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Introduction.

" The purpose of the ‘paper is to analyse the co:parative
costs af a2 number of manufacturing industri<e in Pakistan vis~a-vis
the prices of competing imports over th: period of last fifteen years
or so (1950-1964). In the past ths effective cates of protection have
been estimated for the major groups of industries in Pakistan based
on tariff rates aggregated or averaged for the various constituent
industries within' each group. In rhe absence of a direct evidence
on tue differentiale between domestic and forcign prices of inputs
and output: this does not measuve the extent of protectioa implied

““‘by quantitative restrictiona. ‘Similarly, there have been studies
on the domestic prices ol a number of imported goods in order to
measur2 the extent of scarcity maxgins on the tax paid value of
the imported gOOdST/ But there has been no direct comparison of
the prices of narrowly cefined a~d clearly identifiable domestic
goods- with' the cif prices of. closelv eompeting and comparable

.i;pétﬁg; ?he“prgseut paper is-?n-attempt to close the gap in
knowledge by provt&ing direét:émpirical evideir.ce on the comparative
costs of domestic industrise. The paper also purports to analyse
the additional evidence with a view te identifying and examining
the nature of cost diss*ilities of the manufacturing industries
in Pakistan as well as the rationale underlying the determination
of the pro~ective tariff rates by the Tariff @ommission for

specific industries



It attempts to test two hypotheses regarding the comparative
costs and competitive strength of manufasturing industries in
Pakistan which have developed under tariff protection. Firstly,
it investigates the charcges, if any, in the comparative cost
situation over the years. The expectation is that with the
passage of time and the accumulation of experience in terms
of techniques of production as well as of training of labour
and management, the cost disabilities of the manufacturing
industries may have declined so that prices shocld tend to
become more compecitive than they were iu tuz.past. Segendly,
it is expected that the cost disabilities would differ between
different industries, specially between simple consumer's
goods manufacturars and inte.vedjate.and capital goods .
industries....The principa! :auses of cost disadvantages of

the Pakistani manufacturin; indust.ies are examined as well

as any nossible changes in.the criteria for tre fixation of

tariff rates.

The Pattern of Industrial Growth and its Principal Determinants,

The pattern of Pakistan’s industrialisation in overall terms
and in. terms of the composition of the industrial structure is shown

below:- . ... ..
Table 1
Rate. nf Growth of Large-Scale

Manufacturing ‘Industries in Pakistan,

Gross Value of O utput ¥ Gross Value
Percentage Share in Total, { " Added

In:ustrial Output f_Rates of Growth . Rates of Growth

1954-55 } 59-60 ,“ 63-64 ‘1‘54/55- 59/60 P9/6&6N64 254/ 55 -59 /60 I 59/60-63/64

Total Manufacturing — 19.3 14.5 .19.5 15.7
Consumption Goods 72.69 64.38 59.05 16.1 12.8 15.6 12.8
Intermediate Goods 15.89 20.94 21.54 39 , 12.38 27 .. 13.7

Investment &
Related Goods

. .
11.42 14,68 19.40 25 23 28 26



Industrial output expanded at the rate of 19% per
annum during 1954-55/1959-60. and zbout 15% per anrum during
1959-60/1963-64. The industrial structure has increasingly
become more diversified. The preponderance of textile, food
and . related industries declined from 68% to.58% of the total
industries output, The spurt in industrial development in
Pakistan was initiated by foreign exchange crisis in the
period following the Korean boom. Import restrictions
provided a sheltered market for the development of particularly
those  industries which w<va ~1sed on dcmestic raw materials
and those which were judgad to be essential consumer's
goods industries. The industries considered essential for
defence purposes also received a fillip.

The pattern of growth of manufacturing industries
in Pakistan is the result of a set of .inter-related factors
such as tariffs, quantitative restrictions, industrial
licensing and credit policies etc. T.z '. iorities in the
field of industrial investment which were not very clearly
formulate: in the early years but which became more
articulate in course of time as a part of an integrated
overall plan were sought tc¢ be‘implemented by credit and
licensing policies and partly by direct investments on
the part of the Government. or.Government sponsored public
corporations. Admittedly these controls and policies did not
operate without serious limjtationg and there were significant
deviations from the Government.determined investment schedule
on .the part of private investors guided as they were by
profiit:opportunities which deviated from the priorities set

by the. Government.



It-is important to remind ourselves that tariff rates are
set and changed only in a ve.y few cases in response to the recommendations
of ‘the Tariff Commission. The distinction between revenue duties and
protective tarifls Bas ba<«r often & mati.~ of form rather than of
intention and ,Z =2ctn.’’ crfects ~ .ne industries concerned. Moreover,
the protection has been more often provided by quantitative restrict-
ions on imports until 1964, when a considerable relaxation of
quantitative restrictions took place and tariffs tended to assume
a more ‘important role. It may be asked why in spite of strict
quantitative restrictions the manufacturing industries sought tariff
nrotection in addition. Firstly, in a few selected cases quantitative
restrictions and the price spread which result between the foreiga
and domestic price, may have been insufficient to provide adequate
protection to the high ¢ 3t domestic industry. Secondly, quantitative
restrictions have multiple purposes. The extent of quantitative
restrictions on impcrts is seldom geared to the mneeds of specifie
industries but is eften geared more to the general balance of
payments considerations. Accordingly, individual industries may be
faced, in a period of liberal imports, with a sevare competiticn
from abroad. The existenuce of a second line of defence in terms of
adequate protective tariffs which, while they are ineffective so
long as the quantitative restrictions last and are adequate, may
beccwe effective as sasn as the quantitative restrictions are
relaxed. Thirdly, evem though it is titue that revenue duties in
many cases are sufficiently high to provide protectioh, they are
not fixed keepimg in view the costs of specific industries and they
are also changed in response to budgetary consideratioms, i.e. need
to raise revenue etc. A mere conversion of a revenue duty to
protective duty without any chang~ :n the level of duty may serve

the purpose of preventing or foreas.lling sudden changes in rates



of duties without an examination by the Tariff Commission and
without the industry concerned having been given an opportunity
to argue its case.

The tariff structure of Pakistan, including both
revenue and protective tariffs, -3 such that a lower rate
of tariffs is imposed on intermediate and investment and
related goods than on consumer goods. The unweighted and
weighted tariff rates for the three groups of commodities
for three widely separated years aic given belowzél

1954/55 1959/60 1963/64

Consumption a) 65 68 88
Goods b) 65 68 101
c) 68 70 . 114
Intermediate . -a) 40 40 54
Goods b) 46 47 61
c) 40 39 50
Investment and a) 39 40 46
Related Goods b) 45 45 43
c) 32 36 40

The structure of tariffs is given below in terms of the implicit
.rates of proteetion which is compared with nominal tariffs. The
nominal and effective rates of protection for three classes of
goods . for the year 1963-64 are as follows:

..+ ~ . - Simple Average of Rates Weighted Averages of Rates

. . (1963-64)
Nominal Effective Nominal Effective
. Ra.cs ... .Rates Rates Rates
Consumption
Goods 108.30 91.78 116.33 104,00
Intermediate
Goods. . ,; 61.00 61..% 60.86 33.51

Investment &
"elated Goods 64 .96 110.5 56.95 125.57



The nominal rates of tariffs on intermediate and investment goods are
roughly similar, irrespective of whether one considers weighted or
unweighted rates of tariffs, though they are both lower than the rates
on consu~ -un goods, The effective rates, however, both weighted and
unweighted, are higher in the case of investment and related goods than
that for intermediate and consumption goods. This would imply that in
1963-64 the incentive structure as implied in the tariff system tended
to shift resources to the investment goods industries. However, an
exercise in rank correlation between implicit and nominal rates of
protection for twenty -"sht or more major groups of industries reveals
that the rank correlation coefficient is very high indicating that the
relative heights or levels of protection for different industries is the
relative heights or levels of protection for different industries is the
same irrespective of whichever index of protection is selected i.e.
nominal and implicit rates of protection.

Comparative Cost: of the Pakistani Industries.

There are two ways of estimating the comparative cost of the
Pakistani industries. one way, which is an indirect way, is to estimate
the domestic prices of the impc¢ '@ 2d goods on the assumption that the
domestic wholesale prices of imports correspond to the wholesale prices
of the locally produced ‘closely - .titutes., This has been done in a
number of previous studies, But then the domestic ex-factory prices
may be widely different from the demestic costs depending upon the
domestic market structure as well as the margins of profit. The alternative
way is to estimate directly the prices of local ‘products i.e., actual
ex-factory prices of domestic products and compare them with the CIF
prices of closely competing impor* products., The second method has the
advantage that the ex-factory prices of the domestic products in many
cases are based on the examination of the cost of production of the
donestic industry plus some allowance for profit as reported and analysed
in the reports of the Tariff Commission. In 2 number of "cases the
Tariff Cormission has modified or adjusted the cost figures as well as
the profit margins and has used its own estimate of '"fair'" prices in
place of prevailing prices quoted by the producers. Therefore, the

second method attempts to compare the domestic costs, with the foraign



prices rather than to compare the domestic prices with the foreign prices.
The  present study follows the second method, insofar as the data in the
reports of the'Tariff Cormission permit, and compares the ex-factory costs
and prices of the domestic manufactures with the prices of the closely
competing substitute or identical products from abroad,

A comparison of the ex-factory price with the CIF price of the
competing products isl§:::nded to reveal tic extent of cost disabilities
of domestic industries, Tariff rates may be used as an iandicator of cost
disabilities of particular groups of industries on the assumption
that tariffs completely account for the difference between domestic

5/

and world prices®’ Tariffs do not account completely for the difference
between world price and domestic prices of similar articles not only
because of the existence of quantitative restrictions but also due to a
number of other reasons. There is usually a consumer's preference

for the established brand names of foreign products, with which the
consuners have been familiar for a long period, This factor, however,
would not make the domestic price higher than the foreign price by more
than the tariff, unless quantitative restrictions reinforce tariffs to
raise prices above the landed costs, This factor, however, does
account for the fact that the tariffs or quantitative restriction to

be effective must cr- .te a great-r price divergence than is warranted
by the difference between ex-factory price and the c.i.f. price of
competing imports. Again, the difference between c&f price and ex-
factory price (without indirect tax) is more than what is represented
by tariffs and sales tax on imports owing to the existence of additional
elements of costs incurred in the course of the entry of imports into
local markets. ‘They are’ (a) costs of insurance, (;¥ound 1%), (b) landing
charges at the port, (around 1%), (c) handling charges (2%), and (d)
inport license fee (around %7%) with the result that an additional
impost of 4%7 is accounted for by those miscellaneous factors, If the
domestic prices of products are to be compared with export prices of

domestic products, then the comparison is with F.0.B. prices and not

with C&F prices. The former is taken to be usually 5% less than che

latter in the cost calculations of the Tariff Cormission. -The F.O.B.
price of a domestic price is estimate by deducting 5% of the 2&f

price of the competing import. .In this case the differceunce between






The period covered in this analysis relates to the investigations
of the Tariff Ccmmission over the years 1951-66. Out of 115 industries
ten industries have ex-factory prices below'the CIF price whereas fortysix
industries have ex-facto.y price .upto 507 higher than the CIF price.
Forty three percent of the industries have ex-factory prices from 507 to
1507 higher than the corresponding CI¥ prices. The mode of the frequency
distribution of the price differential is 25%.0ver the years there does
not seem to .be any significant;. change in the pattern of comparative costs.
The industries:were .divided into three time periods corresponding to the
pre-plan, first plan .and seconcd nlan periods. In all the periods, the
greatest number of .industries mays ex-factory prices varying between 1.07
and 1.50 higher their corresponding CIF prices. In all the cases, the
next highest number of industries .h~¢ priczs differentials between 1.51
and 2.00. The price diffr::tials for :Iadividual industries are aré. shéwu-
inthe Ap =i *xi:Thevas.: .. price.u.:ferentials are 1.56, 1.44 and 1.83
respectively for .the.period 1951-56, 195°-°0 #nd 1961-66. The price
differentials, including. indirect taxes . on domestic output, are 1.76,
1.54 and 2.12 respectively.

.i.++ The above ratios of foreign &a.. !cusstic prices do nmot indicate
any improvement over ‘time in the cormarative position of Pakistani
manufacturing industries. In each case, the differential drops for the
years 1956-60 and rises again for the years 1961-66. The comparison of
these ratios over time, however, suffer from the serious limitation
that the nature or the composition of industries which are covered in
three different time periods is very different.

Once the industries are classified into three broad groups
i.e., consumption goods, intermediate and investment and related

goods the comparative cost racius for the three periods appear as
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follows:

1951-55 1956-60 1961-66
Consumption Goods 1.44 (10) 1.27 (3) 1.79 (6>
Intermediate Goods ~ 2.19 (*»  1.76  (3) 2,06 (213
Capital Goods - -'1.48 (1%) 1.46 (13) 1.71 (35}

The figures !in brackets are the number of industries in each group.
The definition .of these three groups of ‘industries is the same
as used earlier in the analysis of the rates of growth of different
branches of industi. . 1In the above definition all rubber products,
pharmaceuticals &nd paper products are included in the intermediate in-
whereas specific .commodities in each of these groups may be defined
either as consumer's goods or as interr=-z.» zoods depending on their
use. Similarly, all the metal products, nou-metallic minerals, electr
products, traasport equipment are classified above as capital goods
but the individual items in each grcup may be classified as consumer goo s
or investrient goods, depending on whether they are durable consumable
goods. or are cap. ‘@' equipment, The movements in the relative cost
ratic: “f the . .-2e groups of industries on the basis of such redefin*

revezl no different ~=2%.ern than is observed above.

~1-55 - 1956-60 "1961-66
Consumer Goods 1.61 (16) 1.27  (13) 1.86 (14)
Intermediate Goods 1.32 3) 1.64 3> 1.83 (33)
Capital Goods 1.57  (10) 1.64 ¢3! .81 (15)

The number of industries covered for each cat:egory of
ccamodities is rather small and does not allow any satisfactory
intertemporal comparison overtime of the comparative cost
position of each of i{ne category of commodities. The number
of industries covered is much larger for the period 1961-66
than for other periods, excepting in the case of consumers goods.

In each category there has been rise in the price differential
during the last period.

However, it is possible to identify a number of specific industriec
on —hich data relating to comparative cost ratios overtime are availabie.
The comparability of products overtime is reasonably satisfactory in

these cases.
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Compavative Cost Ratios of Selected Inductriesc Cvertime

Ratio of Ex-factory prices (excluding Indirect taxes) to CIF prices

Sr. No. Industry Ratio Year Sr. Industry Ratio Year
1) Vermicelli, macaroni & Spaghetti 1.29 1952 11) Fire Bricks 1.32 1954
- Jo- 1.23 1957 -do- 0.90 1960
~-do- 0.67 1963 12) Grinding wheel 2.26 1951
2) S8late and slate pencil 1.77 1957 -do- 1.06 1958
-do- 1.22 1962 13) Matches 1.80 1952
3) Washing Soap 1.43 1952 -do- 1.55 1963
-do- 1.07 1960 14) Fruit preserving: 1
4) Sodium Bichromate 1.73 1960 a) squashes (Orange & Lemon) 1,91 Dyeel 4957
-do- 1.65 1965 -do- 1.63 1.42 1959
5) Umbrella making 3.58 1952 b) Fruit syrup or li: juice 1.55 1952
-do- 1.42 1963 -do- 1.13 1959
6): 1Iron Safe and Almirah 1.76 1953 c) All pr-4 -t= 1.4 1952
R -do- 1.67 High quality1960 -dr - Type 1 1.4 1959
7)- Safety razor *Average quality .96% 2.15 1958 15) Diese. engine industry 1.57 1.81 1953
blades o - 1.52 1.38 1960
.. ~-do- . 78% 1.39 1964
8) Hurricane Lantern .96 1953
~-do- .80 1959
, -do- ‘Type 1 .73 Type I1 1964
9) Transformer 1.97 1.27 1960
-=do- 1.74 1.13 1963
10) Electtic Bu.b- 1.68 1.47 1954
- -~do- 1.34% 1963

.1.51

3

1/¢ The yearsgindicate not the time when the report of the Tariff Commission was either submitted to the Government

(without being published) or published by the Government with an appropriate act’ " on it.

approximately. the time period fcr which cost comparisons are made on the basis o% zvailable data.
other industries, plastic..products, indu--rial type power switch board and wire netting -- on which reviews are

i " available:but. of which the product iix

. has changed too radically to allow any comparison.

The year indicates
There are few



The evidence seems to indicate-that in all the cases where
comparative cost ratios of specific industries; with narrowly defined
products can be indentified, there has been a consistent improvement
in ;omparative cost situation over the years, Considering the short
perio& covered, which is bafely:thirtéen years, the improvement in the
competitive strength of these specifi:.industries with a censequent
decline in cost ratios des:rves recognition. It is, however, true that
the indust:* ¢ ~oncerned are relatively simple from the point of view
of technique of production so that in terms of mastery over .technique
and attainment of manage .:zl and labour efficiemcy costs could be
reduced rather sooﬁ@, |

The individual ir< -~ -s may also be grouped into major industry

grouys and tue price difrc.entials for each mzjor group appear as below:
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Table 1/

Comparative Ceat Retio of Major Groups of Industries
(without indirect tax) and weighted indices for

each period

1961-66 1951-55 1956-60
Price Differential Price Differxrential Price Differential

Industry without Tax Industry without Tax Industry without Tax
Food ianufacturiry 1.25 ¢3) Basic Metal 1.00 (2) Matches 0.96 (1)
Non-Electrical Mici-incry 1.30 (1) Transport Equipment 1.31 (1) Non-metallic Minerals 0.98 (2)
Petroleum Products 1.40 (1) Food Manufacturing 1.36  (3) Miscellaneous 1,03  (4)
Miscellaneous 1.46  (3)
Matches 1.55 (1) Chemicals and Pharmaceuticals1,39 (2) Soap & cosmetics 1.07 (1)
Non-me allic miner. ls 1.59 (7) Soap and Gosmetics 1.43 (1) Food Manufacturing 1.43 (2)
Electrical Machinery & . : 1:.62 {7) Metal Products 1.48 (5) kiectrical Machinery 143  (4)

Equipment Tobacco (bidi) 1,51 (1) and equipment
Metal products 1.65 (17) Electrical machinery 1,53  (3) Metal products 1.57 (b)
and equipment
Papex - 1.69 (2) Footwear 1.54 (2) Chemicals and Phare. i.00 (2)
Rubber products 1.87 (3) Non-Electrical machinery 1,69 (1) Non-Electrical .achinery 1.88 (1)
Chemicals & pharmaceuticals 2.20 (14) Non-metallic minerals 1,79 (2) Paper 2.08 (1)
Transport equipment 2.94  (2) Matches 1.80 (%) ————
Sugar 3.63 (1) Miscellaneous 1.97 (4) Weighted Av:rage 1.41
Rubber products 2.39 ()
Weighted Average 2,02 Weighted Average 1.52 \
-Without Sugar 1.72 !

1/ The figures in brackets indicate the number of firms in -each industry group.
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The weighted average cost ratios for three time perioas
which are computed by weighting cost ratios of cach group by
the value of output of the respective zroup for the years,
1954-55, 1959-60, and 1963-64 are 1.52, 1.41 and 2.02
respective’:: The cost ratios for the last year drops to
1.72, if sugar which has a very large cost ratios is'excluded.
As with the unweighted .cost ratios so also with the weighted
cost ratins there does no. -~ ¢ms to be an& significaﬁt
chang» %i: the relative cost ratios. overtime, A part of the
explanztio: of a declire in cost ratio fm 1959-60 as' compared
with 1954-55 and a subszquent rise by the 1963-64, apart from
the difference .n the industrial structure between the
different time periods, lies in the fact that in the second
period as compared to the first the rate of exchange was
depreciated as a result of devaluation at the end %:1955.
This only affirms that the comparative cost ratios a;e the
obverse of scarcity prices of foreign exchange so :zat they
may. indicate the extent of overvaluation of the Pakistani
Rupee.

The co-- ratios for major groups of industries,
when all the time periods are considered together, appear

as follows ranked in order c*“ ““2ir magnitude.

Comparativ: f.:»t Ratios of Major Groups

............ or Industries ____._......
1. Basic Metal 1.000
2. Soaps and Cosmetics 1.125
3. Food. Manufacturing 1.340
4. Petroleum Product 1.400
5. Matches 1.437
6. Non-metallic Minerals 1.453
7. Miscellaneous 1.487
8. Tobacco 1.510
9. Electrical Machinery 1.527
10. Footwear 1.540
11. Metal Products 1.567
12. Non-electrical machinery 1.623
13. Chemicals & Pharmaceuticals 1.730
14. Transport equipment 2.125
15. Rubber Products 2.130
16. Paper 2.385
17. Sugar 3.630

Weighted Average : 1.270



* The two ‘cohsumers goods industries, paper and sugar,
appear to have the highest cost ratios with transport equipment
i éﬁd*rubber’prbductsfin&uétries following as close second,

These are the four gigdpé of industries forzhﬁich the cost
:”;5§i0575re above the-weiéﬁéed averageé.fOf'éli}tﬁ;‘ihdustrieé
Lopbick s 182 . . |
-Thé aﬁave éricé:;améarisons 1.&( befweén ex-faccéry

. pfi&é'ﬁhdabtﬁ’price‘afé}ﬁ?éed on tﬁe‘estimbteé'of ex-factory

H N

price which does not include indirect taxes, i.e., mainly sales
taxes 6n»the_rqges of domestic industries. The cost ratios which
include itndirect. taxes oh domestic sales are naturally higher

and are seen below:

' >Avefage cgggarht£Ve Cost Ratio for All Industries

1951-55 1956-60 = 1961-66
Lo l?‘i,.‘7.6" N 1’54‘ i o 2.12
. 0.68) . {0.51)  £0.98)

, Agair, ex-factory price which forms the basis of estimates of
..cost ratios is in many cases not the actual or prevailing
_ex-factory pyicgjbp;’“fair“price“ ss estimated by the Tariff,
Cormission.,  Tguthe extent that ac;pgl or prevgiling ex~-factory
price is akqgg,ghe,fa;r price, the cost ratioglcomputgduap.
thé_pgsis of "fair price” underestimates the gxisngg or

. prevailing price.éationbetweéﬁ domestic, . product: and . ‘ts

' compéting,imgnxé.'Ig_mégf.caséé:the Tariff Commission

reports do notwindicateithe<agtqg1‘price,bup_examine the
‘;iaif\séllipg price Vis-afViS.thé CIF price of, competing
Jimpdrt,‘ |
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~ The Logic of Tariff'nhkingfin Pakistan

. ; The, Tariff gqmpiygipp;igfexgmigiqgh:he.claim?:of 1hdustries for
xa;;ffjp;ggggiiquiﬁ to-;gpisfy,itselﬁsthatﬁ

ML) the indust;" A steblished “on. .sound 11nes and  conducted

, . with reasauab1~ e~Lic1eney. aad
: -_",,- - i' L l 1 ,” ”. :,\'

o x4 ';' . C
(11) (a) havtng *ﬂg::- to natural advantagea the 1ndustr is
; $ 4

Iikely te dizpense w1th the necess_i ot orctectlon by

or assistennz from Government wiiltiu ‘a reasonable period
v, of tiws Goring which the ad*ttionel cost to the consumer
L or cke-ga apon the exchec »QiQninot excessive, or,

RS S T T

(b) the establxohment of the 1ndustry is essential to the
security or economy of Pakistan,

(iid) 'thezpfbfectioh'of“the‘industty by means of tariffs is not
iy -inconsistent with any treaty obligations undextaken by

Goveroment.

7 P

After satisﬁyzng xtself in the 1135 N the condit;ons mentioned

J .."

“
>0 s vt b ) ﬁ_;J\_v

above that cla1m for protection is established the Commigsion shall
recommeneneﬂe rate at which a protective duty chould be meosed upon
any’ article or class or descrlptxo ~s r?t~nies, which may compete
with tﬁe'brodd&té”bf”the indhétfy cokéét;e&i‘IE'ﬁﬁy,fid-aédition or
aitérnatively, recommend any other forme >f assistance Which may be
';nggh‘to‘tﬁe indus:f& by Cential ‘and/or Provinci&l Goverfiment, and
i'“EEj‘EISbueﬁecify the ‘period for which, in ‘the fivst instince, the
protective duties and/or other forms of aééisté&éeTShouEd be applicable
In makiig its réeowﬁen&atfdhs} ‘the Commiseion- shall take iato
consideration the interests of the consumers ‘and shall also give due
weight to”the interésts of théss fndistries which-may dse the articles
in féspéct 8f which protection is'to be granted" ¥ "I
T It appears thetefore, that "*:=sveriteria ﬁhieﬁ théTTQriff Comﬁission

is required to use in the fixation of tariff rates or in suggesting
bther.measﬁres of protection inelude: (a) reasonable efficiency,

(b) establishment on sound linee, (c¢) avoidance of excessive cost

to the consumer or to the exchequer, (d) consideration for the

intereets of tﬁe industries which may use the protected.- product,

(e) essentiality with respect to the security of Pakistan, (f) essentiality
with respect to the economy of Pakistan, (g) consietency with the treaty

obligations of ths Goverument,
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In order to qualify for. protection a firm has to exist and has to
M;be nell established encugh to supnly to the Tariff CommisSion the data
Lon cost and prices fcr the investigation by the 1atter. The protection
is seldom given in advance to the 1ndustry before being established
' The absence of anticipatory protection 1mp1ies that once the first fim
has established its case for protection, s‘subsequent firm‘which
enters“the indnstry‘enﬁeys'the,srotectionfautomaticaliy. In this
. sense thé first firm generates eXternal.economy of tariff protection
for the subsequent firns entering the industry. In addition to the
sbove criteria the Tariff Commigsic: 1+ tater,yesrs has also considered
an important aspect,vthat is, the f%.razlzr axchange saving or earning
capscity oiitheinisssry coneerneé, “%z ccjective being t6 gromote those
.industries nhich tend to‘either save foreign exchange through import
substitution or esnort expansion. '

. The Tariff COmmission examines and auggests tariff rates for one
vindustry at a tnme as and when tbe industry concerned applies for
protection and tne Government reiers the case‘to the Commission for
_examination, In other words, the Tariff Commission does not undertake
a comnerative stndydoﬁ various-industries ige;, does not compare a
large cumber of industries‘in‘vsrious fielnswin_tarms of their cost,
efficiency, or prices. The {ndustries programm:.g or determination
_priorities in the:fieln of innnstry belongs to iifferent policy making
“organizations such asuinnustrisieiicensing‘suthqrities_end ?1anning
‘ Commission The Tariff Commission 1c %t a party to the process of
the iormnlation of industriai priorities or selection oi in?ustrial
projects. However, Tariff Commission ‘only ccmes into the picture at
@ latet stage when the industry has alteady been sanctioned by the
_.appyopriate authorities and is functioning for some time. But it does
compare the denestic cost and import price of esoh_competingyproduct
as each case comes up forvinvestigation. if“the exercise in the
examinstion,oi the relative cost structure is already done at the
earlier stages of'indqstriai_programming, the Tariff Connission's

‘task becomes very gimple one i.e., to‘provide temporary relieg to
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'the extent of the cost disadvantage of part. ‘cuiar 1ndustry as estimated
by them at the time that the protection is sought. Admittedly in 2
naecent economy like Pakistan the manufaeturing industries would have

a higher cost structure and higher prices compared to internatinnal

ivan?,
X

v'pricns. The relevent questicn to answer in deciding the c“‘:mum
3 pattern of an industrial progrenmedis to compare the-relative
"1nefficiency of different 1ndustries and to‘cneee the programme
which%}ields the lea;t inefficient group or pocenticlly mééé efficient
group of industries in terms of their cost vis-a-vis internatiaaal
| prices This criterion naturally relates to the max:mdzation of output
‘on’ the basis of given amount of searce investible resources end
Gbviously does not include considerations eithet of distribution of
"inccme:or of employment, even tbcegﬁ'an'o;er-a113ﬁ:oérenﬁinédi‘
model may incorporate these different rescrictions. Howerer;ua
- comprehensive exercise in industrial programming was not«done even
‘nominally during the first Five Year Plan. After L€ 2nd Five Year
Plan and the introductiou of the investment schedule, it is done only
" Very imperfectly, mnre so in the private industrial investment than

'id the field of'public*eector‘p*ev*éts; The{ﬁejcr’consideratinns, which
’ éeégrned thendeteVﬁinetioéJot'indﬁet;i;ljérieritiee'in the eerly fifties
} were' (a) “use of domestic raw mmterials such 28 jute, cotton, sugarcane,
< wool hldee and skins, ce:ce straws, oilseeds, limestone gypsum etc.
"(35 reductien'ci'imperts:':érticularly essential items, 'in which the
country shOuld hav° certain minimum indigenous productive capaczty,

(c) maximum productivit§. ‘n relation to capital invested and maximum
uemﬁléyment{“endl(d)*nét'sociel‘and economie advantage £6 the countryf;/
" Even if eapital cEStfdde;Lnethbear 9er§'fgeoﬁreilefcropertienﬁto the
:rvel;e bé"ouééﬁé,‘ie was felt that tnereJﬁere"certein'erticlee?euch as
“ésééncfé1 medicines; pﬁermecedticel'prod&cts;dinsgcticidé; and dis-
infeetents;ﬂrefined:;etreiinm'endvéltied‘ﬁro&ncts, chemical fertilizers,
certain'heavy'cﬁemiceleizgetcriale on ﬁﬁi&ﬁ'AQ%eQ'1ﬁé£§££ies‘ﬁere
:‘dePendent'and%tﬁereJwereﬁindnetriee“nﬁich:ﬁEet eeeential'dgfence

requirements, in which Pakistan as "a metter'of“naticﬁel importance"

e vt e i w e A ———— e e i W+ ! Wy * = ey



TR T
should become self sufficient, The development of light and medium
:”'éngiﬁeefihh_ihdustries'Such as motor trucks, cycles, light and heavy
eléctrical equipment and machihe tools was considered important not
‘only as ‘@ ‘method of reducing the value of imported materials but also

for producing 'the gucleus for building up in due course more complete

" ‘plants, - -

While deciding on the need for and extent of tariff protection for

a parti;ulat industry, the Tariff Commission does pay careful attenticn
to (a) extent of domestic demand for the product of the industry and
'-(b) installed capaéity, including possible plaas for exparsion of the
v'industtf ia question.” An industry in order to qua;ify for protection
has to have adeguate productive capacity to meet domestic demand or at
" least evmajor part of -the 'domestic requirements, This is a very important
consideration ‘in cas: a ban‘on~imports'is réquested by the industry in
question, The 92’2 tehind this criterion is thas;g;otectiOn is intended
to sﬁbstitdt@ irerts by d.mestic production and'not;just elmply to
curtail imports Tr-riffs, therefore, in order to be successful as
protectiveftariffé nust enable an . expansion of domestic supply. This
implies thet not o&ly démand Zrr iupsrts is price elastic but also that
* the elasticity of supply of domest.e substitu=es is also high. The
former restricts the demand £:r “mports and the latter emsures an
‘- expansion in sﬁpply in résponse to a high price and the availability
of an assured market. The Tariff Commission, accordingly, pays considerable
" attention in its analysis as well as in its recommendations to the matter
of removing bottlenecks -in the way of increased productiott of the industry
in question such as the assurance of an' adequate supply of imported
raw materials. The need for.:-v an expansion of productive ‘capacity
to meét domestic ‘demand in replacement of imparts has not been felt
in the majority of the Pakistani manufacturing “industries under
investigation by the Taiiff‘Coﬁmissiqnl This is in view of an almost
universal existence of excess capacity ‘in’ the manufacturing sectoer,
Protection has in fact facilitated thé utilization of already
existing excess capacity. - - .

- 'Tf demand is- inadequate' che Tééiff Commission usitally is reluctant

to recommend tariff protection, unlesa there areé-good Prospects of expert.



It domestic d?mnd,, s, éﬁa@eﬂu,%i,?a‘».%.t .@91?9? that 1t 1o premature co
xaatabl@sh,the»igdps;;g gnq,thete jsyligely'to be:ponaiderable excess

. capacity, Given excess capacity of an already gstablispgd.inﬁustry,

. . one may argpg»that,tg;iff pro;ec€iqn which enablgsle;onamigs of scale

through a greater utilization of capacity may reduce cost in the longer

_ Tua, Ideally if it is only egceqs,capac}ﬁy which is the reasoﬁ for high

_»ggst‘and,if ﬁj;b gigxegper;ou;pp:';t,is abie,;o proquce;a;'a cost lower
_uﬁpan the prices 9f.competipg»impqr§s.‘thén the industry in question

may undergo, unaided by protection, the temperary losses which would

_pe.qﬁfset,by profits later pn. gp_t§3‘pthe: hagd, one may argue that
the attainment of a higher scale of output may itself involve a

. learning process and, therefore, the indqstty‘quglgfies for protection

:.onnthg bgsis.pf aglipfanplipdustry}grggment. This }s;the qa;e for a
tgmpo;@;y1prpfgpt;9qu0§ﬂ§“§11digg»scale_cr‘for sybsidies on a sliding
scglg_wiih';hekpanitign Eha;hghey will %e withdrawn as an efficient

.ﬁgalef?f'QQFppc ;g,pbtainedtggyppe Justified, An export boﬁus schenme

w}ﬁgquggn 1u$q;§ied‘4gA§g§e»instepgeq on‘th;s ground thgq thg present

_ ﬁiQh»cos;s and inability to cgmpete‘gb;ogd on the part of manufacturing
fé;Qust;igs ate due ;q,inadeguateigpalg of p:odugtign a#qithgt once a
If;othgld h%s been chtained,thich enaﬁleg,g ;arggr output on a permanent
, bgsis,_bonus scheme may be withdravn since costs and priqes‘follbwing
_.grtha Iayser,yutput w}ll_b§ lower and competitive,

L Hpegeyerithe erisgqncenpﬁ éxcgss_capgcigy }svdqe to the present

, stq;e‘qf1iqa§gquatg:demangiaqﬁ is gxpected»to'di§appeax with (a) the

_ development of domestic demand consequent on temporary protection,

”gb) ﬁeV91°pp§nt ofpsxpo:t.market;cpngaquent on ekgprt.subgid}es, and
(¢) with the ggyelopmeggvof ge§t of the economy, including the growth

of ¥n¢€¥11“d§§§:1§1 dgmqu?fgqghphe;ges::pfj;hg manufacturing sector,

u;he‘prgb;equf hi§hﬂcq§;J;s‘ﬁ temporary. ong~a#g measures (a) and (b)

T

. will bg';quorary,phenqggnoq,

w2

.- .. The emergence of excess capacity, as has been mentioned earlier,

_1s not merely a question of inadequate market which needs to be
.expanded domestically either by protéction or expanded abroad by

, gggpnt}qubsiqies_but'aksofq“functiOp of an inadequate supply of inputs
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i.e., ke}'imports& ioputs as weil as iick of manager!al and supervisory
| capaclty If the lack of‘supervisnry-anéaaanaserial ccpacity is a matter
of 1nadequate experience which,only-is attained over a period of time,
one may consid,er.‘ this particular Iactor ':l.e., training and developwent
of'maccgericl'and su§é£§i£or}'u:111t1;} AQ's function of “learning by
doingﬂt Ih this casc aiso it H;s'oeec:arfrsd‘by,somo tﬁat the losses of
the early'period sre“rsally iuveatment'needed to obtain the gains of
ﬂlatter period. The industry in q"tstzcn may borrow iu order to undertake
_this essentla‘ investment The valid and realistic objectxons to thi-
line of reasonlng are two fold rttltly. the private entrepreneurs may
.'not perceive the long run gains and evcn when they perccive future gains,
‘the private valuation of future ga!ns. 1n view of uncertainty of the future
‘GQVelopments as aga1nst the certa!aty of ptesent Iossea and _present cost of
. vestment, may be less than the aocial valuation of future gains: this
""may discourage 1nvestment in the 1odultty in qucstlon. Moteover, the
.n}capital uarket may'be 1mperfect w!th the r2 sult that capital for this
.type of investment may not he avaiiablc ano ;f available, may only be
: obtained at a h1gher cost than for usua! typcs of 1nvestmcnt Thue +h~=--
nay not only be underestimation of £uture gaina on the part of the
: private 1ndustr1a1 eutrepreneurs but also the private capital market
may value the prospects of such lendtng operetions considerably below
their social profitability,
The. problem of exteess capacity has othey aspects. Ihe question
" has often been raised as to why the cxpansion of existing‘capacity is
sanctioned by the investment licensing authorjties while exzst;ng
blﬁcapaclty is underutllized cwlng to the sh;ttage of imported raw
hmatérlsls The aQLwer ia rsLa*ed to the existence of market imperfectlons
) and to the‘crtt;rion and proceéure which gove!n the allocamion of
* foreign exchange resources derived both from aid and Pakistan s own
eatnings, between competing uses. In 1 far as 1nvestmcnt controls
are not unxvtrsall} cffective. the extstence of high profits attracts
the entry of new firms In an 1mperfect market with its characteristi~
features of product diffcrcntiation and selling costs ete, existrng

| firms contract their scale of production and incur a tise in their

ddddd l .

average costs of production Costs and prices go up all around and
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| excéss pPofits per uait of out,  es down but they are shared by a
large dtmber’ 6 Fifms. In" the conilxt of Pakisten thére-aré additional
'complicatzng factors 1nVo1Ved BN the '1icensiiig procedures for imports
and’ industriel exﬁansioh In fﬁct to a c;ktain extent ' the licensing
' authbritiés’hélp“géhe?étefthe”cﬁnheqhencés of ‘an imperfect market in
80 far’'as new' firms ére ‘1ieeh¥sd while' the' éxisting firms operatc with
- an’ ¢ excess capacity. “This” 1s Often done on the doubtful assumption that
'ﬁincreasing.the‘numﬁer of fttba“neeésaarily'ihcrea;es-the degree of
Lcdﬁﬁéf?éioﬁ;vrrdﬁ;Ehélpoihiﬂézfviewﬁbfiﬁﬁ“éfficiént'hllocaiion of
résourees, an inéreasé’ 1i'the numbes of Firis, chch'with ckcess
capacity; involvés”a'waste of resourcas, Behind the licensing
biceédufé:ais&'iiés”ihe7hhtive'6?’& widdt distributisn of entrepre-
néurship and ‘industrial’ profits -"motive which is baséd on equity
‘réfhét'tﬁédhbhzéffféi%ﬁcy;'nbéédﬁéfﬁ héw:c&pacity id sanctioned often
“ﬁifﬁ.a view to méétih&“fﬁturé demand rather than present demand. Thi-
fs‘fa¢1lifatea.by-the‘faétJEhhiAaid‘ié available hore - Substantially
* more ;'bﬁ 2 pf&jedt basis £ot tha eccacion of new capacity rather than
. fct-édﬁﬁ6dity iﬁpbr£5“f6r the utilizatioh-df exiating cépééity. If aid
is ‘ot hfiiiiedkfor Ehe'éstablishhéht‘offnew'projectslor'&épacity, *
" is lost., Wft£ all the hnbértainty'#bout the fufﬁfe flow of ‘foreign aid,
'{t'16 difficult ¥ chobse to féfégd‘ﬁfﬁ}éct as#istance since there is
the hope that the ins:allation of new capacity may help eventually to

':press the demand for an enlargea’flow (33 eomumdity aid to enable the

o
Y

?utilzzation‘of excess capacity cfeated with the in1t1a1 injection of
- pro;ect a;d Ohce the"new capacity is' created it becomas dszicult to
'ldeny foreign éxchange Eo all tbe firms'in an industry. In ‘fact licenses
j,fot'réw:mgtéfidls’ahd spare ]A;“f are basédfoﬁ“thE'aséesséd'capacitv
| Of %dei' £ivh ‘Fad is ‘Ususily »"irtain’ pircentage’ of the' assessed

IHg prevalence of edcess dapacity in' the manufscturing industrie-
“in Pakistan is séed ‘Frdk the £ollowing tables, The Tariff Cormission
'zétléﬁﬁés;”fﬁ;§dwfar'dﬁ'&ata“éfe'hﬁiilébie; to estiriaté the installed
" capadity “for ‘Production in ‘the ‘tndugtry in*qudétion; dsuilly on a
éinﬁié éhffi”ﬁaéig}:aﬁ‘ﬁ%iiiés‘thé”éﬁtuil production ‘in the year of

-

the investigation. The percentagé of ‘capacity utilization described
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_bglow_gxpzessggrthé ratio of aétual production to the estimated installed
‘capac;gyﬁin{;hg year ofrinyestigagion. The relevant data are avail. =
onlz fog seventy industries forkthe whole pgri?d (1951-1966).

Excess Capacity in Protected Industries:

“Groups . . -+ Y :Average percentage) - : Y Percentage of
(Percentage of X utilization of ) Frequency [ total
' capacity'uttlizatiou) -X__.capacity . f'j;—E% ) ‘ ) frequencies
0 - 20 -+ .t 11.67 .. .18 | 25.71
21e 40 ot o 29,830 .27 38.57
41 - 60 e 4840 1. 15.72
61 - 8 - . .- - 65.39 R S L
81 - 100 . 90,96 .- 7 T S N
- . 70 . 100.07 _

'As is seen above 80% of th— 1ndustrxes for which datd on excrss
capac;ty were available operated at or beiow~§01 cf cap&cb_,

‘and 647 operated at or beIOW' 40% of capacity. The relative rate

S

of excess capaclty does not seen to have changed signlficantly over
y ,

the whole period Approximately ?'Z of the 1ndustries in each of the

period worked out at or below 60% of capaczty However, the sampte ¢of

PR e

1ndustr1es for each peried is too small to rllow any conclusive

-_‘;.

temporal comparison as seen below.

Table ]

-,u;ﬁgéé;;’Capaciggfin Different Periods

T Groups L IGSIaSs o ] S 105660
(Capacity § °requency Percentage: Erequency, Percentage' FNs
Utilization)i’ ~ iof total i } .of total .

' _ { : e Efg_guencjes‘ ;4?,- :.freqienc1es{

0 - 20 4 16.6 .. 3 200 11
21 - 40 12 500 6 ‘40,0 - 9
41 -~ 60 3 125 3 20,0 . 5
61 - 80 &  16.6. 1 6.8 . 3
&8 -100 1 43 2 13,2 3

24 s 31

" An attempt was made to relate the égtent of ‘excess ‘capacity to price

" differentials on the ground that excéss capaecity raices domestic costs

-
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of production and accordingly, may ¥aise the- ratio 6f the ex-factory
. prire?to'thé‘éIfJPriré’bfﬁtﬁé conpeting import. No significant correlation,
however, is noticeable. The explanation of the lack of "significant cox-
relation between the two can be traced to the faet while undoubtedly
EXceés'capacity"rétség‘thé~domeétié eost;bf'production, the prire
”:idlffarential is d.ratio depeading - equ;lly on’the CTF price of the
'conpeting proo-,é v;rirtion in uhleh as between products may offsat

the vatlatiOns 1 ax-factory-prices between ptoducts.

It iéfpertinent to mentivu nere that the Cormission doés not
acecept uncritically the ex-factory orices gquoted by‘the ranufacturers.
Since rosts and prices oftenQVary between different firme in the same
industiy, the Tariff 60m§iséion'un&errakea detailed-cosr investigations
of a few«selec-ed firms ana #=2cides on a representative fire in the
1ight of itshgrneral ef"eiency. There is ofton 2 scope for judgement
-1n the 1ientiflcat10n of a representatzve flrm so that firms with

-costs lower than the representatlve firm chosen by the COmmission
ends up'earning excess nrofits. In many cases tbe COnmiSsion estimates

i
’

ex-factory "fair price" in the sense that the costs oF production and

"a fair rate of return" on caprtal ar: deternined by the Tariff Commission

1tse1f In a few cases data are avaxlanr- to enable a ccmparison between

the relativa Levels.of_actual and faxr prices as seen below:

Table 7

s

T Rélafivé Levels of. Actual and Fair Price
, e “""“""‘"“"‘E‘-‘:.‘"«-"m i u‘n' ~aiis & S Sl Py ‘g‘ﬁ“’ o i
4 | iime Average of . ratio. T tage of
: Grcxp 4 f actual® to fair ® A g Percen age of
(Ratic of Acuual ex-fictory price Prequeney - .  ..total
Lto fatw pricn) O N freaencies
 Below 1,06 ~ © 0,87 ° oo . - 28.3
(0 - 1) s ‘
1.00 - 1,20 - 1,08 oy 53.8
. 1,20 ':1'70 . 1,32 . o 7 R 17.9
39 ©100.0

7

It is intereSt?mgwro nots tﬁat in thé céée of eleven out of thirty

. nine industirgs>actua1}érice @;,felrw farr price:ﬁr?lying‘Fhat these
industries are not éarn?ng?nprn;}".profrts ;ﬁ;tygrjudgeménr of
Cormission and are; thérefore, Sellrng';t a lecss in érder to dispos= of

their producrion; Thase e2scs nay thus be clearly identified as those
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fac;ng,;a;%quS;competition from abroad o tweaty one cases, the ex-
: ??¢t?EYQPF}9e,i3,8% higher and in seven ceses 32% higher than f2
seiling_g;ice,_imply;ué abacrmal prquts,
. One may try_tcfggrrelate very roughly relative i;#éléléf actuss
znd Zair price to the number of firms in the industrigs under examination
with the fpiloyiag rasults: ' |

Avera e Ratic of . Average Mupber <f I

assya!--O-fézs-e-}ss o per industry
¢ el ' 5.00
1.08 A 4,00
1.52 T ' _ 2,10

These 21.0% 8 L0 b» snue !ough indicatzon that the smaller is the

nme;r of Firrs highey is be “atio of actual to fair pr;ca i.e.,
11ghﬁr tian the rﬂte R gtnFiL earned by the industries in that group,

Thg Ta*iff C( - sc’on in soma instaaces has attacpted to work out

B cost of orcducziuu an' fair sell‘ag rice aot ani; on the bss's of

M '

ehxstlng capaewty bur alqr on the basis of an 1ncreased utilizatisa

af ecapscl ty. Th; fo"ou iy talle not :ﬁly 1ndicates the price differeantial
P e
cn th~ b*sis of fa;r sellxng nrice (as agalnst actual selling nrice)

v
o

but alse ind:cates the ratio betwean fazr aelling DrlCes baSLd respectively

on exlsting canwcvty and on & grcatur utillza ion of capacity. Sucin -
Sy
comparis0ns are pesshble *nly fox a very Izmited number of industri:s.

Eeoncmies of Scale

f.

‘Cc“t‘r‘ti‘. bg.t Rathz "Ratio of fair eX-foeremy noung

Rank; §:2332£y :-% “(Fair Brice with-:: at present level of proauc..
: : cut Yan§ ! to fair ex-factcry price son A
{ : . a ¢ fuller utilization of capacity
_ P R | - , 3 (e:cluding indirect tax)
1.  Brass Imgots =~ .15 - . 1,00
2. Emery. clcoth, paper and - \
sand paper 1,17 1.16
"5 Unbrélla Industry. . 1,33 1,17
4. Grinding Whzel 1.3 1,11
3.7 Bladhrie Motor'® - © 1,640 1.00
6. . Cement . IS PL3 1.00
7. Transformer I.uustry T1.44 1.10
8. Textile Powerloori Mfg. ;. 1.51 1.19
9. Hylrogen per-oxide 1.71 1.15
10. Sk=2I7 Lining Platc‘ 1,74 1.19
11, Couetic Scda o 1.84 1.00
12, Sodiur Hydro 8u1phate . 1.8%9 1.08
13, Straw-Board Industry. = 2.00 1,25
14. Urbrells fitiings 2.22 1.08
5. Diy Cell sn?t Brtterics 2.50 _ 1.1C 3
TN R ke lutan axaseptiorna case: U ’l‘Il'liﬁdu;G:Y wivi 11% £ip
vextiie  ovwmer Lo owith 2% €igr 5, and woobhing 8 g wot. LOU7Q Pl
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In four cases odr. v £iftbén ‘an’increase in thé utilization of capacity
does aa’t‘ﬁaiée‘-aézy différstice to ccst ‘and falr selling price, However,
the rest of the cases the ex-factory price at' the present capacity is
8% to 25% higher than the éx-factory price with a fuller utiliza“
capacity, R
Besides comparative eost, adequacy of domestic demand, adequscy ..
“?installed and planned capacity tO'weet expeoted derpand, the Tariff
:\Commission does devote considerable attention ‘to the problem ~% quality
.:of indigenous products. It undertakes detailed technieal investigsticn
- as well as makes enquiries with the userc of the nroduct. The Commission
:attempts eithet to be satisfied‘with quality of the product before it
' recommends protection cr seggests measures for improvement of quaiity
‘ and makes edoption of such measures a condition for the grant of
‘ptotsCEIOB- Thxs is particularly true ‘in the case of intermediate ana
’ fcap tal gooda industries.- |
| While generally attempting to fix tariff yates and other ¢ongessions
or protective neasu:es in such a maaner'as to offset the specittc cost
_disabilities ~f the industries in question, the T&riff Gommissinn
oSS intc‘the examination of the specxfic causes of cost disabilities

of particular iudustries. The eost disadvantage or disability of

~ Pakistani industries are usually due to’ (a) L g T oavtas L gn

' <.
ol PR N 4

SR

. absence. of adequate infrastructure, high-ccst of pdwet, and
transPGrtation and communication facilities absence of ancillary
'.:,"-NU 11‘5')\

' servxces and iuﬂus&ries.(b) “This ceu :also be due to 2 lack of
H 'R & _.[ '

experience of management and of labour inm acquirins skill and mastery
f;tover techni;;e-‘The cause- T ey ®) cogetit?teﬁthe_familiar infar*
industry argurent, {c)‘rhe cost disadvantage can.also be due to the

~ limited size of the mériet and inability'toéteali;egeconomies of

scale which has'beEn'éiecusced above‘at_iength: (d)vkoreovet, there

‘:"may be the‘particular'cbct disabilities of the industry in question

“such as the Ligh cost‘pi;the'specific labour required for the ipdnstww
-t high cost of materialsgriigh ovetheaefcpsté ar-higﬁ sélling and

;T&iStribﬁtion costs, {ei’g narticulafiinddsttj”may eléc*suffer frcw

:f a relative 1neff1ciency cf its particular mandgement “The Tarviff

’Commission seeks to coapensate for the cost disadvautage arising
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out fox all .the factors except (e) and does not fully compemsate f~~
a:high-pyerhead:¢ests, selling. and distribution costs. and market size

but only. to; the: exteat that the Tariff Cormission thinks that thes:

disabilities czn be Qaercome‘only afeer a_ttmg las. Thé:principle

of offsetting .tl= specific cost disadvantages ment?onsd in (¢) 2nd (1)

nay lead to arsixugtion:in wh§ch the higher the costs cf an industry

due :to specifie @isahiiitigg, the higher are the tariff rates recormender

for the industeyy: This militates against the principle that _industries

which do not -suffex. fror :these specific disabilities should receive

; p:efereqt;alvtreaqmeﬁt‘siqce they enjoy a corparative advantage

‘'vis-a-vis the industries suifering from speellic d;sabiligies. The

basic logi~ behind infant industry protectic: is derived really from

irfant economy er unent which in turn is based cn disabilities mentioned
7 in-(a) and (b). This has.led many to qusgeaﬁla uniforn tariff réte
)u;xcepc when:differential .external gﬁoﬁ@q{qq¢aq between different
+ industries and d;ffe:ential learning gpgcggs.i,g,J“learning,by doing"

ea2n be located ih-the;industriglast:uc:u:e.gthc cése“of‘in;egnal economies
~has-beehnggminadwearlier and under ¢ertain circumstances.as a second
 best solution tariff may be justified in this case as well. .

Anong specific disabilities may also be mentioned one component
which is very closely related to . the size of the market and the possibil”
ties .of ebonomiesréf.scale. In the chemipa{ﬁinQUgt;y,Vfogﬁexgmple,

- efficiency and eéoB;mic prgduqq;on depends on the diversity of products
Foomes

which a firm pgoddées: Often the jlevel of outpst of the.main product ...

A
1€

“.to be1ower;t§gp.?matcis.watzanted_bi;hg size of ¢ the merket for it
‘because ‘there isiégiiéaandnfar the byrproducts. which are associated in
fixed proportion with.the production of the main product..There is a
lack of idtegration ﬁétgeeg;difﬁerepﬁwbrqéches of production which are
closely-1nterdepgndent:because;qfithg adhoc nature of development ovc:
a long period of gach Qpecific brandh:of anéfinduétry. Often a
particular branch was established becéuse the moving force behind its
development was the availability of foreign technical know-how. The
‘examples wf- specific disahilities of pa:ticular;industrie$,inve$ti?’*"

by the Cormission are the shortage of skilled labour which affects

particularly adversely equipment industry in Pakistaan including



| .; 28 "

. meehanical electricat'and trancpo:t equipuent. The 1nadequat= developrent
._of ancillary and intetﬁependent 1ndultttes whteh auppxy semi-finisned
inputs like castings. forginga and standard hardvare to che electrical

equipment industty raise t:he price of mputs end affeet *he quality of

. the fiual oroduct in the letter 1ndustry Hbrecver. the kek of competirin~a
e o4y ik o 2

in the electrical equlpment industry is stated to be an i.mpcrtant facter
. Trgel R

irt keeping up a high domestic price. 'rhere is an agreeme:t among Jdecusstic

Ny producers to share market among themseIVes. Ihis s partieularl; true

,t

“ in the switchgea:» transformer and eleetric mocor industry ‘A gencral
disabxlity affectingeindustr.es uhich rely heavily on 1mpcrts for critical
inputs 1s ‘the need to hold Large 1nventqttes 1in view of uneertaincy of

. forei.gn exchange availability and ldninistut-ive delays 1ni obtsining

: pemits ete. ‘rhis taises cu:rent costa In t:he eleetrieal equxpmen

' industry ratio of :anenti.ori,es t.o tot.al sales is 100 t’o 12071 ‘comparad

hto 107. in West Gemanygl In some iudnstries the excess employn.ent of

‘labour has been a prcbl.em owing to (a) employment of superfluous Indireet
1abour, clerical and administtatwe staif et:e. and (b) cvetmanning of
machinas cwing to unskitled labour and poor management. Labour productivity
in elect.tics.. ecnipment industry is stated to be 501 of thae ‘in Germany

A_whi.le wages are only 15% lowet%l RS SR

s
v

A me' fion has been made’ above of the effects of monepolisnc :

" market shovmg a:rangements i.n the equipment ind“cry Limited
;'competitioe in che manufaeturtng industries may tbus eontrxbute to the
opportuni,ti.es for ‘n.gher pri.ee and exploitatiou of matket impetfeet;.on.s .
' The n-,mber of fums in most of the manufacturing indust,gieg ,fis very

| limu:ed and this combi.ned \uth excess demand provides opportunities

" for manipulatirn of pneea and excessive ptoﬁ.ts The following tabies

4.

' .' mdicate the *‘zequency distribution of the mnufaeuting iudustties

in terms of the number of fi.rms in each industry

e e



Table 8
‘—#

Prequenc Distribution of. er of Firms
' - by Industrz" T
(Numg;:ugf Firms) .- i Freguency _?ess§§§§g§£§§§§£££_

1 -2 S o+ 40.87
3.5 .18 Ctiilovn 15065
6 .- 10 o rme¥ o iizot L 6.09
1L -2 0 o e S 1.8
51 and above S U SR & X )

Nuﬁber ofgfirmg- . ; ) o . R
Not known 7 . §.09

about forty one petcent bf t?e‘induitriés there are only one or two

flrms per industry whereas in the euse of another sixte;n ?eruen;,the!e

) e fid AT ‘ .
are only three to five firms per industry.

iy pi e

The Tarxff COmm1ssion usuhlly attempts to equalise landed cost

(includlng tarlffs) and the ex-factory price as aeeepted hy the Commission.

IS

‘ It is not only that costs conditions vary as-between'i1dividual firms

but also that there are more _than one quotation of CIF prices depending
. R oo
‘upon the scurce of 1mport As far as the dzfierences in the CIF prices
"of tnports aré ;;ﬁééined the aéte;p;ni; fo 1dentify the source from
wh»re a larg;‘Qo;ume of ;cmpeﬁig;*;;ports ccme; ;n and,thﬂrefcre,
which provides tﬁ;‘ﬁ;;i;dm competition to the indxgenous *ndustry
Usually the attempt is to foréulate ta£1£f rates which will protect the
1ndustry against the cheaper sour;;; 6f impo%fs:J ' :

The diffe;éntial tariff rates ;hi;ﬁ é%e Commi;gion ha' sugg»stpd

: ¥ RS

for varlous itdustrles however, do not ¢omp1ete1y of fset the cost

l

Jdisablllties in 80 far as the high ptice of the domestzc prodaet is
: due to mon0poly profits or due to high pzofits in the senae that

it is hxgher than normal “proflt" as coneeived by the COmm;ssion or in
CEhe. ,

80 far as 1b is due to th= 1neff1cieney of managgment €0 that possible

e

economies can be affected Th; Commiss1on in a number of cases l.e.,
. ey .,.“ " - _51, = .
in the case of twenty xndustrzes has recommended condltiona; protect1rn

i.e., conditzonal on the indust:y not chargiug prices higher than those

~ -

fixed or consxdeted fa1t by the Commission on the basxs of its investiga-

< ’ : v

txons. These are cases where the industtisa are elther makxng excessive



: - :30 -
profits owing to absenee-of eompetition or whare there arc ospportunities

wh1ch can be ‘eadily exﬁioited in the judgemeut cf the Commigsion for

g S

BT S ST .._‘.. T arim A

the reduction of costy Ih-eleven of these industrice, there is cr'"” ane
' f1rm~1n eeeh~énd in four there are’ only two Simws in 1ndustry

Thete are instances where even with high costs the Cosmission +
recommended ptotection because ot other cousiﬂetatiens such as employnent,
utilization of domestic raw materials (wide range of ‘consumers goods
industries falls in this category,:matehes, leather ptoducta cte.) and
saving of foreign exchange. the Commission.on the uhole, is averse th
raisiag the price of an intermediate product or a capital equzpment
since it taiges the cost structurc of the rest pf the 1¥dust:ies.
Simiietiy, in the case of essentiai commmeities.iiketdeuge oe
" medicines ot;eﬁﬁcEtianei'e&uipﬁentsjeueh‘asltiate:and sletewpcncila,
" it is vary of‘ﬁiiﬁe rﬂisiﬁs neacﬁres.’Often in euch cases the measures
of assistance suggetted are in the direction of reductiou of cost

mainly via a raduetion in duties ‘and taxes which are imposed on raw

!matetials and components and whieh Yaise the ¢ost of the' finishc?

N ey

product
In recent yeats,lsaving oz earning of éorelgn exchange has appeared

“_ae an 1mportant eriterien to deeﬁde the eligtbility of protection
‘tWhat is expected of an 1ndnstry order to deserve ptctectinn is that
| thete-should be a net foreign exchange saving. It is not cleer, howevey,
ftom a perusal of the TarifF Comnit. ssioe repotts'uhat level of foreign
;exchange saving vas necessacy in otder to qualify for ptotection Yo
is there any indication that a comperzsoa 18 uade batween diffor~-+
*"industties seéking protection so that an induatry savins more foreiga
exchenge than anothet inﬂustty vas prefetred As in the eese of price
differential so also i.n the case of thia excreise thete was no inter-
“1ndustt§ campatilon to decide on the opttnum geoup of industries desgserving
) bé&teciioﬂ.'iﬁé ﬁéﬁﬁisﬁibh has dealt with each ease cébafateiy.

| The caleulation of foreign oxchange saving is based on the direct
foteigh.Eiéﬁenge reéuifeﬁents'anﬂ'excludee'indireet requirements arising
out of intet-zndustrial démand. ‘Even thé ‘estimation of direet - foreign

exchange reqdirements does not include ‘if many cases, rerittances of

dividends and jﬁ&*fevi‘vha€c~£bred;ni‘oan¢gbad,tnvectuents‘are inwvolved
v



aor do they include royalties, salaties and fees fer foreign patept right
* and foreign persommel. Heither doea it include, except in a very few ~~-

the foreign exchange cost of nmpor.ed capital equluments -or at least +
.- (|, 1. Mooy {I" ;.lfv._a-h,w.-' R ',_, LA e,
annual deptec1ation. Accordingly the ditect foteign excbange Teqn”

1e ! ..
\--c |f.. . \rr ir‘ iy ,‘,_k, 4

are underestimated In the case of only thirty eight 1vdustrtes data

L. t?-'t‘ RS T S St : “4

avallable to estxm&te foreign exchange saving and this yields the

3 [ B st L SRRV P S J 0

following plcture'

e TeTa "";"‘-" R 1 ) = Lo e T PRI

table 9

!breigg Exchange Saving bg Individual In&ustties

-

-

e T T e T e i - Percentags
(Foteign exghange . Priep ... . . exchange.saving 'ci:s . frequenci-
~ saving ratio) szferential ratic o T
1 - 25 1 99 - 11.2 35 13.7
25 - 50 - 94 -  40.3 8 - 22.2
ST e e S L T S -
50 - 75 ' 1 38 : - 62.5 10 23.0
75 - 100 : 142 91.9 13 36.1
Saticte o s e RS AE-DUCTE : Ll e
1 100.00

Eighty six percént of the industries yteld foreign exchange saving *-
extent of 25% or more andviixcynfour pereﬁntwofitheﬁ yiéld foreign
exchange saving-té-thé“exfent of 50% and:mﬁte. Poreign exchange saving
| t.e.y difference between the foreign ~exchange .eost of the direct
zequifementsﬂoff1mpdrtedw:aw-matéfia}s*andrthe C&F cost of finished
product expfésséd*ésra-petceniagezoﬁzeﬁe C&F cost, is :positively
‘eorrelated with the magnﬂtﬁdeﬂdfzprieeudifﬁetential.mlh!otﬁer words,
the ‘greatdr 'the extént of foriigarexcheange .séving;sthe vbess, expensive
is theﬁdomestté”btoduct-id3rébauioﬁbho-ittqedmﬁettngftmpmrtltln a
fewféééésfsdéhﬂaafG&Ivaﬁised Ironipipes; steel rerolling; and
pencillin,-foreigﬁ exchange is negative i.e., the foraign:.exchan~e
cost of a unit of domestie output is moxe than the c&!'cbﬁt'oa 2

of imported output. ;n the cﬁse of iron pipes and steel re-rolliag
the C&F cost with which eomparisoﬁfis made is the cheﬁpest avallable
source in the wotld matket vacreas the foreign exehange ecost of the

unported raw material is not based oa cheapest quotation in the world



market This is bc.cause, raw mterf.als for moac of these

....A _’ ,.,“ o, “'.l.;

_ industries are obtamed under the ”ti.ed aid‘ . mainly fxom t:he

s Tyt 4-1 i

‘_ U‘S..sources, t.t '\ticec cf wiu.eh ate the highett in the o
| world, 'mat i.; why fermgn mhanse saving I.a paattive tf
the C&F price ~f the import of iron plpe fron tha xUSA v s
compared with tbe forej.gn exehange enst wherJa it is very

Pea |..— -—l-vn;--

low but still pésitive 1n eompariaon vith imporeta from -

L Belgtum and nega'tYJe““ii eou:pari.sou with other sources of
imports to a vatytng eltent depending on the souuea of
inmorcs Similarly, in the"case»of steel re-tolung vhereas
in 1951 it yielded a positive fcrei.gn exchange savi.ng,

the situation changed ty 1965 partly because the i.nﬂividual

products are different and of & laroer vapiéty and aze nol: '

YL N

strictly compatable with the earlie: oxas and partly beuuse
in 19€5.the imported raw materials awe w_ainl.y obtained from
‘the. ‘iz_ié's%i expensive souree L.e. > 'the Uszundetthe ‘tied: aidy

< The tariff rates do not have any eorrelation _gith‘ iR
‘thé ‘extent of foreign . .exchange saving since a maltiplietty -
e “of other considerations. affeeted the :fixation of tariff cates
- i.e., the extent of priee, differentisl, -the unature of the_ E
commodity, -depending vhether it is'an essgntial intermediate.
: gdod: dsed lir production of a"=hg‘ge<-':;imber of other corpodities,
-~ a6d theléxtent “of conecssions in tegms h.of -4 liberal supi:ly‘
4 of "raw 'material: fnpuits and a reduction and-rebate on-or.:.
“ah ekémptisnifrom custons dutiés on imported raw meterials -

Cetey i o



“the Lammissivn .wmﬁﬁ%u desdilihs iv_getsil stl the censiderations
cmpw__.wuw with' 'fe in 2 R wmnnuocwsn case, whith govern the degree of ;

2 mmwavum ey ..#m&ﬂmnwomm of S.owm.ﬁ.ou of ‘‘the Commission 22 well as ii._c

2ot
L.Q.K

" the ooaw_.mx mﬁhhm.&nnm&oﬁ Jvmwouu ‘the ones Boﬂnu.ﬁ_om ‘in broad out lipe in

.1:» et T ]

nmo mmnmm.,mwmmu 1ich éater ‘wmaw thé ‘decisiof making ‘process of the Comm”

can be 1llustrsved. with' nmwm.smmmo t874 few ddsés in which the Commission

.x..
e

smvvmsw. ‘o ..?..... dut nmm téa mmu _.m.c..ww»mn _mmun;u.ﬂ. gwguun@u cone "’

‘.‘

. nmm.ﬂ,..mw_*...“..' ‘e n.,mmn;mm amncmunnaw»uw »“.&E.ﬂd. opsuuvw» “for ﬁnonnonpon in

33 a.. b c .aamw,mnonw mnoo no._awﬁ v»wao, _o.» competing import was

p.ow. The Cosiission beses Contiendbt fon: no_.n proteetion en . the

mo:oc;m considerations’ (1Y) acguuﬁ.un a!n.n& ‘of “foreign exchange,

am.v ommuwpa«r_.nmom%ﬂm an ‘$wportant ma«mnlm&nno -goods “industry i.e.,

) wﬁwnaunwo.n ot sn orgEiided chemidal ‘indystry i 'the country; (3) attainment
of a _.;.w.. acm:.nq of the wu.om.—nn. nnunun.& of- «onwn»nwau -ad access to
and trans siaion of ddvanced endu-hew, speciallyss result of collebors~’
ﬁﬁ. ‘the ‘tosemor - continental gmnnanona.on the syathetic dyes and

| ?v unovm nn.a che ...wwm:uwou of beth variety and’ Ac-ﬁn:w of, wu.n:nn The

. fnwﬂ .om v.oo.m_. -Jacon ‘was ‘on the'detifoe and protection was expected to

m.,_.‘,o..o._um__.am.#m,_..mw..mww ‘0% Téduitien of costs and prices by easbling

ﬂ_..m case of nwc ‘transformer umantfgcturing’ industty is evem more

w:cswumﬁum. wa nmnsa ‘of ‘the mawwww_o..nw.umo&o.ﬁmaaﬁa_ vhich tend to

mosmn»ncnm the 1ogic om ‘vargfE nak{ag it ‘Pikisten, The ratio of the ex-

mmnnomm uwwaoemc.ﬁw vnwom..ia *1.63: .?n&oﬁ!uuwg considered the

. n«mnm,munsmw nmucnnan..?um ns&.unwv eligidle for protection ia 1960 .

B g LR R

' “L.h_ . .,.vn\,&.... e Lan BT e fons
mo:.ocwum nowawnonnnndsuu AR SRR A

?v mmmncunm aoaomnwn acsbun whieh e’ namwnnw@ ‘te imtyease with en increase

—...~.L|vn~

in the use of electriéity, (JY saving of 4C-50% of fereign exchange involved

»ﬁ nrm %ﬂ«mqwﬂw,som an’ oacwﬁnman mao:ﬁwzi? finished produets, (c) good

i- I ®
) N AL

acmr..n‘w end umawm«mn&o&. ‘sgandard of petformanae which was compareble -

sERET

| nam Kmonu& un&%f ﬁv,,mmm..mmnn.nmn:u,_.,o«&33%«38. of gn advanced

»
*

nmnrsowomwzg ﬁrm ‘pokisvan abnutactaring! -n...&!.o‘ (e) an integral part of

ety Bt :1. vnz. -m.v

mrw mpwnnnwnmw oacwvsman.avmvww&%.nr i3 bdag stablished in Pakistan,
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(f)r se_ope 59: ext.er"l ﬂem be%ewo o! tbe emml mgrdependence

mth the rest Qf ‘the eleetncal equlm hdustt; (g) :emrary ‘dumping
YTy PR i Lr o e,
by foreign suppliers un crder to captun the Paktstani merket (h) cu’

LS ) LEG5S g
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: and taxes on rew materials - a eost diudvannge which ioretgn suppb

T

E‘u-h

e e roon for judsenent and. m.:uuve.
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do not ‘agffer fron and (1) degendenee ‘n‘;ainly onAputchasea by Gevernmer

agenczes anr.; p;blig s.e;;t'o;ﬁent:r;thes:. "

R .’11; ‘{,s n?,;:{,earff:g; :c‘,t;e ‘re:.b;:'t:;;d‘ deeis-igns ot the Tariff fommi

how 1t Yeight ‘thejmltipueit':y of ccnstdeul:tcm. No proper weights -

a:tachgd to these ‘varioas grounds tor eugibq.tty of p:ctecq:;on. 5
croUEmaE s A . s

NS R TP S g -

l'he Tariff Coumissioen. doel no: rank the ndustries by thefr relative

1‘:‘!‘ * "[ IS

eqst diaadvantages (u retlectcd ut the utinof. ex-factory to OIF pnces)

i N Y
R A

: and :hen decide: go ent ott thou tadnatttes in the case of whieh the extent

e S --:'.. o

: ‘.Of cest disadvmtage e:.ceeds e cextaia level. lt dces aot have e predetermi-

Db aia 0 Dt s
ned 1level of. cost disedual:m dllell it feelc should be offset and beyen?

¥ " X
in ;.U(J « {‘o'.l.‘l x "d‘.fl Wit .

) which the cost to the uocuty or to the cmumer ia eomtdered excer~ "

aiz UL I N :

'ggus does not, howevet. preclude. the eamtssun 1n ju&iing ia individual

&t Yo e, L e
.cases, on an edhoc basu that the level of required ’ntectinn is excessive.

st N
.);J).._.\ A [ 3 S ;'“

In the case oi traufomet Mostty; the CDmustou felz chat the folloving

cost disabi.lities need to be ofisn : adequately. iaj fugh freig!lt and

, clearance cherge- 2s well ac .nea md local\ duti.es cn raw paterials -

4
ot .\’l: A R e

componentg and (b)Y the aeeé L 2 keep latge‘ imenceﬂes and sensequent
Yinnn . AT
high .packtn; ehams.mrehaming ckarges snd iacm-t -
[t B3
charges etc. (e). higb eost Q! fuel aad (dl ’.u:l.btlity that foreign

fanng DR A PT ERIE _t.'f' . .(

?rpducet may. mipulate prieea by qmths lpeeit.ll, lov prices for exports.

el R S DL R N .

1"\ mussun s cmepc of uut a:ti.tude to exceuive protection

D@ T
may. be _..h.strsted by the .cese of the Mscry producing vitam.ns
N 4_' C el e . “’\’ ::‘-‘ Sl
(v:.tamn A) 'i‘o quote° (1)"‘lhe c;:quicu has gtﬂ:u cansxderable thoi~
SRR 42 N R T PR

o to this mdnstzy set up by Hessrs Giaxg Laborateries (l'akistan) Led. when

'4

this unit waa saneuoned !.t was gtgvided ;& unctun latter that the

b e b v

price nf the i.tem tg be gm@md "win be reasonsble and competi.ti.Ve". An

EEEER SR (1 X SR SN B il S5 '}

exam,nation gt the coa;: sgructure hat i.ndicated thac v:lcamn A in eil which

LR S PR R ETIRE A AL I np -
is the bn;xlk Qf the . preduction !f the uni¢ nd i.c uled mostly ia Voo
. :"“t"d '-:,'.f N

h ghee industry, is 115‘7’° more ex!ensxve thm that nmorted frem the U, K.
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, ~ Throughout . the whole period quantuati.ve rectx:.ctions have . been in
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-force in varying degrees on all importa 80 that even in the cases where

sile pawie ciagar 1
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mategials has become relatwcly Iess in:portalt in the latter cyeers.
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 gatioW W frualysis vf-exctactomrue&of .‘Endn;nial p:oducts vis-a-vis

: the price'iwz::‘;r the competing importa. In cases uhere cly prices are meay
and vagjpus, 5;he ex-factory pr:.ce u usuall.y eonpared wi;h ;\11 of them and
an average{of these ratios have been used in the study ro. tepreceut the

F pnpg dif,ferent;al. Eve,n t.hough only 115 :lndluetxies over 2. pertod of

. r.}urtgen years have bgeu :anestigated, it . 1& aepessary to potnt out thet
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present analysls. fax i

. N ,.""
.»-;'..h'. I.L -

o P Ty 0 Numbey, of .. Totel Number
- Year o Indussnes ’ _of Peoducts
' . Joco T
1951-55 .. 29 e 99
e . ARFS . Coae .-
in .LM‘@Q:;T:;:-::; dodidw 2oz 2-{‘;.-,.-..';;;-:-.- % PRI BT R IR s',-‘mf.*u:“!a% Ly
‘3“1961‘36@75 DorLviosLy gnst :6';: Ty vy ’7:‘;|,;;f} R A 179.‘ R
e Ton eding ":"'.-'*.-..'u:i- [RCNATT? 2 & I ST tane e e 351 o

1:3’: Iqxwm Pl S .
Thus in fact over 351 products have been investigated Thé hundred fifgeea

Eadin S BT RS S g D T
observations &n prz.ce differentiala are in faec averagea ‘of : . 351
DR & A gt e .- Lot . ) .o L X

ccmmodxties .



- 3 -

!Jndet eondﬂ@ions of eq.ﬁ"iu S {6 ehe ‘batancs of payments,

and ftee trade, the fatfos. nf dar:ﬁr:fc to f.tefﬂ "!eel shoutd be
:_ equal to ode: conv:et‘teﬁd .ir. tm ;n.evsili.ng rate o! exémuge, £! the
- ral?el ;; é:a;cl:at;ge is t:he ncuﬂibrim ‘rite. '!he ifvetgence between
? .wczos{: rafw; if::om um.t; ,may be sai,d to :efiect the disequilthrim

L

.....

in the mte of exebange Price ditfe;entlall reﬂeet the retative

overvaluation of the official ta:e of éxehange. The ratea of
‘, EER ' i .

exchange, impli.ei:.é‘. in the ptiee diffetentials. gi.van t.he ofﬁw-nl
rates of exchange wm.gh s since 1953 equal to R b J5 g dollax

—— .

ate as fonouz
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1950800 Y.54 . - - o35k . .. o 46,86 . . 7.33
I . e
L1961266 1.t - et A o . e 851 10409

" This* set of implieit Tates qf%‘exohange‘ may dbe ecompared with those
" which' are implied i the 'eiéort. ‘bonus scheme under whieh exporters
" receive 20 to'30% of thelir export ‘earnings which feteh 150k premiun
TS ‘the fvee market whore these satitlemients.to foreign exchange

A et

ﬁw!teit Rates of Exshange loy -
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Bonus Pereent ' Rate of Exehange
el v ., (150% premiva)
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The sl:ructure of multiple exchange rates which mtge& from above

1ndiea:;_gs that the inport substiZution paecives 3 greater incewkive

————h .

'than the export expansion. It 1: pe:t!.uent to temembet not only

that the preaent sanp!.e i.s mu but also that the implieit rites

d sk

Vfor 1mports i.n the pteaent otut!y hwe been eacimced on the basis
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of a direet courpariaon between eanhctory pthel ‘and the cif prices.
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lixcweve:, iithe inq‘;ﬁli;q'it: rgtés fof ;1,"‘7?"’“ ave degived
on the besls of & wide Fange of the existing teriff races,
theytange frcnks 5.7 Per U. 8. doliat to Rs :14;. 25

v.5. {dil&:. " The ‘rates for inportsvhich are al.!oved
undé‘r."“:'éille: 'ex'f»;.‘;l:l: :bonﬁé scheme wonldhe tmch highet ‘

bt then l:hey eonatitute only about 5% oi tota!

_impnrta. The ‘4sp between the rates for ""lnport,s and’
exports would be nsrTower if one considen ‘that - -
tlu; inzplié.it taeea foz azports would go up onee an
. a.ccount :Ls taken 95 t’he vari.m other 1ncentivea for
Iexports 3iven in the form of (a) e:exnptions on mas
’ and exeise taxes on the mdustrial output whieh 18
destined for exporc. ®) eaemption ‘from income fax
on eaminga fram exports, (e) special inpo*'t !.i.ceus!ng
1 for expor!: industries (tha ptentun on these mport k
licensing vatyi.ng between 751 aud 100%) and (-') '
concessional freight ratea for movement to porl:l
" ete. Moreover, there ‘still oxists a arester diveraity
“in thei\mplici.t rates of zéi;el;:l:hge'"for i.mpért# as
'evi.denced in t:he tariff sttuctute and differontial
import licenaing. Since nost of the inch‘xétriel
exports receive 302 bonns, there is a greatez uu:l.fomitv

Sy i,
e W

in t.he extent of e:poﬂ: aubsidy received by the

’ mnufactut :g mdustties.
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4y CRinmoy

One may ask ubether the mltlple ﬁupﬂt! ﬂte‘

existing at ptesent tend €6 promoce an’ eff!ctent gr&lp
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costs in Pakistan. - A unifom tatiff inplying a .mifom

A ('33 vak T '.: I -7."‘.",’; J '
effective rate of protection has the advanta ﬂuﬁ
mafy YAiNed Lnl e oo ceg
under such a e*hane those industries benefil: the moet
ORI S IRERSE .

which produce l:he i.mport substi.tutes at the iesst

cost m Pakistan and vhich al.so pmduce the cloaest

.\

substitutes. for~ impoxts, so that. dem_and for the latter

can nost easily .be’ met frozn dome’sti.c 'source. The rost
ﬁt G ; .

efficzent mdustl:y wﬂl tlms devel.op and expand the

fastest. It may be argued that oa!y a genaralw leve-l‘ i
- of pro;.:ection is necessary to overcme tbe ;eoe;al

.ne;\ficiency of the young econmies like Pakistan
. ch are due to such factors asg inadequace infrsstructure.

)

koW purchasing power and Imited ma'rket absence of

XL

' organised capital market and high cost of credit

aud 1nefficient mrketi.ng facﬁities, I.ow capitalisacion
. ¢ PR (I '1 A ! P T4 .
and low le’vel of mnagerial and supervi.soty skill.
() AR TR A Y I R 2 & & R S
+ In view of a11 these factors, the general level of

v -

desirable protection which constitutes the pri.mary

'~_' ‘ (N A ‘-" L,‘?.- > o, oo “ g e L I ».
expression of the p'rotectionist polxoy of the Govetment
EETAPINN .!.. . & - L
aust be determ::.ned on r.he basis of general econmic aml

i' ».'v."t' i 1 P T
mdustnal poli.cy. Boweve:, devi.al:ious fron a unifom
'( . '] :,(25 H FRM) )J e ;

protection can be justified in - ecoaom.c, ooci.al ard

Tyt ihe v SRR T FEINRIN SELERS
strategic factora. Iariffs can not be drawn up 1n a
sie e bewiToT ok sgus s R

vaccum and the existence of: vested interasto and duto:ttotu

nha RIS

cannot be ignored. In addition, the existance of diifetential

A TR AR AT ’. ,}n ",‘u» s .- . \._ “ FATR]

external economies and differential divetgence betveen »

-3 '\-. . : ) r . i 1
3 Y N 2 i

priyate and social costs etec. justify depa tutecl

= hfrom. o;ifom protve'ct‘ioln, tho;gh these difference are
admittedly difficult to quantify. At least what one
can hope for is to ensure that deviations from a

tariff structure which are dictated by non economic reasons

are kept to the mininmum,
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which- produce the. l.mport substitutes at the ieast

cost in Pakistan and nr‘\ich also ptoduce the closest
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substitutes for :I.mports so thar demand for the latl.er
can nost easily be met from domestic source., nae mst

effic:.ent mdustry will thus develop and expand the

e

fastest. It may be argued thac only a general 1evel

of pre:tection is necessary to averceme tbe ;ene}ral
,ne;?\fi.ciency of the young eeonomies like Pakiatan
o, ch are due to such fectors as inadequate infrasert:;ture.
W purchasing power Jancl lmited markei:, absence of .
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One may legitimmtely enqutre‘whethsr such high costs as

Fats S 4
. 4 i

' evidenced in che msjority of :he industries provide any bssis

for judgement as to the selection of industries i e., for an

‘.,.4 :

optimum pattern or strstegy of 1ndustrialisstion. It is

conceivable to postulate a limit to the excess of domestic

v ?

costs over the pricee of competing inports which ie is apprcptiate

to bear as a necessary cost of industrialiaation iv a developing

-

economy. The limit of the permissible cost differentisl may, for
' example, be set at SO& or 70% above the cif price of the conpeting

imports. the extent of‘cost disability which s countty is willing

to heﬁdise is partly a matter of judgenent regarding 2 progrestive

rel ec,*on overtime in the extent of cost disability. ence an appropriate
e Lmuitifra: :
and socially desitable rate of subsidy for the pronotion of industries

Av oL

is determined it nsy be conceisably suggested that indnstries which

suffer from a cost disa vsntsge high than the permissible limit
may not be suitable for development in Pakistan.t o
Tl . i “ P '(' ,..'-,

One may argue thst the pernissible limit of cost disability

is also affected hy a number of other factors such P aictottions
in domestic factor mnrkets and divergence betneen-social and
'private costs some of wbich m;;'arise'fr;m externel etfects of
i industrialisstion et‘c ‘l;oet» may be noa-economic argments such

DRV A “ e, & voart o g

as che provisiOn o£ security and defence potentisl While a poliey

of domestic *axes and subsidieaﬂmoy ba the becc wey of desling

with these factors, such a policy may not appear feesible in a
gi:en situation of an underdeveloped economy like Pakistan with
the deficiences in its fiscal system. The second best nethod

under 2 given eet of citcumstances smy still be a resort to

P S

tariffs.

It is also necessary to coasider the existing llfe of aa

.‘_,‘{ .?‘y ‘»

infant industry at the time when ite cost ratioo are exsnined. since

i Lo v »
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the infant industri:s in the rarly stages are likely to suffer

wan ek dlann rsdfuaw sulusme ol R
from higher cost ratios than those at the later stages of develoPren*
Zimnd o wnr oliv e brroahpd iy B I N

for a number of 1ndustr1ea for which tbe date on the cost retios ovar

[P H I
RIS S D Y I 3 S AR B RIS

a number of years are evailable, the evidence indicetes that the coct

I Y ‘”:'f“.". 3 e nere T I

ratios are on the decline a la infant induatry argument. Kowever.

AR TR P 5 R LT

the sample 1s very small A more detailed study, 1ndusttv by industry,

G it L sopd

overtime 1e necessary to throw more Iight on the ab=zity oE the

o . ‘i ey gl

¢ ool

“Patxstani industriea to overcone their initial cost disadvantagee

0_,; ?i Mbreo;er,‘while analysing the eost disadvantages of the

. ?a%eeteni industries it 13 alao eeceaaary to examine e:tent to

. eﬁeet.:teve;gh ceete e;e”ﬁue to high uegea, higt‘;roztts, and
high e;;eewet ;e;e1§ eemeatlc i.e..'?ee-ttehe; itpute auch as
'pewe;-amd teeesportation faci@tgieet: SQme of ttese factors

2 N R ' ORIV VRS BN A I voeiintes

have been identified in the case of a number of 1ndustries. The

Cat

tuurahnd o LR I T i

4

lhigh eest of infraetructure sueh as power etc. is more er

| less eoﬁeon to ail feéietani induatriea. It eay be argued.ehat
the best waf.ef deal ng with‘t;e high cost og ’omestic 1npets
:é{:iistinguished from ttaeed inputs 1s to subsieit; the cose

’ of ;eeﬂ inpets ;ethet than to comgensate by tariffs on

i

1ndustries using nore 1ntenaive1y theae inpuzs. To the extent

that the high costs in the spe:ifie industries are due to high

“ Fireiiom  wpe SR T I I O

uages or high profits in these inéustriea. thie 1ndicates not s

Ty I"'| .

’ much en 1eeF£1¢1ency in the use of inputs 1n theae induetries but
ﬂe traesferw;re;:fhe rest of the community to the entreereeeurs

};pf teughe worxers eeéaged in’ these 1nduntr1esj' The present

. studf“does aot throw‘11ght.ee:te:hettf;tenéee 1e";age ccsts as

.o . N

between diffetent industtiel due either to the trade nnion activitien

i .,.. ;,','.."21-.~. "-.v

‘or to the government's wage poltcy. In a number of cases the

cipt
]

. ex-factory prices estimated by tbe Tariff COmmiasxcn are )

fair prices in the sense that high profits are not included

R -
L KA. w ".»; ,'n.‘.o Py ,F,’v('.’ V

in the prices and, therefore. in the compatative cost ratios.
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. However, the Tariff cOmmiesi on ;es ellowed in the coet

‘estimates accepted by it the rates of profits which varied
. from 12 per cent on invested capitez in the earlier years
to about 20 per cent of the invested eapital in the later
. years. The comparative cost ratios in the 1ater years insofar
.. as the& are beaed on fait priees estimated by the rariff
.:Commiseion are pertially affected by the upgtading of

..the permissible rgrofit nergins.

The seleetion of an appropriate industrial prngtem

and its xmplementﬂtion needs the use of a nnmber of "'
»1ns*tumrnts only one of which 1s tariffa, netinnal N

tar;f‘ pclicy has to be framed within context of

general economic ptogramming. HhtieJit is true that
tariffs have been swanped in their ptoteetive ef £eets

§ by 1mport resttietions, yet there have been occsaioha
when they have been important. An 1ncteasing reliance ’
Ton market mechanlsm for the tegulation of impotts. which
Pakistan professes as a goal of policy, necesaitates

more important role for tariffs than has beea true
hitherto. The diffetentxal tariff structure of Pakistan
is only partly a tesult of the recoumendations of the
Tariff COmmission since a latge majority of tarifis

which have serious proteetive effeets have been detetmined
and- changed by administrative, revenue aud balavee cf '
»paynents conaiderationn So 1ong as quantitative o
lrestrictious temain, it 13 1mportant to have a proper
iategration betueen the two Indeed {if and wbeu the ?
variability of exehange rate 13 eonsidered there

nead be 8 eoordination between all the three_inet:uments

1.e. tariffs, inport restrictions to the extent that they
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persist, and exchan.ge _i:ate policy, They st least bave oue ain;a ia
common, i.e. t:o promot.e an opti.m and efﬂ.cient pnt:t:em of import
_ subfstitdt'ion in Pakistan. Indeed eac):h. :m.. of thaap iustruments of
Z:policy‘ ﬁa;; ;?t;!;er objectives as well bu" thav ace-d to *-:e revonctled
vxth each ﬁ;her ’by‘means Gf a aqciauy oetemined consistemt sal
of objectivea and priorities. '

TS S PRI B S S

Cae way o:E eval.uating t:he mlative efficiency of c!:s Pakistaxn
ﬁénufacturing industriea -sﬁto a;nalyse their perfomanee 4n the competi-
tive export marketa. 'me namfac:ured experu of ?akistaa have. been
receiving various kinds. ofuincenum for the pas: my years sach
as exemptm..ﬁ ‘zom exciae and sales tax. zebata un incom tax om
profitt eamed frcm expotts. speci.al and additional i.mport lieemi-xg
to 1nd.;striea c:m tlm basis of t.beir export performance and above elil,
since 1959 the export bonns scheme 'rhe combined quanzttativa
signf ﬂcma oﬁ all the diverse foms of export incentives for
- aif 'etent categoties of exporl:s is not knm However, thz most
important fom of mcentive ta the exporl: bonus scbeme. The seheme
. itaelf has :m-srgone c.hanges over the years since 1&: imep:iou in

1959 m a:rm of the rat:ea of bonua as well. as in tem ot eomodities
cw._u > ay ai;a mcnus)l i | SR )

h:; L Rt *no aoms cxsten has been eomidetably sizplied by the
easi:'a afﬂfmut; rv.rnly tw ruet.‘ m vast mjotity of the memufactured
goods ~'.' "aiye bc. TS, ar. t.he raﬁe of 303 the mdustties waich receive
_ ve~;r widely different tariff protecctun, iq:lyj.!s wlde dttferenres
‘ in :he comparative coot posicious of ‘the differeat industti“a!
vis-a-vil t:he eost of eompetins ulports. receivt the sams- rate of
export bmws. ‘!h:l.s laem paradoxical. _me dif.ﬁeren? ratea o;. carisf
rat..s, wth ncz:xs.nal and effecuve rates, oorteapondiug to each of the

three .«z 8 ,f b:..m,\s are alww belw.

.
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!c; each bonus rate there eottes(ion.é;s wtde'unge of tatiff‘
'rates both, nominal lnd effeetive. Only a vezy fow mduacries. th:re
anong ‘ary the induttrtes analysed: here. teceive 202 bonua. The r

Mu:ﬂel whtch receive 30% bonus rate cperate under a very
’zJiVi.de varicsy of - taru:‘f nten‘w'l:he minal rateo for ti\ece tzeme

_'“'vaxy ftom 141 to 2001. and tha e;fect;ve rates vary fm 151 to 24_07.
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{The log;[c behind g:he argcqent for- unifo-n. terifé ¢o overcoume

G
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’ to have been ac¢epted by the framets‘w f .the export. bomu schme. It mﬁy

" be mnr.i.oned t.hat in’ the tecent revisions*of the _upcrut.ariff aehedul».—.
df”‘knk«{atau. amuderable a&upuﬁeatiaum also been attempteu 'I‘hc
'multiglicity of: ta:;l.ff tatéﬁ s ‘bebh- reducad but_chey are ctnl consid-ar-
ably more than l:he a:l.mple tya'tWof tvo tatéa "‘ct t!'-e &xpo:t Samm.-

»'%'

!rhe relative export perfomance of the u:.fferent mauufacturir.g

R it oA A eI 4 T, A A 11 D A ROV e 2 L BRI, ity AR P b IS i e e BTN € N TR I L

K 7,_4industr£es xn Pakiltan :ln t‘he last decadc can be seen aa follovs

AU DeanSs weEe Bl oo h""gf’“"':rﬂ.’.} = ” ';‘yﬂ‘_.; oy

e e
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Expoxt Fepfotmance of Manutactyring'}p#!srries
e —— 4 — L
" Exwﬁt%rcentage ENport  Fercentgge Fxport Percentage  RMport Effective Rate of ™
: b "0 F Keoshe  ingrease i f.o.le  fncr €s04bs discribution subsidy by. protec~iou
 Industry: il 1934=33 diring 7193960 dwzt:ls 19 3-66 oﬁ etpona Bonus Scheme 196
T L aew 1985-80° 1900464 - 5 1963 - 64
‘ :, ‘t: . “', v e e ' P .! . Qh‘h ‘j .’ ’ . ‘!‘houséuﬁhkumes " aTe o6 " u‘. v et .e' c ot v e .

..Suga" Xanutacturmg l . ;{5 - ,- T lﬁ,,k% o137 i1.0,636 ~10.9& LS 45 ;. ) 109

Edible oils - = - SO U A R Le 17;321 1.56 - T 100

Tea Manufacturisig S T K0.54 .. k3 735, 690 S ..227 0,00 S D 60 .

Foud manufacturing n.é-cc o d - 809 1.32{1; 11.493. ST 298 ;6,781 NS 5 SEEEERSE { S -

Bevexages ” Lo - T 3, 4,733 5445 qo.oi' ;: 43 - 90

Tobacco mnufactm'ing EREE & S 1,390 ..1‘?5*, B 15 L0 3,52’4 . 0.32. - 45 106

Cotton and ozuaé,:ezctxe T 6,126 &,966 310,341 ., = 207 249;609;; 22.52 . 147

Jute 'loxi;lle = Cae i 4950200 813, 300,312, 0 7 3 54 «‘6611480: lol.62 ‘ ~-36- 92

sul; and’” attg ulﬂ.{t t;éxciles - S T R e 9&9“ 1245° 0,02 2w 45 . . 124

Poctwear LT L eete i= T L Male e -“.‘ - 19,465" ATS T TS 76

Vood: and™ tumitute» ‘~5 R ‘;' o «: 213 2 2?7H 69 468 ‘0,08 TS 45 269

fpex muéacwg.ng SRR r~ s 3007 3,443 - 9643 920 . 9,838 :0.&9 S . S 83
‘Printing.and puw.iamng ooon o 208 0 . 420 1.081,,‘ __,._‘\. %f c 3835 "_0-05 Yo, 45 -13

Leather nanufael;urit!g - ST 32,3667 . ¢ 398‘ 1615045 - 18" '147,4#2 "_153.39f .- 4% 80

Rubbexr and Rubbér gu@as; e T g 3,958 365" _1,225A, 45835~ -0.4% . 45 . 39

$oap and’ Parfuméh eq:;. N i.‘i 3.713 877 *-1.5916 14¢‘852 . 4.310 IR 1. ; 1
Matches | T L S S T - L ‘ SRR S .
c’hemlcals and phqrmg;encicals ;if 3,974 250 13.909. 93 26,800 ' 2 &2 S ~10

Petroleun and cgalimanufactaring ' 10,326 - . f 68 - 1. 133 t,. O Y AR 5035 "c‘ 51 o . -35
Non-metallic mirierals manu!:‘ace_urmg o427 - 119 alo“ o 6&2« b.q* R - DU 46

Baaic metal imdustriweﬁ ) IVREI R L 2 § 2,642 ;‘.....4") ' 60 )*j 13;275 ) 1 20‘ - A5Y) 3

Metsl products © i . ) - % C 1,008 - 292) T AT,004°) ) 2 45 ) | 247
Machinery except’ eleu;rical L 1,201 R AR 1.114 66& 8‘.514 0,77 . 45" 14 S,
Electrical machi,ner snd arc.“ipmem; ' 162 - 62 S~ 1!,238 Ay 252 0.65 . : &5 ' 20 to 75
Transport equipajen: =~ . T TR.387 - 1,008 ° 11:,96 , 18’.133; o 166 T 45 26 to 292
Migcellaneous mdm.uaf. 'at..g lndusl:ries 5,8!)2 : 430 . 30,79 1216 66.57& .00 2o o

o SR : 11,03,743_ 100.60 2
- . “ . - Q. -cl : ! s na L e 1 - ’ - \"
1/ Data on exports industry-wise are from. Lewis, S. Re and Ronald Soligo. Growth and Br.ruct:ural Changes in 4
© Pakistan's Manufacturing Industry, 1951&—64, Pakistag Develapment gview. Vo].. ¥, No.l, Spring 1963, i

ppe 122-126.
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) Tﬁe most impo*tant mlnufactured etports of Panlstan still are
que *extiles, cottcn textiles ard leather manu‘acturers in that

" .
LR L 0 FE 4 S . AN

order of importance. The eflective *ates ot prot°c+1nn teceived by
: TR : Lt Yk

: them are 922, 147% and 80% espectlvely whereas the export subaidy

P o U S PUPL

: received by them is to the extent of 30%, 451 aad 452 of ihe “F.0.B.

[

vclue of their exports- Tbe.e’fective rata of ptotecciou is h gher
thac the export subsidy. The jute textiles are in a separete"category
since Pakistan does not face any competit on in the home ma:ket from
-;importa of jute textiles from abroad The cari‘f rate has no protective
l:significegce. It might have reflected the comparative cost pos*t:on -of
A‘the jute‘indnstry if it was related to the differences ic the ‘cost

of production of the jute textile between India and Pakistsn; But this
_does nct appear to be the case. What ia mora impottest is to ana‘yse
.'the perfotmance of a-wide variety of the minor mauufactured exports,
';which represenc the grow‘ng complexity anJ dlversitv of the indusrrial
}‘structure in Pakistan. The export items ﬁhich are ‘of grnviug importance
F,are chemicals and pharmaceuticals (2 42%), fcotvwar (1 752}, edib.e
;Iails Q. 56%), transport eQLlpment (1 64%), soap and 'osmet ics (1.24%),
miscellaneous food preparations (1‘332) and me al products (1 20%) stclf
While in the case of chemicals and pharmaceuticals and s0ap Az coeeet ‘CS
the effective rates of protestion are -negative and uuity !eapectively,;
in the case of other items the effective rate varice from 20% to 292%.

The cases‘ﬁhere‘the tarifffretea are much‘higher‘thaﬁ the exéott f

subsidy, one may conclude that the industriea ars over prctected
implying that the tariff rates overestimate the cric differential
betwecen the foreign and domestic products or that the exporters
practise price discrimination between the home gud export markete, I
may also imply a factor which is of considerable importancs but is of
wrunown magnitude i.e. that the rest of the complext system of export
‘néentiveS‘coﬁctitutesva sﬁbsidy.additional.tc the autsidy implied

in the bonus. Even apart from export performance licensing (one estimate)

;f | The percentege iu brackets inditate the proportion whick these
items constitute of {ie total manufactured exports raported ir T2ble 1l.
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. mcnu the premium on export perfosmance wnoﬁm et 50%) there are other
i u§n by ‘thé mamiféctarers who ®cé succestfal in export
" megkets i terms of & maqoﬁ.nvwm nnmugn ‘4 the matter ‘of ‘expamsion
' of vapasity Bmmﬂnhaunﬁon nym vwwuuonuw ou maﬂwsmnn and all ng _
" “.othet bencfits which' can be obtained from & nmeonnovnc ‘and ovom.mw

- action’ im respect of & ‘host of government controls and vonnon.w.
”_;_.www_om operate in the field .mm,,nlasuwu.wsw_ »uanmgn end epctation in
- pakistan. - o . b
uacmco.... a Bouw satisfactory anelysis om‘ export w»nmonﬂmonm
._ on nro unonnnnmm industries amd & uﬁmﬁonnﬁn to whather 1n nvm |

© “1ight of export emnmagom and 2 nonus.bgm agsn..nwnunwon of

" maltifarius export subsidies, F&E»& the’ export bonus ‘scheme,
wwn.vwonmnn?m, rates” se «.mnﬁam%m..oﬂ.. inedequate . a8 thé case may be,
4§’ possible only after a mach more detailed and disaggtegative
ﬂwrswu.w,u»,o, of exports and tariff vates. The aggrezaxive .uu.”m.,.‘mo ‘of the
““above deti besed ou the esrlier studies procludes’dr the prédent

" monent s definite Bnamn...ach gb«ng%:umg guesticns whieh
ige eauuoaﬁan stady of en nﬁnunnowpnwoa betwoen %n«#ﬁﬂ&og sad
k v&ﬁgn»sﬁa esn’ E&.Ew explore.
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~00nsumptionéoods iﬁél.'l'u'l"e‘sitgar Manufacturing, Edible Oils,

Téé -‘fﬁa'r'mééc;f:u’:ing,‘ Food Manufacturing (OTC)n Beverages,

Tobacco Panufacturing, Cotton and othpr Texciles, §ilk

I A N Ny L . L .
and Art Silk Textiles, Footwear, Wood & Faruniture
a 'I‘iarl.l.t'féct':l;lrin:g',. Printihg and Publishing, Soaps, Cosmetics,

Matches, and MiscelFanecus Manufacturing.
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Iptermediate Goods include Jute Textiles, Paper Manufscturing,

Leathar Manufa&bugins'....‘nuhﬁer & Rubber Products, Fertilizer,

Chemicals Q“Pharuaceuticaia', ,and Pe:rdlem and Coel Products.

4 .L

Investnent & Related coods fdelude Nonmerallic Mineral

Prod.zets, Basi.c lietals, xer.al Products, Machi.nes Except

. Electric,  Electric Machinery and Equipnment, and Transpox:

;Eﬂqimn,t" T N T ';"-,'"‘-4 e

: _) a) l!nweigbtad (b) Gtoss dmesttc output aa veizhts and
" (e) tota :omestic ahsotptio:: s Weighta. The :ates for
‘ individua.l mdustrs.es take ftm s. Le'w!.a Op.cu, Chapter IX,
.p‘ 16 Weighc: are taken fron 9.3. tewis and R. Soligo

"Gtowth and Struetural lhan?e in Pakistan s Hanufacturing

Industry" . Pakist:an DeVeIOEent Reviev, Sprhg 1965.

. Weights are _Athe' _!:ota_l;dope_st;;l._c., availability ia value terns
. of each of the commodities. The data -on nominel and effective

_protettion xates are obtained from S.R. Lewis, Op Cit,

U,:)publ_.ished‘ ranuscript, 1966.. The aata or, availability are

. ¢ tained from ['The !&ethod,olpgy‘of‘ Bsrirating Import Requiyements"

_.Government of Pakistan, Planning Commissiom, Msrch 1965.

Au exacple of sueh an analysis is the méssureuent of
- impiicit protection by Stern .apd Sougo. -iu ubtch a gimple

average of: the tapiff rates by groups of industtiea are used

to derive both uominal and effeetive rate:s of protection,

Such an analysis by gtoups of :lnduatties haa the disedvantage

'of aggregat,ion which hides significant differe-tcas within

' the sub-groups, speclally since the tariff tates for the

gtoups arc unweigbted ave:ages of" the taﬂ.ff rates on the

subsgroups or individual industries in each grewp. A
id,;saggrgggt_i,yg analysis at.a pa_r.ticu;._a.t; s ipdustey level,

.. therefore, is expected to yield a moxe sceurate pleture.
.:Soligo, R. and Stern, J.JF., "Tariff Protection, Impoyt

. _§u’.~“s_t__:;:t:g;i.on o Import Subpr.itul:i.pn,and 5 ;;avg,stment Efficieney",

Pakistan Developuent Review,:Vol. V, Sumer 1965.
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The standayd deviations of thesa three averages are

(_0.64),. :-‘(0.51) and (0.98) ;éspuetvely.

Ministry of Beonomte Affairs, Governmgnt of Pakistan,
£ of the Reoncei aiea teee 1951, p. 104-105.

IBRD. ZThe Industrial Devglopment of Pakistag, Junc 1966,

P 98‘116. ' .

Ibid.

¢l

The tariff rates, both monminel aund affeé&ve, gortespond‘iug
‘to 30% bonun.- rate, are the avegrages of Inﬁtviducl' tariff
rates whieh a?e divt&éd into five gtot;éc of tariff vates

as follows: (0-30) , (30-50).‘(50‘-1.00).‘ aod (150 and 2hove).
This 'hns been. dox_ie ko red;.@a tﬁe aunbee of taviff rates.
the figurcs withia th: brackets indieate the mumber 6: rates
te vhieh th~ averaze relates. R, Scligo and J,J, Stemn
Some CGerurents on the Export Bonus, Export Promotion and

lovestuent €elicerda” Pakistan Development Review, Spring 1966,
Ql‘lo 39'56. '

Tre veysentage in brackets indieste the proportion whieh
thace itas eonstitute of the total msaufactured exports

rpogted in Table 1l.
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