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the process if they stand in the way of rapid progress. But there are parts of our

heritage so valuable that they must be preserved. There is, for instance, the family

life as it is organised at present with its close ties, its traditional simplicity, its

warmth and depth. It will be a poor bargain if this were replaced by an impersonal

urbanised society, however, developed it may be materially. The emancipation of
a great number of people from dire poverty in the next few decades will certainly

give them greater control over their environment but it will not necessarily make

them happier unless the moral, cultural and spiritual values of life are also pre-

served.

We, as a nation, are committed to planned development. For us, Five-Year
Planis represent a concrete programme of action. We gave unstinted political

support to the Second Five-Year Plan and its success owes itself largely to the

economic discipline that the country was willing to accept. We are equally deter-
mined to make the Third Plan our platform for action in the economic field.

Our approach to economic planning has been pragmatic all along, It has
been the constant endeavour of the government to mobilise the creative energiés
of the nation and to give all possible incentives for the stimulation of private
initiative, The government has limited its own role to providing a suitable frame-
work for the private sector and to the creation of those facilities which the private
sector had neither the ability nor the willingness to develop. There have been no
grand experiments in nationalisation, no fancy slogans about . socialism, no undue
intervention in the private sector. In fact, the government has gradually removed
most of the administrative and bureaucratic controls which hampered progress of
the private sector.

The result of this approach has been the rapid growth of private enterprise

. in Pakistan. This has certainly yielded high rates of growth, especially in recent
years, but it has also led to some problems. Capitalism all over the world has
already undergone a profound transformation and its character today in the
Western countries is very different from the capitalism of the 18th and 19th
centuries which was characterised by excessive profits, exploitation of labour and
disregard of the larger welfare of society. We have to ensure that in Pakistan
too, private enterprise moves towards that stage - of enlightenment where making
of high profits and their re-investment ceases to be the sole or even the major
criterion of success and the private sector is motivated by the larger interest of
society. It will be our firm policy, therefore, to  prevent excessive concentration
of income and wealth in the hands of a few, to distribute economic opportunities
widely and so to regulate private enterprise that society as a whole benefits by it.
It is our intention to humanize all such vested interests as stand in the way of a
progressive, dynamic society. The feudalistic structure in the rural areas has already
been humanized through land reforms. We are determined to see that such g
feudalistic pattern does not emerge elsewhere, whether in the industrial field or
in the social sphere. The emerging industrial class must turn its undoubted energies
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to efficient economic management of the country and refrain from conspicnous
consumption and ostentatious living and from developing any partisan political
interests so that the need for cotrective action does not arise.

The ultimate aim of all our efforts in economic and social spheres can only
be to move speedily towards the attainment of Islamic Socialism in Pakistan.
The term Islamic Socialism is almost inter-changeable with * welfare state . In
addition to the familiar welfare goals, Islimic Socialism implies that the cultural
and religious heritage of the country should be preserved and not allowed to be
destroyed by the ruthless pursuit of economic development, It is, therefors, a
concept much broader than the “welfare state” and embraces all the phases of an
individual’s life.

What is basic to the establishment of Islamic Socialism is the creation of equal
opportunities for all rather than equal distribution of wealth. In fact, perfect
equality of incomes has never been achieved, not even in the Communist countries,
because differences in aptitudes and talents make for differences in income even
when individuals start off with equal opportunities. And this is as it should be.
The important thing is that every individual must be given the fullest opportunity
to develop his natural talents and that he should not be inhibited by an oppressxve
economic and social frame-work.

There are three corner-stones of this policy of ensuring equal opportunities
to which we are committed. Firstly, it is the intention of the government to provide
universal free primary education to all. Secondly, it is our aim to ensure a system
of merit scholarships at the secondary education level. Thirdly, we intend to pro-
vide competitive entry to jobs at all levels. These objectives are already embodied
in the Constitution. Their achievement will automatically ensure that a child gets
the maximum possible opportunity for advancement irrespective of his economic
or social class.

Of course, our objectives go far beyond providing equal opportunities in the
field of education and jobs. The government is also committed to providing all
the welfare facilities which are by now a common feature in the Western world,
Our resources will not permit us to provide the kind of health services and social
security benefits which are prevalent in UK. and Sweden today but we certainly
intend to cover a large part of the population with social security legislation over
the period of the Perspective Plan (1965—85). Thus, the coverage of health services
will be increased about ten times and every family provided with a decent house
tolivein by constructing about 16 million new housing units in the next 20 years.

The government is also determined that a certain minimum income should be
assured to every citizen. At present, about 40 per cent of the total households in
East Pakistan and about 24 per cent in West Pakistan obtain a monthly income
of less than Rs. 100. Such a maldistribution of income is totally unacceptable,

)




We are determined to ensure that no household should have a monthly income
of less than Rs. 100 by 1985. This will at ‘least provide the minimum facilities of
life and protect a large segment of the population against the constant fear of
privation and hunger.

One of the fundamental objectives of our policy is to bring about a better
cohesion between Fast and West Pakistan in all fields—economic, political and
social. We are firmly committed to eliminate disparities in per capita income in the
shortest possible time and this has been made a specific objective of the Perspective
Plan. But the process of national integration has to extend far beyond the eco-
nomic field and must embrace all the phases of an individual’s life. At the same
time, we should also take advantage of the possibilities of regional co-operation
on a broader scale, particularly with the neighbouring Islamic countries. The recent
moves towards regional economic co-operation between Pakistan, Iran and Turkey
should be looked at in the context of this long-term goal of extending our regional
ties as broadly ds possible.

This Plan is the result of an evolutionary process in which not only the tech-
nicians but the whole Nation has participated. 'We have brought about a demo-
cratisation of the planning and implementation process by the decentralisation of
development functions of the Government and this has created an unprecedented
enthusiasm- for planned economic development. The Rural Works Programme
particularly has carried development to the very heart of the countryside. We
are convinced that it is only through a mobilization of the creative energies of the
entire nation that planned development can really succeed.

MOHAMMAD AYUB KHAN,
N.PK., H.l., F.M,,
President of Pakistan,
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PREFACE

“ Hope builds sooner than knowledge destroys ” may be said truly of
Asia’s million : and so, despite undiminished poverty and unrealized promi-
ses of affluence, disappointment has been contained. But they live on the
edge of great anxiety and might easily be pushed into despair. Disap-
pointments are shared by all Asian people. It is not that the govern-
ments of the Asian countries have not tried; it is just that economic
development has come to be regarded as the only index of a country’s
progress, freedom’s reason, the goal, the aim and the object of every
effort and the only test by which to judge governments. And, thus, the
nations’ and the individual’s values have come to be assessed with
economic measurements only. It is inevitable that with this concentric
attention on economic growth, its slow pace should create conflicts.

In Pakistan, the economy has moved, albeit tardily, in the direction
of self-sustaining viability. Besides the problems encountered commonly,
we have additional ones arising out of the geographical separation of
East and West Pakistan, the wide variation in the traditions and-experi-
ence of the two zones, the confrontation between technical feasibility and
political urgency, and at times these problems have become baffling. -

By the end of the Second Five-Year Plan, Pakistan will have
covered a long stretch of the arduous road of economic development, and
new horizons will become clear and well-defined. A review of the
progress achieved so far can help us not only in setting the targets for
the new plans, but also in appraising the past strategies ‘and in deter-
mining the changes which must be made to suit the circumstances
of the future. It is inevitable that in the early years of its growth, a deve-
loping country should grope through dark and unknown alleys in search
of both paths and goals. In the mid-twentieth century, when colonia-
lism gave way before the drive towards emancipation ‘of the Asian
and African nations, none of these countries including Pakistan, was
familiar with the techniques of development planning. Moreover, as we
have learned since, there was little relevant experience available in the
advanced countries on which we could rely.

The problems of economic growth and development have attracted
wide-spread attention in recent times. But the experts agree as rarely
in this sphere as they do in any other field involving complex issues
having their roots deep in the infinite richness and variety of human
mind. We are told by one school that if only savings were increased
and invested economically, all would be well. Others again put their
faith in the modern ‘heroes—entriepreneurs, managers and technicians.
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A{:d yet another school of thought seeks panacea in a sfrategy which
will influence institutions in the soclety as a whole and thus modify the
human attitudes which are widely held to be hampering progress.

The truth is that there is much to be learned from these strategies
and these are not mutually exclusive. Indeed, the study of a number of
development cases in depth has brought out a general theory of evolution
which chalks out both the stages which are generally traversed by the
economy in its growth, and elaborates a host of considerations, which
give to those charged with the arduous but stimulating responsibility for
planning development, very useful insights. Growth theories, however,
do not provide a ready made answer for specific countries and problems.
For every nation has a unique development landscape, and the correct
solution of the development problem has perforce to be unique in each
individual case. The planner can choose at random only at his own
peril,

The frame work of Pakistan’s Third Plan is determined by its long-
term economic, political and social objectives and, within these objectives,
by the expected availability of resources and the need for internal
consistency. ’

In our approach to the composition of the programme, we have
tried to emphasize selectivity. Our resources—human and material—are
too meagre to allow us to try to spread development too .thin. We are,
therefore, subjecting our projects to the closest scrutiny, in order to
have only those which have the highest economic justification in terms
of our objectives, We are concentrating on a number of ¢ growing
points’ with a view to spreading development without sacrificing econo-
mic efficiency. And we are putting special emphasis on industry, the
most dynamic sector in our economy and the one most likely to spread
new techniques and attitudes which are at the heart of the develop-
ment process. It is in this sector that we hope for the decisive break-
through.

Within the industrial sector itself, the major emphasis must be
placed on the development of capital goods industries.” This is a corollary
of the emphasis on the reduction in the dependence on foreign assist-
ance in the foreseeable future, Furthermore, it is politically easier to
protect an expanding heavy industry sector from.consumption pressures
than a growing consumer goods sector. This consideration is parti-
cularly important because consumption pressures are likely to increase
as higher incomes are generated in future plans, while there is-a need
for channelling a very high proportion of the additional incomes into
domestic savings and reinvestment. The development of capital goods
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industries ensures high rate of saving by denying the current generation
some of the goods that it would like to have for immediate consumption.

It is our intention to move in the direction of a ‘ welfare state’ with
efficiency and despatch. The term ‘welfare state’ has a well-accepted
connotation which in our country would be accepted as synonymous and
interchangeable with *Islamic Socialism’. How fast we can progress to-
wards this goal depends on the availability of resources which can be
spared from directly productive activities without impairing the mini-
mum rate of economic growth which we must achieve to support distri-
bution programmes.

Our social welfare programmes are, by no means, unambitious.
By 1970, we expect to extend medical facilities to nearly 40 per cent of
the population, including 33 million peoplé in rural areas. By that
time, most parts of the country should be covered by the malaria
eradication programme which is expected to be completed in 1947. All
these medical .facilities will be provided free of cost by the Government.
They will be supplemented by health insurance schemes relating to
industrial workers and others which are in various stages of develop-
ment., A beginning has also been made in the field of medical social
work ; it is expected that this programme will gather momentum during
the Third Plan period.

The Social Insurance Legislation of 1962 provides for insurance
against employment, injury maternity and sickness. Its implementation
is being worked out by the Provinces. An integrated national insurance
system, covering the provisions of this legislation together with the
provisions of superannuation benefits through pooling and extension of
existing provident funds, should mature during the Third Plan period.
It is difficult, however, to foresee in the near future an unemployment
insurance scheme of general s;cope in view of the vast nature of the
under-employment problem and our limited capacity to afford such a
venture. ' L

In the field of education, 70 per cent of the children in the age group
of 5 to 10 years will be attending primary schools by 1970. The cost of
primary education will be equally shared between the Government and
the local communities. Considerable process is to be made in the field
of technical education to equip ourselves for the industrial - society of
tomorrow. During the Third Plan period, we expect to produce .5,000
engineers and 23,000 technicians, trained up in engineering institutions
including polytechnics. Vocatfonal courses will be introduced at the
middle and high levels of secondary education and science education
emphasized at the higher levels in order to feed engineering and medical
colleges and polytechnics.
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This is perhaps the maximum that the nation can afford in the field
of social services in the five years of the Third Plan without diverting
resources from needs which are far more pressing.

Economie development always entails profound social changes, the
speed of which varies according to the attitude of the community and
its political leadership towards change. It can be brought about either
through a radical revolution or in a slowen evolutionary manner,
Pakistan has adopted the latter course in order to avoid excessive
hardships and possible errors of radicalism. As a result, even when our
ultimate goals are not so rigidly defined because of the evolutionary
philosophy that we follow, there is no doubt that all our economic and
social policies are leading the country towards Islamic Socialism.

In the following pages, an effort has been made to sketch out the
strategy, structure and dimensions of the Third Five-Year Plan. One pur-
poseisto indicate the general framework within which detailed work can
begin. Another is to raise important issues of philosophy and strategy
of the Third Plan which we believe should be debated earnestly and at
length throughout the country. Preparation of the Third Plan is not
something to be left to “ the planners”. Rather it should be a demo-
cratic process in which the nation as a whole reviews its past develop-
ment, surveys the problems ahead, and then collectively plans its attack
on the problems with which it is faced.

As T said in my statement before the National Economic Council on
24th May, 1963, the Third Plan will be crucial in Pakistan’s history. The
Second Plan has squarely launched us on the road to economic progress.
There has been a spur in the rate of growth., A widespread interest in
development has been kindled. .There is now a fuller awareness of the
development problems. What the Third Plan will show is how fast the
country can develop, what resources of courage, sacrifice, of wisdom
and of endurance we as a nation can muster in the name of war against
poverty.

The answer will decide oun social, economic, and political future for
many years to come. If we can make the effort, and if we can main-
tain arising momentum of development in the Third and Fourth Plans,
then there is every hope that sufficient impetus will be generated to
carry us to a prosperous and stable Pakistan. But if we falter now, the
rising flood of population growth will overwhelm what development we
have achieved, with incalculable consequences for the future.

SAID HASAN, H.QA.,
Deputy Chairman,
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CHAPTER I
REVIEW OF PLANNED DEVELOPMENT

The First and Second Five-Year Plans marked definite stages in the country’s
economic progress. The concept of planning was in fact introduced with the
Colombo Plan in 1950. The First Plan (1955-60) and the Second (1960-65) refined
this concept and established the institutions through which planning could be
effectively implemented. Both the Colombo Plan and the two subsequent Plans
had as their main purpose the creation of the economiic infra-structure and the
initiation of institutional reforms which would facilitate uninterrupted economic
expansion. In retrospect, the general lines of advance which these Plans proposed
appear to be sound. The First Plan was instrumental in creating some of the basic
infra-structure for economic growth even though its impact on the increase in
per capita incomes was insignificant. The Second Plan accelerated the pace of
development and led to a rapid increase in national and per capita incomes.

* 1. GROSS NATIONAL PRODUCT

2. TIn the fifteen years of planned development (1950-65), Gross National
Product increased by about 66 per cent (see Table 1).

TABLE 1 -
GROSS NATIONAL PRODUCT AND PER CAPITA INCOME
(in 1959-60 prices)
Annual compound
rate of
___srowth (%)
) 1949-50 1959-60
1949-50 ~ 195455  1959-60 - 1964-65 10 to
59-60 64-65
GNP at factor cost ]
(million Rs.) e 24466 27,908 31,439 40,525 2.5 5.2
Population (million) 79 88 99 112 23 2.6
Per capita moome (Rs ) -311 316 318 360 0.2 2.5

3. For purposes of economic analySis, thls penod of 15 years falls into two
distinct sub-periods, from 1950 to 1960 and 1960 to 1965. During the 1950°s the
GNP is estimated to have increased at an annual rate of 2.5 per cent and this
increase was being nearly offset by population growth so that the net improvement
in per capita incomes was quite insignificant. The later period (1960-65) will end
_up with:a trend growth rate of about 5.7 per cent. The change is a decisive one.



2 REVIEW OF PLANNED DEVELOPMENT

Whereas during the first ten years the absolute increase in per capita income was
only Rs. 7.00, in the later five-years it would be about Rs. 42.00. The implication
for the future is important. The 2.5 per cent growth rate achieved during the first
ten years would have doubled the GNP in 28 years; the recent growth rates would
double it in 14 years. It is with this background of accelerated growth rates that
Planners are now confidently predicting an annual growth of 6.5 per cent per
annum for the Third Plan and an annual growth rate of 7.2 per cent for the period
1965-to 1985 which would double the GNP in 10 years and quadruple it over the
Perspective Plan (1965-85). It is by this process of successive readjustments- in
targets that the time for reaching self-sustained growth is progressively reduced.

4. An analysis of the growth rate in the GNP presented in Table 2 shows
that industry has been the leading sector in the economy.
TABLE 2
COMPONENTS OF THE GROSS NATIONAL PRODUCT .
(Million Rs.; 1959-60 prices)

Annual compound
rate of
growth (%9
- 1949-50  1959-60

Sector 1949-50. 1954-55  1959-60  1964-65 to to
59-60  64-65

Agriculture .. 14,669 15654 16753 19,895 1.3 3.5
Manufacturing =~ ... 143%F 2,220 2930 4440 74 8.6
Large-scale . (346) " (1,002) " (1,565 (2,888) 163 130
Small-scale” ~ 7 LI G0SY) T (TES)T LIS TGS T ESTT26
Services w8364 10,034 11,756 16,090 3.5 6.7
~ Total .. 24466 27,908 31439 40,528 25 52

The average growth rate of large-scale industry over the last 15 years has been as
high as 15 per cent per year. In fact, the growth rate was higher during the first
ten years (about 16 per cent per annum) since a start was made from a very low
base. The rate of industrial growth came down in the last five years to about 13
per cent per annum. Even such high growth rates in the large-scale industrial sector
did not make a significant impression on-the over-all growth rate because of the
small weight of this sector in the total national product. The annual growth rate
in agriculture was only 2.0 per cent over the last 15 years which fell short of the
population growth rate of 2.5 per cent. The slow rate of growth in agriculture limited
the availability of exportable surpluses of agricultural raw materials and tended
to-dampen the demand for industrial - products since purchasing power in. the
rural areas was not ingreasing at a fast efiough raté. The widely divergent growth
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rates in agriculture and industry during these 15 years made economic progress
less harmonious than it should have been and éxercised an adverse influence on
the over-all rate of growth. After some of the early import substitution possibilities
for consumers goods were exhausted, the pace of industrial development had to
depend on the expansion of the domestic market, particularly in the rural areas,
which was restricted by the slow growth of agriculture. Fortunately, the growth
. rate in agriculture has improved recently. Whereas the annual growth rate in
agriculture was only 1.3 per cent during 1950-60, it is estimated to have increased
to 3.5 per cent during 1960-65. So far as the contribution of service (like transport,
banking, trade, government etc.) is concerned, it tended to increase at a rate slightly
faster than the increase in national income.

5. The divergent growth rates in agriculture, manufacturing and services
led inevitably to a structural change in the economy which appears to be fairly
pronounced despite the short span of time analysed here (see Table 3).

TABLE 3
STRUCTURAL CHANGE IN THE GROSS NATIONAL PRODUCT
(Percentage share in the GNP)

Sector 1949-50 1964-65
AHCUMITE. . oo e o e e e e 600 491
Manufacturing . - ... e - 58 11.0
coeLargescale . o e e e e o QAL @D

Small-scale: -~ ... .. Y 3G9
Construction - - ... . 10 . 44
Transportation and communication e 5.1 .- 6.0
All other 28.1 29.5

100.0 100.0

The contribution of the agricultural sector to the GNP is estimated to decline from
about 60 per cent in 1949-50 to about 49 per cent in 1964-65, whereas that of manu-
facturing will increase from 6 per cent to 11 per cent. Construction is estimated to
increase-from 1 per cent of GNP in 1949-50 to 4 per cent in 1964-65, and trans-
portation will increase from about 5 per cent to 6 per cent. All other sectors will
increase from 28 per cent to about 30 per cent. The most decisive increase has been
in the contribution of the large-scale industrial sector. Its share has increased from
1.4 per. cent to 7.1 per cent in 15 years. Within the industrial sector, the share of
large-scale industry as compared with small-scale industry is estimated to increase
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from about 24 per cent in 1949-50 to about 65 per cent in 1964-65. This is a trend
which is likely to continue. The economy is becoming progressively industrialised
and its preponderant dependence on agriculture is diminishing.

6. The structural change in the economy has profound implications for
future growth rates. As the relative weight of large-scale industry increases, its
high rate of growth is likely to have a decisive influence on the aggregate rate of
growth. Besides, a certain degree of firmness is being imparted to the growth rates
as the share of the non-agricultural sectors is increasing in the economy and as the
growth rate of these sectors is relatively more stable than that of the agricultural
sector. It is also clear from this analysis that if growth rates in the agricultural
sector are stepped up in future plans, the economy can look forward to an era of
unprecedented economic progress.

0. INVESTMENT

7. There has been a remarkable acceleration in gross investment in the last
15 years. Gross investment is expected to be over 5 times as high in 1964-65 as in
1949-50 in terms of constant prices and without including expenditure on Indus
Basin replacement works. As a result, the investment in 1964-65 will amount to
15.8 per cent of the GNP as against 4.6 per cent in 1949-50.

TABLE 4
GROSS INVESTMENT: SIZE AND DISTRIBUTION
(Million Rs. ; 195960 prices)

Type of Investment 1949-50 1954-55 1959-60 "1964-65

Fixed monetized investment 740 1,710 2,600 5,300
Public (310) (610) (1,710) (2,670)
Private (430) (1,100) (890) (2,630)

Non-monetized investment 350 370 400 440

Rural works programme - — ' — 400

Changes in stocks 30 120 430 250

Total investment ... . L1200 2200 3,430 6,390

Investment as a percentage of GNP ... 46 19 10.9 158

Note:—-—AlrlﬂtaBl&s .onrixrxv&stmvent mthxs charpter;xéluder investment in Indus ﬁaéin Works.

8. The rate of increase in investment has been uneven during the period
under review. The pace rose rapidly prior to 1955, slowed down during 1955-60
and then rose sharply again. The increase during the five years of the Second
Plan was higher than that during the preceding decade.
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9. The share of public and private sectors in total investment has also under-
gone a great change. The share of public sector in total investment increased from
about 28 per cent in 1949-50 to about 48 per cent in 1964-65 (see Table 5). This
marked shift of emphasis towards the public sector was found necessary to step
up the pace of development and to balance its structure. It did not imply any neglect
of the private sector: in fact, private investment incréased at an annual rate of
about 10 per cent over this period. It only indicated the greater responsibility which
the public sector had to shoulder, within the framework of planned development,
by way of ¢reation of basic infra-structure which the private sector required for
its accelerated development. The major shifts in the shares of public and private
sectors in investment is an interesting characteristic of this early phase of deve-
lopment. N

TABLE §
RELATIVE SHARE OF PUBLIC AND PRIVATE FIXED INVESTMENT
(Million Rs. ; 1959-60 prices)

Annual
compound
Type of Investment 1949-50  1954-55  1959-60  1964-65 rg.;e
f 7 o 7 growth
Public investment w1310 610 1,710 3,070 16.5
Private investment 810 1,590 1,720 3,320 9.9
Total investment ... . L1200 2200 . 3430 639 123

Public investment as a percent of total
investment 28 28 50 48

10. Most of the investment during this period has gone into the creation of
economic and social over-heads. In fact, as much as 60 per cent of the total invest-
ment was devoted to the expansion of facilities in the fields of water and power,
transport and communications, housing, education, health and other social
serviees (see Table 6). One of the important shifts in emphasis that is noticeable
from a study of the sectoral distribution of investment is the gradual increase in
the share devoted to agriculture (from 6 per cent in the 1950-55 period to 16 per
cent in the Second Plan, including works programme), and an effort to curtail
the high expenditure on housing (from 22 per cent in the 1950-55 period to 15 per
cent in the Second Plan). There has also been an increase in emphasis on the
development of water and power resources and the extension of transport and
communication facilities because the inadequacy of these two was the main impedi-
ment to smooth economic growth. As a result of these investments, considerable
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infra-structure has already been built, though it needs further strengthening in

East Pakistan.
TABLE 6

DISTRIBUTION OF INVESTMENT BY ECONOMIC SECTORS

(Percentages)
Pre- - First Second
Sector e Plan . Flan - Flan -
(1950-55)  (1955-60)  (1960-65)

Agriculture 6 7 - 13
Water and power 13 17 19
Industries, fuels and minerals 36 31 28
Transport and communications 14 17 17
Physical planning and housing 22 20 15
Education ‘ 5 . 6 4
Health 3
Social welfare and manpower 1 Neg. Neg.
Works programme -—- - 3 .

Total T 100 100

11. As mentioned above, a large proportion of the development outlay has
been on the expansion of the country’s economic and social infra-structure, the
full impact of which on the growth of income and consumption will be visible
after sometime. The improvement in the framework of development is, however,
already apparent. Water and land development programmes up to the middle of
1962 had brought 2.1 million acres of new land under cultivation while improving
the supply of water to 7.6 million acres of old land. The installed electricity gene-
rating capacity increased from 143 megawatts in 1947-48 to 1,435 megawatts in
1964-65. The mileage of superior type roads increased from 5,706 in 1948 to 13,400
in 1964-65, while the mileage of other types of roads increased from 11,547 to
55,130 during the same period. The number of post offices increased from 6,474 in
1947-48 to 11,800 in 1964-65, while the number of telephones during the same
penod rose from 15,283 to 135,000.

IIl. DOMESTIC SAVINGS

12. The last 15 years have also witnessed a considerable increase in domestic
savings though it was by no means as fast as the increase in investment. Whereas
investment increased at an annual rate of about 12.3 per cent, increase in domestic
savings was at the rate of about 8.5 per cent (see Table 7).
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TABLE 7

GROSS DOMESTIC SAVINGS
(Rs. Million, 1959-60 prices)

1949-50  1954-55 195960  1964-65

GNP (factor cost) . 24,466 27,908 31,439 40,525

Investment ... 1,120 3,200 3,430 6,390
Domestic savings 1,120 1,500 1,850 3,830
Savingasa % of GNP ... 4.6 6.8 59 9.5()

Marginal rate of savings (percent) ... 27 —1.4 21.8@)

(2) These figures compare with estimates of 10.3% and 22% in térms of current prices out

of GNP at market prices as shown in Chapter V.
The domestic savings will increase from less than 5 per cent of the GNP in 1949-50
to about 9.5 per cent in 1964-65. The marginal rate of savings for the entire period
will be about 17 per cent, implying that about one-sixth of the additional income
was saved and reinvested. The saving effort would have looked even more respect-
able but for the decline in the marginal rate of savings during 1955-60 owing to a
frustrating array of administrative controls on private investment. The acceleration
in savings, both during the 1950-55 period and the Second Plan, was fairly sharp
because of the textile boom in the earlier period and the withdrawal of most of
the direct administrative controls and introduction of liberal import policy in the
latter.

. 13. The strategy of domestic savings also changed significantly over. this
period in response to the changing structure of the economy. There was a consi-
derable transfer of income from the agricultural to the industrial sector during
the 1950’s as terms of trade were deliberately turned against agriculture through
such policies as licensing of scarce foreign exchange earned primarily by agri-
culture to the industrial sector, compulsory Government procurement of food-
grains at low prices to subsidize the cost of living of the urban, industrial workers,
generous tax concessions to industry and lack of similar incentives for commercial,
agricultural investment. These policy measures resulted in accelerated growth rates
in industry and reinvestment of industrial profits to the extent of 75 to 80 per
cent. Thus, the rural areas were transferring savings to the fast modernising,
urban capitalist sector. There was a distinct change in this pattern in 1960 when
support prices were established for foodgrains to protect agricultural incomes,
foodgrains rationing was abandoned by the Government and a policy of gradual
withdrawal of some of the generous tax concessions given to industry was initiated.
The change was necessitated by the need to stimulate incentives for a stagnant
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agricultural sector and to restrain unhindered growth of industrial accumulations.
There is evidence that the pattern of growth during the 1950-60 and 1960-65

period has responded adequately to the policies that were adopted for mobilisa- -

tion of domestic savings.
IV. FOREIGN ASSISTANCE

14. As already pointed out above, the increase in domestic savings has not
kept pace with the increase in investment; the need for foreign assistance has
consequently been increasing over the last 15 years. From Table 8 below, it is
clear that foreign assistance, which made a small contribution till 1955, increased
to 5 per cent of the GNP in 1959-60 and to 6.3 per cent in 1964-65. Its share
in the financing of total investment increased from about 14 per cent in 1954-55
to about 40 per cent in 1964-65. Foreign assistance, as such, played quite a decisive
role in accelerating the rate of investment in the economy and in raising growth
rates. Most of the foreign assistance in the first ten years became available in the
form of either grants or loans repayable in rupees. After 1960, however, almost
all the foreign assistance, except under PL-480, has assumed the character of
loans repayable in foreign exchange. As a result, the debt servicing liability of
the country has increased rapidly from Rs. 80 million in 1959-60 to about Rs. 300
million-in 1964-65.

TABLE 8
ROLE OF FOREIGN ASSISTANCE
(Million Rupees; 1959-60 prices)

1949-50 1954-55 1959-60 1964-65

Gross investment e 1,120 2,200 3,430 6,390

Gross domestic savings ... 1,120 1,900 1,850 3,830
Foreign assistance . —_ 300 1,580 2,560
Foreign assistance as a percent of:

(a) Gross national product " — 1.1 50 6.3

(b) Total investment - 13.6 46.1 40.0

V. STRUCTURAL CHANGE

15. Though a period of 15 years is not sufficiently long to form the basis
of a reliable analysis of structural changes in an economy, one can already see
the trend of this change in the GNP, rate of investment and savings, exports
and imports, and finally in employment. The contribution of the industrial sector

-
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to the GNP has increased sharply as the economy has become progressively
diversified. The same diversification is apparent in the pattern of exports and
imports. Whereas the share of manufactured goods in total foreign exchange
receipts was only 1 per cent in 1951-52, it will increase to 29 per cent by 1964-65.
The earnings from invisibles, in the form of travel remittance, etc., will increase
from 10 per cent of the total earnings in 1951-52 to 18 per cent in 1964-65 (see
Table 9).

TABLE 9
COMPOSITION OF FOREIGN EXCHANGE EARNINGS
(Percentages)

1951-52 1954-55 1959-60 1964-65

Primary raw materials 89 88 63 53
Manufactured goods 1 3 25 2§
Invisibh; 10 9 12 18

Total .. . . 100 10 10 100

The preponderant dependence of the economy on the export of agricultural
products has been reduced, from nearly 90 per cent in 1951-52 to about 53 per
cent in 1964-65. This is an important change as it will increasingly protect the
economy from extreme fluctuations in exports from one year to another.

16. In respect of imports, the change has been towards much larger imports
of capital goods and raw materials for capital goods (see Table 10). In fact, the
proportion of consumer goods imports declined sharply from 46 per cent in
1951 to 22 per cent in 1964-65. Excluding consumer goods imported under PL-480
programme, consumer items. constitute only about 12 per cent of total imports.
This trend reflects the import substitution of consumer goods through the growth
of domestic industrial capacity. A similar substitution for raw materials for con-
sumer goods is also visible since intermediate products like yarn were increasingly
produced by domestic industry. The import of capital goods and raw material
for capital goods has increased dramatically, from 27 per cent in 1951 to 64 per
cent in 1964-65, reflecting the development orientation given to the import structures
over the last 15 years.




10 REVIEW OF PLANNED DEVELOPMENT
TABLE 10
COMPOSITION OF IMPORTS '
(Percentages)
1951 1956 1960-61 1964-65
Consumer goods (including P.L.~480) ... 46 35 32 22
Raw materials for consumer goods (in-
cluding P.L.-480) . - 27 12 12 14
Capital goods 20 36 38 47
Raw materials for capital goods 7 - 17 18 17
Total ... s 100 100 100 100

17. The country has also become progressively urbanised over this period.
Only about 10 per cent of the population lived in urban areas in 1950. The per-
centage will increase to about 15 by 1965. In absolute numbers, the population
of the urban areas has more than doubled during this period (see Table 11).
The progressive industrialisation of the economy is also reflected in the employ-
ment pattern. The increase in jobs in the non-agricultural sector is proceeding at
a rate much faster than in the agricultural sector. ' '

TABLE 11

INCREASE IN POPULATION AND URBANIZATION
(Million)

1949-50 1954-55 1959-60 1964-65

“Total Population 788 878 98.9 1124

Rural ... w0 780 863 959

Urban 7.8 9.8 12.6 165
Percentage urban population . 9.9 112 12.7 14.7 |
4
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18. The increase in industrialisation and trade is also reflected in the growth
of financial institutions. The bank offices have multiplied about 6 times. Bank
¢redit increased from about Rs. 500 million in 1950 to about Rs. 6,000 million
at the end of 1964. Though it is difficult to give any quantitative estimates, the
economy is becoming increasingly monetized judged by all the fragmentary evi-
dence that is available. The strengthening of financial super-structure is particularly
impressive over the period of the Second Plan. The main question that is arising
currently is the distribution of bank credit by economic séctors, geographical
regions and personal income groups. It is quite clear from the recent experience
that the distribution of Bank credit will have to be related more closely to the
planned objectives of the country.

VI. REGIONAL DEVELOPMENT
19. An effort has been made in the last 15 years to accelerate the pace of
development in East Pakistan. As can be seen from Tables 12 and 13, the accelera-
tion has been particularly fast during the Second Plan period.
TABLE 12
RATE OF GROWTH IN EAST AND WEST PAKISTAN(z)
(Million Rupees; 1959-60 pices)

~ Annual compound
rate of growth
(VAN

1949-50 1959-60

1949-50 1959-60 1964-65 to to
1959-60 1964-65

GNP
East Pakistan 12,360 14,945 19,455 19 54
West Pakistan 12,106 16,494 21,070 3.1 5.0
All Pakistan 24,466 31,439 40,525 2.5 5.2
Per capita income (Rs.)
East Pakistan 287 278 318 —0.3 2.7
West Pakistan 338 366 411 0.8 24
All Pakistan 311 318 360 0.2 25

(= ) Data for 1949-50 to 1959-60 denved by Planmng Commission on basis of background
material on National accounts obtained from C.S.0. Banking and Insurance, Central

Government and PIA allocated to Provincial accounts in proporuon to dx.rectly
allocable items.
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20. The above table is derived from the latest estimates of the Central
Statistical Office. It clearly brings out the dramatic change that is taking place
in East Pakistan. Whereas in the tén years from 1949-50 to 1959-60 the regional
income of East Pakistan increased at an annual rate of 1.9 per cent and was
outpaced by the increase in its population, the growth rate jumped up to 5.4 per
cent during the Second Plan. From a position of a declining per capita income
till 1959-60, East Pakistan is now experiencing a net improvement of 2.7 per cent
in its per capita income and a rate of growth higher than that of West Pakistan.
Similarly, the rate of increase in public sector expenditure which was slightly
higher in East Pakistan during the first ten years, is estimated to be more than
twice as fast in East Pakistan as in West Pakistan during the last four years (see
Table 13). The share of East Pakistan in total Government expenditure has al-
ready risen from 26 per cent in 1949-50 to nearly 50 per cent in 1963-64. The
strategy implicit in these numbers is clear. In both regions the growth rate is
being stepped up, but at a much sharper rate in East Pakistan, to permit a reduction
in the disparity in incomes between the two Provinces.

TABLE 13

PUBLIC SECTOR DEVELOPMENT EXPENDITURE
(Million Rs.; current prices)

Annual compound
growth rate (%) )

1949-50 1959-60
to to
1959-60 1963-64

1949-50 1959-60  1963-64

East Pakistan - 84 675 1,745 23.5 20.9

West Pakistan 238 1,195 1,755 17.5 8.0
Total 322 1,870 3,500 192 13.4

Note:—The table gives different figures from Table 4 because it includes recurring development
expenditure and is expressed in current prices.

VII. PRODUCTION TRENDS
21. The Gross Nationhal Product increased by 66 per cent over the last

fifteen years. This increase was the average of widely different production trends®
by sectors and by commodities (see Table 14).



-

TABLE 14

. PRODUCTION OF mwn COMMODITIES

 Commodity®) . s, 1855 1960 1963

Rice e w88 - 10 .. 13
Jute w . w8 8. 100 106
Cotton . . - e o W w10 - 43
Cottonyarn ... . .. i1 c 70

Cottongloth .. - .. . . o] 73

ioo 120
00 . 18
| 119
8 100 164 -
191

b
o

[
=4

Sugar - '
Vegetable ofls ' '

g8 RE
&
o
8

6t 100 132
B U T S 7
78 100 133
| L 68 o160 . 2m
T3 - L9 - 100 944
R L .
i 1949~so 19’5&557_ 195960 196364

i 0 8
‘:f

Agticultural | 86 %0 100 116
Manufacturing produgtion | ... . 22 64 100 165
 Mining production .. 3 6 100 161

@ Fét wheat, afiee, ﬂe d eotton ihe data relate o tﬁg Giop year 1949-50 195455,
- '1959-60 and 1963-64

22. The table dequasﬁ;ates elea.rly ﬂm textile industries expanded: at the

fastest rate in the first five years, followed by the production of vegetabls oils and
cigarettes which showed their fastesi growth during the First Plan, In the Second

Plan period, the established indystries showed much slower growth, the lead

eing taken over by petroleum products and sugar industries. Blectricity more

than doubled over each five year period. These production trends indicate the

dual shift taking place wwar@s more sophisticated industries and- reﬁwe the
conscicus industrial policy followed during this peiod.
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VIII. CONSUMPTION TRENDS

23. The impact of economic progress during the last 15 years on the com-
mon man’s material well-being may not yet have been very marked, but a general
improvement is clearly visible. Per capita income increased between 1949-50 and
1964-65 by 16 per cent, mainly during the last five years, but consumption of many
products mcreased considerably fastér.” Between 1954-55 and "1960-61, the
per capita consumption of foodgrains increased by 14 per centl, of refined
sugar by 14 per cent, of tea by 64 per cent and of cigarettes by 146 per cent.
The per capita expenditures on cotton textiles showed a growth of 20 per cent
and on artificial silk by 15 per cent. Per capita consumption of paper tripled
over the same period.

24. But there are significant deficiencies too. The average level of calories
intake is below the nutritional standard, the current average consumption of
calories being 1855 per capita per day. Furthermore the composition of the
diet is unbalanced lacking specially in protective and proteinous foods. It is
estimated that per capita daily consumption of animal protein is only about
8 grammes, against around 35 grammes in the Mediterranean countries and
twice as much again in the industrialised countries. The consumption of cloth at
14 yards per capita is low, housing is distressingly deficient and the provision of
lighting, sewerage and drinking water is quite inadequate. The situation is also
unsatisfactory in the social and medical fields. Only 15 per cent of the popu-
lation isliterate, only 45 percent of the children at primary school-age are in
schools and there is only -one doctor per 7,000 inhabitants. The death rate,
especlally maternal and infant mortality, is very high.

T o IX EMPLOYMENT

25 It is dlﬂ‘icult to make precxse estlmates of the increase in employment
over the last 15 years, but it is quite apparent that important changes took
place during the period. Rough estimates indicate that unemployment and under-
employment together amounted to approximately 5.6 million idle man-years in
1950, increasing to 7.5 million at the beginning of the Second Plan. Thus, about
one-third of the new entrants into the labour force during that decade could not
be gainfully employed. During the Second Plan, this trend seems to have been
reversed, and sufficient employment opportunities were created to absorb the
additions to the labour force. The Rural Works Programme,which was inaugura-
ted in 1961-62, has made a substantial contribution towards this, also demion-
strating that significant improvement in the employment situation can be made
by modest capital expendltures and in areas where this is needed most
urgently

" 1A three year averagé fSused in determmmg the consumpuon of foodgrams in both yea.rs '
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X. PRICE TRENDS

" 26. “The trend of prlces was fairly uneven during the period under review.
The deflator used by the Central Statlstxcal Office in its national income estimates
shows a price declme of about 15 per cent between 1950 ‘to 1955, and then a
sharp price mcrease of about 40 per cent during 1955 1o 1960 (see Table 15).
This trend is also confirmed by the general cost of hving indices constructed for
mdustrial workers by the Central Statlstlcal Oﬂice T appears that in-the first
five years-of the penod under review, the prices declmed as the Korean boom of
1950-51 "petered out. Prices started fising again’ “during the First Plan penod
especlally as a result of hberal recou.rse to deficit financing. The price increase
ufider the Second Plan, however, has been fairly modest, averaging about 2t0 3
. per cent for retail and 1.6 per cent for wholesale prices. These price trends are
also confirmed by the analysis of the increase in money supply. The annual rate
of increase in money supply which was around 7 per cent during 1950-54, accel-
erated to 10 per cent during 1954-58, was brought under control and reduced
to 3 per cent during 1958-62 when the monetary overhang was worked off. Though
the price indices are still unsatisfactory, they do show that the inflationary tenden-
cies, which were manifesting themselves in the late 1950°s, have been brought under
control and economic growth is now proceeding side by side with relative price
stability. :

. TABLEIS _
’ CQﬁT OF LIVING AND PRICE INDICES
’ (1959-60&100)
Annual Compound
rate of Increase (/A
Index 1954-55 1959-60 1963-64
1954-55 1959-60
to
1959-60 1963-64
1. Cost of Living Index
(C.8.0)
(a) Karachi 86 100 105 3.1 1.6
(b) Lahore 87 100 115 4.7 4.7
(c) Narayanganj ... 72 100 109 6.8 29
2. National Income -
Deflator (C.5.0.) ... 75 100 1U6 59 19
3. Wholesale Price )
Index (C.8.0.) 58() 100 105 11.5 1.6

(2) Institute of Development Economics, Karachi.
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X1. CONCLUSION

27. In retrospect, the general lines of advance proposed in the First and
Second Plan still appear to be sound. However, it is now apparent that the First
Plan was over-optimistic in certain respects and its implementation seriously
suffered because of the absence of adequate Government support for the planning
process. In spite of the fact that the results of the First Plan fell short of targets,
the Plan succeeded in creating considerable growth potential in the economy by
building up economic and social overheads. Notable gains were registered in
electric power, railways, ports, communications, certain types of industry and
some of the water control projects. Perhaps the most significant improvements
during the First Plan period were organisational and institutional. Many new
agencies were set up, training facilities were expanded and important investigations
and surveys initiated. Significant improvement also took place in the climate for
economic growth, making accelerated development possible during the Second
Plan period. The conspicuous failures of the First Plan were in the fields of agri-
culture and education.

28. The economy has witnessed a fairly rapid rate of growth during the
Second Plan period. The investment rates have gone up dramatically, both because
of the larger inflow of foreign assistance and the increased domestic savings. The
economy is already undergoing a significant structural change which is evident in
the rising contribution of industry to GNP, employment and exports. The pace
of development in East Pakistan has been accelerated. There is no doubt that
by the end of the Second Plan, the economy will be poised for a more ambitious
development effort. '



CHAPTER Il
LONG-TERM PERSPECTIVE

1. The preparation of the Perspective Plan reflects in many ways the growing
confidence of the country in its future. The Plan is more than just 2 projection
into the distant future: it is, in fact, a realistic statement of the goals to be achieved.
It gives a sense of direction to the current economic policies. It establishes targets
of massive improvement to be brought about in living standards by mobilizing the
resources and energies of the nation.

2. The Third Plan is the first to be formulated explicitly within the frame-
work of a Perspective Plan. It was inevitable that the earlier years of Pakistan’s
development plans should be restricted to comparatively short periods of five
years. But with the experience and knowledge acquired over the past 18 years, it
is now possible to make projections into the future for as long a period as almost
a generation. This long-term plan, viz., the Perspective Plan, is being prepared
for 20 years. The period is necessarily arbitrary and there is no profound reason
for its determination but it seems to be, on the one hand, long enough to permit
a meaningful structural change in the economy and, on the other, not so long
as to be without direct interest to the present working generation. More speci-
fically, Five-Year Plans are inadequate as a framework for targets and policies
for other reasons. Many short term decisions have a bearing on long-term growth.
If these decisions are taken without considering their implications for the years
beyond the current Five-Year Plan, there is a danger of unexpected future im-
balances. Economic growth is a continuous process so that planning for it calls
for the integration and adjustment of short term, intermediate and long term
programmes.

" I. OBJECTIVES

3. The explicit aims of the Perspective Plan are:

(¢) a quadrupling of the Gross National Product from about Rs. 43,365
million in 1964-65 to about Rs. 174,300 million in 1984-85; more than
doubling per capita income from Rs. 386 in 1965 to Rs. 932 in 1985;

(b) provision of full employment to the entire labour force by about the
middle of the Perspective Plan period;

(c) parity in per capita incomes between East and West Pakistan;

(d) universal literacy; and

(e) elimination of dependence on foreign assistance.
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From time to time, there will be revaluation of the priorities attaching to
various objectives of the Perspective Plan: preferences may alter as social changes
are brought about over time. Even when the long-term objectives remain un-
changed, it may become necessary to change some of the basic assumptions of
the long-term model as more experience is accumulated in the process of growth.
Moreover, since all future projections are uncertain and conditions can change
rather rapidly, it is clear that-a Perspective Plan can never be a document which
retains its value for longer than five years at most. It will be necessary, therefore,
to present a revised Perspective Plan with each Five-Year Plan. '

‘4, Tt should also be understood that the various objectives mentioned above
can, to a degree, be inconsistent with each other. The objective of quadrupling
the national product in twenty years, for example, implies a rapid increase in the
application of modern technology, which tends to be very capital-intensive. This
may conflict with the goal of full employment. Again, in order to equalise per
¢apita incomes in the two Provinces, it may be necessary to slow down the rate of
growth in one region in order to accelerate the growth of another. This may make
it more difficult to achieve the target of quadrupling the national product. The
simultaneous pursuit of these diverse goals is made more difficult by the con-
straints that are imposed by the scarcity of resources. The reconciliation of these
objectives constitutes a considerable challenge to the planners.

5. The primary objective of the Perspective Plan is to increase per capita
incomes rapidly and to distribute them equitably. The income per average
family is about Rs. 170 per month at present. It is proposed to increase this
income to about Rs. 425 per month by 1985, This massive improvement will
still leave living standards far below the level of developed countries. It will, how-
ever, eliminate poverty and ensure that at least the basic minimum necessities of
life are available to everyone. In order {o realise this objective, long-term planning
must proceed not only in financial terms but on a physical plane so that adequate
supplies of food, clothing, decent housing and some of the amenities are made
available over the next 20 years. In addition to physical targets in the fields of
food, clothing and housing, targets must also be set for education, medical facili-
ties, transport and recreation, demand for which will be rising more rapidly
than total consumers’ demand. Such targets are being worked out in detail and
will be incorporated in the Perspective Plan.

II. GROWTH RATE

6. The main instrument for achieving the objectives outlined above is, of
course, a fast rate of increase in the Gross National Product. The basic frame-
work of Pakistan’s long-term growth model is summarized in Table 1. Most of
the thinking of this model is still tentative and many of" the magmtudes will be
firmed up only after further studies have been'carried out.-- -



LONG-TERM PERSPECTIVE 19

7. The Perspective Plan envisages an average growth rate of 7.2 per cent in the
GNP over the riext two decades. The growth rate is expected to increase fromthe
current level of about 5.7 per cent to 6.5 per cent in the Third Plan and 7.5 per
cent by the Sixth Plan. These growth rates may appear to be high, if viewed in the
light of experience in other countries. It is, however, considered possible to achieve
these rates of growth against the background of the Second Plan performance.

TABLE 1

BASIC FRAMEWORK OF PAKISTAN’S LONG-TERM GROWTH (1965-85)
(Re mx]lxon 1964-65 pnca)

1965-85

) (annual
1965 1970 1975 1980 1985 compom}d
growth)
%

A. Key Maéhimdes )
1. Grossnational product
(market prices) .. 45,540 62,765 89,815 129,690  187,300 72

2. Grossinvestment .. 8400 12,700 19,180 28,650 42,800 8.5
3. Gross domestic savings 4,710 8,515 15,180 26,150 40,800 114
4, External resources ... 3,690 4,185 4,000 2,500 2,000 —3.0
5. Exports ... 3,050 4,800 7,300 11,000 14,000 79
6. Imports ... _— 6,9904 8,985 ‘11,300 13,500 16,000 ‘ 42
B. 4sa %pﬁheGNp - .
1. QGross investment ... 184 20.2 214 2.1 229
2. Gross domestic savings 10.3 13.6 16.9 20.2 21.8
3. External resources 8.1 6.6 4.5 19 1.1
4 Exports .. .. 61 16 81 8.5 7.5
5. Imports ... 153 14.2 12.6 104 8.6
C. KéyAs—mptions - —
1. GNP growth rate ()1 52 6.5 7.3 7.5 7.5 7.22
2. Population growth rate 2
($AL 26 2.7 2.8 2.6 2.1 2.6
3. Margmal rate cf savings ] 2
(VAN 22 22 25 28 25 25
4. Capltal-output ratio ) 2
(gross)1,3 28 29 29 29 3.0 29
5. Marginal propensity to 2
nnport (‘7)1 . 12 9 6 4 6

Notes:— (1) In the precedmg 5 ym
2) In the preceding 20 years.
(4) Assuming no time-lag between investment and output.
(4) These imports were financed to the extent of Rs, 250 million by drawing upon
foreign exchange reserves.
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In order to achieve these growth rates, gross investment must be increased
from about 18.5 per cent of the GNP in 1965 to 23.0 per cent in 1985. The pro-
posed increase in investment over the Perspective Plan period is quite modest in
comparison to the increase already achieved under the Second Plan—8 per cent
per annum over the next 20 years compared to 18 per cent achieved in the
Second Plan. The reason for not postulating a sharper increase in investment lies
in the related objective of termination of foreign assistance. The main task in
the Perspective Plan will be to institutionalise the growth process and to finance
it increasingly from domestic resources. Domestic savings are projected to increase
from about 10 per cent of the GNP in 1965 to nearly 22 per eent in 1985,
requiring nearly one-third of the additional income to be saved on a per capita
basis. The target of eliminating foreign assistance also implies a substantial in-
crease in exports, at an annual rate of about 8 per cent, and considerable import
substitution in capital goods and intermediate products whose domestic produc-
tion is projected to increase at rates of 10.0 and 13.7 per cent per annum respec-
tively. If these targets are achieved, external assistance will decline from about8 per
cent of the GNP in 1965 to about one per cent in 1985 and Pakistan will cease
to be a net capital importing country.

8. The manufacturing sector is expected to play a leading role in accelerat-
ing the overall growth rate of the economy, supported by a rate of growth in
agriculture which is almost unprecedented in the experience of other countries.
The projected growth rate in agriculture will result in a trebling of agricultural
output, against a sixfold increase of manufacturing production (see Table 2).

TABLE 2
GROWTH PATTERN IN THE PERSPECTIVE PLAN
(Million Rs.; 1964-65 prices)
- Annual
compound
rate of
1965 1970 1985 growth
(1965-85)
%
1. Agriculture 21,055 26,870 62,500 56
2. Manufacturing 5,195 8,365 36,500 10.2
(a) Consumer goods ... (3,235) 4,515 (13,000) 7.2
(®) Intermediate products (1,620) (3,300) (21,2000  (13.7)
(¢) Investment goods ... (340) (550) (2,300)  (10.0)
3. Other sectors 17,115 24,165 75,300 7.7
43,365 59,400 174,300 7.2
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Within the industrial sector, the manufacture of intermediate products (such as
base metals, chemicals, non-metallic mineral products and petroleum derivatives)
is expected to grow at the fastest rate, 13.7 per cent per annum. The services sector
is also likely to show a healthy rate of increase because it includes the fast-growing
activities of transport and construction and because of the greater demand for
services (such as banking, insurance, trade) that an increasingly sophisticated
economy generates.

9. Implicit in this growth pattern are significant structural changes in out-
put, employment and external trade. These are brought out in Table 3.

TABLE 3
STRUCTURAL CHANGES IN THE PERSPECTIVE PLAN
(Percentages ; 1964-65 prices)

1950 1965 1970 1985
1. Output ... T 100 100 100
(2) agriculture 60" 49 45 36

(b) manufacturing ... 6 12 14 21

(©) other sectors .. 34 3 4 43

2. Employment 100 1Q0 100 100
(2) agriculture ... 75 65 62 %

(b) manufacturing } ’s { I 12 14

(c) other sectors 24 26 37

The economy is expected to become fairly diversified by 1985 relying on agri-
culture only to the extent of 36 per cent for national output and 49 per cent for
employment. The manufacturing sector is expected to increase its contribution to
the GNP from 12 per cent in 1965 to 21 per cent in 1985. A major increase in the
contribution of services is also forecast. Further import substitution in consumer
goods and relatively more emphasis on the domestic production of capital goods
will be reflected in a decline in the proportion of consumer goods imports, falling
ratio of capital goods imports to total investment and a rising import bill of raw
materials for the domestic manufacture of consumer and capital goods.
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IV. DOMESTIC SAVINGS

10. The feasibility of these long-term projections hinges largely on the pro-
posed strategy for domestic savings and for the balance of payments. “The proposed
marginal rate of savings of 25 per cent for the Perspective Plan period compares
with an actual achievement of 22 per cent in the Second Plan. It must be men-
tioned, however, that the proposed saving rates do not imply a greater degree of
austerity than experienced in the past. In fact, a faster rate of growth will finance
both a faster increase in consumption and in savings. This is clear from Table 4.

TABLE 4

INCREASE IN PER CAPITA INCOMES, CONSUMPTION AND SAVINGS
(Rs., 1964-65 market prices)

1960-65 1965-70 1970-75 1975-80 1980-85

Per capita income . 51 88 120 163 27
Per capita consumption ... 31 63 83 111 164
Per capita savings 20 25 37 52 63

The increase in per capita consumption in the Sixth Plan period will be over four
times as high in absolute terms as in the Second Plan. The point is best appre-
ciated by calculating marginal saving rates on a per capita basis (see Table 5).
On average, the economy will be required to save about one-third of the additional
income on a per capita basis over the Perspective Plan period which is just
about the level that it has saved already during the Second Plan. Over the course
of the Perspective Plan, the level of per capita consumption is expected to more
than double.

TABLE 35
MARGINAL RATES OF SAVINGS
(Percentages)
' . ) From From per
Plan period _total _capita
. income mcome
Second Plan!  (196065)  v.  we e e 22 31
Third Plan (1965-70) e 22 28
Fourth Plan  (1970-75) 25 31
Fifth Plan (1975-80) 28 32
‘Sixth Plan (1980-85) 25 28

"1 In current prices.
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In each future Plan period, the increase in per capita consumption will be consider-
ably larger than the additional savings and nof less than the increase in consump-
tion during the previous Plans. More significant is the acceleration implied by these
figures. In the Third Plan, per capita consumption will increase by about 10 per
cent but, in the Sixth Plan, the cumulative effect of two decades of development
will result in a rise. of per capita consumption by over 25 per cent in five years.

V. BALANCE OF PAYMENTS

11. The strategy embodied in the balance of payments projections rests
heavily on two main considerations. Firstly, a vigorous policy to increase export
earnings must be pursued. The proposed targets imply that exports will have to
grow at an annual rate of about 8 per cent—a little faster than the growth rate
of the GNP so that the ratio of éxports to the, GNP will be of the-order of 7.5 per
cent in 1985 as against about 6.7 per cent in 1965. These targets are undoubtedly
ambitious and their realisation will make very considerable demands on the nation’s
efficiency and ingenuity. However, since exports will continue to be a small
proportion of the GNP, it should be possible to find markets for the country’s
growing exportable surpluses, particularly in manufactures.

12. The second element in this strategy is a policy of massive import sub-
stitution, especially of intermediate products and investment goods. Domestic
manufacture of machinery and equipment will rise sharply from Rs. 1,080 million
in 1965 to Rs. 7,250 million in 1985 and that of intermediate products from
Rs. 4,700 million to Rs. 61,000 million. Imports of these commodities will rise
more slowly. An idea of the extent and rate of import substitution can be provided
in the following terms; over the Third Plan period, Pakistan expects to produce
domestically Rs. 1,500 million worth of items that it would have imported other-
wise; over the Fourth Plan this figure will rise to Rs. 6,000 million.

13. The balance of payments projections are summarized in Table 6. Upto
the end of the Second Plan the gap between imports and exports was increasing,
fecessitating an increase in the inflow of external resources. From the Third
Plan period the gap will start narrowing and the need for foreign assistance will
start diminishing. The strategy for achieving this shift will be to increase exports at
a rate faster than imports. Over the Perspective Plan period, exports are expected
to increase at nearly twice the rate of increase in imports with the obvious implica-
tion that Pakistan’s own earnings will start financing an increasing proportion of
total imports. By 1985, it is expected that total imports will be financed to the ex-
tent of 88 per cent from Pakistan’s own export earnings as against 44 per cent at
present. :



24 LONG-TERM PERSPECTIVE

‘ TABLE 6.
BALANCE OF PAYMENTS IN THE PERSPECTIVE PLAN
(Million Rs.; 1964-65 prices)

Annual
compound
1965 1970 1975 1980 1985 growth
rate
(1965-85)
1. Exports 3,050 4,800 7,300 11,000 14,000 7.9
2. Imports(?) 6,990 8,985 11,300 13,500 16,000 4.2
(a) consumer goods... 1,830 2,025 2,220 (2,500) (3,000) 2.5
(b) capital goods ... 2,015 2,840 4,300 (5,500) (6,500 6.0
() intermediate products 3,145 4,120 4,780 (5.500)  (6,500) 3.7
3. Balance of payments
(deficit 2 — 1) 3,940(2) 4,185 4,000 2,500 2000 —3.5
4. Percentage of total im-
ports financed from
own exports . 44 53 65 82 88

(1) This classification differs substantially from that used in C'hapter‘Vl. Here inilports'afe
classified by destination ; in Chapter VI by commodity groups.
(2) Includes Rs, 250 million decline in foreign exchange reserves.
V1. POPULATION POLICY
14. The improvement in living standards, as-reflected in the earlier projec-
tions of per capita incomes, rests very heavily on certain assumptions regarding
the growth of population. The size of population, estimated at 112 million for
1965, is expected to grow at an annual compound rate of about 2.6 per cent
during the Perspective Plan (see Table 7). With the planned improvement in
health facilities and nutritional standards, the mortality rate is likely to decline
fairly rapidly. Unless it is checked by a fall in the fertility rate, the population
growth rate could easily be pushed beyond 3 per cent per annum. If this happens,
population will double itself by 1985. Such an increase would defeat any attempts
to raise per capita incomes by a significant amount. One of the basic assumptions
of the present projections is that the rate of growth of population will decline
after 1975 owing to a decrease in the fertility rate. In other words, it is assumed
that declining fertility will more than compensate for declining mortality. The
population in 1985 is thus projected at 187 million. A vigorous and broadly-based
programme of family planning is, therefore, an integral part of the strategy for

the Perspective Plan.
TABLE 7

POPULATION PROJECTIONS

1949-50 1954-55 1959-60 1964-65 1969-70 1974-75 1979-80 1984-85

East Pakistan 430 47.8  53.9 61.3 702 80.0 928  103.8
West Pakistan 358 400 45.0 51.1 572  65.4 74.3 82.8

All Pakistan 788 8.8 989 1124 1214 1454 1671 1866

VIL. FULL EMPLOYMENT

15. The chief objective of the full employment policy is to secure a wider
participation in the fruits of economic progress by providing the opportunity for more
persons to support their families through useful work. This i$ not only an obliga-
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tion for every society, but willalso makea profound contribution towards a more
equitable income distribution. The projected growth of the labour force and
employment over the Perspective Plan period is summarised in Table 8 below:
TABLE 8
LABOUR FORCE AND EMPLOYMENT: 1965-85
(Million man-years)

1965 1970 1975 1980 1985

" Labour Force w3725 4145 4675  S400 6230

Employment 29.70 35.20 44.30 5140 59,70

(a) Agricultural ... (19.30) (21.80) (26.70) (28.20) (29.50)

(b) Non-agricultural . (1040) (1340) (17.60) (23.20) (30.20)
Unemployment as a % of the labour

force 20 15 5 5 4

16. Underemployment is fairly widespread in rural areas at present. The
labour force is estimated at about 37 million workers in 1965, of whom over 20
per cent would be idle if the rest were to be fully employed. The total number
of persons affected is even larger, as unemployment occurs mainly in the form
of under-utilization of the available manpower. The rapid growth of population
and changes in the age-structure will quickly push up the size of the labour force
to over 62 million by 1985, even if one makes fairly conservative assumptions
regarding labour-participation rates. If by 1985 only about 4 per cent of the
available manpower is left unutilized—which would be a reasonable minimum—
then jobs will have to bé created for 30 million persons over the Perspective Plan.
In the Sixth Plan alone the increase in the labour force will be over 8 million
which is more than the entire industrial labour force of France or Germany
today. There is no doubt that the problem of full employment will be one of the
biggest obstacles to the success of the Perspective Plan. The magnitudes con-
cerned are formidable, and the picture shows wide differences between East and
West Pakistan. Nevertheless, precisely because of the numbers involved—i.e., that
it brings so many persons into the orbit of economic growth and enables them
to share in its benefits—a policy of full employment must be given top priority
in the next two decades.

17. Such a policy calls for a careful analysis of the potential of each sector
for absorbing more workers. The composition of the development programme,
therefore, must be geared to the employment target by making the employment
effect of each project a factor in judging its acceptability. It also provides a
criterion for analysing the comparative advantages of different techniques of
production. ' X

'18. The second element in the strategy will be to link employment policy
closely with policies relating to education. The pattern of industrialisation that is
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envisaged indicates that the demdnd for labour will, in the years to come, be
increasingly concentrated on skilled workers, technicians and high level specialists.
Agriculture, too, will require a better-trained and more scientifically-minded
worker. The targets of the Perspective Plan in the social sectors, such as the
provision of universal primary and secondary education, or of adequate health
facilities, will also exert their pressures for the supply of highly-trained personnel.
There is already a gap between requirements and availabilities and future
demands will greatly add to the calls made on the capacity of the educatlon
sector to produce the numbers and quality of labour needed for expanded pro-
duction activities.

19. Thirdly, the strategy will be. to concentrate efforts on those regions
where unemployment is worst. Tt focuses attention on the need to accelerate the
programme especially in East Pakistan, where unemployment is most widespread
and in the more under-developed areas of West Pakistan. This policy will be closely
connected with the Perspective Plan’s objective of removing income disparities
between the two Provinces. The regional programmes will have to be carefully
balanced in order to influence labour productivity in such a way that income-
parity and full employment become fully interwoven and mutually consistent
targets.

20. Finally, the biggest constraint imposed upon planning for full employ-
ment is set by the availability of resources. This will become more serious over
the Perspective Plan period because mdustnal policy will be strongly biased in
favour of heavy industry complexes (for balance of payments reasons), whose
direct impact on employment is very small. An important element in the employ-
ment strategy, therefore, will be to-devise policies that will distribute the labour
force over these sectors in which the cost of employment is small, such as in the
works programmeé or in small scale industries.

VIII. EDUCATION POLICY'

21. The educational targets of the Perspective Plan reflect not only the
view that increased education is a benefit to the entire society, but are also chosen
for their economic impact. As the Second Plan trenchantly put it: “No illiterate
country has ever achieved mgmﬁcant economic development, and an educated
community with highly trained leadership does not remain economically backward.”

22. The relevant age-groups (6-11 for the primary and 11-14 for the lower
secondary stage) show an increase of 10 ‘million and 6 million, respectively, during
1965-85. according to the population projections by age-groups. At the end of
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the Second Plan, enrolment will be about 8 million out of a total number of
children of school-going age of around 25 million. Universal eight-year education
by 1985 means, therefore, that additional facilities for 33 million children have to
be provided over the period of the Perspective Plan, i.e., a four-fold increase over
the present level.

23. More children actually register in schools than the above figures suggest.
In East Pakistan, it is estimated that as many as 50 to 60 per cent of all pupils in
Class I drop out before the end of the year. For instance only 18 per cent of the
1958-class I generation reached class V- in 1962. In West Pakistan the situation is
almost as bad. There are many reasons for the high rate of drop out: transportation
difficulties, labour shortage at the time of harvest, sickness and malnutrition,
absenteeism among teachers and the child’s unhappy experience in Class I, because
of crowded buildings and the low standards of teaching.

24. Thus, not only must the numbers of buildings and teachers be increased,
but pupil-teacher ratios must be lowered and the general quality of teaching raised.
There are other factors, too, which make it particularly difficult to achieve universal
education. The most important of these is a widespread lack of interest in the edu-
cation of girls. This is somewhat less in East Pakistan, where by 1965 about 23 per
cent of all girls in age-group 6-11 are expected to be enrolled, than in West Pakistan
where the figure is only 14 per cent.

25. On these grounds, it would be too optimistic to expect the achievement
of the educational target given by theNational Education Commission for reaching
universal primary education by 1970 and eight years of élementary education for
all by 1975. With regard to primary education it will be possible to reach full
enrolment of boys, but it would not be realistic to assume complete female enrol-
ment before 1980. As for the targets relating to the lower secondary classes, it
appears possible to reach universal enrolment for boys by 1980, but it is doubtful
whether female enrolment can be brought to that level in the last five years of the
Perspectzve Plan. -

26 One of the main bottlenecks will be the availability of teacher-training
facilities. Absorbing the projected number of pupils will put severe strains on the
reservoir of teaching staff and on the institutes that provide additions to this staff.
The total number of teachers to be trained dunng the Perspective Plan penod is
estimated at about 1.5 million, or 75,000 per annum. This compares witha present
eacher-trammg capacity of around 20,000 per annum.

27. ‘The detailed phasing of the education programme is shown in Table 9.
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TABLE 9
ENROLMENT BY STAGE AND REGION: 1960-1985
) BastPaklstan - West Pakistan

Enrolment Enrolment Enrolment Enrolment
(million) in % of (million) in % of

e Aase'SFO_nP , age-group
A. The primary stage
1960 3.28 38 195 29
1965 420 48 3.10 43
1970 e e w131 R 5.85 70
1975 - w1093 90 8,64 .90
1980. . 1423 100 11.18 100

1985 1480 100 11.92 100

B. The lower sccondary stage

1960 - .30 8 A7 16
1965 - 42 8 .64 16
1970 80 15 120 29
197 .. . 242 40 247 50
1980 5.00 70 4.00 70

1985 o 8.53 100 670 100

IX, INCOME DISTRIBUTION

28. One of the pri’mafy objectives of the Perépective Plan is to distribute
incomes equitably both between East arid West Pakistan and within each region.

'The current disparity in per capita income of East and West Pakistan has to be

completely removed over the next 20 years, preferably in a shorter period. The
prevailing wide dlspantles in personal incomes, particularly in the urban areas,
must also be contained within limits and i incomes distributed more equitably.

29. A possible pattern of regional growth which could equalise.per capita
incomes by 1985 is preseated in Table 10. As can be seen from this table, the growth
rate in the regional product of East Pakistan will have to be accelerated from the

_past rate of 5.4 per cent to over 8 per cent during the next 20 years. The growth
rate of West Pakistan will have to be stabilised somewhere around 6 per cent. This
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pattern of growth naturally raises many difficult questions of policy which are be-
ing examined at present. On the one hand, it has to be ensured that the necessary

TABLE 10
PATTERN OF REGIONAL GROWTH IN THE PERSPECTIVE PLAN
(1964-65 prices)
_ Growth Rate in Regional
v Per Capita Income (Rs.) Products (%
East West Total East West Total
Paklstan Pakistan Pakistan Pakistan
1959-60 297 391 340
. : 54 5.0 52
1964-65 340 442 386 o
7.0 6.1 6.5
1969-70 416 531 467 . ]
] 8.3 6.2 73
1974-75 . e 537 627 577
8.6 6.3 7.5
1979-80 e vee 709 750 727
8.1 6.8 7.5
1984-85 . 932 932 932

institutional framework is created and investment policies followed in order to
achieve the proposed growth rates in East Pakistan, On the other, the Perspective
Plan period should not end with growth rates in East and West Pakistan which
increase disparities in the reverse direction. The strategy for investment, saving and
balance of payments is currently being worked out separately for the two regions
in the light of the above considerations.

30. Very little information is available at preseni about personal income
distribution in Pakistan. Some of the information available from the C.S.0. Sample
Surveys for rural areas and for Karachi is put together in Table 11. Of course,
these data are not fully representative, but they are sufficiently aceurate for indi-
cating very broadly the existing inequalities.

TABLE 11
AN ESTIMATE OF INCOME DISTRIBUTION IN PAKISTAN: 1959-60
(Rupees; 1964&65 prices) _
‘ Eas’ West

Percent of total population Pans':an Pakistan  Karachi
rural rural
3% Towest Income growp w18 203 80
45% lower middle income group 222 276 211
45% upper middle income group 368 398 624
5% highest income group ... 686 995 2,165
Averageincome .. . 309 363 488
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These data bring out wide disparities in the lowest and highest income groups,
particularly in the urban areas. At the same time, it is clear from the table that even
the so-called “highest” income groups do not enjoy a very high income by inter-
national standards. Obviously, the strategy for distribution of incomes has to
concentrate more on an increase in incomes in the lower brackets through a rapid
increase in production and employment rather than through a drastic redistribu-
tion of existing incomes. The scope for the latter exists but there are definite limits
within which this policy can be pursued without adversely affecting capital for-
mation in the economy.

31. In conclusioh, it must bé redffirmed that the estimates given in this
Chapter are tentative. Detailed work is currently proceeding on these estimates
and the strategy of the Perspective Plan will be given a more concrete shape in the
light of this work.



CHAPTER I
STRATEGY OF THE THIRD PLAN

" The strategy of the Third Plan flows from the lessons learnt from planned
development during the past 15 years and the targets set for the next 20 years under
the Perspective Plan. As discussed in Chapter I, the past 15 years have witnessed
a rapid rate of economic development and building up of infra-structure but there
are certain imbalances, especially in agriculture, education and social services,
which have to be removed. The framework of the Pempectrve Plan, which is
discussed in Chapter II, defines the general direction in which the economy is
expected to move in the next two decades. The:basic rationale of the Third
Plan has been formulated both in relation to past experience and future targets.

I. GROWTH RATE STRATEGY

2. The growth targets for the Third Plan should naturally be as high as the
country can hopeé to implement. The annual average growth rate achieved in the
Second Plan is estimated at 5.2 per cent but the rate of growth is accelerating and
the period is expected to end with a trend growth rate of 5.7 per cent. It is both
desirable and feasible to accelerate this growth rate to 6.5 per cent over the Third
Plan period. The acceleration will come mainly from the agricultural sector where
the growth rate is likely to increase from an average of 3.5 per cent in the Second
Plan to 5.0 per cent in the Third. In fact, the growth rates-postulated in the non-
agricultural - sectors are about the same as already éxperienced ‘in the Second
Plan. The target of 6.5 per cent growth rate in the GNP for the-Third Plan period
also fits in with the projected long-term growth rate of 7.2 per cent under the
Perspective Plan. Thus, the Third Plan will mark a transition from past achieve-
ments to future targets.

3. The pattern of growth in the Third Plan is mainly an extension of the
Second, ‘with the crucial difference that agriculture is expected to play a far more
dynamic role in future than it has in the past. The mainspring of this growth will
be the tremendous increase projected in the inputs for the agricultural sector,

especially the availability of water, fertilizer and credit. During the Second Plan .

period, the rate of growth was 3.5 per cent in agricilture, 8.6 peér cent in industry
and 6.7 per cent in construction, transport and other services. Compared to these
growth rates, the Third Plan projects an annual inctéase of 5.0 per cent in agricul-
ture, 10.0 per cent in industry and about 7.1 per cent in the other sectors. "It should
be noted that, while the role of the agricultural sector will increase compared to
the ‘Second Plan, its proportionate contribution fo the GNP is likely to decline.
.Of the additional income during the Third Plan period, nearly 65 per cent is.expected
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to come from the non-agricultural sectors. Thus, the structural changes discussed
in Chapter I, reflecting the gradual industrialisation of the economy, will continue
during the Third Plan. '

II. INVESTMENT STRATEGY

4. The investment effort required during the Third Plan has been determined
from the growth targets both on the basis of the experience regarding the sectoral
capital-output ratios in the implementation of the Second Plan and by evaluating
the costs of detailed projects and programmes included in the Third Plan.
An increase in the capital-output ratio during the Third Plan period is almost
inevitable since relatively more emphasis is going to be placed on heavy industry
and on creating infra-structure in East Pakistan to accelerate the growth of that
region. Moreover, welfare programmes in the fields of education, health and
social services claim a higher allocation in the Third Plan but physical returns
from these programmes are not very high in the short run. The rising trend in
the capital-output ratio will be moderated to some extent by the external economies
generated by the infra-structure already built in the first two Plans, by the further
liberalization of raw material imports which will permit greater utilization of
industrial capacity, and by a continuous improvement in the efficiency of the
public and private sectors, but it is unlikely that these developments will completely
neutralise the expected rise.

5. The Third Plan envisages an increase of about 68 per cent in development
expenditure over the five-year period, an annual compound rate of about 11 per
cent. This rate of increase is lower, in fact, than the 18 per cent annual increase
achieved during the past five years. However, effective implementation of the deve-
lopment programme in the Third Plan will require continued improvement in the
implementation capacity of public and private sectors since the base from which
the Third Plan starts is much higher than in the previous Plans. Also, the planned-
rate of increase in development expenditure is much sharper in East Pakistan —
about 18 per cent per annum — where substantial improvement in absorptive
capacity is required for the successful implementation of the proposed programmes.

6. The share of public and private sectors in total investment continues to be
about the same as that actually implemented in the Second Plan, during which the
private sector was well ahead of the target: the allocation therefore projects a conti-
nuation of the dynamism shown by the private sector. However, the role assigned
to public and private sectors is different in the two regions. The public sector will
play a much largerrole in East Pakistan where substantial infra-structure has yet to
be built and the private sector is still rather shy. This is particularly evident in the
field of industry where about half of the investment is to be managed by the East
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Pakistan Industrial Development Corporation as against just over one-fifth
by its West Pakistani counterpart. A definite effort will be made in the course of
the Third Plan to stimulate private investment in East Pakistan through differential
fiscal incentives, distribution of foreign loans through PICIC and IDBP and
through the formulation of the industrial investment schedule for the private
sector policies regarding foreign assistance licensing and location of industry.

M. SAVING STRATEGY

7. The Third Plan must maintain a very high marginalrate of saving soasto-
improve the average saving rate of the economy and to progressively reduce
Pakistan’s dependence on foreign assistance. It is estimated thatduring theSecond
Plan the country saved about 22 per cent of the additional income. As a result,the
average saving rateis expected to increase from about 6 per cent in 1959-60 to over
10 per cent in 1964-65. The Third Plan postulates a marginal rate of saving of 22
per cent which will raise the average saving rate to 13.6 per cent by the end of the
Plan. This is a fairly ambitious target even though it is encouraging to note
that the record of the Second Plan is quite good in this respect.

8. There are four main elements in the strategy for mobilising domestic
savings. First, it is clear that the distribution of national product in the Third
Plan should be such as to favour the saving sectors. The saving effort so far
has been identified almost exclusively with large-scale industry which was
growing at a rapid rate of 15 per cent per annum during 1950-65 and was saving
and re-investing nearly 75 per cent of its profits. The base of this saving effort
has to be broadened now. The pattern of growth in the Third Plan envisages
that over one-third of the additional output will be in agriculture. Again,
the policies contemplated in the Third Plan aim at a more equitable
distribution of incomes. Both these developments will imply that saving effort
has to be squeezed out of sectors which traditionally have not made a sizeable
contribution to the overallrate of savings. The recent evidence, however, is reassur-
ing. In the agricultural sector, the private investors are already spending a part of
increasing incomes on the acquisition of tube-wells, fertilizers, tractors and other
means of improving agricultural productivity. So far as the other sectors of the
economy are concerned, the recent development of the institutional framework,
particularly the capital market, and its extension over a wider area, including the
heretofore untouched rural areas, should be of great help in the saving effort.
Already, a sizeable transfer of savings is taking place through the rural branches
of the commercial banks to the urban centres. The planned extension of the branches
of the Agricultural Development Banks to the far flung corners of the countryside
and the proposed acceptance of deposits by these branches will further encourage
the mobilisation of rural savings.



34 STRATEGY OF THE THIRD PLAN

9. Second, despite the slight decrease in its proportionate share in the
additional GNP during the Third Plan period, the industrial sector will
continue to play a leading role in mobilisation of domestic savings.
It is expected that industry will contribute nearly one-fifthb of the additional
national product during the Third Plan. This will still permit the
industrial sector to have a decisive influence on the marginal rate of saving. In
fact, as the base from which the industrial sector starts has expanded considerably,
the contribution of this sector to the saving effort will be of critical importance.
It is true that increasing competition in a liberalised economy and the proposed
shift to more complex and long-gestation period industries may tend to reduce
industrial profits per unit of output but these developments are not likely to have
a significant effect in quantitative terms. In fact, the emphasis of the industrial
sector on intermediate and capital goods should be helpful for the saving effort.
The past experience, particularly during the First Plan period, shows that it is
fairly difficult to obtain a high rate of saving from the economy by concentrating
on the production of consumer goods and by hoping to export the products of
these industries to finance capital goods imports. The limitation is imposed both
by the demand in the international market for Pakistan’s industrial exports and
by the domestic pressures for higher consumption levels which emerge when the
capacity for consumer goods industries is expanded. It is a better strategy to limit
the expansion of the capacity of the consumer goods sector in the very first instance
and to deny the economy the temptation of an unplanned increase in its con-
sumption.

10. 'Third, a high marginal rafe of saving is also implicit in the targets set for
additional export and imports. The import system has been geared in favour of
development impotts so that about 63 per cent of additional imports durmg the
Third Plan period will consist of capital goods and raw materials for capital goods
This means that the additional exports of Rs. 6,750 million proposed for the Third
Plan will be transferred mainly into investment through the balance of payments
mechanism.

11. Finally, an effort will be made during the Third Plan penod to increase
the Government’s fiscal contribution to development. Both the proportion of the
GNP withdrawn by the public sector in the form of taxes and other receipts and
the proportion of government revenue devoted to development (i.e., the revenue
surplus) will be increased. Government revenues are expected toriseby 70 per cent
during the Third Plan, about twice the rate of increase in the GNP. At the same
time the revenue surplus (including the effect of new taxes) will increase from 25
to 32 per cent of government revenues. The Government’s marginal rate of saving
from its revenue will be over 40 per cent.

IV. BALANCE OF PAYMENTS STRATEGY
12. The main aim of the balance of payments strategy in the Third Plan is to
prepare the economy for a gradual reduction in the need for foreign assistance and -
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to move towards greater economic viability. There are three main elements in this
strategy. Firstly, it is proposed that exports should increase at a rate faster than the
GNP. Thus, the planned rate of increase in exports is 9.5 per cent per annum com-
pared with the target of 6.5 per cent increase in the GNP. The increase in exports
is expected mainly in manufactured goods and in non-traditional items like rice and
fish. This means that particular emphasis will have to be placed on the efficiency
of the industrial sector from which increased output and increased exportable
surpluses in manufactures are to be obtained. Also, the scale at which industries
are established in future will have to be geared more closely to the possibilities of
capturing éxport markets rather than based entirely on the domestic market which
for many of the new products will be rather limited for the next few years.

13.  Secondly, the import substitution effort will have to be intensified, parti-
cularly in capital goods and in intermediate products, like base metals, chemicals,
petroleum products and non-metallic minerals. As discussed in Chapter II, the
domestic output of capital goods will have to be increased about 7 times in the
next 20 years in order to meet the requirements of the investment levels planned
for the future. The Third Plan will make a decisive move int this direction.

14. Finally, 4t is necessary to economise on the use of foreign exchange by
developing an appropriate technology adapted to the resource endowment of the
country. The scarcity price of foreign exchange should be appropriately reflected
to the economy so that there is an incentive to use less foreign exchange and more
domestic resources. This will call for a revision in the present tariff policy, re-
examination of the current interest rate structure and use of shadow prices for the
appraisal of at least the major projects in the Third Plan. It is also intended to
intensify investments. in the exploration and exploitation of fuels and minerals
in order to replace some of the current imports by indigenous raw materials and
substitutes.

V. REGIONAL STRATEGY

15. The disparity in regional per capita incomes must be removed over the
Perspective Plan period, i.e., by 1985. The Third Plan proposes an increase of 40
per cent in the regional income of East Pakistan and 35 per cent for West Pakistan,
compared to 30 and 28 per cent respectively in the SecondPlan. This implies a
greater acceleration in the rate of growth of East Pakistan than of West Pakistan.
It should be recognized that there is no neat way of arranging a particular pattern
of regional growth. Resource allocations, import policies, fiscal incentives and
disincentives will all have to make their contribution. On the basis of past experience,
it is estimated that a development expenditure of Rs. 27,000 million in East Pakistan
and Rs. 25,000 million in West Pakistan can achieve the proposed growth rates,
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given appropriate policies. The identification of growth possibilities in the
two regions and the detailed programmes which are being prepared to realize
them, lends support to these estimates. Naturally, the proposed acceleration in the
level of development expenditure is much sharper (18 per cent per annum) in East
Pakistan compared with West Pakistan (5 per cent). This has obvious implications
for the distribution of foreign assistance between the two regions and the need for
a real transfer of resources from West to East Pakistan.

VI. EMPLOYMENT STRATEGY

16. The increase in employment opportunities in the past has not kept pace
with the increase in labour force. During the 1950, less than 70 per cent of the
increasing labour force was being absorbed by the pace of the development pro-
gramme so that unemployment is estimated to have increased from 5.6 million in
1951 to 7.6 million in 1961. The quickening of the pace of investment and output
in the Second Plan ensured for the first time that almost the entire increase in the
labour force during the Plan period will be absorbed and no further deterioration
occur in the absolute amount of unemployment. The Third Plan will go one step
further-and reverse the past trends: it will not only absorb the additionallabour force
but cut the back-log of unemployment by about 17 per cent. Hesidesan accelera-
tion in the tempo of development, considerable emphasis will be given to labour-
intensive programmes and to building up a competent organisation for the proper
use of the abundant manpower resources of the ¢ountry. Technical training faci-
lities will be spread at a rapid rate so that the labour force is properly equipped for
the kinds of jobs-which will be created during the Third Plan period. The tempo of
the works programme will ‘also be stepped up since it takes only a modest capital
expenditure to extend employment opportunities through this programme and the
additional jobs will be created mainly in the rural areas where the problems of
under-employment are acute. It is expected that by the last yearof the Third Plan
there will be about 5.5 million additional jobs, of which nearly one million will be
in the manufacturing sector, 2.5 million on the newly irrigated and improved agri-
cultural lands, about 400thousand through the rural works programme and an-
other 1.6 million in other services and ancillary industries.

VII. ALLOCATION STRATEGY

17. The pattern of allocation of investment funds emerges from the various
elements of development strategy discussed above. If the rate of growth is to be
accelerated to 6.5 per cent per annum, if a high marginal rate of saving is to be
obtained, if manufactured exports are to be encouraged, if import substitutes are
to be found for capital goods, and if population is to be taken off the already over-
populated land, it is almost inevitable that the industrial sector should play a
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leading role in the economy even when the pace of agricultural growth is accele-
rated. This is basically the choice made in the Third Plan. Of the total allocation,
as much as 26 per centis earmarked for industry and nearly two-thirds of this will
be spent on capital goods industries and intermediate products. In the agricultural
sector, a careful analysis has been carried out of all the physical inputs required
for agricultural production and an adequate provision made for them in the Plan.
The allocations to other sectors have beendecided on the basis of the considera-
tions of consisténcy and efficiency.

18. The various elements of strategy discussed above are not necessarily
compatible. It always takes great skill to reconcile the inevitable conflicts in policy
objectives. The strategy outlined above brings out the manner in which some of
the problems have been tackled within the framework of the Third Plan.







CHAPTER IV
OBJECTIVES, SIZE AND STRUCTURE
I. PLAN OBJECTIVES
The objectives of the Third Plan have been formulated within the framework
of 