised only from the 

group of.people f a l l i n g i n a higher income bracket (their 

consumption being conspicuous) or those.having larger holdings. 

As discussed e a r l i e r , the c l a s s i c a l model of saving can only be 

made operative by taxing income accruing to and conspicuous 

consumption by higher income groups in the rural sector. This i s 

the only obvious p o s s i b i l i t y of involuntary saving through f i s c a l 

measures. I n general, saving through a cut in consumption i s not 

possible i n the sector where the consumption i s already at the 

subsistence l e v e l over a wide range. Moreover, voluntary saving 

through a cut i n already low consumption largely depends on the 

readiness of the people to accept austerity. Therefore, either 

Keynesian model of Savings or the one suggested by Nurkse i s most 

suit a b l e under Pakistan's conditions except for the f i s c a l measures 

t h e o r e t i c a l l y applicable to the small high income group. 

Capital remains, however, admittedly a scarce 

factor i n a developing economy even when there exist adequate 

l e v e l s of infrastructure and absorptive capacity. The other 

co-operant factors are thus necessary to attract the capit a l inflow, 

of course depending on i t s cost. In Pakistan for instance the 

short-term credit requirement alone of the agricultural sector i s 
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estimated at Rs 3,000 million per annum,^ Saving or cap i t a l 
formation for a transformation of agriculture i s the crux of 
the problem. We may, however, assume that saving potential i n 
higher income groups i s there and what i s needed i s ; ( i ) taxation 
of conspicuous or demonstration consumption; ( i i ) compulsory 
investment i n Government bonds and s e c u r i t i e s ; and ( i i i ) 
proportionate increased rate of taxation on larger holdings. 

In Chapter 3 B these points are further examined 

i n a consideration of land revenue and other revenue collecting 

processes. Here i t i s necessary to remind ourselves of the 

s i t u a t i o n i l l u s t r a t e d i n Chapter I where we have, found' the high ..pressure 

of the a g r i c u l t u r a l labour force on land resources but also the 

r e l a t i v e l y low productivity of the land factor. The need for 

increasing the volume of savings and even more of investment c l e a r l y 

must be linked with the need for increasing productivity and 

production. Productivity cannot i n Pakistan be simply regarded from 

a per caput point of view but even i f i t were then the short cut 

v i a increased holding s i z e , mechanisation and a dra s t i c reduction 

i n the a g r i c u l t u r a l labour force i s not possible. Productivity per 

land unit i s on the other hand perfectly feasible and could 

accompany increased t o t a l production. 

Voluntary or involuntary saving through taxation 

must be designed with these basic limitations, in mind, 

1, F i r s t Five-Year Plan, op,cit. P.288, 
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The taxation system should have provision, for 
incentives such as remission and rebates for investment i n 
agriculture provided such investment i s c e r t i f i e d by the l o c a l 
authorities or on production of receipts of inputs purchased. 
There i s , however, one danger - the f l i g h t of capital.from r u r a l 
to urban sector even by transfers of land (through s a l e s ) . But 
i n either of these cases, the saving hidden or undeclared would 
enter into the investment stream - nationally i t does not matter 
to what sector i t goes. I t w i l l ultimately be taxed i f for 
instance i t i s channeled to the corporate sector. The corporate 
tax at a subsequent stage would claim what was evaded at primary 
stage (say i n the r u r a l s e c t o r ) . Of course one caution i s 
necessary that such investment should not be transformed into real 
estate i n urban areas as i s the case i n most of the developing 
countries. A higher tax rate would be then the only remedy to 
channel such investments to production sector. Expatriation of 
c a p i t a l i n face of s t r i c t exchange control i s out of the question. 

Under a progressive taxation system, a distinction 

should be made between commercial farming and subsistence farming. 

I t i s further considered i n Chapter 3.B, i f taxation primarily for 

the purpose of increasing involuntary saving brings about sales 

of land, such transfer could be desirable i f the land moves into 

the possession of owners more interested i n maximizing production. 

For example a part of such transfers may be i n favour of share 
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croppers depending upon thei r a b i l i t y to pay for the land and 
recover costs from high and stable production. I t would be 
worth while i f some i n s t i t u t i o n a l credit was then provided to 
the peasant c l a s s as an indirect measure of land reform and 
rat i o n a l distribution of land. Under peasant proprietorship 
while the productivity of land i s unlikely to increase immediately 
at l e a s t the marginal productivity would s l i g h t l y improve (keeping 
factor inputs as constant but labour productivity from x to x i ) . 
But subsequently the peasant c l a s s being more attached to land 
would be interested i n r a i s i n g the land productivity by investing 
more given the p o s s i b i l i t i e s of so doing (and see Chapter V I ) , 
Even i f the major part of such transfers again go to landlords 
the peasant share croppers would s t i l l be there and as such the 
transfer of land would not jeopardize the average yield per acre,^ 

Another alternative way of increasing involuntary 
saving i s taxation on primary products entering the world market 
(see also Chapter 3,B), At present 10 per cent export duty i s 
r e a l i s e d on jute and cotton. But a tax increase on such 
commodities requires a clear.understanding of cost structure say 
per bale of cotton or jute - so that the accruing profit may 
act u a l l y be taxed proportionately. I t i s quite evident that cash 

1. Some measures are required to ensure that land transferred i s 
not subjected to 'absentee land lordism', this i s another 
i l l u s t r a t i o n of the need for integrating f i s c a l and non-fiscal 
measures, 
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crop farming i s actually commercial farming and compared to 

subsistence farming (generally the food sector) i t has got a strong 

forward and backward linkage e f f e c t . As the scope of investment i s 

limited to the market extent, commercial farming enables a l l such 

c u l t i v a t o r s to go for higher investment i n material inputs, whereas 

the investment i n subsistence farming i s limited to the extent of 

l o c a l consumption point and the scope for a part of the surplus to 

be diverted ( i f possible) to l o c a l market demand.^ The closed 

economy equilibrium w i l l therefore, be d i s t i n c t l y different from 

that of the free economy. So the commercial farmers have 

d e f i n i t e l y a better saving potentiality to afford tax and invest in 

government bonds even i f such investment i s made compulsory at the 

export point or through Marketing Boards established for the 

purpose. 

Personal Savings; 

Personal saving or net disposable income i s 

derived by deducting consumption expenditures and taxes paid. The 

Table 2,8 gives gross personal savings (before taxation) for the 

year 1963/64, 

1, The marketable surplus i s estimated at 4 to 14 per cent in 
East and 8 to 24 per cent i n West Pakistan as studied by 
Raquibuzzaman "Agricultural Marketed Surplus Function", 
Pakistan Development Review, Vol.VI, No.3, Autumn 1966, 
(Karachi), P. 379. 



00 

CM 

1 

CO 
(0 
0 

c 
> o 
ol a 

(D CQ O 
bO U 
Ol 0 Ci 

+J M 
Ol 

01 0 > «H 

«H 
0 

h 
0 

<H 0 
0 

a
t
 • 

0 > o 
bO •H •H 

0] ol h +> 
bO +> ft ft 
C c •H 0 m 3 1 > o CO CO 

CO Ot 0 c 
u> CO 0 0 

O i U C3 
H 1-1 

n
a

 

CO 0 
bO CO 
C 

•H 0 
> 
Ol 

CO m 1-1 0 
CO «H ol h H 0 « O : . C 0 

Ol h ol 0 <H 

c O 0 CO 0 
0 CO bO u SI • 
(0 bO ol 0 \^ /—N 

C +>• ft X 
0 •H 

+>• ft 
0 01 

a< > 0 CO s +> 
01 o CO 0 

CO m h 0 o 
(0 • 0 - h c 
0 o ft O M 

o 

u § 
OJ - H 
0 rH 
> > pH 

•H 

Si s 
0 
ft CO B: 

i n 

CO 

CM 

O c n CM 
• • • 

CM CO CM 

O H CM 
0 0 , 

00 o <n 
00 O ) 00 

O <T> CO 
, B . 

CM Cn rH 

( O CO CM 
t - i n CO O rH CM 

CM CM 

c a •p 
CO 

•H 

1? 
ft •p 
CO 
ol 

0 c 
H C -H 
01 Oi .Q 
h A e 3 h O PS E3 O 

c 
01 
P 
CO 

•H 

ft 

P 
CO 
0 

CM i n i n 

• • • 
<n CM o 

00 CO CM 
• • • 

H CO H 
O) Oi 00 

CM 00 
ft a • 

(n CO 00 

i n H CO 
05 00 i > 
CO CO o 

c 
• H -

I 
o 

a us 
p 
n 

• r l X CS 
ft 

0 ) 00 CO 
. • • 

O CM rH 

rH CO 00 

05 CM 05 
00 05 00 

0 5 CM 
. • • 

O ̂ - O 

rH l > 00 c- CO o 
^ i n o 
CO •<S' 

CO 
0 
h 0 

U) ̂  bb 
r l h • 
o 

1^ 
c 

•H 

h ol 
ol o o 

0 • -a 
3 S 

01 •p 
CO 

•H 

ft rH 

0 
P 
OS 
> 

•H 
h 
ft 

CO 
CO 
O 
h 

«H 
o 

OS bO 

CO 01 •p 
O 
• P 

0 o Si • -p 
ft » 0 
O CO ^ 

00 ol 
0 rH g 

Si • 
• P ft T3 

rH 
«H « 3 
O M O 

0 X bp 

;< 3 H 
CO ^ 

C8 CO 
© EH 

H 

o 

c 
•H > 
01 

0 
P 

o a ft u o o o o g 
•H O 
P 4̂ 

«H CO 

^ S i 
0 3 

ol rH 
TS - P O 
0 O 
CO C 
01 0 h 

^ 0 0 \^ Si 
0 

m > 
3 

ft C 

CO 
0 

E 
• 3 -H 

+ i H "H 
•H O 
O O 
ft CO 

o ^ 
« p 
c a h 
bO 0 

0 

o 
3 
O Oi 

0 

67 



- 68 -

Table 2,8 indicates l e v e l of consumption and 
savings i n both parts of the country and for the country as a 
whole. Savings as a percentage of gross personal income i s higher 
i n East Pakistan than the West. One very obvious reason i s the 
lack of urbanisation and marketing centres i n East Pakistan and 
inadequate flow of goods and services in t h i s part of the country. 
In f a c t , as discussed e a r l i e r , t h i s s i g n i f i e s a poor standard of 
l i v i n g i n East Pakistan. This part of the country in the words of 
Nurkse i s yet to know about the variety of consumer goods, "Their 
knowledge i s extended, their imagination i s stimulated; new desires 
are aroused, the propensity to consume i s shifted upward".^ No 
doubt one would agree and appreciate a higher percentage of saving 
accrual, but since saving i s to be adjudged in relation to income 
being already low i n East Pakistan, i t betrays the fact that 
a c t u a l l y consumption i s not broad based. There are a number of 
reasons l i k e transport d i f f i c u l t i e s , bad roads and limited supplies 
of consumer goods. However, th i s has to be borne in mind that i t 
i s j u s t a temporary phenomenon so long as extra and other v a r i e t i e s 
of goods are not available. With the development of marketing 
centres and an increase i n the rate of urbanisation, the saving in 
r e l a t i o n to income would proportionately be the same as i n West 
Pakistan. So the l e v e l of savings i n r e l a t i o n to income i s more 

1, Nurkse, "Problems of Capital Formation in Underdeveloped 
Countries" op.cit. P.59 
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r e a l i s t i c and stable in West than i n East Pakistan. 

Private Savings; 

Personal savings d i f f e r d i s t i n c t l y from private 

saving since i t does not include corporate savings. For private 

savings, we have to reckon corporate savings as well. From table 

2.8 i t would appear that corporate savings are higher i n West than 

East Pakistan. To conclude, private gross savings i n r u r a l sector 

of East and West Pakistan are estimated at 12 and 9.2 per cent 

respectively. But keeping in view the personal income distribution 

(r e f liable 2.4) to determine actual income originating from 

agriculture and saving thereof, we w i l l have to deduct non-agricultural 

incomes and also those which are unspecified. However, the estimate 

of gross personal saving i s supported by other evidences. During the 

year 1963/64, the gross domestic saving for the country as a whole 

was 11,8 per cent of the G.N.P. (market p r i c e ) . According to 

Dandekar's''" estimates based on data of N.S.S, 1950 and 1951 i n India, 
2 

the gross saving was Rs 143 per rural household, whereas Paniker 

estimated the gross r u r a l saving at Rs 152 per household or 12 per 

cent of the gross income i n 1961. In case of Pakistan, the gross 

r u r a l savings per capita.for the year 1963 comes to Rs 197 per r u r a l 

household or Rs 35.8 per capita. Bergans computation of gross 
1. Bert F. Hoselitz; "Capital Savings and Credit in Indian Agricultural 

Scoeity". Capital savings and Credit in Peasant Societies (ed) 
Raymond F i r t h (London 1964).P.2. 

2. I b i d . 



- 70 -

savings gives nearly the same percentage of saving i . e . 11 per 
cent (for Pakistan as a whole) as that of Panikar's i n 1961 for 
India. 

Investment i n the Rural Sector; 

The investment c r i t e r i o n i n agriculture i s 

d i s t i n c t l y different from that of ind u s t r i a l and other investment 

c r i t e r i o n . The elements of r i s k and uncertainty i n particular 

tend to plug the flow i n investment channels in the agricultural 

sector ofi an underdeveloped economy. The very nature of agriculture 

can not influence the investment decisions i n the same way that can 

be found i n protected f i e l d s of economic a c t i v i t y where the guiding 

force i s assured p r o f i t a b i l i t y . The investment i n such f i e l d s are 

pre c i s e l y c a l c u l a t i v e i n relation to i t s returns and p r o f i t a b i l i t y . 

The investment in agriculture i s highly susceptible, 

to r i s k and uncertainty i n an underdeveloped economy -diie ̂ jo c e r t a i n 

unforseen factors. Therefore, factor productivity i s more 

imaginative than concrete. No doubt agriculture has strong forward 

linkage but i t s backward linkage requires a high saving and 

investment r a t i o to create demand for material inputs. One main 

reason for t h i s i s to be found in the non-commercial state of 

agriculture i n India and Pakistan, Countries l i k e New Zealand, 

A u s t r a l i a and Denmark embark on large scale or capital intensive 
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commercial farming and t h e i r investment i n a g r i c u l t u r e i s p o s i t i v e 

i n the sense t h a t a major p a r t of the output e n t e r s not only i n t o 

l o c a l market mechanism but a l s o the world market. T h i s has been 

l a r g e l y p o s s i b l e due t o e c o l o g i c a l and environmental c o n d i t i o n s and 

o r g a n i s a t i o n a l c o n t r o l over f a c t o r s blending r i s k and u n c e r t a i n t y . 

I n Indo-Pak sub-continent, peasant farming has been 

i n e x i s t e n c e from time immemorial. The n u t r i e n t r i c h n e s s of s o i l s 

e s p e c i a l l y i n Indo-Gangetic plane.and Sind v a l l e y h ardly r e q u i r e d 

any m a t e r i a l i n p u t s but w i t h the passage of time good s o i l has 

d e t e r i o r a t e d and c u l t i v a t i o n has spread on to p h y s i c a l l y marginal 

l a n d and w i t h t h a t y i e l d per a c r e has f a l l e n . The a g r i c u l t u r e of 

t h i s r e g i o n has mainly s u f f e r e d due to conventional p r i m i t i v e 

methods of c u l t i v a t i o n , tradition-bound economy and i l l i t e r a c y . The 

poor, s t a t e of technology and farming innovations d i d not permit 

the c u l t i v a t o r s to a r r e s t the d e t e r i o r a t i n g trend i n production. 

On the other hand population i n c r e a s e a t a f a s t e r r a t e than 

production continued to add p r e s s u r e on land - r e s u l t i n g i n the 

spread of s u b s i s t e n c e farming. • The peasant economy f o r a very long 

time remained non-commercialised and non-monetized. So w i t h the 

advent of . monetized economy, a g r i c u l t u r e had very l i t t l e to o f f e r to 

a t t r a c t investment p a r t i c u l a r l y i n the s e c t o r a l competition which 

went w i t h p a u c i t y of c a p i t a l . The savings a c c r u i n g to the top 20 

per cent even seek o u t l e t f o r investment outside the r u r a l s e c t o r . 

T h i s i s p a r t i c u l a r l y t r u e i n the c a s e of P a k i s t a n where Zamindars 
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had domination and we f i n d s t i l l t h a t those owning major areas of 

land a r e l e a s t i n t e r e s t e d i n a g r i c u l t u r a l investment. T h e o r e t i c a l l y 

speaking, the r e s u l t i n g f l i g h t s of c a p i t a l from r u r a l to urban 

a r e a s (by investment i n s t o c k s , r e a l e s t a t e and e n t r e p r e u n i i r i a l 

e n t e r p r i s e s ) i s i n e v i t a b l e s i n c e the b a s i c investment c r i t e r i o n i s 

maximization of p r o f i t . Given the l i m i t a t i o n s of the s i t u a t i o n the 

o n l y remedy under such adverse s i t u a t i o n appears to i n c l u d e an 

economically r a t i o n a l d i s t r i b u t i o n of land and a i d to the passant 

c l a s s by t a x i n g the top 20 per cent of incomes and s u b s i d i s i n g 

a g r i c u l t u r a l inputs to s m a l l s c a l e a g r i c u l t u r i s t s . I n the f o l l o w i n g 

s e c t i o n we w i l l d i s c u s s i n d e t a i l the a g r i c u l t u r a l t a x a t i o n i n 

P a k i s t a n . 

On the supply s i d e investment depends on income minus 

consumption (Y-C = S) and we have a l r e a d y estimated the gross r u r a l 

s a v i n g s i n P a k i s t a n . To determine the s i z e of investment we w i l l 

have to deduct d e p r e c i a t i o n and t a x e s . According to one estimate 

i n I n d i a f o r the y e a r s 1948-49 to 1953-54 the p r i v a t e r u r a l investment 

was estimated a t Rs 62 per r u r a l household or, according to Dandekar, 

Rs 76.20 per r u r a l household,^ i n 1950 and 1951. On the b a s i s of 

p e r s o n a l r u r a l income and s a v i n g s we could estimate the net 

investment i n a g r i c u l t u r a l s e c t o r by deducting d e p r e c i a t i o n and taxes, 

but these l a t t e r f i g u r e s a r e not a v a i l a b l e and t h e r e f o r e , with 

c e r t a i n r e s e r v a t i o n , we can only estimate investment as f o l l o w s : 

1. B e r t . F. H o s e l i t z , o p . c i t . P.4 -3 
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Gross Saving 11% of gross income = Rs 3,471 m i l l i o n (1963-64) 

T h e r e f o r e T o t a l income = Rs 31,554 " IRs 

D e p r e c i a t i o n @ 5% = Rs 153 " 1 Rj 

T o t a l a g r i c u l t u r a l t a x a t i o n 

1963/64 = Rs 593 " I Tcs 

Consumption @ 89.1% = Rs27,978 " 

Net s a v i n g f o r investment = Rs 2,830 " 

@ b a s i s Table 2,4 as 46% income o r i g i n a t e s from a g r i c u l t u r e . 

The net investment f o r the e n t i r e r u r a l s e c t o r 

i n c l u d i n g new investment on the b a s i s of the data given above would 

come to about 9 per cent out of which an allowance should be made 

f o r housing say 1.5 per ce n t . That would l e a v e only 7.5 per cent 

f o r investment i n production s e c t o r - f o r a g r i c u l t u r e alone we w i l l 

have t o deduct n o n - a g r i c u l t u r a l investment a s n e a r l y 8 per cent of 

income o r i g i n a t e s from outside a g r i c u l t u r e and 23 per cent (see 

our income computation Table 2.4) o r i g i n a t e s from u n s p e c i f i e d 

s o u r c e s . The investment i n a g r i c u l t u r a l s e c t o r alone would be 

roughly 4 per cent of the t o t a l r u r a l income. So on the b a s i s given 

above the investment per r u r a l household comes to Rs 73,2 or 

Rs 13.3 per c a p i t a , ,A s i m i l a r estimate has been made by 

M. Habibullah i n E a s t P a k i s t a n on the b a s i s of sample survey of 

f i v e v i l l a g e s . His estimate comes to Rs 147 per household f o r 

Mukarempur, Rs 198 for.Charduani and Rs 222 f o r N i k l i . But wi t h 

c e r t a i n adjustment f o r disinvestment of c a p i t a l on account of 
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n a t u r a l c a l a m i t i e s i t comes to Rs 67, 100 and v:.^,l47 r e s p e c t i v e l y 
f o r the v i l l a g e s mentioned a b o v e . T h i s estimate of investment 
g i v e s a very gloomy p i c t u r e as we have yet to account f o r c e r t a i n 
l e akages l i k e hoarding i n the form of gold - expenditures on 
ceremonies or l i t i g a t i o n e t c . The t a b l e below gives the breakdown 
of expenditures i n c l u d i n g such items which can not be regarded as 
investment. The b a s i s of c a l c u l a t i o n has been taken from I n d i a n 
e s t i m a t e s of investment expenditures. 

TABLE ; 2.9 

Breakdown of Investment-Expenditure 

Items Expenditure Percentage 
Per r u r a l 
Household i n 

Rs. 

1. 
b 

Housing 22.6 30.9 

2. B u l l o c k s 3.1 4.2 

3. Wells and Pumps 18.6 25.3 

4. Land Purchase 14.3 19.5 

5. Implements 1.2 1.7 

6. a 
S o c i a l 10.2 13.9 

7. 
. a Ornaments 0.9 1.3 

8. Miscellaneous 2.3 3.2 

73.2 100.0 

Source: Our investment estimate -broken i n percentage terms as 

a. Can not be regarded as investment. 

b. Can not be regarded as investment i n a g r i c u l t u r e . 

1. R u r a l c a p i t a l Formation i n E a s t P a k i s t a n . Bureau of Economic 
Research, U n i v e r s i t y of Dacca (1963), P.30. 
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Supply of C a p i t a l ; 

We have a l r e a d y examined the l e v e l of income i n 

r e l a t i o n to consumption, savings and investment. We have c a l c u l a t e d 

the investment r a t e by method of e l i m i n a t i o n and the r e s u l t 

obtained i s not v e r y heartening, A four per cent s a v i n g f o r 

investment i s very poor a r a t e , by any standard. Now we w i l l d i s c u s s 

the problems r e l a t i n g to supply of c a p i t a l to a g r i c u l t u r a l s e c t o r 

remembering t h a t one of the r e a l problems i s the supply of c a p i t a l 

a t a c o s t s o c i a l l y acceptable to the peasant s o c i e t y . 

The supply of c a p i t a l i n a g r i c u l t u r a l s e c t o r has 

two s o u r c e s namely: ( i ) own s a v i n g s , ( i i ) c r e d i t from w i t h i n or from 

o u t s i d e the peasant c l a s s . The l e v e l of s a v i n g as d i s c u s s e d e a r l i e r 

i s very low. I t would appear from Table 2,9 t h a t out of Rs 73.2 

t h a t we have worked out as s a v i n g f o r investment only Rs 40 per r u r a l 

household ( a g r i c u l t u r a l s e c t o r o n l y ) i s a c t u a l l y i n v e s t e d . The 

p o t e n t i a l s a v e r c l a s s i n a g r i c u l t u r a l s e c t o r has got h i s own choice 

of investment b e s i d e s leakages such as demonstration consumption e t c , 

p o i n t e d out e a r l i e r . So the supply of c a p i t a l being q u i t e inadequate, 

the s a v e r c l a s s charges an exhorbitant r a t e of i n t e r e s t . There a r e 

a l s o a s e t of n e g a t i v e f a c t o r s which c o n s t r a i n the supply of 

c a p i t a l ( i ) element of r i s k and u n c e r t a i n t y , ( i i ) l a c k of p r i c e 

i n c e n t i v e f o r primary products, ( i i i ) v a g a r i e s of nature, 

( i v ) low r a t e of loan recovery, ( v i ) the consvunptive use of 

c a p i t a l ( a t l e a s t a p a r t of i t ) r a t h e r than f o r investment proper. 

T h e r e f o r e , the r a t e of i n t e r e s t f o r other than i n s t i t u t i o n a l c r e d i t 

i s a s high as cent per cent; such a heavy premium on c a p i t a l i s 
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born out of poverty. 

The supply of c a p i t a l from outside the a g r i c u l t u r a l 

s e c t o r i s not p o s s i b l e due to the f a c t that a g r i c u l t u r e has very 

l i t t l e t o o f f e r to i n v e s t o r s . (Seasonal c r e d i t i s however, 

advanced which i s u s u a l l y meant f o r cash crops by t r a d e r s on the 

p r o s p e c t s of h a r v e s t ) . So the only p o s s i b l e source i s 

i n s t i t u t i o n a l c r e d i t which s u f f e r s from two l i m i t a t i o n s ; ( i ) 

inadequate supply of funds, ( i i ) o r g a n i s a t i o n a l i n a b i l i t y economically 

to cover a s i z e a b l e r u r a l a r e a . The second l i m i t a t i o n stems p a r t l y 

from the f a c t t h a t broadening the base of i n s t i t u t i o n a l f i n a n c i n g 

r e q u i r e s l a r g e r overhead c o s t - and p a r t l y from the f i r s t l i m i t a t i o n 

i . e . inadequacy of c a p i t a l a t the d i s p o s a l of such i n s t i t u t i o n s . 

The Table 2.10 g i v e s e x p l i c i t l y the v a r i o u s sources of farm c r e d i t 

i n P a k i s t a n . 

TABLE ; 2.10 ( i n percentage) 

Sources of Farm C r e d i t . 

Source: 

R e l a t i o n s and F r i e n d s 
Landlords and other well-to-do people 
Co-operatives 
Governmientl 
V i l l a g e Shop Keepers 
B e o p a r i ( T r a d e r s ) 
Money Lenders 
Others 

1. Government by way of T a c c a v i l o a n s . 
Source: Punjab Board of Economic I n q u i r y : Report on the need andsupply of 
c r e d i t i n R u r a l Areas of the Punjab Study No.101 (Lahore 1951) and Socio­
economic Survey Board, Dacca U n i v e r s i t y Report on the survey of Rural 
C r e d i t and R u r a l Unemployment i n E a s t P a k i s t a n 1956 (Dacca, 1958). 

E . P a k i s t a n W.Pakistan 
( R a j b a r i ) (Former Punjab) 

53.6 62.8 
13.7 0.2 
1.7 14.3 
5.3 13.4 

17.3 0.4 
2.1 4.7 
2.8 1.1 
3.5 3.1 

100 100 
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lt would appear from Table 2.10 th a t i n s t i t u t i o n a l 

c r e d i t accounted f o r only 1.7 per cent of the t o t a l c r e d i t 

requirement i n E a s t and 14.3 per cent i n West P a k i s t a n . With 

the establishment of the P a k i s t a n A g r i c u l t u r a l Bank, the p o s i t i o n 

has s i n c e improved. The percentage c o n t r i b u t i o n to t o t a l c r e d i t , 

need, however, shows the i n e f f e c t i v e n e s s of i n s t i t u t i o n a l c r e d i t 

f i n a n c i n g i n r u r a l a r e a s . As a g a i n s t the t o t a l c r e d i t requirement 

of 3,000 m i l l i o n per annum, the t o t a l a v a i l a b i l i t y was of the 

order of Rs 150 m i l l i o n or 5 per cent. The i n s t i t u t i o n a l c r e d i t 

f o r the country as a whole i s now estimated a t 20 per cent. The 

co o p e r a t i v e s alone have provided about Rs 50 m i l l i o n annually.^ 

During the F i r s t P l a n period, out of t o t a l i n s t i t u t i o n a l c r e d i t 

f i n a n c i n g of Rs 618 m i l l i o n , a g r i c u l t u r e r e c e i v e d only Rs 169 

m i l l i o n . During the Second Pla n period out of Rs 1,350 m i l l i o n , 

the t o t a l c r e d i t f i n a n c i n g f o r the a g r i c u l t u r a l s e c t o r was 

estimated a t Rs 400 m i l l i o n . The Table 2.11. gives the breakdown 

of c r e d i t f i n a n c i n g during the Second Plan period: 

1. Riazuddin Ahmed; A g r i c u l t u r a l c r e d i t i n P a k i s t a n Senji'za 
l e c t u r e s 1964 S t a t e Bank of P a k i s t a n , P.281. 
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P r i v a t e Sector 

T a b l e 2.11 ; F i n a n c i n g of A g r i c u l t u r a l Sector 1960-65 

Source Rs ( m i l l i o n ) 

T o t a l a l l o c a t i o n 880 

Government 100** 

F o r e i g n Investment N i l 

S e l f F i n a n c i n g 380 

Loans from commercial banks 50 

Loans from s p e c i a l i s e d c r e d i t i n s t i t u t i o n s 350 b. 

T o t a l 880 

Source: P a k i s t a n Second F i v e Year Pl a n Table 10, P.40 
a. T a c c a v i loans to p r i v a t e s e c t o r as a c a p i t a l l i a b i l i t y of the 

Government under Land Improvement Loans Act 1883 and 
A g r i c u l t u r a l Loans Act 1884. 

b. T h i s i n c l u d e s Government loan of Rs 160 m i l l i o n to P a k i s t a n 
A g r i c u l t u r a l Bank and c o o p e r a t i v e s . Rs 350 m i l l i o n includes 
f i n a n c i n g of Rs 150 m i l l i o n by the P a k i s t a n A g r i c u l t u r a l Bank 
and Rs 200 m i l l i o n by the c o o p e r a t i v e s . 

The problem w i t h regard to p a u c i t y of c a p i t a l i s f u r t h e r aggravated 

when we look back to c r e d i t u t i l i z a t i o n f o r the purpose i t i s 

advanced. Of the c r e d i t generated n e a r l y two-third i s u t i l i z e d f o r 

the purpose other than investment proper. According to the P a k i s t a n 

Census of A g r i c u l t u r e , 1960, of 31.6 per cent i n West and 21.7 per 

cent i n E a s t P a k i s t a n of the c r e d i t advanced to a farmer was 

devoted to farm investment i n c l u d i n g c a p i t a l investment and s h o r t -

term investment. 
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TABLE;. 2.12 

C r e d i t U t i l i z a t i o n ( i n percentage) 

Purpose E a s t P a k i s t a n West P a k i s t a n 

P e r s o n a l 74.0 65.2 

Farm"*" Investment 21,7 31.6 

Debt, Repayment 4.3 3.2 

T o t a l 100 100 

Source: P a k i s t a n Census of A g r i c u l t u r e 1960, 

1. I n c l u d e s c a p i t a l investment and c u r r e n t expenditures. 

The t a b l e above shows t h a t the r e a l magnitude of c r e d i t requirement 

ought to be very high to f i n a n c e a c t u a l investment. Under the 

p r e s e n t c o n d i t i o n s , an average farmer i s not creditworthy i n the sense 

t h a t he i s too poor to bear the brunt of i n t e r e s t and d e p r e c i a t i o n 

f o r c a p i t a l thus a c q u i r e d . Therefore, most of the r e c i p i e n t s of 

l o a n s and advances belong to higher income groups or owners of l a r g e 

h o l d i n g s . But the s o l u t i o n s t i l l l i e s i n i n c r e a s i n g the volume of 

c r e d i t w i t h n e c e s s a r y c o n t r o l s , t o e l e v a t e the peasant s o c i e t y from 

desp e r a t e poverty by making c r e d i t a v a i l a b l e to small farmers as well.^ 

From banking point of view t h e r e are a s e t of conditions t h a t a 

borrower i s r e q u i r e d to f u l f i l - s e c u r i t y , timely payment of i n t e r e s t 

and repayment of c a p i t a l . T h i s problem can be solved by advancing 

i n s t i t u t i o n a l c r e d i t i n m a t e r i a l inputs to channel the c r e d i t i n the r i g h t 

1. T h i s does not i n c l u d e farmers below s u b s i s t e n c e l e v e l . 
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d i r e c t i o n . However, s i n c e a farmer can not work w i t h an empty 
b e l l y , a p r o v i s i o n should a l s o be made f o r s h o r t term c r e d i t t o 
meet h i s immediate strong n e c e s s i t i e s . 

I t may be added th a t d e s p i t e c e r t a i n handicaps 

t h e r e c o v e r y r a t e i n case of a g r i c u l t u r a l loans advanced by the 

A g r i c u l t u r a l Bank s i n c e i t s i n c e p t i o n to date (1965) has been 

q u i t e s a t i s f a c t o r y . The recovery r a t e was 77 per cent i n the 

case of E a s t P a k i s t a n and 80 per cent i n West P a k i s t a n . T h i s 

r e c o v e r y r a t e by any standard i s not bad keeping i n mind the s c a l e 

of r u r a l indebtedness (49 per cent of farmers i n E a s t and 29 per 

cent i n West). I t i s however, q u i t e i n t e r e s t i n g to note that 

average production and p r i c e m u l t i p l e say X.P i s r e l a t i v e l y higher 

i n E a s t than West P a k i s t a n but ab s o r p t i v e c a p a c i t y of m a t e r i a l 

i n p u t s and c a p i t a l i s poor. Some of the reasons a r e : ( i ) higher 

percentage of r u r a l indebtedness, ( i i ) l e s s organised s t a t e of 

a g r i c u l t u r e , ( i i i ) l a c k of i n s t i t u t i o n a l f i n a n c i n g , ( i v ) s m a l l 

s i z e of holdings. Therefore, the c a p i t a l output r a t i o i s low i n 

East- than i n West P a k i s t a n . The Table 2.13 g i v e s average y i e l d 

per a c r e and p r i c e per maund. 

As shown i n Table 2,13, the land c a r r y i n g c a p a c i t y 

i n E a s t P a k i s t a n compared to West i s u n i t a r y r e l a t i v e to 0.74 acr e 

i n West P a k i s t a n . But the absorptive c a p a c i t y i s low i n E a s t 

P a k i s t a n due to reasons d i s c u s s e d e a r l i e r . 
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Now l e t us a n a l y s e the c r e d i t need of commercial 
farming and t h a t of s u b s i s t e n c e farming ( i . e . food sub - s e c t o r ) 
mostly non-market o r i e n t a t e d and non-monetized. Data w i t h broad 
c l a s s i f i c a t i o n of loans and c r e d i t f o r commercial and non-commercial 
farming a r e not a v a i l a b l e but t h e r e a r e i n d i c a t i o n s t h a t the 
l a r g e s t p o r t i o n of the i n s t i t u t i o n a l c r e d i t goes to commercial 
farming. The obvious reasons are minimum r i s k as most of the 
advances are short term and seasonal i n c h a r a c t e r , the turnover i s 
high, the product i s not consumed a t s i t e but enters i n t o market 
mechanism. There a r e warehouses and organized marketing c e n t r e s , 
t h e l o a n s thus advanced a r e more s e c u r e , mostly guaranteed by t r a d e r s , 
and the r a t e of recovery i s e x c e l l e n t . But from a development point 
of view and e s p e c i a l l y when food occupies a dominating p o s i t i o n i n 
the a g r i c u l t u r a l s e c t o r , the banking p r a c t i c e s do not s a t i s f y the 
t o t a l development needs of a g r i c u l t u r a l p o t e n t i a l which, as noted 
e a r l i e r , could h e l p t o a c h i e v e a s u s t a i n e d growth r a t e , to supply 
food t o the teeming m i l l i o n s and save f o r e i g n exchange c u r r e n t l y 
spent on food imports. 

I t w i l l not be u n r e a l i s t i c to say that commercial 

farming which occupies only one-tenth of the area i n E a s t and 

.on e - f i f t h i n the West i s l a r g e l y dominated by people who a r e 

r e l a t i v e l y w e l l o f f and t h e i r c r e d i t need i s not so d i r e as that of 

the s m a l l s c a l e farmers. But due to the b e t t e r socio-economic 

s t a t u s of the people attached to commercial farming, they have 

g r e a t e r a c c e s s to c r e d i t i n s t i t u t i o n s s i n c e they are already market 
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conscious and enjoy the p r i v i l e g e s of a monetized economy 
(mainly as a r e s u l t of marketable s u r p l u s ) . So most of the funds 
a r e pocketed by t h i s c l a s s as they have frequent v i s i t s t o urban 
a r e a s and develop r e l a t i o n s h i p s more e a s i l y w i t h t r a d e r s arid 
i n v e s t o r s . The major inputs t h e r e f o r e go to commercial farming. 
T h i s f a c t can be evidenced from the data of advances a g a i n s t 
hypothencation of crops, by the A g r i c u l t u r a l Development Bank of 
P a k i s t a n , (See Table 2.14). S i m i l a r c l a s s i f i e d data f o r e n t i r e 
l oans and advances amounting to Rs 509 m i l l i o n a r e not a v a i l a b l e . 

I t would appear from the Table 2,14 th a t only a f r a c t i o n of loan 

was advanced f o r paddy crop i n Ea s t P a k i s t a n whereas e n t i r e 

advances were made a v a i l a b l e to commercial farming. The argument f o r 

t h i s runs as f o l l o w s : The loans a r e popular among farmers as the 

procedure i s simple and borrowers are r e q u i r e d n e i t h e r to mortgage 

t h e i r lands nor to produce s e c u r i t i e s . From the banks' point of 

view, i t i s e a s i e r to s u p e r v i s e and recover these loans as they are 

give n mainly i n kind and r e c o v e r i e s a r e made through a t h i r d party 

( b r o k e r s i n ca s e of t e a , ginning f a c t o r i e s i n case of cotton sugar 

m i l l s f o r sugarcane and Department of Food, Government of Ea s t 

P a k i s t a n f o r paddy)"*". From our point of view, i , e , the r a i s i n g of 

the a g r i c u l t u r a l economy from desperate poverty, we have to i n v e r t 

t h i s argument to t e s t i t s v a l i d i t y i n the fac e of the development 

problems the country f a c e s today, 

1, Economic Survey 1965-66 <5p>.ci!t;. a:I>P.:r36 and 137. 
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The other source of i n s t i t u t i o n a l c r e d i t i s cooperative 
c r e d i t which on the average has been able to advance only Rs 50 
m i l l i o n per annvim. The cooperatives are t h e r e f o r e q u i t e i n e f f e c t i v e 
to c a t e r f o r even a f r a c t i o n of the c r e d i t need of the 
a g r i c u l t u r i s t s . Moreover, t h i s c r e d i t i n s t i t u t i o n has a l s o been 
(a s evidenced by d i f f e r e n t c r e d i t enquiry committees appointed from 
time t o time) advancing more loans to the well-to-do c l a s s than to 
needy farmers deserved p r i o r i t y . S i m i l a r l y the b e n e f i t s of 
i n f r a s t r u c t u r e developed and of m a t e r i a l inputs have a l s o l a r g e l y 
gone to commercial than the poor s u b s i s t e n c e farming. 

T a c c a v i Loan; 

One very good source of c r e d i t i s the t a c c a v i loans 

provided by the Government a t a modest r a t e of i n t e r e s t a t 6.5 per 

cent per annum.''' But the s i z e of c r e d i t i s not q u i t e adequate. 

During the F i r s t P l a n period only Rs 91. m i l l i o n . w,.ere made a v a i l a b l e to 

a g r i c u l t u r i s t s and Rs 116 m i l l i o n during the Second Plan period. The 

T h i r d P l a n has a p r o v i s i o n of Rs 121 m i l l i o n which i s not at a l l 

s u f f i c i e n t to cover a segment of the a g r i c u l t u r a l s e c t o r ' s need. 

From t h i s summary of savings and investment i t i s already 

c l e a r t h a t the p r o d u c t i v i t y of land and i t s cooperant f a c t o r such 

as labour w i l l remain s t a t i o n e r y u n l e s s a g r i c u l t u r a l f a c t o r inputs 

a r e a v a i l a b l e f o r a t r a n s i t i o n t o a dynamic growth r a t e , 

1, T a c c a v i l o a n was f i r s t introduced during B r i t i s h p e r i o d which 
has s i n c e continued. 



CHAPTER THREE 

A : CAPITAL FORMATION FOR A SELF SUSTAINED GROWTH. 

We have a l r e a d y d i s c u s s e d the low r a t e of c a p i t a l 

formation i n the a g r i c u l t u r a l s e c t o r and a l s o the supply of c a p i t a l 

from o u t s i d e the r u r a l economy. I n t h i s chapter we w i l l examine 

the p o s s i b i l i t y of c a p i t a l formation by u t i l i z i n g s u r p l u s labour and 

a g r i c u l t u r a l t a x a t i o n , 

Nurkse a f t e r examining v a r i o u s p o s s i b i l i t i e s of 

c a p i t a l formation i n an economy where d i s g u i s e d unemployment and 

underemployment i s common and the marginal p r o d u c t i v i t y of labour 

over a very wide range i s z e r o , came to the conclusion that the s t a t e 

o f d i s g u i s e d unemployment i m p l i e s a t l e a s t to some extent to a 

d i s g u i s e d s a v i n g p o t e n t i a l as well,''' 

I n the context of c a p i t a l formation i n underdeveloped 

c o u n t r i e s w i t h s u r p l u s labour and high population growth r a t e , some 
2 

pointed r e f e r e n c e has been made i n economic l i t e r a t u r e to the use of 

s u r p l u s labour. One would agree w i t h Nurkse that i n peasant s o c i e t y 

which i s p r e v a l e n t i n most of the underdeveloped c o u n t r i e s , some 

1, Nurkse, Problems of C a p i t a l Formation, i n Underdeveloped Countries, 
o p . c i t . Page 37, 

2, Of those i n c l u d e some.important works ( i ) Economic Development 
w i t h u n l i m i t e d s u p p l i e s of Labour by A.Lewis, ( i i ) Problems of 
c a p i t a l formation i n underdeveloped c o u n t r i e s by Nurkse. 
( i i i ) Peasants and Dualism w i t h or without s u r p l u s labour by 
A.K.Sen. 
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unproductive labourers are actually fed by the productive 

labourers. Therefore, a percentage of labour can be withdrawn from 

a g r i c u l t u r a l sector without reducing the t o t a l output.^ 

Prof.Schultz i s , however, of the opinion that such transfer of labour 
2 

i s not possible without a reduction i n output. Some economists also 

argue that withdrawal of labour from agriculture to any other sector 

would mean a reduction i n t o t a l supply of a factor input which was 

previously available and therefore such reduction "ceteris paribus" 

would mean reduction i n t o t a l revenue equal to the amount of labour 
3 

productivity caused by such transfer to another sector. While th i s 

i s Just a matter of accounting and i n terms of a nations' G.N.P. one 
1. I t i s estimated that 15 to 30 per cent agricultural labour i s 

surplus i n South Eastern Europe and Asia,in Egypt i t i s 40 to 
50 per cent, according to Rosentein Rodan i t i s 10 per cent i n 
Southern I t a l y , i n Pakistan i t i s 20 to 25 per cent. (See E.A.O. 
monthly b u l l e t i n of Economics and S t a t i s t i c s 1957) and Galal 
Amins' "Food Supply and Economic Development" P.9 

2. Schultz: Transforming Traditional Agriculture, op.cit, PJ>.55-56. 

3. Simon Kuznet: "Economic Growth and the contribution of 
Agriculture: Notes on Measurement" see i n "Agriculture i n 
Economic Development", op.cit. P.118. Kuznet measurement 
follows l i k e t h i s : 10 x current product per worker i n 
Agricultural Sector (a rough r a t i o based on an average prior 
years' outlay of about 6/lOths of the current per caput income 
X 17 the age assumed at transfer. In case of Pakistan each 
transfer of labour from Agri c u l t u r a l Sector would thus mean 
(calculated on Kuznets' basis) taking current output as Rs 4̂96, 
six tenths of which would be Rs i97.6 So, 

y =Rs g97.6x17 or Rs :!5,/'059- (See Table 1.11). 
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can ignore r e l a t i v e weights of sectoral contributions, 
nevertheless s t r i c t l y from sectoral point of view i t may be 
regarded as net loss to a g r i c u l t u r a l sector. 

As regards saving potential Prof.Leibenstein gives 

emphasis on not only maximum u t i l i z a t i o n of surplus labour i.e. 

emplojrment absorption c r i t e r i o n but also on the use of surplus 

a r i s i n g out of excess labour minus maintenance cost for the 

c a p i t a l formation - "a plan for forced saving out of the labour 

previously i n disguised unemployment". Though he further argues 

th a t , " i t i s d i f f i c u l t to see why t h i s group and not other i n the 

economy should be selected f o r t h i s purpose",''" Let us assume that 

the labour i n other sectors of the economy do proportionately 

contribute to some voluntary saving (the wage being higher than 

i n a g r i c u l t u r a l sector) or that t h e i r demand for goods and services 

being e n t i r e l y market orientated also bear proportionately a higher 

incidence of indirect taxation than those i n agriculture f a l l i n g 

under low income bracket and p a r t i a l l y non-monetized. 

Besides, i t can also be assumed that the current 

level of production ( f o r those productive labourers who remain 

engaged i n agriculture a f t e r the withdrawal of redundant labour) 

may go up due to certain economies of scale, consolidation of 

holdings, tools and implements (other than mechanical) some method 

1, See Galal Amin's "Food Supply and Economic Development" 
PP.9-10. 
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of c u l t i v a t i o n requiring less labour. Of course there i s every 
l i k e l i h o o d that t h e i r consumption would also increase but i t may 
not be proportionately so high as to offset the entire saving i n 
the long run. Moreover, with the increase i n marginal output 
and thereby i n t o t a l output the surplus wage fund (food) would 
necessarily enter in t o the market mechanism and the price paid 
by the labourers engaged on capital projects would enable those 
on farms to defer a certain amount of current consumption i n 
favour of a few ag r i c u l t u r a l inputs which were not possible 
previously due to the non-availability of l i q u i d cash. There i s 
no question of i n f l a t i o n on account of additional demand f o r food 
as the t o t a l supply would -remain the same i n i t i a l l y when labour 
would be withdrawn. I n terms of the theoretical model then, at a 
l a t e r stage, any income generation through the wage fund for the 
labourers engaged on capital projects w i l l be matched by a 
proportionate increase i n food supply. 

Let us now examine Nurkses' model of economic 

growth through the use of surplus labour potential. His model 

rests on the fact that capital formation i s possible without a 

cut i n the level of consumption. Therefore i t d i f f e r s d i s t i n c t l y 

from those of classical and Keynesian models as i n his own words 

"In the usual classical model, an increase i n the rate of capital 

formation requires a reduction i n consumption. In the Keynesian 

world of i n d u s t r i a l unemployment, consumption as well as investment 
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can be expanded at the same time on the other hand i t i s 

possible to increase capital formation without having to cut 

down the level of consumption".The success of his model 

largely depends on certain conditions and consumption function:! 

of those who remain on farm and of those transferred to capital 

projects. An increase i n consumption and a resultant leakage to 

subsistence fund has been anticipated by Prof. Nurkse himself. 

Therefore, i n a country l i k e Pakistan or India with a recurring 

food shortage, t h i s would mean a proportionately larger quantum of 

food imports keeping i n view the fact that consumption on both ends 

(at farm and projects) would necessarily increase. Therefore, 

Nurkse's model can only be operative depending upon the size of 

food surplus, because i n Pakistan even the food imports and food aid 

together can not cope with the situation sometimes. The volume of 

food imports and food aid both suffer from limitations - i n the 

case of imports from stringency of foreign exchange and of aid from 

p o l i t i c a l and other considerations beyond the control of the aid 

recipient. So the transfer of labour would actually mean a 

disequilibrium i n the supply and demand of food. The food supply 

being inadequate, additional import w i l l be necessary to bring about a 

new equilibrium. The sit u a t i o n w i l l arise partly due to the fact 

that a f t e r the transfer of redundant labour the 'economics of j o i n t 

1, Nurkse: "Problems of Capital Formation i n Underdeveloped 
Countries", op.cit. P.38. 
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consumption' w i l l be disturbed. For leakage such as transport 
cost etc. Nurkse has substantiated his arguments by introducing 
a foreign aid element proportionate to leakages that w i l l arise. 

The Nurkse approach to capital formation i s , however, 

not wholly v a l i d i n Pakistan's situatidnand we must consider how, 

s t a r t i n g from an equilibrium point, another argument might be 

developed. Our, f i r s t postulate i s an equilibrium position supply 

and demand of food being equal with no food aid and imports. An 

essential condition f o r emergence of any saving i n the ru r a l sector 

w i l l be a check on population growth as the effectiveness of any 

model w i l l largely depend on population behaviour and consumption 

function the worst leakage i s associated with the high population 

growth rate i f t h i s remains unabated. 

I t i s generally agreed that capital formation i s possible 

through the effective use of surplus labour by"*", 'unit 

m u l t i p l i e r method'. The fact remains that a f a i r percentage of 

labour which appears to be voluntary employed over a wide range has 

zero productivity and as such can be employed i n other sectors l i k e 

i r r i g a t i o n , roads, construction, dams, bridges and culverts or small 

cottage industries. The mobilisation of labour would depend on 

choice of technique i n creating employment opportunities. In Pakistan 

some 20 per cent of labour i s estimated as surplus. 

1. James S. Duesenberry, "Some Aspects of the Theory of Economic 
Development" V o l . I l l , No.2, PP.65-67 reference from Gerald M. 
Meirs, Leading issues i n Economic Development, P.114. 
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Nurkse's model may then be feasible under Pakistan 
conditions given certain conditions outlined below: 

1, F i r s t of a l l we w i l l have to improve the food supply, 

position by maintaining i t at a level equal to aggregate 

demand, (This i s a necessary corollary of the Leibenstein 

model -('see p.^^^). 

2, The other unbalancing factor l i k e population growth rate 
2 

2.3 per cent i n f i f t i e s , 2,6 and l i k e l y to be 2,8 per cent 

i n s i x t i e s (up to the end of Third Five Year Plan currently 

operating.in Pakistan) needs to be checked. 

3, An austerity drive, by l i m i t i n g demonstration consumption, 

ceremonial functions, dowry expenditure, l i t i g a t i o n s and 

wastage of food, w i l l be necessary. 

Let us c a l l these positive improvement factors necessary for the 

eiff.iiGacy-;'" of the model. 

1. At present the d e f i c i t i n food production i s estimated around 
10 per cent of the t o t a l domestic production - i n 1964-65 alone 
the quantum of import was 1,73 m i l l i o n tons of foodgrain-. 
valued at Rs 8<37 m i l l i o n (own sources Rs 252 m i l l i o n and aid 
under PL 480, Rs 585 m i l l i o n ) , 'Final Evaluation of Second 
Five-Year Plan, op,cit. P.166. I f t h i s amount should have been 
diverted to investment channel i t should have been possible to 
provide gainful employment to 0.18 m i l l i o n people (the capital 
labour r a t i o being Rs 4,550 as estimated by Dr.Mahbubul Haq) 
'Strategy of Economic Planning* P,249. 

2. This growth rate w i l l be inevitable despite family planning 
e f f o r t s of the Government of Pakistan. The Third Five-Year Plan 
has allocated Rs 200 m i l l i o n for Family Planning. 
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With these conditions s a t i s f i e d the model w i l l then be as 
follows: 

Let us assume the labour participation rate as 

100 per cent i n agriculture, out of which 20 per cent i s withdrawn 

to be employed on labour intensive capital projects sponsored by 

the Public Sector scattered i n r u r a l areas to minimise the cost of 

transportation of both,labour and food. The withdrawal would 

result i n 20 per cent surplus food and of t h i s 18 per cent i s 

marketed leaving 2 per cent for additional consumption and capital 

formation at farm end. The surplus as pointed out by Nurkse i s 

taxed equivalent to 18 per cent ( i . e . equal to the value of marketed 

surplus). Thus the savings mobilised through f i s c a l measures may 

be invested i n capital projects together with the public sector 

outlay equivalent to increased consumption at farm end and the project 

end. Let us assume the d e f i c i t to be 4 per cent. In t h i s case 

Government outlay of 4 per cent w i l l generate additional income to 

labourers equal to wage paid. Due to time lag, short run i n f l a t i o n 

may be noticeable but i t w i l l be negligible as long as the wage being 

paid to the redeployed labour i s not as high as the market-rate but 
•1 

rather only above the subsistence l e v e l . The re l a t i v e change i n 

wage for labourers now employed on capital projects w i l l be equal to 

the nett f i n a n c i a l incentive offered to them plus the benefit of 
i.Wage control and the guaranteeing of food supplies at a subsistence 

level wage exchange rate become essential socio-economic measures. 
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continuous employment. The average wage for such workers would 
be more stable than when offered only seasonal employment. In 
the context of high periodic and seasonal unemployment, p a r t i c u l a r l y 
i n East Pakistan, continuous employment would be a strong added 
incentive f o r workers to move to a new job s i t e . The time-lag 
should be kept minimal so the production outflow may absorb the 
additional l i q u i d i t y i n the market as remarked by A.Lewis, 'Such 
i n f l a t i o n s are actually self destructive',. In case of roads, 
embankments, bridges, culverts, laying of railway track or 
communication l i n e s , dams construction, digging of wells, the value 
added by such projects would be equal to the increased (but 
proportionate) value added by the beneficiary sectors. 

Now l e t us visualise the economic gains of those 

productive labourers who remain on farms. Starting from 20 per 

cent surplus product, 18 per cent would enter into a market 

mechanism which would mean a sort of transformation from non-monetized 

t o monetized and exchange economy. Left with 2 per cent surplus 

a f t e r paying taxes would mean a net increase i n the current 

wage-good per productive labour. There i s also a likelihood that 

those who forego the incremental wage-good might invest i n material 

inputs and thereby the marginal productivity of land i s improved. 

However, the investment being on a low l e v e l , then marginal 

productivity may not s i g n i f i c a n t l y improve i n the short run, but over 

a period of time with the supplies of material inputs, certain time 
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saving devices, improved methods of c u l t i v a t i o n and use of better 
small implements might improve the s i t u a t i o n . In the long run, 
the successive withdrawals of redundant labour even at a constant 
rate would not only mean the p o s s i b i l i t y of more intensive 
c u l t i v a t i o n for the rest but also some sort of technological change 
w i l l ensue and thus the desired productivity w i l l be achieved. 
Taking i n view the present state of backwardness and slack i n 
factor^, J, inputs, a small dose of investment under such conditions 
w i l l maximize the output even though the marginal output may not 
be very substantial. So after being relieved of the intense pressure 
on land, the a g r i c u l t u r a l sector would be elevated from the state 
of subsistence orientated economy to a growth path leading to a 
s e l f sustained growth rate. With the r i s e i n income level of the 
farmers an additional demand w i l l be created i n agricultural sector 
f o r i n d u s t r i a l goods and also of the labourers i n i n d u s t r i a l sector. 

Before we conclude our discussion, i t would be 

worthwhile to test the argument as i t i s commonly advanced that at 

the peak demand of labour (the period being sowing and harvesting) 

unemployment or underemployment shrinks to n i l at these points of 

time. Primafacie t h i s may be true but keeping i n view the gainful 

employment over the period of time (say 8 hours per worker per day) 

i t can easily be i d e n t i f i e d that the time series of a g r i c u l t u r a l 

employment presents an e r r a t i c behaviour, A smooth trend is 

obtainable only a f t e r providing gainful employment which would be 
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stable and continuous i n nature. We have already discussed 
the fact that the remaining workers on farm w i l l have to 
work nearer to capacity ( i m p l i c i t i n f u l l employment) and 
secondly some technological change w i l l be inevitable. The 
problem of small doses of investment for improved implements 
or material inputs may be resolved by the Public Sector 
programming and out of. the marginal surplus which w i l l accrue 
af t e r the withdrawal of surplus labour. 



B : AGRICULTURAL TAXATION 

Land Revenue: 

We have already studied the level of income -

savings and investment i n the a g r i c u l t u r a l sector of Pakistan and 

we know that the savings accrual to the higher income group i n 

r u r a l areas do not enter into the investment stream due to elements 

of r i s k and uncertainty. Therefore, some sort of f l i g h t of capital 

from r u r a l to urban area i s always there, because alternative areas 

of investment are r e l a t i v e l y secured and more pr o f i t a b l e . This 

f l i g h t of capital can be checked through f i s c a l measures ( i ) by 

taxing the higher income group or, ( i i ) by providing incentives to 

invest or reinvest the retained earnings. For increased burden and 

incidence of a g r i c u l t u r a l taxation we w i l l have to exclude the 

large lower subsistance sector and the rest may be taxed 

progressively. To provide incentives for higher investment, the 

f i s c a l measures should allow certain exemptions. For example, i n 

accounting for the increased taxation on land, the cost of 

ag r i c u l t u r a l inputs l i k e manure and f e r t i l i z e r s , seeds, pesticides 

tubewells etc. may be par t l y or wholly exempted. As regards a b i l i t y 

t o pay, the incidence of increased taxation w i l l be mostly on top 

20 per cent, quite phenomenal due to inequality i n income 

d i s t r i b u t i o n . I n r u r a l areas there i s always a sizeable hidden 

saving which does not go to productive investment because of tax 
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evasion - a common practice and secondly because of demonstration 
consumption or the transference of a part of income to urban 
areas. The r u r a l sector being unorganised, assessment and 
valuation of products are f a u l t y and therefore tax evasion i s more 
common i n r u r a l than urban areas. The land revenue system i n 
practice i n Pakistan i s suitable from the point of view of low 
cost of administration but i t i s not r e a l i s t i c or dynamic i n the 
sense that i t i s not i n l i n e with income and price e l a s t i c i t y . 

The existing land revenue and water rates bear no 

relationship to the taxable capacity of ag r i c u l t u r a l sector. There 

has been a tremendous increase i n prices and income since 1939 but 

tax rates fixed at the time of settlement, i n some cases 25 to 30 

years ago have remained constant."^ 

During the las t seventeen years (1947/48 to 

1964/65) the land revenue amounted to Rs 2,926 m i l l i o n . During 

the f i f t i e s i t was nearly Rs 136 m i l l i o n per annum which increased 

to Rs 256 m i l l i o n during the s i x t i e s . The Table 3.IB gives the 

periodical breakdown of land revenue i n r e l a t i o n to G.N.P. and 

t o t a l revenue. 

1, Second Five-Year Plan of Pakistan, op.cit, P,53 
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I t would appear from Table 3.IB that the increase i n G.N.P. 
origin a t i n g from a g r i c u l t u r a l sector at an annual rate of 1.4 per 
cent i n 1959-60, there was an increase of 0.7 per cent i n land 
revenue but i t remained constant at the end of 1964/65 when the 
annual increase i n G.N.P. was nearly 3.2j per cent. 

The private sector, p a r t i c u l a r l y the higher income 

group, i s sluggish as far as ag r i c u l t u r a l investment i s concerned. 

The low rate of productive investment therefore warrants an increase 

i n land revenue f o r increased investment i n agriculture by the 

public sector. The income accrual to higher income group either 

goes to demonstration consumption or purchase of land as prestige 

value which i s by no means a productive investment. The transfer of 

land as pointed out e a r l i e r does not add to t o t a l productive 

investment. I t i s also hard to believe that money thus received 

by sale of land i s invested i n land by the recipient. The sale of 

land i s a matter of last resort when a farmer i s compelled to do so for 

reasons such as marriage, l i t i g a t i o n , poverty and hunger. 

The sale proceed i s thus spent on consumption 

whereas i t i s necessary that any income or income incremental must 

enter i n t o the investment stream. The source of increased public 

spending therefore can be augmented by the agricultural sector 

i t s e l f i n the shape of increased revenue. The increase i n land 

revenue i s moreover j u s t i f i a b l e because of Government indirect 
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p a r t i c i p a t i o n i n production process by providing water, 
subsidized f e r t i l i z e r s , improved seeds and pesticides. 

The present land revenue needs to be assessed on 

a progressive scale - the larger the size of the holding the higher 

should be the tax. In West Pakistan despite the land reform of 

1959, larger holdings s t i l l exist or a large ntunber of holdings 

belong to one family or so. Suitable increased taxation might 

promise a positive incentive to big land owners to take greater 

int e r e s t i n t h e i r land or invest a part of t h e i r income i n raising 

the t o t a l output. The increased taxation should however, be 

accompanied by certain positive incentives such as exemption of 

c a p i t a l expenditures (tubewells or farm implements). 

So f a r as the subsistence farmers are concerned, 

the keeping of land l e v e l , revenue and water rates at minimum may 

provide greater incentives i f coupled with low cost agricultural 

inputs e.g, the d i s t r i b u t i o n of free improved and treated seeds. 

The whole argument rests on the fact that i n a developing economy 

where the Government has assumed a greater responsibility for 

production planning, then concerted e f f o r t s are required to be 

directed to boost a g r i c u l t u r a l production. These positive 

incentives should cost the exchequer not more than what i s required 

to be spent on recurrent food imports at the cost of hard earned 

foreign exchange. 
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The investment i n local currency even by way of 
d e f i c i t financing would be more beneficial than spending on food 
imports. The Government, besides building of infrastructure 
should also provide cheap or free a g r i c u l t u r a l inputs, the cost 
of which can p a r t l y be met by increasing the land revenue on a 
progressive scale. 

The present land revenue system actually requires 

to be revised. The Taxation Enquiry committee has already 

suggested a reduction i n the period of settlement to not more than 

15 years and there should be no legal bar to the enhancement of 

land revenue.Such a revision i s socially j u s t i f i a b l e because 

when settlements were made then adequate infrastructure, public 

sector spending, subsidies on f e r t i l i z e r s , improved seed, assured 

water supply, protection to crops were not available. In view of 

increased spending .by Public Sector, a proportionate return i n the 

shape of taxation i s necessary for further spending. So with the 

increase i n marginal rate of saving, the saving should increase 

par i , passu a part of which may be mobilised through taxation f o r 

development ..purposes, . In. a country l i k e Pakistan where the 

conditions do not f u l f i l the taxation pre-requisite l i k e honesty 

i n declaration of income, l i t e r a c y for f i l l i n g up the tax returns, 

1, 'Second Five-Year Plan' op.cit. Page 53. 
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forced saving i s more plausible. 

Water Rates: Canal i r r i g a t i o n i s one of the oldest forms of 

i r r i g a t i o n i n the former Punjab. Some of the canals date back 

to the Mughal .era .while, the ..others_were..d^velgped.,during^the 

B r i t i s h period i n the nineteenth century. 

After independence, tremendous development has 

taken place in.the i r r i g a t i o n sub-sector for providing the 

necessary infrastructure for agricultural transformation. 

I r r i g a t i o n i n West Pakistan i s a v i t a l input for raising crops 

as well as for a future sustained agricultural growth rate. The 

Table 3.2B gives the det a i l s of irrig a t e d area and water rate 

c o l l e c t i o n . 

I t would appear from the Table 3.2B that in West 

Pakistan nearly 70 per cent of the area has. assured i r r i g a t i o n 

f a c i l i t i e s , but despite the fact that a large area i s covered by 

i r r i g a t i o n the land carrying capacity does not show any marked 

improvement and the standard y i e l d per acre has deviated only 

within narrow margins. Some .of the causative factors.for low 

y i e l d per acre are s a l i n i t y and water logging,, occasional drought 

due to low supply of water i n r i v e r s , and inadequate supplies of 

inputs. However, water logging and s a l i n i t y , a twin menace, have 

mainly caused reduced production i n terms of f e r t i l i t y . I t i s 
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estimated that nearly 50 per cent of the i r r i g a t e d ..area or 12 

m i l l i o n acres are affected by. water logging and s a l i n i t y . The 

affected areas, varying i n degree, have declined i n production 

at l e a s t to the extent of the quantum of food imports per annum 

while thanks to the development efforts i n the country, nearly 

8 m i l l i o n acres have been added, to the area under cultivation 

since 1947, This has partly made up for the reduction in land 

carrying capacity on account of the twin menace referred to above. 

The development of hydro-electricity and i r r i g a t i o n 

was possible i n West Pakistan due to i t s natural endowment. The 
2 

water resource potentiality i s indicated below: 

Water course a v a i l a b i l i t y 

1959-60 48 MAF/year 

1964-65 68 

1969-70 96 

1985 .. 110 -125 

However, inspite of the considerable resource volume and r e l a t i v e l y 

high exploitation rate, the average annual receipt on account of 

water rates comes only to Rs 85 million. This state of a f f a i r s i s 

strange given the fact that the multiple of total supply of water 

1. 'Second Five Year Plan' op.cit. P.209 

2. 'Third Five Year Plan' op.cit. P.296 
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with even a constant rate (MAF x Rate) would necessarily yield 
a higher receipt than has actually accrued. One of the obvious 
reasons for t h i s i s malpractice i n administration causing a 
leakage to tot a l receipts. 

The figures re l a t i n g to cost components per acre 

are not. available to show the actual benefit to farmers of water 

input. However, i f we use the one estimate employed i n the 

Second Five-Year Plan i . e . 15 per cent contribution of water 

input to t o t a l production of foodgrains, and 6 per cent to jute and 

cotton, the water charges paid actually by the cultivators in 

r e l a t i o n to benefit would be very low. Let us assume the standard 

y i e l d per acre of wheat as 9 maunds and calculat'ecthe";-'..:.'̂ .'5 

benefit i n monetary term. 

Standard y i e l d per acre : 9 maunds 
(Wheat) 

Contribution on account 
of water input @ 15% :1.3 maunds 

Price fetched @ Rs 12 

per maund : Rs 108 

Of which 15 per cent : Rs 16.2 

Actually paid on water 

use per acre : Rs 4 - 5 

I t was estimated that in East Punjab (India) the cost component 

per acre for water input was only 2 per cent'''. We can safely 
1, Schultz : 'Transforming Traditional Agriculture' op.cit. P.100 

Schultz has used Nasir Ahmed Khans' estimate for East Punjab 
1945-46 to 1947-48 "Problems of Growth of an Underdeveloped 
Economy" (Bombay, Asia Publishing House, 1961). 
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assume the same estimate more or less v a l i d for West Pakistan. 
The West Pakistan provincial Government revised the rates i n the 
ea r l y s i x t i e s but i t would appear that even the revised water 
ra t e s have not yielded sufificient revenue as the average 
c o l l e c t i o n of water rates during the l a s t f i v e years amounted to 
Rs 106 million per annum. 

East Pakistan presents altogether a different 

s i t u a t i o n . I t i s t r o p i c a l , humid with highly seasonal r a i n f a l l 

averaging 76 inches. The s o i l i s r i c h i n f e r t i l i t y , topography 

and precipitation have i n the main determined the agricultural 

pattern, for example jute and paddy are grown in the rainy season. 

During the dry season only a small area i s cultivated. Fa i l u r e of 

the monsoon causes famine conditions over vast areas. 

The agriculture i n East Pakistan suffers usually 

from high floods, f a i l u r e s of monsoon rain and lack of i r r i g a t i o n a l 

f a c i l i t i e s during winter season to r a i s e rabi crops. Assured 

perennial i r r i g a t i o n would enable t h i s part of the country to go 

for double and even t r i p l e cropping. At the end of 1959/60 the 

t o t a l area under i r r i g a t i o n was only 0.6 million acres or 2.5 
2 

per cent, of the area sown to crops. During the Second Five year 

plan another 0.2 million acres have been added to the tot a l area 

under i r r i g a t i o n with p a r t i a l completion of Teesta i r r i g a t i o n 

project and ground water development and pump i r r i g a t i o n projects. 
1. Second Five-Year Plan, op.cit. P.193. 

2. Second Five-Year Plan, op.cit. P.194, 
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The coastal embankment project also made a good progress. Out 
of 2,800 miles of t i d a l embankments some 1,200 miles were 
improved and strengthened, 

The table 3.3B gives the periodic investment i n 

public sector both i n East and West Pakistan. 

TABLE ; 3.3B 

Investment i n I r r i g a t i o n (Public Sector). 

Period Investment 
(Rs million) 

Up to 1954-55 680 

Up to 1959-60 780 

Up to 1964-65 2,530 

Area brought 
under i r r i g a t i o n 
(million acres) 

3.0 

1.8 

2,0 

Area improved 
(million acres) 

N.A. 

2.6 

8.0 

Total 3,990 6.8 10.6 

Source: F i r s t Five Year Plan, op.cit. PP.329-32, Strategy of 
Economic !Pi»nn±-r\g;i.h, op.cit. P. 155, Evaluation of 
Second Five Year Plan, op.cit. P.198-199, Second Five 
Year Plan, op.cit. P.412. 

Returning to water rates accrual, i t was pointed out that there 

has not been a substantial change i n the t o t a l receipts despite 

large investment i n i r r i g a t i o n projects. So far the total area 

1, 'Evaluation of Second Five Year PlanJ op,citpp.80-81. 
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brought under i r r i g a t i o n totals 6.8 million acres while the 

net change in gross receipt came to about 20 per cent higher 

than the yearly average y i e l d of water rates. The increase 

i n i r r i g a t e d area produced a t o t a l 36 per cent higher than in 

1947-48. So the position may be summarised as under: 

1. 

2. 

3. 

4. 

Average water rates collection 

per annum before revision of 

Rates^ (1954-55 to 1959-60) 

Average water rates collection 

per annum after revision of 

Rates^ (1960-61 to 1964-65) 

Percentage change over time i n 

gross receipt 

Percentage change i n total area 
2 

Rs 77 million 

Rs 106 million 

36 

36 

N i l 

under i r r i g a t i o n " over time 

5, The nett effect to t o t a l 

c o l l e c t i o n 

I t would appear from these simple facts that increased gross 

receipt on account of water rates was proportionately equal to the 

netL area added to t o t a l i r r i g a t e d area. This t e s t i f i e s amply to 

The figure r e l a t e s to year 1954-55 to 1964-65, whereas since 1947 
the net addition to t o t a l i r r i g a t e d area comes to 8 million acres 
(see page W l V ) . 

1. S t a t i s t i c a l Year Book 1964, op.cit. P.304. 

2. Source of Calculation Table 3.2B. 
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the presence of malpractices i n the collection of water rate, a 
fact which l i e s outside the scope of this t h e s i s . Given the 
position as outlined e a r l i e r there could well be a progressive 
scale i n determination of water rates - the bigger the s i z e of 
holding, the higher the rate. There i s every j u s t i f i c a t i o n in doing 
so keeping in view f i r s t the economy of large-scale farming and 
secondly higher income as the marginal productivity multiplied by 
number of acres w i l l be greater than that of the subsistence farmer 
having one acre or so."^ A d i s t i n c t i o n can also be made between 
commercial and subsistence farming while levying water rates. 

ExportjDuties on Primary Products: 

Export duties according to the findings of the 

Taxation Enquiry Committee are "retrograde i n principle and 

discourage exports, and the objective should be to replace them 
2 

eventually". To test the v a l i d i t y of t h i s statement we w i l l have 

to examine the e l a s t i c i t y of foreign demand for primary products, 

price response to supply and to what extent the export duty i s 

retrogressive. 

I t may be pointed out that the supply response to 

prices both domestic and international are limited due to ceilin g s 
1. Fragmentation of land would not be possible, as l a i d down in 

the Land Reform of 1959. 
2. Second Five Year Plan, op.cit. P,51, 
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imposed on the cu l t i v a t i o n of jute and cotton and any expansion i n 
supply without a corresponding demand would mean lower prices to 
c u l t i v a t o r s . Therefore, the export duty i s not retrogressive i n 
the sense that export of jute or cotton can not be pushed beyond 
the ; I .totail i ' T 1 foreign demand. 

On the international plane, the prices of primary 

products are susceptible to violent fluctuations - even i f the 

internationally quoted prices are low, the exportable commodities 

can not be held back because of (a) the nature of the product i . e . 

being primary; (b) the need to earn foreign exchange (the export 

base being limited) i n face of continued disequilibrium i n the 

balance of payments; (c) the certain assured income to growers and 

f i n a l l y the fear of substitution. In case the prices go up, the 

supply can not be adjusted i n the short run and thus the supply 

response i n the long run as well as short w i l l be limited to the 

extent of the c e i l i n g on land for such cultivation. A v e r t i c a l 

expansion i n supply i s possible but that too i s limited by the 

extent of the absorptive capacity of farmers for increased 

a g r i c u l t u r a l inputs. Besides international demand which i s usually 

short run in nature, a part of the increased domestic demand has to 

be s a t i s f i e d due to in d u s t r i a l expansion. In such a situation the 

export duties do not have a retrograde effect on exports of 

primary products. 
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In a country l i k e Pakistan where taxation i s not 
very broad based, i t i s r e a l l y d i f f i c u l t to abolish the export 
duties altogether. Depending on foreign demand e l a s t i c i t y and 
pri c e s , the duties may be revised upward or downward. In the 
long run this may be replaced by agricultural income tax at 
source. (The receipt on account of export duties i s given in 
Table 3.4B). The present rate of excise duty on raw tobacco 
i s rupee 0.6 per lb. Table 3.5B gives the>.details of production 
and excise duty thus collected. The Table 3.6B gives the total 
revenue originating from agriculture. 
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The t o t a l revenue originating from agriculture came to 10 per 

cent of the to t a l tax collected during the f i s c a l year 1964-65. 

A comparison of revenue originating from the agricultural 

sector with that of G.N.P, contribution, suggests that the 

existence of some important phenomenon; (a) the low income leve l 

( l a r g e l y subsistence) of the rur a l sector; (b) the presence of 

hidden savings; (c) and tax evasion. In the case of Pakistan 

these c h a r a c t e r i s t i c s are a l l more or le s s of importance. 

The present tax receipt originating from 

agriculture i s very low compared with the agricultural 

contribution to G.N.P. i . e . 49 per cent during the year under 

review. One very important reason of low receipt i s tax evasion. 

As Kaldor observes "the agr i c u l t u r a l or subsistence sector which 

t y p i c a l l y accounts for one half or more of the national output, 

v i r t u a l l y escapes taxation at present owing to 'erosion' of the 

ancient land taxes of the countries of the Middle East and Asia". 

Compared to Pakistan, India, which .has l e s s favourable conditions 

such as le s s y i e l d per acre, has 20 per cent of her tota l revenue 

originating from agriculture. In China during 1956-57, i t was as 
2 

high as 60 per cent. 

Tax evasion could however, be considerably reduced 

with standard s t r i c t administrative measures. Structurally more 

2, W.H. Nicholls : 'Agriculture i n Economic Development' 
op.cit. P.30. 

Kaldor : 'Essays on Economic Policy' PuQkwpfctKf London ... P,258. 
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important, an effort should also be made to reduce the s i z e of 
the non-monetized sector for better administrative efficiency 
i n c o l l e c t i o n of taxes. The recently introduced agricultural 
income tax may help i n mobilizing a part of savings for 
productive purposes. Real estate may be taxed heavily to 
discourage such investment and arrest the f l i g h t of capital from 
r u r a l to urban areas. At the same time, through some f i s c a l 
concessions an atmosphere for higher investment may be created 
by providing exemptions for : agricultural inputs, long term 
investment for improvement of land, and subsidies on f e r t i l i z e r s 
and pesticides etc. To check demonstration consumption i t could 
t h e o r e t i c a l l y be worthwhile to plug the inflow of such commodities 
by banning the i r imports altogether. 



CHAPTER IV 

D u a l i s t i c Economy; 

Impact of Agriculture on I n d u s t r i a l i s a t i o n . 

To trace the origin of dualism, i t may be stated 

that dualism in any economy has existed through the ages in one 

form or the other. Today dualism occupies an important place 

i n economic l i t e r a t u r e i n the context of development economics. 

P l u r i or dualism may have various forms such as dualism i n factor 

resources, labour dualism and technological dualism, or the s o c i a l 

dualism of Boeke.''' H i s t o r i c a l l y speaking dualism has stemmed from 

human wants necessitating an expansion i n the existing productive 

sources. For instance, handicrafts in India and Pakistan have 

thrived through the ages side by side with the primitive industry 

of agriculture - the former market orientated and the latter very 

much s e l f contained. The primary sector f a i l e d to expand to meet 

the growing variable demand for obvious reasons such as unemployment, 

underemployment, s t a t i c stage of technical know-how. The 

introduction of an exchange economy caused therefore, a structural 

1. Prof.J.H,Boeke (Economics and Economic Policy of Dual 
Societies, New York, 1953,PPv3'-^5) an exponent of s o c i a l 
dualism states that i t i s not necessary that a society 
be exclusively dominated by one society "... where on the 
contrary, simultaneously two or more so c i a l systems appear, 
c l e a r l y d i s t i n c t the one form or the other, and each dominate 
a part of the Society, there we have to do with a plural 
Society". 



- 119 -

change leading to a distribution of factor resources to the 
sector or sectors where maximization of output and capital 
accumulation was possible to accelerate the overall economic 
growth rate. The dualism has come through a sort of 
evolutionary process warranting socio-economic changes - a 
change i n i n s t i t u t i o n a l framework and a structural change in 
the economy. 

So dualism in a developing country i s the outcome 

of the transformation of a part of the traditional economy 

mainly subsistence orientated to exchange economy^ Such 

transformation however, largely depends on natural resource 

endowment, c a p i t a l , technical know-how and spec i a l i s a t i o n . 

In t h i s chapter we w i l l discuss only the relevant 

elements of economic and technological dualism in Pakistan, and 

t h e i r impact on the overall economy and the factors limiting the 

c a p i t a l i s t i c growth model. I t would appear that a c a p i t a l i s t i c 

growth model on western l i n e s would require a time lag to gain 

momentum. The growth of a c a p i t a l i s t i c Sector i n Pakistan i s 

therefore much indebted to resource endowment originating from the 

ag r i c u l t u r a l Sector. We w i l l then discuss the impact of the 

agriculture sector on i n d u s t r i a l i s a t i o n and i t s l i k e l y role i n the 

near future, 

Pakistan and many other developing countries 

present a d u a l i s t i c system which i s more economic in nature than 

1. Gerald M. Meir: Leading Issues in Development Economics, op.cit. 
P. 50 
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s o c i a l i . e . manifesting a c a p i t a l i s t i c sector side by side 

with the t r a d i t i o n a l a g r i c u l t u r a l sector. This dualism can 

be explained by the existence of wage d i f f e r e n t i a l s , interest 

rates and c a p i t a l i n t e n s i t i e s - capital-labour and capital 

output r a t i o s . Economic ch a r a c t e r i s t i c s i m p l i c i t i n the 

dualism are also differences i n scale, organisation, technology 

and growth rate. 
Dualism in Pakistan: 

Pakistan i n 1947 was mainly a primary producing 

country. The dualism that existed was not so pronounced as i t 

i s today after the planned development efforts have produced a 

d i s t i n c t s t r u c t u r a l change i n the economy. This structural 

change includes marked development.in a l l other sectors of 

economy but i n the context of dualism we would consider here and 

also elsewhere only the two production sectors - agriculture and 

industries, 

TABLE ; 4.1 

Structural changes i n Gross National Product 
(percentage) 

Sectors 1950 1960 1965 1970 1985 
actual actual actual Projected Projected 

Agriculture 60,0 53.2 49 45 36 
Manufacturing 6,0 9.8 12 14 21 
A l l others 
including 
transport. 34.0 37,0 39 41 43 

construction 
and other 

services. 
100 100 100 100 100 

Source: Third Five-Year Plan, P,21 and F i n a l Evaluation of 
Second Five-Year Plan, P.7 
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The tot a l s t r u c t u r a l change has been quite 
s i g n i f i c a n t keeping i n view the time span, infrastructure, 
the price e l a s t i c i t y of foreign demand for exportable 
commodities, foreign aid and f i n a l l y the stage of technical 
know-how. The i n d u s t r i a l sector has manifested on the average 
an increase of 4 per cent over the f i r s t decade, while the share 
of agriculture i n G.N.P, declined by 7 per cent. I t would appear 
from the table above that the ind u s t r i a l sector i n a decade and 
a half could offset t h i s decline i n agricultural sector by only 
6 per cent whereas a l l other sectors have counter-balanced to 

the extent of 5 per cent. 

The e a r l i e r stage of i n d u s t r i a l i s a t i o n i n Pakistan 

received a stimulus from the commercial sector which had 

dominated the economic scene up to 1952. After the Korean war 

boom, the exports declined sharply necessitating cuts i n imports 

to an austerity l e v e l . The trade sector which had enjoyed a 

phase of l i b e r a l imports of consumer goods (63 per cent up to 1952 

with 91 per cent of exports earnings originating from 

agriculture) found the i r investible funds i d l e . At the same time, 

governmental policy measures, p a r t i c u l a r l y i n the f i e l d of import 

r e s t r i c t i o n and ca p i t a l diversion were being applied. The 

alternate investment choice was i n the ind u s t r i a l sector which by 

now had gained some ground due to favourable investment 

atmosphere, ( p r o f i t margins being quite high) t a r i f f protection, 

f i s c a l concessions and c a p i t a l imports besides cheap factor 
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inputs such as labour and raw material. The commercial sector 
thus channeled i t s investible funds with a low capital output 
r a t i o to an equally protected sector of industry without any 
element of r i s k . The index of i n d u s t r i a l production showed a 
spectacular growth rate. The quantum and value indexes of 
manufacturing (1959-60 = 100) nearly doubled by the end of 
1964-65. 

The production trends of major items are indicated below; 

TABLE ; 4.2 

Indu s t r i a l Production. 

Unit 
000 tons 

Major Items only 
1, Sugar 
2, Hydrogenated 

vegetable o i l 
3, Cigarettes 
4, Cotton Yarn 
5, Cotton cloth 
6, Woollen yarn 
7, Jute goods 
8, Upper leather 

tanned 
9, Tyres and tubes 
10, F e r t i l i z e r s ( a l l 

million nos 
million lbs 
million yds 
million lbs 
000 tons 

million sq.ft 

000 nos 

000 tons 

000 tons 
sort s ) 

11. Paper and board 
12. Newsprint " 
13. Paints and varnishes 000 gallons 
14. Cement 000 tons 
15. Steel r e r o l l i n g 000 tons 

Source: Economic Survey M/0 Finance 1965-66, P 
s t a t i s t i c a l appendix. 

1949 
38.6 

2.5 

241 
34 
92 

103 

1.1 

13 

Nil 

Nil 
Nil 
N.A. 
422 
12 

1965 
273.0 

100.5 

22,009 
504 
719 
6.4 
374 

56.2 

5,323 

235 

117 
37.3 

1,204 
1,680 

296 

,19 Table 9 of 
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The index of i n d u s t r i a l production has since been revised as 
previously i t covered only production trends of 32 items. The 
revised index includes 200 items covering 97 per cent of 
production as against 75 per cent e a r l i e r coverage. This gives 
an idea of i n d u s t r i a l expansion in Pakistan. The agriculture 
sector does not show a similar trend in production. The index 
of a g r i c u l t u r a l production during the same period (1959-60 = 100) 
rose to 123 for a l l crops and 117 for food crops only. The total 
food production at the end of 1964-65 was 17.6 million tons as 
against 13,2 i n 1949-50 with food import r i s i n g from 0.1 to 1.7 
mill i o n tons. The accelerated growth rate i n industry and 
r e l a t i v e l y slower rate of growth in agriculture have to be viewed 
seriously. The planners i n Pakistan have been quite conscious 
of the situation but despite concerted efforts the agriculture 
sector has not been able to foster the desired growth rate. The 
following questions then a r i s e : (a) has agriculture reached a 
point of saturation where any horizontal or v e r t i c a l expansion i s 
not possible ? (b) do the incentives and stimuli proportionate 
to a desired growth rate actually present a retrogression to 
output ? (c) have the factor inputs been su f f i c i e n t to achieve 
the physical targets ? (d) how much have the external economics 
helped to make the agriculture sector viable ? 

These are a few of the questions which stem 

naturally from the state of agriculture i n Pakistan. Causative 

an a l y s i s supported by empirical evidence leads us to certain 
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conclusions. 

1. As to our .hypothesis at seriatim ( a ) , i t may be categorically 

denied both from macro and micro points of view. The average 

y i e l d per acre i s much below the standard average lev e l of 

production i n Europe - 2 metric tons per hectare, Japan and 

Taiwan -,3.8 and 6.6 metric tons per hectare, 

The production trend i s not s t a t i c in relation to 

factor inputs ( i t may in fact be proportionately lower due to 

various other causes). During the l a s t f i f t e e n years more than 

8 million acres of land have been brought under cultivation. This 

means that there ,has been a horizontal expansion as the total'•^t^'^'" 

a g r i c u l t u r a l production, has been not a l l due to v e r t i c a l expansion; 

t h i s i s evidenced by the modest increase i n yi e l d per acre of 

wheat which for instance increased from 8,5 maunds in 1950-51 to 
2 

9,7 maunds per acre at the close of 1964-65. Similarly there has 

been also, v e r t i c a l expansion in agricultural production especially 

i n East Pakistan where hardly a million acres of land could be 

added to tota l area under cultivation during the l a s t decade and a 

hal f . The average y i e l d of r i c e per acre rose from 10 tolj2,3 

maunds at the end of 1964-65. The agricultural sector has therefore 

a dynamic growth potentiality which remains yet to be explpited. 

1, Paltridge, T.B, : 'Population and Food Supply in the Far East' 
'world crop' The International Journal of Agriculture, 
December 1963 (London) P.414. 

2. Economic Survey 1965-66, P.13 S t a t i s t i c a l Appendix. 
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The projected growth rates could not be realized for some 
obvious reasons such as the low rate of capital formation in 
agr i c u l t u r a l sector, lack of factor inputs i n proportion they 
are actually required, or structural disequilibrium at factor 
l e v e l , low rate of investment per acre and due to certain 
i n s t i t u t i o n a l reasons detrimental to agricultural growth rate. 
There i s no estimate of private investment during the Second 
Plan period but i t i s presumed to be quite low in the f i e l d of 
agriculture despite the fact that the share of the l a t t e r was as 
high as 49 per cent of the G.N.P. , In the l a s t chapter we have 
already discussed the different aspects of capital formation in 
ag r i c u l t u r a l sector of Pakistan. 

2. As to our question at seriatim (b), the incentives and 

stimulus have not been as adequate as one would find in 

in d u s t r i a l sector. This inadequacy in incentives or stimuli was 

not the re s u l t of a conscious attempt to create a sort of 

sectoral disequilibrium at factor l e v e l ; rather i t was a natural 

phenomenon destined to occur i n an over-populated country partly 

due to inadequacy of resource factors and partly due to the 

i n s t i t u t i o n a l framework. For example, the .lack of c a p i t a l , 

s c a r c i t y of factor inputs such as fertilizers,.fragmented holdings 

pressure on land, and absence of economy of scale in farming are 

some of the lim i t i n g factors. Moreover, the food control 

procurement prices have been .detrimental to what otherwise might 
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have been price, incentives. A procurement price system i s no 
remedy since i t i s a sort of intervention i n actual market forces 
i n the determination of an equilibrium price. I t would mean 
in d e f i n i t e l y a greater profit to the indust r i a l sector and hence 
the terms of trade would always be in favour of industry; as such 
i t i s r e a l l y a negative.approach. In terms of the central importance 
attached i n t h i s thesis to the need for rai s i n g agricultural 
sector growth rate, i t may even be regarded as nationally harmful. 
Since the e l a s t i c i t y of demand for food i s always greater than 
the supply, the prices would always s t a b i l i z e at some higher 
point i n the absence of intervention. Therefore, the procurement 
prices are not actually proper incentives. 

3, The factor inputs have not been s u f f i c i e n t or adequate to 

foster a desired growth rate and f i n a l l y the impact of external 

economies a r i s i n g from other sectoral development has not been 

very s i g n i f i c a n t except for i r r i g a t i o n which we may actually treat 

as a development i n ag r i c u l t u r a l sector i t s e l f . The indust r i a l 

sector has not been able to cause any expansion in agriculture 

through food demand as food prices have been always controlled or 

r e s t r i c t e d (see also pp: 137-38'» and the ind u s t r i a l outputs going 

to agriculture have not been many except for f e r t i l i z e r s , the 

supply of which i s far from satisfactory."'' Strangely enough that 

1, 162,000 tons in 1964/65 the average use per acre being only 
5 to 6 l b s . 
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too has not been provided by the private sector - rather i s 

an i n d u s t r i a l enterprise in the Public Sector, not only producing 

f e r t i l i z e r s but also effecting their distribution at subsidised 

p r i c e s . 

One very d i s t i n c t difference between the two 

production sectors i s that of wage d i f f e r e n t i a l . The wages i n 

i n d u s t r i a l sector are r e l a t i v e l y higher than agricultural sector. 

This i s primarily due to certain natural c h a r a c t e r i s t i c s of 

t r a d i t i o n a l and exchange economy mostly existing in underdeveloped 

countries. As pointed out e a r l i e r , the average wage good offered 

to an a g r i c u l t u r a l labourer in a country with unlimited supply of 

labour would not be equal to his productivity (as a part of his 

labour remains underemployed resulting i n low marginal 

productivity of land combined with other factor inputs l i k e 

c a p i t a l ) . 

In modern or c a p i t a l i s t i c sector the situation i s 

quite different. The supply of labour i s unlimited due to 

disguised unemployment and therefore, the c a p i t a l i s t sector would 

normally offer a l i t t l e more than.a labour gets in the subsistence 

sector. L e w i s o b s e r v e s that there i s usually a gap of 30 per 

cent or more between c a p i t a l i s t sector wages and subsistence 

earnings. Moreover, labour supply to a c a p i t a l i s t sector largely 

1. LewisSScaiomicDevelopment with unlimited supply of labour, 
The Manchester School, May 1954 pp.139-91. 



- 128 -

depends on c a p i t a l i n t e n s i t i e s (both capital output r a t i o and 
c a p i t a l labour r a t i o ) , choice of technique and coefficient of 
production. 

From the savings and investment points of view, 

the c a p i t a l i s t s e c t b r l i n Pakistan d i f f e r s widely from that of 

subsistence sector. Dr.Mahbubul Haq has estimated that the 

gross income to c a p i t a l i s t sector in 1959-60 amounted to 

Rs 1,400''' million after the payment of wages, of which 25 per 

cent was absorbed by taxation arid thus 75 to 80 per cent was 

reinvested or ploughed back. This was possible mainly because 

of the higher rate of marginal domestic savings in this sector. 

This higher rate of saving as Dr Haq maintains, and as would 

appear in case of many other underdeveloped countries, i s due 

to inequalities i n the distributionofincome. Dr.Haq estimates 
2 

that l i k e India and Ceylon "nearly 50 per cent of national 

income in Pakistan occurs to only 20 per cent of i t s population". 

The table below gives investment estimated in the c a p i t a l i s t 

sector compared to t r a d i t i o n a l sector. 

1. Dr, M.Haq, 'Strategy of Economic Planning' bp*G£t?3pp.21-23. 

2. 'SBi-af2g-2l*V^R*>"-ii« Planning 
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TABLE : 4.3 

Investment in Production Sectors 
(Rs million) 1 

FIRST PLAN SECOND PLAN THIRD PLAN 
Projection 

only 

Sectors: Allocation U t i l i z ­
ation. 

Allocation U t i l i z ­
ation. 

Allocation 

Agriculture : 1,220 570 3,420 5,256 8,115 

i ) Public 1,220 570 2,515 1,856 4,115 

. i i ) Private N.A. N.A. 905 3,400* 4,000 

Industries: 3,000 1,850 5,120 6,605 11,813 

i ) Public 1,600 1,100 1,460 1,305 3,513 

i i ) Private 1,400 750 3,660 5,300 8,300 

Source: F i r s t Plan: ( i ) 'Strategy of Economic Planning' op.cit. 
P.155. 

( i i ) Federation of B r i t i s h Industries, P.49 
(for i n d u s t r i a l investment). 

Second Plan: ( i ) 'Evaluation of Second Five Year Plan' 
op.cit. P.32 (private financing) P.184 
to 199 for (public sector investment). 

* includes irrigation^and power as well - not more than Rs 400 
milli o n . 
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During the F i r s t Plan period, investment f e l l short of the 

target by 50 per cent in agricultural sector compared to 38 per 

cent i n the i n d u s t r i a l sector. During the Second Plan period, 

the investment i n a g r i c u l t u r a l sector appears to have exceeded 

the Plan target by 50 per cent as against 29 per cent in the 

i n d u s t r i a l sector. The estimate of private investment in 

a g r i c u l t u r a l sector i s , however, open to doubt in the absence of 

r e l i a b l e data comparable with that for i n d u s t r i a l financing 

through investment schedule. The growth of c a p i t a l i s t sector 

was also possible in Pakistan due to the existence of a r e l a t i v e l y 

organised capital, market, r e l a t i v e l y low rates of interest and 

i n s t i t u t i o n a l c r e d i t i n most of the cases with a foreign exchange 

component. The i n d u s t r i a l policy announced from time to time and 

also commercial p o l i c i e s identifying indu s t r i a l requirement, 

have been quite helpful in accelerating industrial development. The 

agriculture sector on the other hand was not neglected but had no 

such potentiality either for attracting capital or for obtaining 

i n s t i t u t i o n a l credit for financing of t h i s massive sector. There 

was also a lack of organization marketing f a c i l i t i e s and, above 

a l l , the small s i z e of surplus which i s estimated at 15 to 20 per 

cent only. A better choice of technique (capital intensive) was 

not possible because of surplus labour problems and partly due to 

non-availability of funds to effect a technological change. The 

rates of interest charged to this sector by a l l other agencies 
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except institutional-, c r edit, i s alarmingly high. So keeping in 

view the s i z e of r u r a l indebtedness the marginal productivity of 

per unit investment obtained on a higher premium rate, means 

lowering of the pr o f i t ( i f the debt i s r e a l l y paid with in t e r e s t , 

that a compound rate of i n t e r e s t ) . Thus i t retards income and 

savings from going to productive investment. I t w i l l be observed 

that besides s e l f financing (largely due to higher savings for 

productive investment) adequate credit financing was also 

available to i n d u s t r i a l sector. To begin with l e t us take the 

advances made by the commercial banks to various economic groups. 

The table below gives only the position as at the close of 1964 

and 1965^ but i t gives an idea of sectoral p r i o r i t y i n the matter 

of bank advances. 

TABLE : 4.4 

Scheduled Bank Advances by .EconomiiepGyoupv<R"s-.million) • 

Economic Dec. 1964. Percent Dec. 1965 Percent 
Group. 

Agriculture 415 7.5 358 5.7 

Manufacturing 1,959 35.7 2,424 39.0 

Commerce 2,145 39.1 2,450 39.3 

A l l others 960 17,7 1,003 16.0 

Total 5,479 100.0 6,235 100.0 

Source: Economic Survey 1965-66, op.cit, P.129, 
1, The time refers to 31st December 1964 and 1965. 
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The table 4,4 indicates rather a declining trend i n advances 
to a g r i c u l t u r a l sector compared to ind u s t r i a l sector. 

Let us now discuss i n s t i t u t i o n a l credit financing 

i n Pakistan with reference i n particular to the d u a l i s t i c 

economy. To the in d u s t r i a l sector lines of credit i s obtainable 

from the Ind u s t r i a l Development Bank of Pakistan and the Pakistan 

I n d u s t r i a l Credit and Investment Corporation. In the case of 

agriculture from the Agricultural Development Bank of Pakistan 

and Cooperatives. Up to 31st December 1965, P.I.C.I.C, has 

provided effective f i n a n c i a l assistance to the indust r i a l sector 

amounting to Rs 1,222 million (since i t s inception i n 1957). 

The In d u s t r i a l Development Bank of Pakistan up to March 1966 

(since i t s inception i n 1961) has sanctioned Rs 1,075 million. 

Thus the to t a l i n s t i t u t i o n a l credit to in d u s t r i a l sector on the 

average roughly amounts to Rs 337 million per annum, whereas the 

Agricultural Development Bank s i n c ^ i t s inception (1961) advanced 

ag r i c u l t u r a l credit amounting to Rs 509 million up to 31st 

December 1965, the yearly advances thus made coming to Rs 100 

mil l i o n . The cooperatives, as discussed i n the l a s t chapter, 

provided l i n e s of credit to the extent of barely Rs 50 million 

annually. Table 4,5 highlights the economic features of the 

two production sectors : 
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TABLE ; 4.5 

Economic Features of Production Sector in Pakistan 

1964-65. 

Agriculture Manufacturing 
Sector Sector 

Contribution to G.N.P. % 49 12 

Emplojanent (%) 65 11 

Investment: (Rs million) 
( i ) Public Sector 462 353 
( i i ) " Private Sector 530 1,186 

I n s t i t u t i o n a l Credit (Rs million) 150 . ._337 
Advances by Commercial Banks (") 44 287 

3 £1 
a i l i i o n , ' wages - (iRss)) S- 50-60 100 

Foreign Exchange earnings ... 
(Rs million) 

Capital Labour r a t i o (Rs) 5,370 5,370* 

Capital output r a t i o @ 2,5 2,0 

Growth rate (%) 3.7 8.8 

The reference year i s only 1964-65. 
Commercial Banks t o t a l credit was equal to 736 million i n 1965 
so nearly 6% to agri c u l t u r a l and 39% to industry has been 
calculated. 

a. Minimum wage i n East Pakistan in Match Factory was Rs 104, 
jute b a i l i n g and pressing Rs 72, and cotton Rs 75. In West 
Pakistan the monthly wage was'Rs 130 in sugar, s t e e l and 
transport sectors. 

* relate s to a l l Sectors. 
@:. refers to F i r s t Five Year Plan. 
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Besides i n s t i t u t i o n a l credit, there i s a sound 
c a p i t a l market for i n d u s t r i a l sector, a market which has shown 
a tremendous growth over a short period of i n d u s t r i a l i s a t i o n . 
The shares floated were usually f u l l y subscribed. There are 
also i n s t i t u t i o n s such as the Investment Corporation of Pakistan 
meant to underwrite new shares and the Investment Trust to 
mobilize savings to i n d u s t r i a l i s a t i o n by investing in stocks. 

I t i s needless to point out.the r e l a t i v e investment 

atmosphere enjoyed by the two sectors since the basic difference 

i s on the one hand that of an exchange economy and on the other a 

t r a d i t i o n a l economy partly non-monetized. I t w i l l take time for 

agricultural' sector to create confidence with regard to investment 

and p r o f i t a b i l i t y . I t i s however relevant to point out that this 

massive sector w i l l take a s t i l l longer time for i t s 

transformation i f i t remains neglected and the retarding factors 

i f not attended to would retrograde the present l e v e l of production 

as w e l l . 

Similarly the Export Bonus Scheme has largely 

benefited the trade and i n d u s t r i a l sectors. The spillover of-this 

scheme barely affects the agricultural sector. 

Sectoral Relationship: The Impact of Agriculture on Industrialisation. 

In the absence of an input and output table, we may 

make a p a r t i a l attempt to analyse this relationship. Let us quote 
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John C.H.Fel who, after assuming an economy formed of two 
production sectors and a foreign trade sector, argues that 
within any planning period, i t i s the obligation of the 
ag r i c u l t u r a l sector to produce enough net output to s a t i s f y f i r s t 
the consumer demand; secondly, the in d u s t r i a l sector's demand for 
raw materials and th i r d l y , the export demand. On the other hand 
i t i s the obligation of the in d u s t r i a l sector to produce enough 
net output to s a t i s f y consumer demand and export demand as well 
as the investment demands by the Industrial sector and by the 
ag r i c u l t u r a l sector to expand future productive capacities,''' 

As one can hardly dispute the statement above, we 

would l i k e to base our arguments on the obligation of the two 

production sectors to determine the extent of the existing as 

wel l as the l i k e l y relationship and inter-sectoral impact and 

interdependence. The agric u l t u r a l sector feeds nearly 90 per 

cent of the population with the recurrent food shortages over a 

number of years of around 10 per cent being met by food imports. 

S i m i l a r l y more than 90 per cent of ca l o r i e intake originates from 

agriculture (the 10 per cent we may count towards food processed 

by the i n d u s t r i a l sector l i k e fine sugar, vegetable o i l and other 

cooking f a t ^ . The income e l a s t i c i t y for the demand of food in 

1, An Analysis of the Long Run Prospect of Economic Development 
in Pakistan by John H.Fei and associates. Monograph i n the 
Economics of Development, In s t i t u t e of Development Economics, 
(Karachi 1962) P.10. 
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Pakistan i s estimated at 0.6. So the bulk of demand both i n 

r u r a l and urban areas i s s a t i s f i e d by the agricultural sector. 

The position i s l i k e l y to continue unless there i s a s h i f t 

i n consumption pattern with the increase i n the level of 

incomeJ admittedly a very slow process i n underdeveloped 

economies. 

I t i s d i f f i c u l t to break down the tota l value of 

manufacturing products to ascertain the cost component of raw 

materials inputs from agri c u l t u r a l sector. On a limited sample 

basis such components have been worked out on the basis of CMI* 

data r e l a t i n g to the year 1959-60, The table 4,6 gives the cost 

component of i n d u s t r i a l inputs from agri c u l t u r a l sector. 

* Census of Manufacturing Industries (Central S t a t i s t i c a l Office), 
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The table 4.6 gives the r a t i o of cost component of raw material 

to the value of to t a l cost - t h i s i s proportionately very high, 

revealing the c h a r a c t e r i s t i c s of low cost .inputs& which give r i s e 

to a higher margin of p r o f i t . The table also reveals an early 

stage of i n d u s t r i a l i s a t i o n based on mainly processing of domestic 

raw material, which s i g n i f i e s r e l a t i v e l y low capital - labour and 

capital-output r a t i o s . The low c a p i t a l intensity has thus greatly 

helped i n accelerating .industrial development. The situation w i l l 

l a s t so long as the production coefficient at a given state of 

technology i s low. Similarly the a g r i c u l t u r a l sector has continued 

to earn the bulk of foreign exchange as i s evidenced by table 4.7 

below. 

TABLE : 4.7 

Foreign Exchange Earnings (Rs million) During 
Second Plan Period (1960-61 to 1964-65) 

Year Agriculture Manufacturing Misc. In v i s i b l e s Total 
1960-61 1,027 646 204 409 .2,2.86 
1961-62 1,023 643 254 464 2,384 
1962-63 1,187 735 326 500 2,748 
i963-64 1,059 834 378 514 2,785 
1964-65 993 964 456 612 3,025 

Total 5,289 3,822 1,618 2,499 13,228 

Source: 'Evaluation of Second Five Year Plan' Table 7.2. bpJ.cit, 
P.164. 
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The share of the a g r i c u l t u r a l sector i n tot a l foreign exchange 
earnings during the Second Plan comes to nearly 40 per cent 
compared to 28 per cent by the manufacturing sector. The 
s t r u c t u r a l change during the Second Plan had quite a profound 
impact on the structure of export, as w i l l be observed from the 
r e l a t i v e earnings of the two production sectors in 1964-65. 
However, i t i s important to bear in mind that a sizeable quantity 
of Jute and cotton processed at home appears in the bulk of 
manufactures comprising the export base. A r e l a t i v e decline in 
the export of jute and cotton has i n fact been largely offset by 
the increased export of jute manufacturers, cotton yarn, cotton 
f a b r i c s etc. So the t o t a l production flow from agriculture 
sector i s s t i l l s i g n i f i c a n t i n developing the processing industries 
as well as enlarging the export base for manufactured goods. We 
can now discuss the other impacts of agriculture on industrial 
sector. 

Let us f i r s t take the supply of labour to the 

c a p i t a l i s t sector. In a country ..like. Pakistan, the c a p i t a l i s t 

sector has unlimited supply of unskilled labour than the demand 

depending on many other variables. So the c a p i t a l i s t sector i s in 

a position to exact a value from labour higher than the real wage 

paid to i t , the disguised unemployment i n the subsistence sector 

depriving labour of the power to bargain for a higher wage. The 

c a p i t a l i s t sector i s therefore i n advantageous position to offer a 

worker wage ju s t above subsistence earnings. In the case of normal 
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supply of labour the wage for the labour i n c a p i t a l i s t sector 
would always be higher leading to a proportionate decline i n the 
margin of p r o f i t . The agriculture has thus provided cheap labour 

r 

to industry with a loss to i t s past investment in human resources 

"\belonging actually to that sector. Similarly the controlled prices 

of food i n Pakistan has kept the general wage level low enabling 

the c a p i t a l i s t sector to obtain a higher growth rate through 

increased profit (retained c a p i t a l ) and investment. I t w i l l be 

observed that wholesale price-indices for food (1959-60 = 100) 

93,12 i n 1956-57 stood at 104,26 i n 1963-64 whereas prices have 

been very stable i n case of raw materials. The wholesale price 

index for raw material was 102,62 which usually deviated between 4 

to 5 per cent from 1956-57 to 1963-64. This gives an idea of the 

wages (also due to absence of organised trade Unions)and of raw 

material prices, available to the in d u s t r i a l sector. Price i n f l a t i o n 

e s p e c i a l l y i n the case of food i n relation to income e l a s t i c i t y for 

i t s demand could not aggravate the situation i . e . by demanding a 

higher wage or due to a r i s e i n wages in agriculture sector. Food 

aid has been additionally instrumental i n s t a b i l i s i n g prices for 
I 

food. In any other case the equilibrium price (reached by 

interaction of supply and demand) must have accentuated price 

i n f l a t i o n leading to a r i s e i n wages and thereby lowering the profit 

accrual to c a p i t a l i s t , sector. The development efforts which 

generated additional income did not cause a proportionate t i s e in 
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prices due to control measures. In absolute terms, agriculture 

i n a developing economy has a strong forward linkage effect in 

the early stage of i n d u s t r i a l i s a t i o n , to begin with the processing 

in d u s t r i e s . Besides, t h i s sector has also provided an expanded 

market for i n d u s t r i a l goods l i k e t e x t i l e s , footwear, sugar, 

f e r t i l i z e r etc. But on the whole i n d u s t r i a l impact has not been 

very profound f i r s t l y due to weak backward linkage of agriculture 

sector and secondly income generated by the industrial sector has 

hardly an effective feedback to agriculture keeping i n view i t s 

massive s i z e . I t would appear that the non-farm income to labour 

was not,substantial enough to channel,a^part, of income to 

productive investment i n agriculture. The wages just above 

subsistence l e v e l can hardly allow such cash flow from urban to 

r u r a l sector of the economy. The s i z e of the c a p i t a l i s t sector i s 

a l s o very small which can employ only a small portion of the tot a l 

labour supply. This problem we would discuss in length in the 

following chapter. 

F i n a l l y we would l i k e to point out that agriculture, 

as well as existing in t h i s relationship to the industrial sector 

has also played a very v i t a l role by providing the much needed 

foreign exchange component to give the country an indu s t r i a l bias. 

Table 4,8 gives the earnings of the two production sectors to 

evaluate export-fed i n d u s t r i a l imports. 
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Table 4,8 gives' e x p l i c i t l y the value of imports by i n d u s t r i a l use 

as against the earnings of the two production sectors. I t i s 
r •' 

c l e a r the extent to which the agriculture sector has been 

instrumental i n providing a foreign exchange component to the 

c a p i t a l i s t sector. The manufacturing sector despite annual compound 

growth rate of 10 per cent as against 3,5 i n agriculture, has yet 

to develop an important export base constituted of manufactured 

goods. 

I n d u s t r i a l Impact on Agriculture: 

The i n d u s t r i a l impact on agriculture i s not very 

pronounced partly due to weak backward linkage effect of the 

agriculture sector (as noted above) and partly due to the stage of 

i n d u s t r i a l i s a t i o n which has been established and i t s wider impact 

on the other sectors of the economy has yet to be observed. 

However, despite these limitations of the indu s t r i a l sector, 

normally the case in a developing economy, i t has provided certain 

inputs to a g r i c u l t u r a l sector such as chemical f e r t i l i z e r s and 

i n s e c t i c i d e s . In 1964-65 the to t a l productioE(||of f e r t i l i z e r s stood 

at 280,000 tons: while that of D.D.T, was beginning to be significant, 

We have already discussed the income effect which i s quite weak 

keeping i n view the low wages of the labour drawn from the 

subsistence sector and depressed prices of the raw materials. The 

supply position of agriculture i n response to prices are given 
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below: 

(Rs per maund) (acreage 000) 

Year Prices Acreage 

Jute Cotton Jute Cotton 

1954-55 22 78 1,243 3,194 

1959-60 33 77 1,375 3,370 

1963-64 34 76 1,700 3,672 

(Jute Raw Bottom Navayangenj,cotton 7 P Punjab R,C, Karachi, 
S t a t i s t i c a l Year Book 1964, P,337) 

The prices quoted for jute and cotton are of one single variety 

and therefore are not very representative but s t i l l they indicate 

the itrend i n prices and acreage. The jute price in a decade 

jumped from Rs 22 to Rs 33 per maund but since then there has 

been no substantial increase i n prices. The prices for cotton 

during a decade and a half have been quite stable. Therefore, the 

response to supply position so f a r as the increase i n acreage i s 

concerned, can not be attributed to prices alone. A preference for 

l i q u i d money (even i f the price of product i s low) may be a reason 

for horizontal expansion. Let us view the industrial sector from 

another angle i , e , i t s remarkable achievement in the production of 

consumer goods and i t s sustained flow to urban as well as rural 

areas. This sector has made the country s e l f s u f f i c i e n t in a 

number of consumer goods besides manufacturing intermediate 

products and investment goods. 
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The growth"'' rates have been of the order of 9.2, 13.7 and 10 per 
cent respectively (1960-64), 

The terms of Trade: 

The terms of trade of the two production sectors 

can f i n a l l y be discussed in the l i g h t of investigations and 
2 i-

findings of S,R,Lewis and S,Mushtaq Hussain. "'The terms of trade 

between the agriculture and i n d u s t r i a l sectors in developing 

countries have received considerable attention i n the general 

l i t e r a t u r e of economic development. The terms of trade are 

important determinants of the distribution of income between the 

two sectors, as well as the capacity for saving ( p a r t i c u l a r l y i n 

manufacturing sector) and incentives to produce and s e l l (particularly 

i n a g r i c u l t u r a l s e c t o r ) " . In Pakistan the terms of trade of the 

ag r i c u l t u r a l sector are alleged to have been depressed to benefit 

the growth of i n d u s t r i a l sector, "Considerable opposition to 

increased taxation of the agricultural sector has been based on the 

assertion that the sector i s already taxed". The principal results 

of t h e i r investigations are given i n the Table 4.9 below: 

1, Lewis S,R,, Hussain, S,M. "Relative Price changes and 
I n d u s t r i a l i s a t i o n i n Pakistan: 1951-1964". PP.408-425. 
Pakistan Development Review I n s t i t u t e of Dev.Economics 
Vol.VI, Autumn 1966, No.3, Karachi 1966. 

2, I b i d , P.408. 
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TABLE : 4.9 

Domestic Terms of Trade for East and West Pakistan 
(Three-year moving averages : 1951-52 - 1963-64). 

WEST PAKISTAN EAST PAKISTAN 

Period Manufacturing 
Sector 

Agriculture 
Sector 

Manufacturing 
Sector 

Agriculture 
Sector 

1951-54 108.62 97.39 126.86 77.09 

1952-55 111,22 91.14 138.55 63.32 

1953-56 116.42 87.36 144.81 62.83 

i954-57 112.00 91.41 128.54 78.37 

1955-58 107.77 96.03 108,67 90.11 

1956-59 104.52 98.76 97.28 97.19 

1957-60 102.60 99.43 99.65 94.93 

1958-61 98.05 103.13 101,67 100.65 

1959-62 95.32 106.39 105,53 102.14 

1960-63 94.75 108.28 106.21 103.01 

1961-64 96.06 107.84 104.36 100.46 

Source: 
.Pakistan Development Review Volume VI, No.3, 1966. P.412 

Notes: 1. For the manufacturing sector's terms of trade: 
The weight for manufacturing prices are the values 
added i n each industry in 1959/60 and the weights for 
ag r i c u l t u r a l prices are estimated purchases of 
ag r i c u l t u r a l goods by the non-agricultural sector i n 
1959/60. 

2. For the Agricultural Sector's terms of trade: 
The weights for the agric u l t u r a l prices are the gross 
output of each commodity in 1959/60 and the weight for 
manufactured goods are estimated purchases of 
manufacturers by the agricultural sector in 1959/60. 
Source:TL«wls; and-,Hus'saln, op.cit. Table 1. Page 412. 
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On the basis of the Table 4.9, i n West Pakistan, the terms of 

trade were i n favour of manufacturing sector up to 1960 but 

l a t e r declined i n favour of the agr i c u l t u r a l sector. In case of 

East Pakistan despite a r e l a t i v e improvement in terms of trade 

for a g r i c u l t u r a l sector, i t s t i l l remained i n favour of 

manufacturing. However, i t may be noted that up to the mid 

nin e t e e n - f i f t i e s agriculture faced very adverse terms of trade 

which ultimately improved from the l a t e r part of the f i f t i e s and 

onward. Lewis and. Hussain attribute these adverse terms of trade 

i n the nineteen-fifties for agriculture to three main reasons, 

(a) a f a l l i n world prices of exports, (b) an over-valued 

currency, (c) a cessation of substantial imports of manufactures. 

Later the improvement i n terms of trade for the agricultural 

sector according to Falcon and Gotsch was due to improved 

incentives provided to farmers such as the removal of foodg.rain= 

price controls, decreases i n export duties coupled with r i s i n g 

prices of a g r i c u l t u r a l goods and constant absolute prices of 

manufactured.goods. 

This hypothesis may however be viewed with some 

scepticism. F i r s t l y , incentives cannot be shown to be so marked 

as to bring about the desired change i n terms of trade for 

agriculture. Secondly, the marketable surplus has been 

continuously small irrespective of prices while the supply in 

r e l a t i o n to demand has been metigated by food imports under PL 480 
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which have served as a cushion to l i k e l y e r r a t i c price behaviour 

we may c a l l t h i s a price s t a b i l i z i n g factor. Similarly a 

constant absolute prices of manufacturing goods, may well be 

explained by r e l a t i v e supply growth i . e . the position of supply in 

early f i f t i e s and l a t e r f i f t i e s . So the improvement in terms of 

trade i n agriculture can not entirely be attributed to incentives 

alone. We may, however, agree with Lewis and Hussain that "A part 

of a g r i c u l t u r a l growth may have been a short-run positive response 

to greatly improved incentives". The problems of in d u s t r i a l growth 

have to be considered i n a wider perspective keeping in view the 

complexities of future effective demand, capi t a l i n t e n s i t i e s , 

external economies,''' choice of technique and ultimately attempts 

to remove the disequilibrium at factor l e v e l , 
2 

H.B, Chenery , while explaining the existence of 

s t r u c t u r a l disequilibrium i n most of the developing economies, 

says that i n d u s t r i a l i s a t i o n would largely depend, f i r s t l y on factor 

proportions, secondly the a v a i l a b i l i t y of foreign exchange, and 

l a s t l y the rate of growth. 

1, As Dr.Haq stresses the more attention should be paid to 
projects which y i e l d 'genuine' external economies. 

2, The 'Role of I n d u s t r i a l i s a t i o n i n Development Programme' 
H.B.Chenery, P,459 Ed, 'The Ecos, of Underdevelopment' 
Oxford University Press, 1963, by Agarwalaand Singh 
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In the case of, Pakistan there i s a great variation 
i n factor proportions such as unlimited supply of labour. The 
redundant labour from agriculture can be withdrawn but despite the 
d e s i r a b i l i t y and scope of i n d u s t r i a l i s a t i o n on account of t h i s 
natural endowment, there are other limiting factors l i k e the 
paucity of investment fund, technology and vocational training of 
labour. 

The other limiting factor to industrial growth has 

been the non-availability of foreign exchange primarily due to an 

excess of imports over exports - for very obvious reasons such as 

(a) the composition of exports, (consisting of primary products 

for which the foreign e l a s t i c i t y of demand i s unstable), (b) recurring 

food shortages and (c) development imports. Keeping in view the 

investment atmosphere i n Pakistan a much larger expansion was possible 

i n the i n d u s t r i a l sector but i t was r e s t r i c t e d by the non­

a v a i l a b i l i t y of the foreign exchange component, Dr.Haq i s of the 

opinion that "75 to 80 per cent of i n d u s t r i a l i s t s retained income 

could be ploughed back i f they could get complementary inputs l i k e 

foreign exchange"''' So for t h i s complementary input Pakistan 

depends largely on aid and on trade which i s r e l a t i v e l y a poor 

sector, 

1, Dr, M, Haq, "Strategy of Economic Planning" op.cit. P.23 
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The attainment of a higher growth rate i s a slow 

process i n any developing country especially after the i n i t i a l 

breakthrough. I n d u s t r i a l i s a t i o n for a sustained and high growth 

rate would e s s e n t i a l l y require a l e v e l of investment coupled with 

complementary inputs such as foreign exchange in a much higher 

proportion than would be needed in an e a r l i e r stage of 

i n d u s t r i a l i s a t i o n . However, with an increase i n per capita income, 

the consumption of manufactured goods would also increase more or 

l e s s i n the same proportion. The income e l a s t i c i t y of demand 

for manufactured goods i s at present low i n Pakistan. Therefore, 

i n view of the limited increase i n national income per capita, 

the i n d u s t r i a l sector can not expand beyond the l i m i t of domestic 

e f f e c t i v e demand. We are not considering the foreign e l a s t i c i t y 

of demand because in a developing economy in d u s t r i a l i s a t i o n i s 

mostly meant for import substitution and s e l f sufficiency at home. 

We cannot be very optimistic about an expansion in the export base 

comprising manufactured goods because of the near saturation point 

reached i n processing industry while future expansion i n large 

scale industries (heavy complex) would largely be imports 

substituting i n nature - for instance iron and s t e e l , e l e c t r i c a l 

goods, spare parts machinery and tools etc. 

So an effective demand for manufactured goods would 

not only require a higher income per capita but also an expansion 

i n massive sectors such as agriculture. The domestic l e v e l of 
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consumption fo r manufactured goods would increase substantially 

i f the r u r a l sector of the economy were responsive, depending of 

course on income e l a s t i c i t y . Therefore, what i s needed i s at 

least a balanced growth of the two production sectors. I t w i l l 

be observed that an increase i n agri c u l t u r a l growth rate i s 

necessary to wipe out the d e f i c i t i n food production leading to a 

net saving of foreign exchange to finance development imports. 

In the agriculture sector with an increase i n marginal productivity 

increased income - saving and investment would also mean that a 

part of the incremental income would be spent on manufactured 

goods. The supply growth of agriculture i s also necessary to 

s t a b i l i s e the prices of factor inputs to i n d u s t r i a l sector. 

Moreover, a most important aspect i n the case for 

a g r i c u l t u r a l development comes from .the..possibilities of higher 

growth rates i n other sectors resulting from development i n t h i s 

sector. For example, higher saving and investment i n agriculture 

would give r i s e to higher income and proportionately a part of the 

saving may be mobilised f o r use i n other sectors,.of.^development.. 

Effective demand for an expansion i n the in d u s t r i a l sector must 

come from the r u r a l sector. A prosperous agr i c u l t u r a l sector would 

also strengthen i t s backward linkage effect and would therefore 

resu l t i n a demand for increased ag r i c u l t u r a l inputs i n the long 

run. The pattern of development i n agriculture must also be 
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related to the fact that increased rate of savings and 

investment i n a g r i c u l t u r a l sector may be impressive i n t o t a l 

but i s i n fact broken down to small actual units. The ' 

smallness of these absolute quantities, arising from the 

position outlined i n Chapters I and I I , has a marked 

q u a l i t a t i v e effect on nature of demands made by agri c u l t u r a l 

sector upon the i n d u s t r i a l sector. 



CHAPTER V 

The Problems of Labour Redundancy i n Agricultural 

Sector. 

Economic policies i n a developed country, or 

economic planning i n an underdeveloped country u t i l i s i n g the 

sum t o t a l of productive sources, aim at ceteris paribus achieving 

f u l l employment. 

Keynes did not recognise open or disguised 

unemployment i n underdeveloped countries on the basis of th e i r 

possessing ample investment opportunities, whereas the post 

Keynesian economists (A.Lewis, Nurkse, Rosetein Rodan) are of the 

opinion that open or disguised unemployment does exist i n 

underdeveloped countries and the remedy i s not the same as would 

be applicable i n the case of a developed economy.^ The conditions 

equal to or short ..of f u l l employment depend on a set of variables 

d i s t i n c t l y d i f f e r e n t between developed and underdeveloped 

economies. For example production or technical coefficients are 

fixed i n a highly industrialised country and therefore the 

problem of unemployment i s c y c l i c a l i n nature i n contrast to the 

1, J.M, Keynes was of the opinion that c y c l i c a l unemployment 
which occurs i n a highly industrialised society can be 
remedied by resorting to d e f i c i t financing and thus creating 
effective demand. 
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underdeveloped countries where these coefficients vary and 

unemployment i s not c y c l i c a l . Another explanation of 

disguised unemployment or underemployment i s found i n the concept 

of str u c t u r a l disequilibrium at factor level as examined by 

P.C. Kindleberger and Despres.''' 

Vera Lutz by summing up the arguments of post-war 
2 

economists has interpreted the concept i n the following words, 

"that low a v a i l a b i l i t y of capital (and other resources) i n relation 

to population i n certain circumstances, make i t impossible for a 

country to achieve f u l l employment at any positive wage rate - the 

circumstances are; i ) the li m i t e d a v a i l a b i l i t y of the proportion 

i n which the various factors can be used to produce individual 

commodities or that i s to say the technical coefficient of 
production; i i ) structure of domestic demand which has a marked 

3 

slant towards capital intensive products and; i i i ) 

i n s u f f i c i e n t opportunities for exporting labour-intensive products 

i n exchange for imports of capital intensive ones", 

1. The concept used by Kindleberger and Despres i s as follows: 
Disequilibrium at factor level may arise either because a single 
factor receives returns i n d i f f e r e n t uses or because the price 
relationship among factors are out of l i n e with factor 
a v a i l a b i l i t i e s . 

2. Vera Lutz: I t a l y a study i n Economic Development, Oxford 
University .Press, London 1962. P.13-14. 

3. This slant can however vary keeping i n view the state of 
economic development.(Ibid), 
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In t h i s chapter we would l i k e to test these 
hypotheses i n Pakistan conditions and would discuss at length 
the various types of unemployment especially the problems of 
labour redundancy i n the a g r i c u l t u r a l sector. In t h i s connection 
we would take i n t o account the growth rates i n agricultural 
sector and test empirically the growth rate relationship 
(production sectors only) with employment trends and the l i k e l y 

i 

behavioural pattern on the basis of projected growth rates, ffe 

would also examine the factors l i m i t i n g employment and the 

absorptive capacity of various sectors i n r e l a t i o n to agricultural 

sector. 
Estimate of Underriemployment: 

There are various types of unemployment but we 

would l i k e to discuss only those which are relevant to a study 

of the r u r a l sector i n underdeveloped economies. 
Pakistan due to a high population growth rate"*" 

presents a case of open as well as disguised unemployment. There 

are social and i n s t i t u t i o n a l causes and economic causes of 

disguised unemployment. As A.K.Sen puts i t , the social causes are, 

f o r example, sharing of t o t a l working hours to share i n t o t a l 
output whereas the economic causes are; i ) disequilibrium i n 

factor proportions, i i ) l i m i t e d opportunity for technical 

1. According to the 1951 Census i t was 1.6 per cent per annum 
r i s i n g to 2.4 per cent i n 1961 and 2.6 per cent estimated 
i n 1965. 
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substitution; i i i ) market imperfection both for factors of 
production and output i n ag r i c u l t u r a l sector, 

We would make an attempt to measure 

unemployment and underemployment by two alternate methods; 

1) Land-labour r a t i o ; 2) Investment c r i t e r i o n based on 

capital-labour r a t i o . 

Table 6.1 measures the labour redundancy i n 

ag r i c u l t u r a l sector on the basis of the land c r i t e r i o n with 

fixe d parameter of- land requirement per worker estimated at 
2 

6 acres i n west and 4 acres i n East Pakistan, with working 

hours aggregating to 2,500 hours per annum. 

1. A.K. Sen "Choice of Technique" Basil and Blackwell, 
Third Edition (London 1968) P.XVIII. 

2. See Dr.Haq, "Strategy of Economic fElanning-l.f-.r-," op.cit. 
P. 241 
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The Table 5.1 shows a higher percentage of disguised unemployment 
i n East than i n West Pakistan. In East Pakistan, the average 
annual addition to labour force i n the ag r i c u l t u r a l sector during 
the decade examined was 0.37 m i l l i o n compared to a l i t t l e more 
than 0.01 m i l l i o n acres added to the t o t a l cropped area. In West 
Pakistan, the increase i n labour force was offset by the addition 
of 3 m i l l i o n acres to the t o t a l cropped area. The disequilibrium 
at factor level i s due to a comparatively larger cropped area i n 
West than i n East Pakistan. (The regional redundancy of labour 
could, however, be wiped out by inter-wing migration of labour). 
The size of underemployment i n East Pakistan also s i g n i f i e s a low 
marginal productivity of labour compared with West Pakistan. 

The position, as i t emerges from t h i s empirical 

study, shows a f a i r percentage of labour as redundant whereas a 

technical change based on less labour-intensive techniques might 

render more labour as surplus. 

Our estimate of disguised unemployment i n East 

Pakistan over a decade aggregates to more than 50 per cent i n 

1960-61 as against 33 per cent estimated by Dr.Haq"*"- for the year 

1949-50. 

1. IMHVCiy oia-cy.-P.2.M| 
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In West Pakistan, only 20 per cent labour i s estimated as surplus. 

I n India, apart from seasonal unemplojrment, 16 per cent of 

ag r i c u l t u r a l wage labourers have been estimated as unemployed but 

t h i s analysis did not include disguised unemployment''". 

The method used i n measuring the labour surplus 

however suffers from certain inadequacies, as pointed out by 

Dr.Nurul Islam, i n that while estimating the labour surplus, 

seasonal variation i n employment has not been taken into account 

and secondly a fixed labour input coefficient irrespective of the 
2 

qu a l i t y of land has been assumed. Suitable correction requires 

a revision of the parameter that we have assumed i n the case of 

land both i n East and West Pakistan, so by giving a reasonable 

allowance to seasonal variation i n employment, the percentage of 

surplus labour i n a g r i c u l t u r a l sector would be lower than what 

we have estimated by using the method of estimation from Dr.Haq. 

The above estimate (Table 5.1) w i l l also be a l i t t l e exaggerated 

i f we do not include the employment of agricultural labour force 

f o r purposes other than c u l t i v a t i o n of land. A single c r i t e r i o n • 

1, A.K, Sen, "Choice of Techniques" op.cit. P.6 reference his 
footnote "Agricultural Labour, Essential S t a t i s t i c s , A l l 
India A g r i c u l t u r a l Labour Enquiry, Government of India, New 
Delhi 1954, P.14 

2, Dr. N. Islam: Concept and Measurement of Unemployment and 
Underemployment i n developing Economies", 'international 
Labour Review' March 1964, P.240. 
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land alone would not j u s t i f y the t o t a l labour absorptive 

capacity of a g r i c u l t u r a l sector. There are certain 

occupational engagements such as basket and f i s h net making, 

quarrying, orchard or herd keeping, which take up the 

labour time of the cultivators during slack seasons. On 

the other hand the t o t a l unemployment (including p a r t i a l ) 

i s estimated as i n Table 5.2. 
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The Table 5.2. shows disguised unemployment standing at 22.4 
per cent f o r the country as a whole. A regional breakdown 
i s not available but a higher level of disguised unemployment 
may be assumed, on the basis of data e a r l i e r examined, i n the 
case of East Pakistan. The t o t a l equivalent p a r t i a l unemployment 
shown under column 5 for a l l sectors actually relates to the 
a g r i c u l t u r a l sector as the bulk of such unemplojnnent occurs i n 
t h i s Sector, Those looking f o r job i n a l l other sectors actually 
f a l l back upon the subsistence sector. We can, however, make 
an allowance for unemployment mostly v i s i b l e (looking for jobs 
f o r instance) i n other sectors as well which, keeping i n mind the 
c r i t e r i a of employment used i n c a p i t a l i s t sector, i s l i k e l y to be 

i n s i g n i f i c a n t . 
Capital-Labour Ratio: 

So, modifying our e a r l i e r estimate of unemployment, 

we can safely project underemployment i n a g r i c u l t u r a l sector of 

East Pakistan, i f not at 50 per cent, then of the order of 30 to 35 

per cent i n terms of equivalent p a r t i a l unemplosnnent. Let us now 

examine the changes i n investment and employment overtime. The 

Table 5.3 gives such changes together with the incremental 

cajjital-labour r a t i o . 

1. 'Third Five-Year Plan' op.cit. P.155. 
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Table 5,3 indicates a substantial increase i n 
private investment af t e r the F i r s t Plan period (1955-60) and with 
that the incremental capital-labour r a t i o has proportionately 
increased. Capital i n t e n s i t y i s therefore l i k e l y to go up i n 
the subsequent plan periods. So, keeping i n view the actual 
capital-labour r a t i o , a much higher magnitude of investment w i l l 
be needed to generate additional employment. 

The problem of unemployment, however, remains quite 

serious i n view of the fact that even at the end of the Second 

Plan the backlog of unemployment was about 20 per cent. A check 

on population i s clear l y necessary through family planning, but 

family planning e f f o r t s presumably w i l l not be effective i n 

bringing about a desired change i n the population growth rate i n 

the short run f o r obvious reasons such as religious taboo, 

resistance to acceptability .due to i l l i t e r a c y and the economic 

dependence of females i n the existing i n s t i t u t i o n a l framework. I t s 

success i n urban areas i s more assured than i n rural areas where 

people are less responsive to family planning schemes. 

Under these conditions the backlog of unemployment 

would not allow of much technical change and hence the technique 

of production f o r a long time i s destined to remain stagnant unless 

surplus labour i s withdrawn. I t would be relevant to add 

R,S, Eckaus observation " i n a country i n which capital was scarce 

and unemployment of considerable magnitude, the attempt to achieve 
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f u l l employment by use of r e l a t i v e l y capital-intensive investment 
would be more l i k e l y to lead to i n f l a t i o n and balance of payments 
d i f f i c u l t i e s , short of f u l l emplojnnent, than i f more labour-
intensive techniques were used"*". I t means the country must allow 

and prefer a more labour-intensive technique as long as the 
2 

marginal product i s non-negative. The remedy l i e s i n creation of 

labour-intensive capital projects as suggested by Nurkse which we 

have already discussed i n chapter three. I t is. also quite obvious 

that sectoral growth rates other than agriculture w i l l not be 

substantial enough to wipe out the backlog of unemployed i n 

a g r i c u l t u r a l sector; for instance i n the i n d u s t r i a l .sector, i t i s 

not possible due to high capital-output r a t i o needs. Much 

higher growth rates are needed i n other sectors of the economy for 

a s p i l l - o v e r of t h e i r external economies to the massive sector of 

agriculture. I t i s needles to stress that i n the development of 

an economy there i s a d e f i n i t e sectoral interdependence as far as 

external economies are concerned. This i s what i s advocated by 

1, Eskaus, R,S. : The Factor proportions problems i n 
underdeveloped areas "Economics of under-development' 
op.cit. P,349 

2, A.K, Sen : 'Choice of Techniques' op,cit. 
P.XVIII. 
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the exponents of the theory of balanced g r m t h . U n d e r the 

present i n s t i t u t i o n a l and economic framework a balanced 

growth i s necessary to develop the necessary infrastructure 

yielding external economies and investment i n human 

resources to elevate the level of education and technical 

know-how. Under a planned growth model a balanced growth 

i s not hard to visualise. 
Labour Productivity: 

Let us now however, examine the agricultural 

labour productivity i n r e l a t i o n to that part of the G.N.P. 

origin a t i n g from the a g r i c u l t u r a l sector. 

1. A.O, Hirschman, however, does not agree with the idea of 
balanced growth. He i s of the opinion that i t f a i l s as 
a theory of development: "development presumably means 

the process of change of one type of economy into some 
other more advanced type - but such a process i s given up 
as hopeless by the balanced growth theory which finds i t 
d i f f i c u l t to visualise how the underdevelopment 
equilibrium can be broken at any one point" (See 'The 
Strategy of Economic Development' Yale University Press, 
1958, PP.1-5) . Similarly, Dr.Haq also feels a l i t t l e 
uneasy while viewing Pakistans' economic development based 
more or less on the idea of balanced growth. "H i s t o r i c a l l y 
growth has never been balanced, there have always been 
leading and lagging sectors as well as regions" (See 
'Strategy of Economic Planning' op.cit. P,37), 
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Table 5,4 gives an idea of the average,productivity of 

a g r i c u l t u r a l labour i n Pakistan. With the r e l a t i v e growth i n 

G.N.P. originating from agriculture, the average productivity 

shows an upward trend but due to labour redundancy the r e l a t i v e 

increase i n average labour productivity i s not very sharp. One 

would agree with A.K. Sen that " i t i s not that too much labour i s 

being spent on the production process, but that too many 

labourers are spending i t - disguised unemployment thus normally 

takes the form of a smaller number of working hours per head per 

year",''' He further elucidates his arguments with an example that 

i f three brothers in a family look after a herd of c a t t l e every 

alternate day then i n that case the marginal productivity of labour 

may be equal to zero, other things being equal. So i f a brother 

goes away the others may be able to do the same work without 

reducing the output assuming no period of c r i t i c a l l y high demand 

for labour. A.K, Sen's arguments hold good i n the case of India 

and Pakistan where population pressure on land i s intense and the 

marginal productivity of labour i s low. 
Absorptive Capacity of Labour i n different Sectors: 

Let us now examine the absorptive capacity of labour 

in different sectors of Pakistan economy to test the hypothesis 

that for a long time to come the ag r i c u l t u r a l sector w i l l have to 

bear the brunt of an unlimited supply. 

1. A.K, Sen : "Choice of Techniques" op.cit, PPi,4-5. 
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TABLE : 5,5 

Total Employment by Industrial Group 

( i n millions) 

1951 1955 1965 1970 
estimated estimated 

Agriculture 16,25C 16.90(71%; 19.30 (65/0 21.8 
Manufacturing 1,40 1.80 2.60 3.4 

Trade and Coimnerce 1,40 1.80 2.40 2.8 

Construction 0,20 0.50 0.60 0.7 

Transport and 0,30 0.50 0.60 0.7 
communications 

Mining 0.01 0.02 0,04 0.06 

Services 1.32 2.02 2.34 2.80 

Others 0.93 0.01 1.82 2.94 

Total 21.95 23.55 29.70 35.20 

Source: Total employment and agricultural employment (Table 5.3). . 
Manufacturing estimates: 'Strategy of Economic Planning' 
op.cit. P.248. 
Employment i n sectors e.g., trade, construction, transport 
etc., for the years 1965 and 1970 have been calculated at 
constant rate (as in.1955) and the residual has been given 
as employment in 'others'. An attempt has been made to 
break down the non-agricultural employment as given i n 
Table 5.3 to show roughly the absorptive capacity of 
different sectors. 

Note: Data on economic c l a s s i f i c a t i o n of employment i s not 
available except for the year 1951, data which i s not 
acceptable to Planning Commission. 
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From Table 5.5 i t would appear that absorptive 
capacity in a l l sectors other than agriculture i s very low. 
Despite a s t r u c t u r a l change in the composition of G.N.P. with 
the a g r i c u l t u r a l sector declining from 60 i n 1950 to 49 per cent 
i n 1965, i t . s t i l l provided 65 per cent of the total employment 
as against the manufacturing sector with about 10 per cent. The 
increase i n employment in the manufacturing sector has been quite 
low i n the past - only 1 per.cent over a period of fi v e years ( i n 
r e l a t i o n to t o t a l employment during the same period). The decline 
i n a g r i c u l t u r a l employment shown i n the table i s , however, l i a b l e 
to doubt in the absence of actual figures for employment in other 
sectors. The Third Five Year Plan provides only the breakdown of 
employment i n terms of agriculture and non-agriculture, which i s 
not s u f f i c i e n t to ascertain the actual decline i n agricultural 
employment. 

The absorptive capacity of a l l other sectors i s 

unlikely to improve substantially in view of the fact that, 

(a) the c a p i t a l intensity for a l l other sectors w i l l be r e l a t i v e l y 

high i n subsequent plans; (b) the foreign e l a s t i c i t y of demand 

for our exports (manufacturing) w i l l be low due to international 

competition; ( c ) the expansion i n i n d u s t r i a l capacity w i l l be more 

import substituting i n nature than export bound; (d) expansion 

i n industry would therefore largely depend on effective demand from 

the r u r a l sector and t h i s i s l i k e l y to remain low due to low 
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productivity income and savings, (e) the choice of techniques 
may be less labour-intensive i n future, and f i n a l l y , ( f ) the 
service sector w i l l expand only "pari passu" with the expansion 
i n production sectors, so i f the growth rate assumption i s wrong 
i n the case of the production sectors, the service sector might 
also appear sluggiiSh. 

TABLE : 5.6 

Addition to ag r i c u l t u r a l l y u t i l i z e d acreage 
and Employment. 

Year 

1950-51 
1954-55 
1960-61 
1964-65 

Land u t i l i z a t i o n 
(million acres) 

58.10 
61.29 
61.96 
68.70 

Net addition 
made (million 

acres) 

3.19 
0.67 
7.34 

Additional 
Employment 
(million) 

0.65 
0.95 
1.45 

Source: C.S.O. S t a t i s t i c a l Year Book 1964, P.92 and Table 5.3. 

The t o t a l addition to acreage as appears from the table above was 

approximately 10 million acres over a decade and a half as against 

additional employment of 3.05 million. The average land-labour 

r a t i o works out to roughly 2:1 which i s again below the c r i t e r i o n 

of land requirement per f u l l y employed labour (see P.156). 



- 172 -

Bearing i n mind the land u t i l i z a t i o n rate during 
the l a s t f i f t e e n years, i t can be assumed that horizontal expansion 
i n the agr i c u l t u r a l sector even i n West Pakistan w i l l be a slow 
process. 

Now l e t us analyse the v e r t i c a l expansion i n 

agriculture. We have already observed that any technological 

change would mean a p a r t i a l replacement of labour; i t may be argued 

therefore that methods of cultivation and techniques w i l l not be 

more capital-intensive warranting a change i n labour proportion, 

but we can also assume that allowing a higher labour participation 

r ate with choice of technique as constant, would mean a further 

lowering of the marginal productivity of labour. 

The situation i s quite enigmatic i n view of the 

fact that some economists such as Haberler suggest improvements i n 

the methods of cul t i v a t i o n and in the s k i l l of farm labour i n 

order to increase the t o t a l o u t p u t . B u t i t i s d i f f i c u l t to 

v i s u a l i s e a technical change without a corresponding reduction i n 

labour proportion or the working hours. The changes as such can 

be remedial so long as they do not cause replacement of labour; 
2 

rather, intensive c u l t i v a t i o n may need more labour. As suggested 

by Viner, an addition i n labour force i s possible by careful 
1. G. Haberler: C r i t i c a l observations on some current notions i n 

the theory of economic development. "Leading issues on 
Development Economics" op.cit, P,77. 

2, As Japanese r i c e c u l t i v a t i o n methods (transplantation) require 
more labour input. 
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selection of planting seed, thinning and mulching, pains-taking 
harvesting (without much loss to grain) gleaning and cleaning of 
crops and "thus despite fixed technical and economic ingredients, 
the marginal productivity of labour w i l l be positive i t can be 
done so long as the labour technical coefficients are r e l a t i v e l y 
high".^ 

But remembering the volume of surplus labour i n 

Pakistan ( i n terms of disguised unemployment) the agricultural 

sector may not be able to provide as much employment opportunity 

as projected i n the perspective plan. Moreover, as the labour 

considered as unemployed i n a l l other sectors usually falls-back on 

the a g r i c u l t u r a l sector, the s i z e of surplus labour i n that sector 

w i l l be larger than has been anticipated. This i s so because 

rates of urbanisatipn and i n d u s t r i a l i s a t i o n are low in relation to 

the population growth rate. Therefore, since marginal product i s 

l e s s than average product, as Nurkse has pointed out, additional 
2 

labour, would contribute l e s s than previously engaged labour 

'ceteris paribus', that i s to say, i n the absence of any major 

technical change. A numerical example i s given below. 

1. J . Viner: 'Disguised Unemployment' (Leading issues i n 
Development Economics^ op.cit. P.79) 

2, Nurkse: 'Excess 'Population and Capital Construction' 
(Leading issues i n development economics, op.cit. P.74) 
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Supposing 5 units of labour produce 10 units of product, the 
average product being 2 units, productivity w i l l go down i f 7 
units of labour produces 10 or even 12 units of output (the 
average product now being 1.4 or 1,17). In any case the marginal 
product would be l e s s than what i t was previously. 

From this point we can turn to a discussion of the 

disequilibrium i n factor proportions. I t w i l l be seen that with 

successive increases i n the agri c u l t u r a l labour force, then a 

technical change w i l l be r e l a t i v e l y d i f f i c u l t . This situation w i l l 

a r i s e due to unlimited supply of labour i n proportion to land and 

c a p i t a l . So i n a situation l i k e t h i s , according to Nurkse, the 

surplus labour whose marginal productivity i s zero over a limited 

range would go on sharing in tot a l output i n a sort of i n s t i t u t i o n a l 

arrangement. 

Creation of more employment opportunities in 

a g r i c u l t u r a l sector i s also not easy due to certain scarce or fixed 

factor inputs l i k e c a p i t a l or land. Therefore 'capital intensive' 

techniques are not possible and not suited to conditions in 
2 

Pakistan. However, one would agree with A.K. Sen that "... in so 

c a l l e d overpopulated areas s c a r c i t y of cap i t a l has led to such 

substitution of c a p i t a l by labour that the marginal product of 

labour i s not zero; thus the withdrawal of labour w i l l reduce the 
1, Nurkse: 'Excess Population and Capital Construction' op.cit. 

p.74 

2, A.K. Sen : "Choice of Techniques' op.cit. P.6 
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r u r a l output somewhat". We agree with the l a t t e r part of the 

statement that 'withdrawal of labour w i l l reduce the ru r a l 

output somewhat' only with the understanding that t h i s refers to 

a reduction i n the t o t a l volume of production and not to 

marginal productivity. 

In overpopulated countries l i k e India and Pakistan 

however, capi t a l substitution by labour i s possible to a certain 

extent (not beyond the fixed proportion of capital and labour) 

and by t h i s means production volume may r i s e even though 

productivity may f a l l . I t i s the balance between these which i s 

important. We are now i n a position to conclude that there i s 

open as well as disguised unemployment i n Pakistan - more 

pronounced i n the Eastern than i n the Western part. Capital i s a 

scarce factor i n rel a t i o n to supply of labour. Technical change 

leading to replacement of labour i s not feasible. The surplus 

labour therefore requires to be withdrawn but where to and i n what 

way ? In the following section we w i l l consider various ways 

of the answers which can be given to t h i s question. 

To begin with, as a remedial measure, control of 

population i s necessary to reduce the pressure on land. In this 

connection, i t may be pointed out that some in s t i t u t i o n a l 

arrangement might work better than family planning which largely 

depends on voluntary response. For example, the marriageable age 

may be revised upward by l e g i s l a t i o n ( i t s efficacy .would,, however. 
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depend on administrative controls). In practice legal measures 

are very r a r e l y effective i n dealing with individual elements of 

s o c i a l value systems. 

Rural i n d u s t r i a l cooperatives could be formed and 

promoted p a r t i a l l y by the Government by providing funds (say 

c a p i t a l goods only),, these to be repaid over a long period, to take 

care of seasonal unemployment and substantiate low farm income. 

This would actually be an effort to monetize the rural sector of 

the economy and create, a p a r t i a l s h i f t from subsistence wage (being 

wage good) to money wage i n the long run. The rur a l i n d u s t r i a l 

cooperatives could be planned to process only agricultural raw 

materials with chain store outlets i n each Thana area.''' 

Agricultural implement workshops could also be established by rur a l 

cooperatives. A caution i s however needed to see that products 

of r u r a l industries are marketable and th e i r capital needs do not 

expand depending on choice of technique necessarily a labour 
2 

intensive one , 
Intensive methods of cultivation could be adopted to 

absorb more labour, t h i s being possible due to enlarged future 

a g r i c u l t u r a l inputs, which would create additional employment so 

long as what i s involved i s 'landesque c a p i t a l ' and not 'labouresque 

1. Examples: weaving of 'lungi' and Saris on 'khaddi' i n East 
Pakistan, jute carpet, rattan canefurniture, coire matting, ropes, 
f i s h canning etc. In West Pakistan i n d u s t r i a l cooperatives may 
produce woollen carpets, cotton cloth, packed f r u i t s and juice etc. 

2. As Dhar and Lydall i n case.of India have come to the conclusion 
that small factories use more ca p i t a l and more labour per unit of 
output than large factories ( c f . Hansrfti, A.H. The Process of 
Planning, Oxford University Press, 1966 P.510). 
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capital'.''' This w i l l be i n addition to the p o s s i b i l i t y of 

mobilizing redundant labour for employment i n 'capital projects' 

as discussed e a r l i e r i n Chapter Three. 

The Public Works Programme could be expanded and 

designed to reduce unemployment and underemployment i n rural 
2 

areas. In Pakistan, the Works Programme was launched i n 1962-63 

and at the end of 1964-65 the following l i s t was made of problems 

encountered during i t s implementation; ( i ) shortage of s k i l l e d 

labour; ( i i ) lack of surveys and f e a s i b i l i t y studies; 

( i i i ) delay i n time schedule; ( i v ) the problem of maintenance of 

completed projects; (v) misuse of funds; and ( v i ) poor 

communications• 

1. Terms borrowed from A.K. Sen (Choice of Techniques, op.cit. 
P.82). 

2 . The main objectives being: (a) to provide larger employment 
by creating work opportunities i n the rur a l areas on local 
projects not requiring large capital investment; (b) to 
create an effective nucleus for planning and development at 
the local l e v e l and to associate- an expanding segment of the 
population i n the development effort; (c) to create 
infrastructure such as roads, bridges, i r r i g a t i o n channels 

and the l i k e i n rur a l areas; and (d) to raise additional 
f i n a n c i a l and manpower resources for the implementation of local 
projects through taxation or voluntary labour. (See Fina l 
Evaluation of Second Five Year Plan, op.cit. Pol29) . 
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As Arthur Lewis has pointed out, despite the 

presence of an unlimited supply of labour i n an overpopulated 

country s k i l l e d labour i s always i n short s u p p l y . T h e shortage 

of s k i l l e d labour i s quite phenomenal i n a country of unlimited 

supply of labour and i t s opportunity cost i s also high, a fact 

which Lewis regards as a temporary, bottleneck or, in his words, 
2 

"Marshall should have considered i t a quasi-bottleneck". This 

si t u a t i o n w i l l p e r s i s t so long as sca r c i t y of capital does not 

allow more training f a c i l i t i e s . For any works programme s k i l l e d 

labour would always be in short supplies because at the prevalent 

wage then labour as such would remain immobile. Secondly the 

opportunity cost of s k i l l e d labour being higher elsewhere the 

s k i l l e d labourer would not fee l attracted to work on a small 

i r r i g a t i o n project where the amenities of l i f e are also inadequate 

and the re a l wage i s less than where he i s already employed and 

or can keep himself employed. The idea of employing s k i l l e d labour 

for the execution of works programmes i n a rural area i s actually 

s e l f defeating i n the sense that such projects and schemes would 

generate additional employment for those unemployed or underemployed 

at a wage a l i t t l e higher than the subsistence sector for capital 

1. A. Lewis : 'Economic Development with unlimited supplies of 
labour' seen i n 'Economics of Underdevelopment' 
(etd) op.cit. P.406. 

2. Ib i d . 



- 179 -

formation at a lower cost. The project should be so designed as 

to employ a large voliune of unskilled labour for instance i n 

the building of dams or embankments, excavation, earth f i l l i n g , 

road building etc. In case of s k i l l e d labour factor ^:Sif: c a p i t a l 

i n t e n s i t y w i l l also be high and this must be very sparingly used. 

The Works Programme should therefore d i s t i n c t l y d i f f e r in 

nature from that, for instance, of the usual projects undertaken 

under the I r r i g a t i o n Sub-sector and should mainly aim at 

employing unskilled labour for capital formation for reducing the 

pressure on land. 

As regards problem ( i i ) on page 177 the supply of 

survey and f e a s i b i l i t y studies would mean a requirement for 

technical s t a f f and an organisation leading to an increase i n the 

overhead cost. Moreover, under the present i n s t i t u t i o n a l 

arrangements such measures (despite being useful) are not possible 

unless a nucleus of technical s t a f f i s created for the purpose. 

Therefore, the only way out remains, i s to create works requiring 

a minimum of experts and which could be executed quickly and 

e f f e c t i v e l y . Point ( i i i ) , the maintenance of completed projects 

could be got over by passing the responsibility to l o c a l 

administration at which l e v e l the points made i n the l a s t 

paragraph also apply. As regards poor communications, i t may be 

added that Works Programme should primarily go for building the 

necessary basic physical infrastructure f i r s t and only then projects 

or schemes the progress of which would partly depend on better 

communi cat ions, 
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To make a works Programme effective, i t i s necessary 
to lay down certain conditions and p r i o r i t i e s . Each programme 
should be based on certain c r i t i c a l c r i t e r i a , such as maximum 
yielding of external economies while annual programmes for different 
areas may be framed according to particular needs and prevailing 
conditions (with regard to factor inputs), and programmes could 
d i f f e r i n nature from area to area. A quantitative evaluation 
would, however, reveal the income generation effect through the 
works programmes and.the actual increase i n the leve l of employment. 
Keeping i n view the investment c r i t e r i o n , used in the Second Five 
Year Plan the t o t a l additional employment thus created would come 
to roughly 0.12 m i l l i o n . T h i s estimate i s however quite 
tentative. A more r e a l i s t i c assumption would be based on a lower 
c a p i t a l intensity than the one for the agricultural sector. 
Moreover,since regional prices for factor inputs d i f f e r , we can get 
a r e l a t i v e l y higher l e v e l of employment in some areas than this 
conservative estimate shows. In the works programme we w i l l have 
to presume a higher proportion of labour input than other factor 
proportions, and with the wage rate being proportionately low the 
capital-labour r a t i o would be s t i l l lower. Therefore, we can 
assume that the works programme was instrumental in creating 
employment to the extent perhaps of 0.2 to 0.25 million during the 

1. Total investment being Rs 650 million for the period 1962/63 
to 1964/65 and the capi t a l intensity Rs 5,370 (during the 
Second Plan Period for agricultural sector vide Table 6.2). 
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Second Plan period. I t i s however, d i f f i c u l t to carry out 

any empirical study to determine the si z e of the leakages 

observed by the Planning Commission, such as the misuse of 

fund, uneconomic location of projects and bad materials used. 



CHAPTER VI 

'Strategy of Agricultural Development' 

In an underdeveloped country, given a policy of 

economic development and planning, one i s dismayed to find a 

massive sector such as agriculture, having a slow growth rate 

(being t r a d i t i o n a l i n nature and where a breakthrough i s a real 

t a s k ) , s t i l l dominating the economic scene. Due to the sheer 

s i z e of this sector, the agricultural growth rate however low i s 

po s i t i v e l y correlated with the overall growth rate. In other 

words, a sustained and higher growth rate i n any sector of the 

economy, due to i t s limited s i z e , does not influence appreciably 

the overall growth rate. Therefore, faced with such a 

si t u a t i o n an ag r i c u l t u r a l transformation i s needed to make the 

economy viable and s e l f sustained as well as to prepare the ground 

for 'take off*. 

I t i s d i f f i c u l t to copy the pattern or path of 

growth of the advanced nations as the situations d i f f e r 

d i s t i n c t l y when we look back and note differences in factor 

proportions, labour productivity, higher rate of saving and 

investment via trade sector or colonial rule, demographic pattern 

etc. Simon Kuznets puts his argument in these words.''' "Both 

the absolute and r e l a t i v e economic position, as well as the 
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gen e r a l c a s t of the immediately antecedent h i s t o r y , of the 
now developed c o u n t r i e s i n t h e i r p r e - i n d u s t r i a l phase were 
c a r d i n a l l y d i f f e r e n t from the economic p o s i t i o n and the immediate 
h i s t o r i c a l h e r i t a g e of the underdeveloped c o u n t r i e s of today. I t 
i s , t h e r e f o r e , f a r from s a f e to e x t r a p o l a t e economic or 
demographic a s p e c t s from the e a r l i e r records f o r the developed 
c o u n t r i e s to c u r r e n t and pr o s p e c t i v e l e v e l s f o r the underdeveloped".''' 

I n today's world, development of an underdeveloped 

economy i s a complex problem which d i f f e r s widely between c o u n t r i e s 

because of the e x i s t e n c e of various types of s l a c k f a c t o r s and the 

v a r i e t y of development underway -. some evo l u t i o n a r y i n c h a r a c t e r 

and some through planned e f f o r t s . 

However, the economic p r o s p e r i t y and advancement 

of the developed c o u n t r i e s i n the m a j o r i t y of cases i s a t t r i b u t a b l e 

t o the trade s e c t o r or f o r e i g n c a p i t a l investment i n the i n i t i a l 

s t a ge of development. To the underdeveloped economies of today 

such trade gains cannot q u i c k l y be made. As regards, f o r e i g n 

p r i v a t e investment there i s now a s e t of economic and non-economic 

c o n d i t i o n s which have to be s a t i s f i e d . These not only include 

n a t u r a l endowments but a l s o the v a r i a t i o n i n p r o f i t margin and 

f o r e i g n demand as between s e c t o r s and sub-sectors of the economy. 

1. Simon Kuznets: 'The pre i n d u s t r i a l Phase i n Advanced Countries* 
P.151 Agarwalaand S.P.Singh (Ed ) , "The Economics of 
Underdevelopment", Oxford U n i v e r s i t y P r e s s , New York, 1963. 
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Thus a s t e e l production p r o j e c t may be l e s s a t t r a c t i v e to 
f o r e i g n p r i v a t e investment than may be pa r t of t e r t i a r y i n d u s t r y . 
F o r e i g n investment i s not n e c e s s a r i l y concerned w i t h n a t i o n a l 
investment needs and i n any case must take note of s o c i o - p o l i t i c a l 
c o n d i t i o n s which may not be conduslve to such investment. 
T h e r e f o r e , to a c o n s i d e r a b l e extent 'trade' has been replaced by 
' a i d ' f o r underdeveloped economies, or p r i v a t e f o r e i g n investment 
by i n t e r - s t a t e c a p i t a l movements without which a reasonable growth 
r a t e on c a p i t a l i s t i c p a t t e r n i s not p o s s i b l e . Development through 
a i d i s extraneous and p a i n f u l process, but dependence on a i d i s 
l i k e l y to continue so long as the v i c i o u s c i r c l e of poverty i s not 
broken, t h i s poverty l a r g e l y a t t r i b u t a b l e to the dominance and the 
c h a r a c t e r i s t i c s of the t r a d i t i o n a l a g r i c u l t u r a l s e c t o r . 

I n t h i s concluding chapter w i l l be d i s c u s s e d three 

main p o i n t s , f i r s t l y , the problem of transforming the a g r i c u l t u r a l 

s e c t o r and i t s s e l f s u s t a i n e d growth, secondly, the response of the 

a g r i c u l t u r a l s e c t o r to p r i c e s and techniques and t h i r d l y , the 

attainment of general p r o s p e r i t y v i a the a g r i c u l t u r a l s e c t o r . I n 

context to the t h i r d point, paying s p e c i a l a t t e n t i o n to the 

p o s s i b i l i t y of ' s i n g l e f a c t o r ' development approach w i l l be 

examined. 
Transformation of A g r i c u l t u r a l Sector; 

The transformation of a g r i c u l t u r e needs b a s i c a l l y 

the e l i m i n a t i o n of extreme poverty i n a g r i c u l t u r a l s e c t o r , but 

i m p l i c i t i n t h i s l i e s the complexity of problems such as the s o c i a l 

environmental f a c t o r , the i n s t i t u t i o n a l framework and economic 

f a c t o r s . 
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The s o c i a l environment f a c t o r as observed i n 

the peasant s o c i e t y of P a k i s t a n i s the outcome of age long t r a d i t i o n s , 

c u l t u r e , s o c i a l behaviour, and c o n v i c t i o n s . The a t t i t u d e , 'be 

s a t i s f i e d w i t h the minimum' can only be v i s u a l i s e d i n a stagnant 

s o c i e t y . Born i n t o such an environment a farmer remains 

tradition-bound w i t h regard to method of c u l t i v a t i o n , techniques 

and t h r i f t , s c e p t i c a l about new experiments, investment prospects 

or a t e c h n i c a l change. Consequently as Schultz''' points out : 

"the/{State of a r t s and t h e ^ S t a t e of preference and motives f o r 

h o l d i n g and a c q u i r i n g sources of income remain constant". He 

f u r t h e r e l a b o r a t e s h i s views by s t a t i n g t h a t , "yet i t i s p o s s i b l e 

t h a t t r a d i t i o n a l a g r i c u l t u r e has c e r t a i n strong b u i l t - i n - r e s i s t o r s 
2 

to any changes i n the e x i s t i n g s t a t e of a r t s " . S i m i l a r l y there 

a r e a s e t of i n s t i t u t i o n a l arrangements under which farmers l i v e as 
3 

f o r example the p a t t e r n of land ownership, and land tenure. 

1. T,W. S c h u l t z : 'Transforming T r a d i t i o n a l A g r i c u l t u r e ' Y a l e 
U n i v e r s i t y P r e s s , 1964.. P.30,. 

2. I b i d , P.33 

3. According to Census 1951, the p o s i t i o n was as under: 

W. Pak. - E.Pak 
(percentages) 

Land owners : 56.0 76.0 
Tenants : 41.7 9.7 
L a n d l e s s : 2.3 14.2 

Source: Population Growth and Economic Development I.O.E. 
K a r a c h i 1960, P.204. 
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P a r t s of the socio-economic complex which has a land tenure 

facet"*" are a l s o elements such as f a m i l y based employment i n 

2 • 3 4 a g r i c u l t u r e , j o i n t f a m i l y system , and consumption p a t t e r n s . 

The economic f a c t o r s are those which we have a l r e a d y 

d i s c u s s e d such as d i s e q u i l i b r i u m a t f a c t o r l e v e l and causes 

t h a t stem from a 'shortage-dominated' economy.^ L e t us now 

examine the p o s s i b i l i t y of transforming the a g r i c u l t u r a l s e c t o r 

w i t h the given c o n d i t i o n s as enumerated* 

1. The Tenure p o s i t i o n was as under: 

Owner farm Owner and Tenant 
tenant farm 

% % % 

West P a k i s t a n : 1 to 2.5 a c r e 38 23 39 

E a s t P a k i s t a n : 0.5 to 1 a c r e 89 9 2 

Source: P a k i s t a n Census of A g r i c u l t u r e 1960, Vol.11, P.56, and Vol.1, 
P. 46. 

2. One to two members of the family u s u a l l y work on farms, the 
average s i z e of f a m i l y i s 5. 

3. E s s e n t i a l l y an i n s t i t u t i o n a l arrangement to share i n work and 
output which has been d i s c u s s e d i n o u t l i n e i n the preceding 
chapter. 

4. As according to an estimate by Raquibuzzaman marketed s u r p l u s i n 
E a s t P a k i s t a n v a r i e s from 7 t o 17 and i n West P a k i s t a n from 8 to 
27 per cent of the d i f f e r e n t volumes of production ( r e f e r e n c e 
P a k i s t a n Development Review, Vol.VI, IDE, K a r a c h i , 1966). 

5. The term as used by V.K.R.V. Rao i n "investment Income and the 
M u l t i p l i e r i n Underdeveloped C o u n t r i e s " Economics of Under­
development, o p . c i t . P.210. 
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above. To t e s t t h i s hypothesis we w i l l have to proceed w i t h a 

s e t of c r i t e r i a based on: ( i ) investment; ( i i ) t e c h n o l o g i c a l 

change; ( i i i ) p r i c e s and other i n c e n t i v e s ; ( i v ) p r o f i t a b i l i t y ; 

( v ) t r a n s f e r of labour; ( v i ) supply of p h y s i c a l f a c t o r ; 

( v i i ) a change i n i n s t i t u t i o n a l framework; and s o c i o - p s y c h o l o g i c a l 

a t t i t u d e . 

Investment i s intended to maximize the n a t i o n a l 

product o f income per c a p i t a . There a r e s e v e r a l c r i t e r i a of 

investment such as c a p i t a l output r a t i o , s o c i a l marginal 

p r o d u c t i v i t y approach or r a t e of savings and reinvestment,''' 

A.E. Kahn the exponent of the S.M.P. c r i t e r i o n of investment i s , 

however, of the view t h a t the c a p i t a l - t u r n o v e r ( c a p i t a l - o u t p u t 

r a t i o ) c r i t e r i o n i s u s e f u l where c a p i t a l i s r e l a t i v e l y s c a r c e and 

labour i s abundant. I n s e c t o r a l a l l o c a t i o n c a p i t a l output r a t i o 

has proved u s e f u l c r i t e r i o n of investment. 

Investment i n a g r i c u l t u r e s e c t o r l a r g e l y depends, 

s t r i c t l y from the development point of view, on choice of 

technique. The production c o e f f i c i e n t i s h i g h l y v a r i a b l e i n an 

a g r i c u l t u r a l s e c t o r such as th a t of P a k i s t a n . Investment i s 

r e q u i r e d to be viewed i n r e l a t i o n to other v a r i a b l e s l i k e labour. 

Therefore labour a n d . c a p i t a l may form a s e t of combination 

depending on c e r t a i n c h o ices of technique. For i n s t a n c e , a more 

1, Many e v a l u a t i o n of investment c r i t e r i a have been made by 
A,E.Kahn, H.B. Chenery, 0. E c k s t e i n , A,0. Hirschman, 
H. L e i b e n s t e i n and Nurkse. 
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labour i n t e n s i v e technique would r e q u i r e l e s s c a p i t a l than a more 

c a p i t a l i n t e n s i v e one ( s e e a l s o p. 176 ) . However, i n a 

populous peasant s o c i e t y l i k e P a k i s t a n c a p i t a l i s r e p l a c e a b l e by 

labour up to the point where the marginal p r o d u c t i v i t y of labour 

remains p o s i t i v e or up to a point where c a p i t a l i s not 

r e p l a c e a b l e by labour. Both land r e p l a c i n g c a p i t a l or labour 

r e p l a c i n g c a p i t a l may r a i s e p r o d u c t i v i t y but one would agree with 

A,K. Sen t h a t so f a r as observation goes:"*" "investment i n 

f e r t i l i z e r s or i n i r r i g a t i o n or i n pest c o n t r o l , i n c r e a s e s y i e l d 

per a c r e c o n s i d e r a b l y (without r e p l a c i n g l a b o u r ) , investment i n 

machines l i k e t r a c t o r , t h r e s h i n g machines e t c . i s u s e f u l mainly 
2 

i n r e p l a c i n g labour (without r a i s i n g y i e l d per a c r e ) . I t i s , 

however, arguable whether a machine r e p l a c i n g labour does not 

n e c e s s a r i l y i n c r e a s e the output per u n i t of land. The other 

cooperant f a c t o r s remaining the same, the y i e l d per a c r e i n a l l 

p r o b a b i l i t y must equal or exceed the amount of labour thus r e p l a c e d . 

There i s i n f a c t no disagreement about c a p i t a l being a s c a r c e 

f a c t o r and the l e v e l of investment being desp e r a t e l y low i n the 

a g r i c u l t u r a l s e c t o r of the under-developed economies. But 

investment alone can not be the s o l e b a s i s f o r a speedy 

1, A,K, Sen, o p . c i t , P.82. 

2. A.K, Sen r e f e r r i n g to S,R. Sen's paper i n the proceedings on the 
n i n e t h I n t e r n a t i o n a l Conference on A g r i c u l t u r e Economics (London 
1956) P.56 where S.R. Sen i s of the view that "while mechanisation 
of farming operations improve considerably the y i e l d per u n i t 
of labour, i t does not n e c e s s a r i l y i n c r e a s e the y i e l d per 
u n i t of l a n d . 
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tra n s f o r m a t i o n of a g r i c u l t u r a l s e c t o r . A f t e r c r e a t i n g the 
ne c e s s a r y i n f r a s t r u c t u r e what i s needed i n P a k i s t a n i s to give 
more a t t e n t i o n to other supply f a c t o r s , so t h a t the absorptive 
c a p a c i t y and e f f e c t i v e n e s s of per u n i t c a p i t a l u t i l i z a t i o n may 
be i n c r e a s e d . The p o s i t i o n w i t h regard to supply of f a c t o r 
i n p u t s i s f a r from s a t i s f a c t o r y . For example the d i s t r i b u t i o n of 
f e r t i l i z e r i s not e f f i c i e n t mainly due to o r g a n i s a t i o n a l 
i n e f f i c i e n c y . The s h o r t supply p o s i t i o n of f e r t i l i z e r s ( a t 
production l e v e l ) i s f u r t h e r aggravated by d i s t r i b u t i o n a l 
d e f i c i e n c i e s . The d i s t r i b u t i o n of f e r t i l i z e r i s d e c e n t r a l i s e d both 
i n E a s t and West P a k i s t a n , v ^ i t l h o West P a k i s t a n , the A g r i c u l t u r a l 
Development Corporation e f f e c t i n g s a l e s of f e r t i l i z e r through the 
Cooperative Department v . f i t e l i i n tu r n organises a Rural Supply 
Cooperative Corporation f o r wholesale and Union Cooperative 
S o c i e t i e s f o r r e t a i l s a l e of f e r t i l i z e r , ^ J k l l n E a s t P a k i s t a n 
the A g r i c u l t u r a l Development Corporation appointed the Department 
of A g r i c u l t u r e as i t s agent f o r r e t a i l b u s i n e s s . T h i s Department 
co n s t r u c t e d 4,000 Union s t o r e s and engaged s p e c i a l s t a f f f o r s a l e 
o f . f e r t i l i z e r , but i t has been reported t h a t Union s t o r e s remained 
c l o s e d f o r most of the time and the c u l t i v a t o r s could not buy 
f e r t i l i z e r . 

1, Ghulam Mohammad: ' S t r a t e g i c Problems i n A g r i c u l t u r a l Development 
i n P a k i s t a n ' , The P a k i s t a n Development Review, IDE. 
( K a r a c h i 1964) P,228, 
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T h i s s o r t of o r g a n i s a t i o n a l pyramid d u p l i c a t i o n of 
s a l e s f u n c t i o n can not help i n s o l v i n g the r e a l problem. I n place 
of a b u r e a u c r a t i c o r g a n i s a t i o n there could be quick and e f f i c i e n t 
d i s t r i b u t i p n through s t o r e s run by p r i v a t e e n t e r p r i s e . A f a i r 
margin of p r o f i t may be allowed to d e a l e r s f u l l y or p a r t l y 
s u b s i d i s e d by the Government. T h i s subsidy could even be equal 
to overhead c o s t s borne i n c e n t r a l i s e d systems i n b u i l d i n g an 
o r g a n i s a t i o n a l pyramid, c o n s t r u c t i n g and maintaining s t o r e s or 
godowns and appointing f u l l time storekeepers and s t i l l be more 
e f f e c t i v e , s i n c e a l l the evidence leads to agreement w i t h 
Ghulam Mohammad t h a t : " P r i v a t e agents have a personal s t a k e i n 
s a l e s and i f the p r o f i t margins are s u f f i c i e n t l y high a l l out 
e f f o r t s to s e l l l a r g e q u a n t i t i e s of f e r t i l i z e r may be expected"."*• 

Thus w i t h a smooth supply l i n e b u i l t i n for f a c t o r 

i n p u t s , then investment can pla y a more e f f e c t i v e r o l e . As the 

supply of f a c t o r inputs such as f e r t i l i z e r depends u l t i m a t e l y on 

the purchasing power of the farmer, and s i n c e t h i s i s low i n 

P a k i s t a n , then t h e r e e x i s t s a need to be redressed by p u b l i c 

spending, s u b s i d i s i n g or by providing the needed c r e d i t f o r the 

purpose ( s e e p. 221 ).,>;_• '••eu). 

T e c h n o l o g i c a l Change; 

T h e o r e t i c a l l y t e c h n o l o g i c a l change i n a populous 

peasant s o c i e t y i s not p o s s i b l e . The a g r i c u l t u r a l s e c t o r has a 

1. Ghulam Mohammad; o p . c i t . P.228 
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v a r i a b l e t e c h n i c a l c o e f f i c i e n t of production and the f a c t o r 
endowment i s such t h a t labour i s a r e l a t i v e l y abundant f a c t o r , 
so t h a t techniques of production are labour intensive,''' 

I n P a k i s t a n or I n d i a , however, i t can be observed 

t h a t the m a j o r i t y of the c u l t i v a t o r s a r e not r e s i s t a n t to 

t e c h n i c a l change and improvement i f t h i s can be shown to have a 

comparative advantage. 

There i s i l l i t e r a c y but not mass ignorance about 

the r e s u l t a n t p r o f i t a b i l i t y of a t e c h n i c a l change. Nevertheless 

the r a t e of a c c e p t a b i l i t y of any t e c h n i c a l change depends on the 

a v a i l a b i l i t y of c a p i t a l and the c a p a c i t y to pay f o r i t , or as 

Lewis puts i t "other determinants of the r a t e of t e c h n i c a l 

change are the q u a l i t y of entrepreunership and e f f e c t i v e n e s s of 

the i n s t i t u t i o n a l framework i n making the new ideas f e a s i b l e , 
2 

a c c e p t a b l e and p r o f i t a b l e " . The reasons f o r a constant a r t form 

a complex i n c l u d i n g elements such as are-^fragmented, holdings which 

can h a r d l y s a t i s f y the c o n d i t i o n s to make t e c h n i c a l change 

f e a s i b l e - i . e . t o meet the c o s t of such inputs and d e p r e c i a t i o n , 

poverty, low production, income, s a v i n g and investment and the small 

s i z e of the marketable s u r p l u s . The a g r i c u l t u r a l s e c t o r of the 

P a k i s t a n economy i s l a r g e l y non-monetized. I t ^ i s t r u e t h a t 
1. G.M, Meier, "Leading i s s u e s i n Development Economics", o p , c i t . 

P.68, 

2, A, Lewis: The Theory of Economic Growth, George A l l e n and 
Unwin, London, P,177-82, 
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technology r e p l a c i n g labour i s out of the question but c e r t a i n 
i n p u t s e.g., improved s m a l l t o o l s and implements can e a s i l y be 
u t i l i s e d f o r i n t e n s i v e c u l t i v a t i o n which would not n e c e s s a r i l y 
r e p l a c e labour or reduce working hours e i t h e r . For a g r i c u l t u r a l 
t r a n s f o r m a t i o n such innovations and improvements a r e necessary. 
I n West P a k i s t a n , there i s scope f o r accepting t e c h n i c a l change 
on a l i m i t e d s c a l e because of the r e l a t i v e l y l a r g e s i z e of land 
h o l d i n g s , l e s s redundancy of labour and the p o t e n t i a l of land 
r e c l a m a t i o n . As d i s c u s s e d e a r l i e r i n the l a s t chapter, a 
t e c h n i c a l change i s f e a s i b l e at. a stage when the s i z e of surp l u s 
labour i s r e l a t i v e l y s m a l l . I n E a s t P a k i s t a n such change i s more 
d i f f i c u l t because of the dominance of small holdings, lower land 
a v a i l a b i l i t y , and a higher percentage of redundant labour. 

The i s s u e of Supply response to p r i c e s and techniques; 

We need now d i s c u s s the i s s u e of supply response 

t o p r i c e s and techniques, an i s s u e which has been much debated 

i n the context of underdeveloped c o u n t r i e s . At one extreme i s 

the a t t i t u d e of Boeke who i s of the view that the p r e - c a p i t a l i s t i c 

e a s t e r n economy has l i m i t e d needs i n c o n t r a s t to the unl i m i t e d 

needs of the c a p i a l i s t i c s o c i e t y and hence i t i s c h a r a c t e r i s e d by 

backward-sloping supply curves of e f f o r t and r i s k t a k i n g , '.,,, 

anyone expecting western r e a c t i o n s w i l l meet w i t h frequent/ 

l . J . H . Boeke "Economics and Economic P o l i c y of Dual S o c i e t i e s " 
New York 1953, r e f e r e n c e from "Leading I s s u e s i n 
Development Economics", o p . c i t , P,56. 
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s u r p r i s e s . When the p r i c e of coconut i s high, the chances a r e 
t h a t l e s s of the commodities w i l l be o f f e r e d f o r s a l e ; when 
wages are r a i s e d the manager of the e s t a t e r i s k s that l e s s work 
w i l l be done; i f three a c r e s a r e enough to supply the needs of 
the household a c u l t i v a t o r w i l l not t i l l s i x , when rubber p r i c e s 
f a l l the owner of a grove may decide to tap more i n t e n s i v e l y , 
whereas high p r i c e s may mean t h a t he l e a v e s a longer or s m a l l e r 
p o r t i o n of tappable t r e e s untapped', A s i m i l a r view has been 
expressed by Raymond F r o s t , "There are m i l l i o n s of peasant 
farmers i n A s i a and A f r i c a who are happy to make a c e r t a i n amount 
of money and no more. They w i l l t h e r e f o r e , grow more crops as 
p r i c e s r i s e but only up to a point where t h e i r d e s i r e f o r money 
i s s a t i s f i e d , A f t e r r t h i s point they may even grow l e s s as 
p r i c e s continue to r i s e " . ^ Boeke's argument i s based on c e r t a i n 
o b s e r v a t i o n s i n Indonesian peasant s o c i e t y which, however, can 
not be g e n e r a l i s e d i n context to e n t i r e underdeveloped world. 
His o b s e r v a t i o n may be p a r t i a l l y c o r r e c t i n a c l o s e d non-monetized 
and non-market o r i e n t a t e d economy. I n aggregative terms h i s 
theory i s not n e c e s s a r i l y a p p l i c a b l e to the whole underdeveloped 
populous world, Higgins has c r i t i c i s e d Boeke on the f o l l o w i n g 
counts t h a t wants a r e not l i m i t e d s i n c e both marginal propensity 
to consume and import are high ( a s observed i n Java and Borneo 
i t s e l f ) . "Far up the great r i v e r s of Kalimantau (Borneo), hundreds 

1, Raymond F r o s t : "The Backward Society,"(New York St,Martin 
P r e s s , 1961). P,74 
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of m i l e s i n t o the j u n g l e , good rubber p r i c e s r e s u l t i n a spate 

of orders f o r b i c y c l e , m a t t r e s s e s , watches, f o u n t a i n pens and 

the l i k e , Sampanss i n remotest c a n a l s a r e loaded w i t h 

A u s t r a l i a n t i n n ed milk and American tinned soup".""" Lewis i s , 

a l s o of the same view "the suggestion t h a t economic development i s 

prevented by farmers not having w o r l d l y values i s l a r g e l y a myth, 
2 

s i n c e farmers are almost everywhere an a c q u i s i t i o n c l a s s " . T h i s 

i s t r u e because almost a l l the under-developed c o u n t r i e s are now 

more or l e s s open to the e x t e r n a l world. The agriculturdst-s:» 

a r e conscious a t l e a s t of gross income and expenditure and, 

g e n e r a l l y , seek to improve t h e i r standard of l i v i n g . I n P a k i s t a n 

the s i t u a t i o n i s one of an open economy. The urban growth r a t e 

and i n d u s t r i a l i s a t i o n have a l r e a d y i n f l u e n c e d the consumption 

Spettternsr and needs of the people and these have l e a d to p e r c e p t i b l e 

i n c r e a s e d e f f o r t s and e n t e r p r i s e without which we would not be able 

to observe t h a t there i s hardly a v i l l a g e i n the remotest part of 

the country without a t r a n s i s t o r - r a d i o or a b a t t e r y t o r c h . The 

l i m i t a t i o n s to supply response a r e , t h e r e f o r e , economic r a t h e r 

than s o c i a l or b e h a v i o u r i s t i c . j^ i c t . c ? " ., 

1. Benjamin Higgins "The D u a l i s t i c Theory of Underdeveloped A r e a s " 
Economic Development and c u l t u r a l change, 'Leading I s s u e s i n 
Development Economis, o p . c i t . P.59. 

2. A. Lewis: 'Theory of Economic Growth' George A l l e n and 
Unwin, London, P,177-182, 
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A more convincing a n a l y s i s than t h a t of Boeke 
and F r o s t has come from VoK,R.V. Rao i n h i s study of Investment 
Income and M u l t i p l i e r i n underdeveloped c o u n t r i e s : 
v a r i a t i o n s i n a g r i c u l t u r a l output i n a country l i k e I n d i a , where 
i r r i g a t i o n accounts f o r l e s s than 20 per cent of the c u l t i v a t e d 
a r e a , a re l a r g e l y dominated by the vag a r i e s of nature, and 
response to p r i c e i n c r e a s e i s l e s s e f f e c t i v e i n terms of 
aggregate output than i n those of i n d i v i d u a l crops': "Moreover 
the b e l i e f i s widely h e l d , and not without j u s t i f i c a t i o n , that 
the supply curve of a g r i c u l t u r a l i n d u s t r y as a whole i s not only 
i n e l a s t i c but a l s o tends to be backward r i s i n g , so tha t an 
i n c r e a s e i n the value of output need not n e c e s s a r i l y l e a d to 
subsequent i n c r e a s e i n the volume of output".''' Rao i n a d d i t i o n 
observes the d i s i n c e n t i v e f a c t o r s such as p r i c e c o n t r o l and 
Governmental procurement besides the u n c e r t a i n t y of continuing 
high p r i c e s and the i n e l a s t i c i t y i n the supply curves of the 
f a c t o r s of production. 

L e t us now d i s c u s s the problem of supply response 

i n the context of needs and p r i c e s . As regards needs, i t i s 

an observable f a c t t h a t they are not s e v e r e l y l i m i t e d even i n a 

peasant s o c i e t y and they are not n e c e s s a r i l y r e s t r a i n e d by 

environmental f a c t o r s but r a t h e r by economic f a c t o r s and 

i n s t i t u t i o n a l framework. 

1, V.K.R.V. Rao "The Economics of Underdevelopment" e d i t e d by 
Agarwala and S.P. Singh, Oxford U n i v e r s i t y P r e s s , New York 
1963, P.208-9. 
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One may agree w i t h Rao's contention t h a t i n the 
s h o r t run the supply response may not be i n proportion to 
p r i c e i n c r e a s e . T h i s may be due to c e r t a i n f o r c e s such as 
v a g a r i e s of nature at present beyond c o n t r o l or i t may be due to 
the f a c t t h a t income a c c r u i n g to the primary s e c t o r i s not 
s u f f i c i e n t to allow productive investment a f t e r incremental 
income i s spent on i n c r e a s e d b a s i c consumption e.g. on food and 
housing. As a phenomenon i t may be s i g n i f i c a n t i n the s h o r t run 
but i n the long run w i t h a higher l e v e l of income through planned 
e f f o r t the response of supply to p r i c e s could be more pronounced. 
The whole problem i s t h a t of breaking through the v i c i o u s c i r c l e 
of abysmal poverty which r e s u l t s i n very l i t t l e incremental 
income being a v a i l a b l e f o r . p r o d u c t i v e investment. 

I t i s , however, a l s o an admitted f a c t t h a t farmers 

do respond to p r i c e i n c r e a s e s . R.M. S t e r n s t u d i e d the supply 

response of P a k i s t a n and I n d i a n j u t e c u l t i v a t o r s both before and 

a f t e r the World War I I and reached the c o n c l u s i o n that the " p r i c e 

system seems t o work f a i r l y p o s i t i v e l y i n the short and longer 

runs even i n underdeveloped c o u n t r i e s , where peasant producers 

r e l y on r a t h e r p r i m i t i v e methods of production"."'" 

1. R.M. S t e r n : "The P i r c e Responsiveness of Primary Producers" 
Review of Economies and S t a t i s t i c s V o l . XLIV, No.2, May 
1962, P.203. 
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Ralph C l a r k a l s o has observed t h a t i t i s r a t h e r • 

j u t e and r i c e p r i c e s which i n f l u e n c e the c u l t i v a t o r s crop 

choice.''' A s i m i l a r study made by Roy K r i s h n a and W.P. Falcon 

concerning p r i c e response of American D e s i v a r i e t i e s of cotton 

i n Punjab (1914-46) confirmed t h a t farmers were as responsive to 
2 

p r i c e s i n producing more cotton as t h e i r American counterpart. 

Regarding p r i c e response to supply Dr.Ziurddin 

concludes t h a t "... environmental f a c t o r s i n l e s s developed 

c o u n t r i e s a re not such as to r u l e out the p o s s i b i l i t y of a 

dynamic supply response i n a g r i c u l t u r e .,, what i s r e q u i r e d i s 
3 

a p p r o p r i a t e p o l i c i e s " . 

So we may now conclude, t h a t supply response to 

p r i c e s and t e c h n i c a l change i s always p o s i t i v e i f not i n 

aggregative terms a t l e a s t i n the case of i n d i v i d u a l crops. We 

a r e l e f t w i t h a need f o r income increment to be s u b s t a n t i a l i f 

t h e r e i s t o be any e f f e c t on investment. 

P r i c e s and P r o f i t a b i l i t y : 

I t has a l r e a d y been pointed out that i n so f a r as 

food p r i c e s i n P a k i s t a n a r e concerned, they w i l l equate at a 

1. R, C l a r k , "The Economic Determinants of Jute Production" 
F,A,0, Monthly B u l l e t i n of A g r i c u l t u r a l Economics and 
S t a t i s t i c s Vol V I , No.9, Sept,1957, P,6 - See» i n study by 
Dr. Z i a i l d d i n : "Impact of Development Programme on A g r i c u l t u r e ; 
I s s u e of Supply Response", P a k i s t a n Economic J o u r n a l , Vol, 
X V I I , Dacca, 1967, P.14. 

2. Dr. Ziauddin, o p , c i t . 

3. mn.<i:-i.:v^m.n, .a.,c:;.t. 
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r e l a t i v e l y higher point i n absence of food a i d and g r a n t s , 
p r i c e c o n t r o l mechanism or establishment of procurement p r i c e s 
by the Government, 

The main p r i c e s t a b i l i z i n g f a c t o r has been food 

imports. Table 6,1 g i v e s the i n d i c e s of wholesale p r i c e s by 

major groups: 

TABLE ; 6.1 

I n d i c e s of Wholesale P r i c e s and 

Index of Production. 

P e r i o d P r i c e I n d i c e s Index of Production 

R i c e Wheat Jut e Cotton Food F i b r e s 

1956-57 104,6 95.3 125.7 98,3 96 102 

1957-58 94,3 95.7 101,5 96,7 90 108 

1958-59 96.4 95.8 78.0 86.2 88 103 

1959-60 100 100 100 100 100 100 

1960-61 91,3 114,4 219.8 109.1 107 91 

1961-62 95,6 106.1 119.8 100.1 109 119 

1962-63 103,0 100,3 103.1 96.7 105 119 

1963-64 92.7 110,8 103,5 97.1 118 124 

1964-65 96.2 120,7 141,2 114,0 121 112 

Source: Economic Survey 1965-66, o p . c i t . P.9 and 47 of 
S t a t i s t i c a l Appendix. 
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The causal relationship between prices and supply response can 
not be established i n aggregate term because of the equilibrium 
prices reached through external sources (aid and grants) which 
i n fact (even i n the absence of price control mechanism) would 
s t a b i l i z e the food prices at a lower l e v e l . The supply response 
of j u t e and cotton i s bound to be limited due to the i n s t i t u t i o n a l 
framework, for instance the c e i l i n g on culti v a t i o n . As regards 
food, the response can not be appreciably f e l t because of the 
limit a t i o n of physical inputs such as land and because of low 
income and investment and the limited scope of technical change 
and innovations. 

A positive supply response i s possible only when 

greater incentives are provided through the price mechanism which 

as would appear from the Table 6,1 has not been hitherto 

encouraging. There i s an immense p o s s i b i l i t y of v e r t i c a l expansion 

i n agriculture i n Pakistan i f certain incentives and p r o f i t a b i l i t y 

i s guaranteed to th i s sector. Much of the development effort i n 

Pakistan i s indebted to more or les s stable food prices (due to 

higher weight of food i n to t a l consumption) which have kept the 

wages down. Price trends are i l l u s t r a t e d i n figure 4. 

Figure 5 provides comparative trends of food and 

fib r e s production and th e i r prices. For th i s purpose, a new set 

of indices of a l l food prices has been used together with the 

indices of production given i n Table 6.1, 
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Jute 
Cotton 
Wheat 
Rice 

1956/57 57/58 5 8 / 5 9 59 /60 60/61 61/62 62 /63 63/64 64/65 

FIG. 4 Indices of Prices of Rice, Wheat, Jute, and Cotton 
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TABLE ; 6,2. 
Base 1959-60 = 100. 

Price Indices Indices of Production 

Period Food Raw 
Material 

Food Fibres 

1956-57 93,12 102.62 96..- 102,.-

1957-58 92.78 103,19 90 108 

1958-59 93,39 92.32 88 103 

1959-60 100.00 100,00 100 100 

1960-61 100,50 119,15 107 91 

1961-62 106.63 107.30 109 119 

1962-63 104,92 105.06 105 119 

1963-64 104.26 105.32 118 124 

Source: S t a t i s t i c a l Year Book 1964, 
Pakistan P.330 

C.S.O, Government of 

The transformation of agricultural sector has always been viewed 

th e o r e t i c a l l y as involving many complexities such as: "An increase 

i n supply of products involves techno-economic factors, quality 

of natural resources, labour supply, s i z e of farm c a p i t a l , 

technique of production employed; a v a i l a b i l i t y of credit, the 

supply of needed physical inputs, socio-psychological factors such 

as pattern of tenure, mental attitude to technical change, p r o f i t , 

willingness to accept r i s k and prices",Mmy.itt»iihts feve.been/d^^ 

i n one way or the other to these very problems and. precondition 

1. Dr. Ziauddin has summed up the problems as quoted above 
op.cit. P,2 
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variables, some of which we need to discuss i n order to arrive 

at conclusions. Schultz i s of the view that the "transformation 

of agriculture i s possible by acquiring and learning the 

e f f e c t i v e use of a profitable new set of factors"''' and that i s 

possible without the conversion of small farms into larger units, 

the key factor being training and research. 

Clark and Haswell ,,..laid. great stress on the 

production of labour-intensive crops, the keeping of livestock 

and the c u l t i v a t i o n of f r u i t s to increase farm output and at the 
2 

same time spreading through time the demand for labour. 

The Third Plan of Pakistan does in fact lay 

emphasis on such methods of increasing productivity and expanding 

purchasing power i n r u r a l areas,^ 

Folke Dovring, l i k e Hirschman, Leibenstein, Higgins, 

finds the solution of transforming agriculture in the reduction of 
4 

the s i z e of the a g r i c u l t u r a l labour force or in reducing the 

r e l a t i v e role of agriculture i n i n d u s t r i a l or occupational 

1. T.W, Schultz "Transforming Traditional Agriculture" 
P. 

2, Clark and Haswell : 'Economics of Subsistence A c t i v i t y ' 
referred to i n "Modernising Subsistence Agriculture -
experimental survey by A.Farouk and S.A. Rahim, Dacca 1967, 
P.7 

3, Third Five Year Plan of Pakistan, P.412. 

4. Folke Dovring: "Share of Agriculture in growing Population" 
from Eicher and Witt (edited), op.cit. P.79. 
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structure of a country - the direct corollary being the 

expansion of other industries faster than population growth. 

Rogescue finds an answer to this problem in developing peasant 

holdings aiid cottage industry.''' 

Planners in India and Pakistan and in many other 

countries, depending on variable factors have more or less 

sought to build up a necessary infrastructure so as to create 

external economies which w i l l influence agricultural transformation. 

The new situation i s designed to insulate the traditional economy 

against the vagaries of nature - i . e . to build in certain 

r e s i s t a n t forces to enable a major breakthrough without periodic 

economic re t r e a t s . The planners i n general have sought to 

dovetail i n a g r i c u l t u r a l planning a l l the multiple factors 

relevant to increasing the output so that f i n a l implementation may 

include programming i r r i g a t i o n projects, land reclamation, 

extension, f e r t i l i z e r supply, seeds and mechanisation, marketing 

and research, storage, insecticide supply, animal husbandry, 

s o i l development, model schemes, f i s h e r i e s , forestry, range 
2 

management, r u r a l credit, and land reform. 

1, Reference from Dandekar's "Economic Theory and Agrarian 
Economics" P.163 "Agriculture in Economic Development" (etd) 
Eicher and Witt. Dandekar however does not agree to peasant 
holdings or c e i l i n g on land since i t w i l l be d i f f i c u l t to 
mobilize labour from Agricultural Sector to non-agricultural 
sector (op.cit, P.180). 

2, This l i s t i s taken from the breakdown of financial expenditure 
as i t appears i n F i n a l Evaluation of Second Five Year Plan, 
PP.183-184. 
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The efficacy of such comprehensive programming envisaging a 
l i t t l e b i t of everything i s doubtful i n the sense that the total 
impact s t i l l remains much l e s s than that to be desired. This i s 
partly a consequence due of the s i z e of the sector and partly 
due to the paucity of investible funds. 

The transformation of agriculture requires actual 

development at the base lev e l and as such development i s 

es s e n t i a l l y required to be f e l t by the peasant class for a 

breakthrough. But i n most of the underdeveloped countries planning 

a'nd programming s t a r t s at apex leve l by creating administrative 

units and entailing a lot of overhead cost for a meagre inflow of 

net benefit to individual c u l t i v a t o r s . 

Secondly, an investment pattern of allocation of 

funds thinly over the whole f i e l d does not reach the base l e v e l of 

development i n s u f f i c i e n t quantity to produce the change which i s 

so needed. I t i s not necessary to have a balanced growth within 

the sector, as many of the desiderata are i n fact secondary and 

might follow from concentration upon the c r i t i c a l primary 

desiderata. 

Agricultural planning should necessarily aim at 

a breakthrough and for that the available funds should be so 

allocated for one or two sub-sectors, as to bring about a change, 

for which the best c r i t e r i o n would be the maximization of output. 
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This physical achievement would i n i t s e l f lead to the 
transformation of a g r i c u l t u r a l sector and much else would follow 
as private sector a c t i v i t y became attracted. In practice the 
e n t i r e allocable funds from the public sector could be directed 
to develop one or two physical inputs; i n concluding t h i s 
chapter we w i l l discuss some aspects of single factor development 
approach. 

A Single Factor Development Approach; 

In Pakistan an a g r i c u l t u r a l transformation i s 

necessary to keep a balance between population and production. 

When we look back to the problems of agricultural transformation 

we find that i n the near future or even i n distant future keeping 

i n view the pressure on land, the land labour r a t i o i s l i k e l y to 

more or l e s s remain the same. Radical technical change i s not 

possible keeping i n view the s i z e of disguised unemployment and 

remembering that c a p i t a l i s a scarce factor and that the credit 

requirement i s enormous. The i n s t i t u t i o n a l framework may well 

take a great deal of time to change while the land w i l l remain 

fragmented. Commercialisation of agriculture i s not feasible in 

the short run due to the limited s i z e of the surplus (food). 

After enumerating these negative factors l e t us now 

re-examine the remaining p o s s i b i l i t i e s for agricultural 

transformation, bearing i n mind the arguments developed e a r l i e r i n 
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th i s t h e s i s . 

Much of the efforts have been directed through 

planning to provide necessary infrastructure to quicken the 

pace of ag r i c u l t u r a l development. 

A sizeable investment has been made in i r r i g a t i o n 

projects, reclamation of land, and flood control, a l l mostly 

long term investments with a considerable time lag between 

investment and actual benefit accrual. While massive investment 

was being made in long term projects, the short term investment 

was quite inadequate and c l e a r l y f a i l e d to bring about an increase 

i n a g r i c u l t u r a l production, especially i n food, proportionate to 

an increase i n population and the resul t was a growing 

disequilibrium. From the point of view of s t r i c t l y short term 

financing, the investment under the previous two plans and that 

which i s currently i n operation can be summarised, as given in 

Table 6,3, 

The t o t a l long term investment in physical!', 

infrastructure up to the Second Five Year Plan comes to about Rs 

3,158 million and short term and e.^ther investment to Rs 782 

mill i o n as against the physical achievement .in terms of new land 

brought under c u l t i v a t i o n which was about 4 million acres and in 

terms of improved i r r i g a t i o n another 10.5 million acres. The 

cost per acre of land brought under cultivation comes to Rs 1,000 

per ;acre and on the basis of average y i e l d per acre, wheat 
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TABLE:6.3 
Public Sector Expenditures. 

Pre Plan. 

(Rs million) 

F i r s t Plan. Second 
Plan 

Third 
Plan 

(Projection) 

Water Development 630 780 2,530 8,047 

Long term 80% 504 624 2,030 6,436 

Short term and others 126 156 500 1,611 
20% 126 

Source: Strategy of Economic Planning, op.cit. PP.154-156, F i n a l 
Evaluation of Second Five Year Plan, PP.32, 13 and Evaluation 
of the F i r s t year of the Third Five Year Plan. P.9 

Note: Greater allocations were made for multi-purpose projects and 
i r r i g a t i o n projects including barrages i n West Pakistan. I r r i g a t i o n 
projects can, however, be treated as short and medium term investment 
esp e c i a l l y i n case of East Pakistan. Expenditures on investigations 
et c . may be treated as miscellaneous, whereas for flood regulation and 
drainage these are mostly long term and partly short term in nature. 
Expenditures on drainage reclamation of tubewells and on open canals 
may be treated as short term. On that basis the short term investment 
would hardly come to 20 to 25% of the total investment made for water 
development sub-sector. 

equivalent product would come to roughly 1.3 million tons. But 

the r e l a t i v e share of the land factor being 25 to 30 per cent of 

the t o t a l output would be roughly 0.4 million tons.'' 

S i m i l a r l y on agriculture, v i l l a g e aid and works 

programmes. Public Sector expenditures amounted to Rs 3,422 

mi l l i o n up to 1964-65. The physical achievement in terms of 

1. Calculated on the basis of Schultz Table 3, for Punjab India, 
Reference 'Transforming Traditional Agriculture', op.cit. 
P.100. Schultz has however assumed land share 25% and water 
charge as 2% whereas we have taken both as 30%. 
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increase i n t o t a l output was 5 million tons i n food and 14 
m i l l i o n tons i n cash crops (taking average production 1950-51 
to 1954-55 to 1964-65). 

The production of cash crops had doubled by the 

end of 1964-65 but keeping i n view the 80 per cent acreage under 

food, 80 per cent of the t o t a l investment can be safely assumed 

to have gone to the food sub-sector making thereby a net addition 

of 5 million tons. The t o t a l investment i n the agriculture 

sector including i r r i g a t i o n comes to Rs 7,422 million i n Public 

Sector as against physical output of 5 million tons or. Rs 1,200 

per ton pf food per annum.So far. as the public sector i s 

concerned the short term investment has been quite low. The 

private investment estimates are not available but tentatively 

as given e a r l i e r (Chapter Four) i t i s estimated at Rs 4,300 million 

for the period under review (up to 1964-65). 

The c r i t e r i o n of short term investment i s always 

the l i k e l y increase or maintenance of the existing production 

l e v e l , a part of income accruing from such investment paid as 

premium for the use of such cap i t a l and a part i s either 

consumed, reinvested or both. However, i n relation to the massive 

s i z e of the a g r i c u l t u r a l sector, short term productive investment 

has been quite meagre and here we fee l that i n most of the 

1. Calculated after assuming 20% investment to have gone to 
cash crop sector. 
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underdeveloped economies capi t a l i s r e a l l y a scarce, factor for 
short-term investment. Capital i s not only needed for further 
long term investment i n the physical infrastructure but capital 
i s also needed for investment i n physical inputs l i k e improved 
seeds, f e r t i l i z e r s , i n s e c t i c i d e s , small implements etc. 

The farmers are not altogether ignorant of the use 

of physical inputs but the paucity of c a p i t a l available to them 

l i m i t s such use. So keeping i n view the paucity of such capital 

the short term investment could be most ef f e c t i v e l y directed to 

develop a single factor input rather than to direct funds to a number 

of measures which would be thinly spread. Similarly a 'package 

programme' i n India or Pakistan w i l l not be very effective i n the 

sense that the concept i s based on the maximum u t i l i s a t i o n of a l l 

the physical inputs, while i n the context of the r e a l region this 

id e a l becomes quantitatively unattainable. Since some form of 

s e l e c t i v i t y i s necessary and since i t i s not possible to divert 

long term investment funds to short term projects then a single 

factor development approach appears l o g i c a l , for example, use of 

f e r t i l i z e r i n East Pakistan and of improved seed i n West Pakistan. 

Before we proceed to discuss the efficacy, of such 

development approach, i t may be pointed out that by developing 

a single factor we do not mean a cessation of a l l other inputs 

except the one we have recommended. Actually what i s stressed i s 

the maximum use of a single factor input and i t s development with 

regard to production, d i s t r i b u t i o n subsidy, credit for the 
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purpose and acceptability by farmers. The case can be set out 
as follows: 

1. I t would appear that even at a constant rate of a l l other 

inputs say water, seed and labour, the increased, or more 

precisely, the optional use of f e r t i l i z e r would increase the 

marginal productivity of land thus maximizing the total output. 

2. Let the rate of inflow of a l l other factors be normal, 

assuming the average flow of such physical inputs as even 

constant, the intensive use of f e r t i l i z e r s would rs:Ss3 increase, 

the output, 

3, The Single Factor development approach i s based on the idea 

of p r o f i t a b i l i t y which can be manifested to a farmer to invoke 

i n him the deep sense of pr o f i t r e a l i z a t i o n , 

4, The programme operation needs the popularisation of inputs 

for greater acceptability and to achieve t h i s end, subsidies and 

credits would be necessary to ensure the smooth flow of such 

inputs. 

This b r i e f l y i s one of the effective ways leading 

to a breakthrough of the vicious c i r c l e of poverty by a 

maximization of output per acre leading to a higher lev e l of 

c a p i t a l formation and productive investment. 

An actual example can be adduced to show i t s 

f e a s i b i l i t y . S h e l l I t a l i a has done a wonderful job i n 

transforming the a g r i c u l t u r a l sector at 'Borgo' A Mozzano 
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commune at Bagni-di Lucca i n I t a l y . This was not a package 
or saturated programme but i t was based on showing farmers 
r e a l p r o f i t a b i l i t y . The idea of such transformation was 
introduced through a technical expert who surveyed the land in 
that area, did s o i l testing and recommended new v a r i e t i e s of 
seed which would msiximize the y i e l d per acre. The farmers were 
r e s i s t a n t to such change because of the element of r i s k 
involved i n i n i t i a l experiments but the demonstration of 
r e l a t i v e l y much higher y i e l d per acre attracted others. The 
farmers around became l e s s r e s i s t a n t to accept the change. 
Later other factors were introduced such as greater use of 
f e r t i l i z e r and pesticides. The res u l t in 10 years was a r i s e in 
income from 326,315 to 909,232 constant l i r e per head. 
Mechanization was introduced at a l a t e r stage and thus the 
dynamic approach to the problem brought about a radical change 
such as abandonment of marginal land and reduction of labour by 
50%, This was possible more due to in t e n s i f i c a t i o n than to 

d i s i n t e n s i f i c a t i o n . 

The stages of development were as under: 

( I ) Survey, 

( I I ) Introduction of new v a r i e t i e s of crop, 

( I I I ) Higher production -leading to marketable surplus, 

r i s e i n income. 
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(IV) Higher investment by affording purchase of additional 
inputs. 

(V) Building of infrastructure, for instance accessable 

roads with indigenous c a p i t a l . 

(VI) Formation of cooperatives for sales and purchase. 

( V I I ) Yet higher income, and a sustained growth rate.'^ 

The extension services alone were provided by the Shell I t a l i a 

A g r icultural Studies Centre, 

While taking a lesson from Borgo-A-Mozzano, l e t us 

now turn to our problems of agricultural transformation. 

Repeating the same sequence as we have witnessed in the case of 

Borgo, may not be possible in i t s entirety due to many factors 

such as lower land-labour r a t i o , labour productivity, disguised 

unemployment, limited scope of existing in d u s t r i a l expansion, a 

very low income per capita, etc, but certain p a r t i a l experiments 

on s i m i l a r l i n e s are possible under Pakistans' conditions as w e l l . 

The s o i l surveys may be carried out extensively on 

sample basis and through Union Councils l e a f l e t s may be 

distributed recommending the type of f e r t i l i z e r • and i t s result^. 

1, Thanks to B r i t i s h Council who provided me the necessary funds 
to v i s i t 'Borgo-A-Mozzano' i n Lucca I t a l y , and to study the 
method of transformation of a similar traditional agricultural 
economy as that of Pakistan i n March 1968. This also enabled 
me to attend a seminar "Twelfth International Training Stage 
on the Problems of Economic Development and method of 
Agricultural Extension from 1st A p r i l 1968 but I could only 
attend the Seminar for 4 days. 



- 212 -

Zealous extension workers may be employed say one per 5 union 

councils to demonstrate the effective use of f e r t i l i z e r s . 

I t i s needless to st r e s s the importance of f e r t i l i z e r as one of 

the quickest and perhaps the cheapest means of increasing 

a g r i c u l t u r a l production. 

As regards f e r t i l i z e r requirement, the estimate 

of the Agriculture Commission of the Government of Pakistan was 

as follows:''' 

" ... calculating on the basis of plant food removed by 

different crops from an acre of land, the cropped area of the 

country w i l l require a replacement of nearly four million tons of 

nitrogenous f e r t i l i z e r alone i n terms of amonium sulphate. 

Assuming that up to 25% of t h i s amount i s re turned to the s o i l 

i n the form of plant and animal residues, animal excreta, s i l t 

deposition, biological and chemical fixation, the net 

requirement for replacement would come to about 3 million tons". 

I t then appears that the target for f e r t i l i z e r distribution at 

the end of the Third Five Year Plan i s only 484,000 tons, which 

i s l e s s than one-fifth of the total stated requirement. Table 

6.4 gives estimates of f e r t i l i z e r d istribution. 

1. Report of the Agriculture Commission, Government of 
Pakistan (Karachi 1960) P.76. 
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TABLE : 6.4 

Estimated Distribution of 
F e r t i l i z e r . 

Nutrient 
(N+P+K) 

Supply of F e r t i l i z e r s 
(poo tons) 

E.PAK W.PAK, Total Total 
acreaj^e mil' 

Use of f e r t i l i z e r 
Per acre. 

(In lbs) 
mfllion acres 

1 2 3 4 5 6 7 8 

E.P. W.P. E.P, W.P 

1959-60 13 19 32 25 35 1.1 1.2 

1964-65 76 86 162 28 40 6.3 5.0 

1969-70* 234 250 487 29 42 18.0 13.5 

Source: Third Five Year Plan, P.419 for columns 2, 3, and 4 
* ELgures for 1969-70 i s based on estimated in 

Third Five Year Plan, PP.297/98 and 307/308 column (5) 
S t a t i s t i c a l Year Book, Government of Pakistan 1964 and 
Evaluation of Second Five Year Plan. 

F u l l data i n respect of f i e l d experiments with f e r t i l i z e r s in 

Pakistan are not available to determine the actual return on account 

of f e r t i l i z e r application. Howver, to indicate such returns in 

concrete empirical term, we may use a standard application rate of 

balanced f e r t i l i z e r to be some 150 lbs.''' per acre as in South 

1. S.M. Hassan: 'Chemical Industry' PP.1,035-1,036 of Trade and 
Industry, VolVX, No 12, Karachi 1966, Hassan has given average 
use as 150 lbs per acre i n South Korea etc. 
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Korea, Formosa and Thailand. The world standard intake of 

f e r t i l i z e r i s however estimated at 300 Ibs,^ per acre. The 
2 

t o t a l requirement at a standard intake of 300 lbs w i l l be very 

nearly 10 million tons, whereas at the standard rate of 150 lbs 

the t o t a l requirement w i l l be 5 million tons which minus the 

25% of the nutrient returned to s o i l through natural processes 

leaves approximately 3.75 million tons. This estimate comes 

very near to Agriculture Commission's estimated requirement i n 

1960, So at the standard rate of f e r t i l i z e r intake of 150 lbs 

per acre the actual coverage would thus come to as shown in 

Table 6.5. 

1. Report of the Agriculture Commission, Government of Pakistan, 
(Karachi 1960) P.75. 

2. 300 lbs X 71 million acres. 
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It.would appear from Table 6.5. that up to 1964-65 only a 
nominal increase i n production was possible through f e r t i l i z e r 
intake. At the end of the Third Plan, the production on 
account of f e r t i l i z e r input would exceed a million ton. The 
t o t a l intake of f e r t i l i z e r s as envisaged in the current Plan i s 
only one-fifth of the t o t a l requirement so i t can safely be 
assumed that i f t o t a l requirement of f e r t i l i z e r i s met the food 
production even at the rate of a modest increase of 50% would 
be around 6 million tons.^ The cost i n monetary term would be 
Rs 3,600 million @ Rs 600 per ton of chemical f e r t i l i z e r s . The 
cost per acre on account of various inputs to develop one acre 
of land i s given below: 

Cost Per acre in (Rs) 

1, I r r i g a t i o n 1,000 (long term) 

2, Reclamation 750 (long term) 

3, F e r t i l i z e r @ 150 lbs 40 (short term) 

In other words, an investment of Rs 80 i n f e r t i l i z e r would be 

equivalent to the output from one acre of land taking the average 

y i e l d as constant. 

1, Wheras the instances are the 'N+P' gives 43 to 80% increase i n 
y i e l d per acre of paddy (r e f : Agriculture Commission Report, 
Karachi 1960, P,75 and i n case of IRRI r i c e in East Pakistan 
the y i e l d per acre may be cent per cent (@ 150 lbs of f e r t i l i z e r 
as estimated by Mr,Hassan "Chemical Industry" See 'Trade and 
Industry, Vol X, No, 12, December 1966 PP, l,03'^5-36. 
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According to an estimate by R.W.Herdt""" an. 

investment of Rs 244 per acre gave a net output of 3,000 lbs 

or 1.3 ton of paddy at Thanjavur India. Out of the total cost 

the purchased inputs such as f e r t i l i z e r s (26 lbs P + 27 lbs N) 

accounted for Rs 34 and plant protection Rs 6 per acre. The 

maximum yi e l d was re a l i s e d where N+P was used in the ratio 1:1 

The expenditure i n Public sector on f e r t i l i z e r s was as under: 

Total 
Investment 
Agricultural 
sector i n c l u ­
ding I r r i g a t i o n 

F i r s t Plan (actual) 1,350 

Second Plan(actual) 4,386 

Third Plan (projected) 8,256 

(Rs million) 

Expenditure 
on 

F e r t i l i z e r . 

200 

420 

880 

Percentage 
to to t a l 
investment. 

15 

9.5 

10.6 

Source: 'Strategy of Economic Planning' op.cit. P.156; Evaluation 
of Second Five Year Plan, op.cit. PP.183-194, 199 and 
Evaluation of the F i r s t Year of Third Five Year Plan P.157. 

I t would appear from the table above that compared to total 

a l l o c a t i o n made i n public sector for Agriculture plus I r r i g a t i o n , 

the allocation for f e r t i l i z e r s i n percentage term has gone down during the 

1. R.W. Herdt: "Effects of Purchased Inputs on paddy yie l d s " 
Indian Journal of Agricultural Economics, Vol.XIX, 
July-Dec, 1964, P.221. 
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Second Plan and Third Plan. 

Therefore,as already pointed out e a r l i e r , the 

impact on t o t a l output on account of f e r t i l i z e r s w i l l be much 

lower than should have been possible by allocating at least Rs 

1,800 million for the purpose keeping i n view the rate of 

acceptability popularisation and absorptive capacity i n relation 

to income (the absorptive capacity could p a r t i a l l y be 

substantiated through i n s t i t u t i o n a l c r e d i t ) . 

The present productive capacity of f e r t i l i z e r s i n 

Pakistan i s estimated at 260,000 tons which i s l i k e l y to go up to 

2,5 million tons of nitrogenous f e r t i l i z e r s i n terms of Ammonium 

Sulphate at the end of 1969-70. 

So we come to the conclusion that the allocation of 

short term investment, keeping i n view the very low rate of 

c a p i t a l formation i n the agricultural sector, has been low, 

espe c i a l l y on the purchase of factor inputs l i k e f e r t i l i z e r s which 

could t h e o r e t i c a l l y have taken care of the 10% of total food 

requirement which must now be met by imports by increasing the 

food production even with a constant rate of a l l other factor 

inputs. I n a country l i k e Pakistan investment i n physical input 

i s c l e a r l y important to accelerate the agricultural.growth rate. 

I t i s more desirable to develop one or two physical inputs than 

to go for many and thereby allocating larger sums for the purpose, 

A concentrated coordinated effort from the production base down to 
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distr i b u t i o n of such inputs' i s necessary to achieve the ultimate 
goal. 

One of the most effective ways of hastening 

a g r i c u l t u r a l transformation w i l l therefore be to develop and make 

investment i n one of two selected agricultural inputs.. The 

effic a c y of such programme would, however, largely depend on 

ef f i c i e n t , distribution machinery, perhaps better entrusted to 

^private enterprise rather than to national organisations as 

discussed e a r l i e r i n th i s chapter, and on extension services to 

make farmers conscious of l i k e l y development and p r o f i t a b i l i t y , 

A programme of th i s sort may be launched on a country wide basis. 

The Union Council may maintain a register of inputs used 

production per acre before and after application of f e r t i l i z e r s 

i n t h e i r areas to assess the effectiveness of the programme. 

In Chapter three, i n a consideration of revenue 

and taxation, the use of f i s c a l means to direct investment was 

discussed. The single factor approach has the additional merit 

of being compatible with f i s c a l measures i n that an integrated policy 

of taxation, credit and subsidy could be feasible. Besides, as 

pointed out e a r l i e r , the.concerted and coordinated efforts would 

necessarily include improvements i n supply factors and the creation 

of an i n s t i t u t i o n a l framework. For example f e r t i l i z e r s , seeds and 

pesticides could be made available e a s i l y through chain stores. 

Capital being the scarce factor, then any set of combinations with 

other factors such as labour or land, i t could be supplied by 
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creating a g r i c u l t u r a l credit i n s t i t u t i o n s s p e c i a l l y for this 
purpose. For short term financing (as t h i s being le s s 
inflationary) c a p i t a l can be provided by strengthening either 
the cooperatives or by the Provincial Cooperative Banks with their 
wide spread branches. While allowing credit financing to play an 
important role i n view of low rate of savings, i t would be 
relevant to point out that i t i s not necessary to estimate the 
entire credit needs of the agricultural sector. 

In the past such attempts have been made to 

determine the s i z e of the credit need. This sort of estimate i s 

however, not quite r e a l i s t i c in the sense that a major part of the 

a g r i c u l t u r a l economy i s subsistence oriented and as such i t should 

be excluded while making an estimate of the credit need. The 

farmers with uneconomic s i z e s of holdings roughly 25 to 50 per 

cent i n Pakistan are not creditworthy. The credit i n s t i t u t i o n s 

not being philanthropic organisation are run on commercial lines 

and therefore l i n e s of credit can be granted to farmers having 

f i n a n c i a l s t a b i l i t y i . e . a capacity to pay back the credit and 

the premium on c a p i t a l use and meet the depreciation on capital 

thus acquired. The farmers having one acre or less than one acre 

of land can hardly obtain credit as t h e i r t o t a l output i s l e s s 

than subsistence l e v e l , they are not i n a position to pay for 
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* 

the cap i t a l use. Under such a situation as this any capital 

use improving marginal output thus adding to previous t o t a l 

output would mainly i n fact be consumed, the limiting factor 

being land and usually the fixed prices for the agricultural 

output , i't i s , , however, argued that credit need of subsistence 

farmers i s dire and necessary to elevate them from the level of 

desperate poverty. Such questions are based more on the canon 

of s o c i a l Justice than economic considerations. 

To such farmers, as discussed i n the chapter on 

ag r i c u l t u r a l taxation, the Government may provide cheap or free 

a g r i c u l t u r a l inputs, reduce land revenue and water rates thereby 

a s s i s t i n g them to increase marginal productivity and the level of 

subsistence. This i s e s s e n t i a l l y aid and not credit. The whole 

* 
An empirical example would reveal the imp l i c i t problem: 
1. Average product per acre = 13 maunds 
2. Price (more or l e s s constant) = Rs 12 per maund 
3. Total return before credit = 13x12 = Rs 156 

financing 
4. Credit financing = Rs 100 at 7 p.c. interest 

per annum. 

5. Change i n t o t a l output = 2 maunds or 2x12 = Rs24. 

6. Total consumption requirements(e.gJ = Rs 300. 
Therefore any income incremental would be spent on food and 
the farmer w i l l not be in a position to pay for the credit. 
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while i t must be remembered that while private and public investment 
i n agriculture i s c a p i t a l i s t i c , then i t s employment remains largely 
t r a d i t i o n a l . Aid accepts t h i s situation, credit systems seek to 
change i t . 

To others i n s t i t u t i o n a l credit may be provided at 

reasonable rates of in t e r e s t . Keeping i n view the present 

f i n a n c i a l resources of the lending agencies, i t would be worthwhile 

t h e i r resources are augmented by budgetary grants.^ This w i l l 

help immensely the credit i n s t i t u t i o n s to cover a larger number 

of r u r a l areas and improve the situation. In credit financing 

through budgetary grants, l e t us assume rupees hundred million 

would d e f i n i t e l y bring about an increase i n the net value added 

thereby reducing the quantum of food imports to that extent. 

In connection with credit financing a word of 

caution would be relevant to add, i n that case such credit should 

necessarily be supervised credit ensuring i t s effective u t i l i z a t i o n 

for productive purposes. However, i t can not r e a l i s t i c a l l y be 

assumed that cent per cent would be productive investment and 

therefore, we can allow a margin of 20 per cent or so as unproductive. 

This sort of budgetary grants would be required so long as the 

a g r i c u l t u r a l sector does not become self-sustained. This w i l l be 

thus a direct exercise in production economics leaving welfare 

economic policy pursued separately i f the exchequer permits. 

1, I n the case of Pakistan Industrial Development Corporation up to 
1962 ( t i l l i t became Provincial concern after bifurcation) 
budgetary grants were made for P.l.D.C, without charging any 
i n t e r e s t . 



CONCLUSION. 

The thematic approach, i n dealing with the entire 

problems of agriculture, was transformation of this massive sector 

for a s e l f sustained growth rate and i t s role to s a t i s f y largely 

the pre-conditions to take-off. 

In the f i r s t chapter, we have found that the dietary 

composition i s low, with the labour efficiency also being low. 

Income e l a s t i c i t y for the demand of food i s very high because 

consumption i s not very broad based. The land-labour ratio,i i s 

also generally low more so i n East than i n West Pakistan, The 

population growth rate i s higher than the domestic supply of 

food. Therefore, the recurrent food shortage has been a drain on 

foreign exchange on account of food imports, A check on 

population i s not possible i n the short run so production has to 

be boosted by increasing the land carrying capacity. There i s a 

great p o s s i b i l i t y of both horizontal and v e r t i c a l expansion -

horizontal i n West and v e r t i c a l i n East Pakistan. 

An empirical study has been made of labour 

productivity i n wage-good and monetary terms. I t has been 

concluded that agriculture can play a very v i t a l and multiple role 

i n the economic development of Pakistan by ( I ) providing food 

to the teeming millions; ( i i ) saving foreign exchange on food 

imports; ( i i i ) and providing a base market for industrial 

expansion. 



- 224 -

In the second chapter, the problems of capital 
formation has been studied. We have examined the leve l of 
income, consumption savings and investment. The productivity 
i n general being low,the rate of capital formation i s also low. 
This i s largely due to desperate poverty and an agriculture 
which i s subsistence orientated. I t has been found that gross 
saving per capita i s as low as 12 per cent, of which the productive 
investment only accounts for 4 per cent. This low rate of capi t a l 
formation i s attributable to a number of factors l i k e the 
paucity of c a p i t a l and low le v e l of technical know-how, and-fa=lfs,o largely 
due to intense pressure on land. The marginal productivity of 
labour over, a wide range i s near zero. Moreover, agriculture has 
a low status for investment, choice and consequently the- backward 
linkage effect i s very weak in case of specially the food sub-sector. 
There are economic as well as s o c i a l and i n s t i t u t i o n a l causes of 
the low rate of capi t a l formation i n the agriculture sector. This 
i s because of disparity i n income, small s i z e of holdings, non 
commercial attitudes i n farming, joint-family system etc, A major 
part of the income i n agricultural sector accrues to top 20 per 
cent of landowners which does not enter into the investment stream 
due to the element of r i s k and insecurity i n agricultural sector. 
So the major part of the income i s transferred from ru r a l to urban 
sector for investment in r e a l estate where the margin of profit 
i s high and the investment i s r e l a t i v e l y secure. 
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A part of the income accruing to big landlords 
i s also spent on conspicuous consumption. I t has been 
suggested therefore that keeping i n view the income inequality 
the top 20 per cent who f a l l under higher income group may be 

taxed progressively. 

In chapter three, we have examined the p o s s i b i l i t y 

of c a p i t a l formation under the given conditions. In t h i s 

connection two remedial measures have been found suitable; 

( i ) c a p i t a l formation by mobilising surplus labour and ( i i ) 

a g r i c u l t u r a l taxation. We have discussed at some length Nurkse's 

model for u t i l i z i n g surplus labour and have suggested certain 

preconditions for the efficacy of t h i s model. I t has been found 

that i n Pakistan a f a i r percentage of labour who appear to be 

voluntary employed, over a wide range have zero productivity and 

as such they can be employed on ca p i t a l projects. For 

ag r i c u l t u r a l transformation i t i s necessary that surplus labour i s 

successively withdrawn. 

With regard to agricultural taxation, i t has been 

observed that despite the fact that agriculture contributes nearly 

50 per cent to G.N.P, the t o t a l agricultural tax (revenue) i s only 

10 per cent of the t o t a l tax colle c t i o n . During the two Plan-

periods 1955-65, the public sector spending i n providing for the 

necessary infrastructure has been quite substantial but tax 

co l l e c t i o n "pari passu" has not increased. The land revenue i s not 

based on price and income e l a s t i c i t y . Price and income have 
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increased over time 'but the revenue col l e c t i o n has remained 
more or l e s s constant. Teix evasion i s very common. Similarly 
the water rates have also not increased despite sizeable 
investment i n i r r i g a t i o n projects. The water rates have been 
revised but due generally to maladministration the collection 
on t h i s account has not improved. 

We have examined the various implications of export 

duty and have come to th i s conclusion that tax base being quite 

limited, the r e a l i z a t i o n of export duty on agricultural 

products i s not retrogressive. We have thus concluded that f l i g h t 

of c a p i t a l may be arrested by taxing r e a l estate and providing 

ce r t a i n incentives to agric u l t u r a l investment. Demonstrative 

consumption may be checked by banning the imports of such goods 

i n the coxmtry altogether. 

In chapter four, the problems of labour redundancy 

have been studied. I t has been found that keepingiin view the 

present land carrying capacity, the land labour r a t i o i s very 

low. I t i s largely due to surplus labour or disguised unemployment. 

Under these conditions technical change i s not possible as any 

technical change would mean p a r t i a l labour replacement, 

, The labour absorptive capacity of a l l other sectors 

i s very limited therefore the bulk of labour i s destined to remain 

with the ag r i c u l t u r a l sector, mainly because the capital intensity 

i n a l l other sectors i s high. An expansion say i n indust r i a l 

sector which i s not possible due to low rate of capital formation 
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and meagre inflow of foreign aid. 

I n the f i f t h chapter, the d u a l i s t i c growth model and 

the impact of agriculture on i n d u s t r i a l i s a t i o n has been discussed. 

I t has been found that i n d u s t r i a l development in Pakistan i s 

largely indebted to agriculture which has provided cheap labour 

inputs, low priced food and raw materials besides keeping the price 

l e v e l and wages low and the margin of pro f i t to the ind u s t r i a l 

sector high. This sector has also been able to provide the much 

needed foreign exchange to ind u s t r i a l imports. 

In the si x t h chapter, supply response to prices has 

been examined and i t has been found that any adjustment i n supply 

i s not possible i n the short run. The supply response i s also 

constrained by the factor proportion l i k e capital or land. 

F i n a l l y the problems of agricultural transformation 

have been discussed. I t has been found that i n proportion to 

long term investment, the short term investment has not been quite 

adequate and so the production sector of agriculture f a i l e d to 

expand. For example, i n the absence of short term investment in 

seed, f e r t i l i z e r s and pesticides the production did not increase. 

So keeping i n view the present l e v e l of infrastructure 

the short term investment i s more desirable for agricultural 

transformation. In t h i s connection a development model has been 

suggested based on single factor development approach. The study 

reveals that short term investment i n f e r t i l i z e r s i s most desirable 

to quicken the pace of agric u l t u r a l transformation. 
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