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The Domestic -Prices of Imported Commodities 
in Pakistan: A Further Study 

I, Introduction 

A system of effective quantitative restrictions on the 

supply of imported commodities w i l l raise domestic prices of 

imports to levels w e l l above their c.i.f, price plus taxes, 

tariffs, and a normal markup. In.1965, Pal estimated the 

magnitude of such scarcity premia for .a number of important 

commodities for East and West Pakistan <': J . His study 

has proved very useful both in measuring the influence of 

quantitative restrictions on the price of imports and, equally 

important, in showing the structure or incidence of restriction-

induced profits -— their distribution a'raOng consumption, 

intermediate and capital goods and their incidence relative to 

import policy. 

P a l ! s study w a s unavoidably static in nature and does not 

allow us to trace .the changes overtime.' ; The purpose of the 

present paper is threefold: First,, we went to provide a comparison 

with Pal's study using data collected after two years and after 

a number of changes in Pakistan's import policies. This part of 

the analysis is based stiictly on Pal's commodity list. Secondly, 

in order to incorporate t h e shifts that have taken place between 

Pal's period and the present period, in importance of different 

commodities vithin the, whole of,the import bundle, we recomputed 

the scarcity premia on t h e basis of a new list of commodities 

and a changed set of weights (value of imports). Finally, we 

analysed the significance o f above results for import control 

policy, 

•i .• 't 1 

II. A. D i g r e s s i o n on the Operation of Bonus Scheme 

A major c'nange in the import policy between the period 

of Pal's study : 1964) and the present one (1966) has been that' 

a substantially • large number of items have been shifted from . 
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Finall'y in the case when P^ S^ is the new supply curve the price 

prevailing:would be OP^ which is less than pre-bonus price and the 

quantity supplied will increase from 0 X Q to GXg. 

t • 
Fig. 1 • 
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There is an implicit redistribution of income in the 

above mechanism of the bonus scheme. As is w e l l known this 

scheme gives a "surcharge" on imports borne by importer, 

consumer or both --- and a transfer of income in favour of the 

exporters who earn bonus vouchers. Exporters gain to the extent 

of the bonus voucher premium. In terms of F i g . 1 above, in the 

first case w h e r e post-bonus price exceeds pre-bonus price, 

P P^ measures the total amount of income transferred to 

exporters per unit of i m p o r t I n this case t h e burden of 

transfer is shared by the importer and the u s e r . The importer's 

share is P P Q and user's share is P Q P-j . In the second case 

when the equilibrium price and quantity remains unchanged even 

after.the commodity is shifted to bonus, the a m o u n t of transfer 

^equals P P Q , a n d the whole, of it is borne by the I m p o r t e r . 

Finally, w h e n t h e price of the commodity declinefs as a result of 

•shift to b o n u s , transfer takes olace in two d i r e c t i o n s (both 
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u'from/the. importer) to exporters as bonus (EPo X" and to consumers 

-form of reduction in price per..unit of. the commodity 

(P 0 ,3 .-o'Ti ^ ; 1 - : . .• ro 

In certain cases some licensed items, especially those 

earmarked specified for industrial users only, are also allowed 

to be imported on bonus." This introduces some complications in 

our analysis of bonus imports. This is illustrated in Fig. 2. 

here we have a situation where for the sane commodity two supply 

curve exists - one for licensed importers and the other for 

bonus importers who have to pay a ..higher price for their imports. 

Let P S" be the supply curve for license importers and L X 0 the 

• It is evident that there will be a d d i t i o n a l imports on 

bonus ojily if the bonus .supply curve P^ S^ lies below the level 

P 0 T w h e r e . P Q is the equilibrium price w h e n the commodity is 

imported only, under license. Soy- when this condition is satis-

fied, vis is shown in our diagram (Fig.:2) the effective supply 

curve of the commodity is PQRS^. Hence market equilibrium is 

r e a c h e d at .a price 0P 1 with 0X-| as the' quantity supplied, of 

which, 0 X Q is imported on license and X 0 X | oh bonus.' This is 

a n a l o g o u s to case t h r e e above, where' t r a n s f e r of income takes 
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place from importer to both consumer (in the form of reduced 

price] and exporter (bonus voucher premium). However, there is a 

difference in this case. While consumers gain over the whole range 

of bonus imports and importers retain some of their license induced 

scarcity profit » In the absence of exact information about 

the proportion of bonus and license import in such cases, we 

treated them as licensed items and Calculated the scarcity premium 

accordingly. 

Ill* • ethod of Analysis 

In the following pages we computed the scarcity nark up -

the excess of domestic wholesale price over the landed cost of 

imports -- for both Karachi in West Pakistan, and Chittagong in 

East Pakistan during the period November 1966 to February 1967 : 

(-•ommodit ies were selected rist, on the basis of the commodity 

list used by Pal and then, in order to provide an "improved" study 

reflecting changed import composition on the basis of a new list 

of.commodity describing more recent imports. Landed cost includes 

c.i.f. price, duty, sales tax, defence surcharge and other minor 

charges viz. clearing charge, license fee, banking charge, wharf-

' 1/ 
age, cost etc., payable by the importer . On bonus items we have 

JL/ More precisely, for items not on "bonus, data were collected 
on domestic wholesale price (P^), C , M f price ( P w ) , tax (x) and 
tariff (t) rates. Landed price (P^)'was then computed as: 

(1) p L = P w + (l-25)t pw + ( 1 . 2 5 K S / " P w + (1.25)tPw__/+ .045 Pw 

So this is the sum of c and f price, tariff ( including the 25>0 
Defence Surcharge), tax Ton value including tariff and with 25/J 
Defence Surcharge), and (the last term J. a 4.5/" addition for 
handling and insurance. The markup £ > then, was simply 

(2) 6 =
 P

d -
 p

L 

For items on bonus, landed cost included the.cost of 
foreign exchange on bonus vouchers — i.e. the price Y (as a °jo) 
of bonus vouchers times c and f. So lnaded cost was: 

(3) Pl = P w (1.25") P w + (1.25) (1.25) tPw/ +.045 P w 

+ &» pw/1Q0 

The markup is then computed as in (2). Note, however, that this 
computation tends to bias - the markup downward for bonus items 
since it increased the denominators and decreases the numerator. 
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to include further the premium pad by the importer for 

bonus vouchers. Commodities have been classified both by 

use,-category and by import control policy. While computing 

average scarcity premium for different groups of commodities 

(by use or by import policy) we used Pal's set of weights --

.based on import volume -- for his list of commodities and 

for the new list we changed the set of weights according to 

value of imports during July-December 1966. 

Selection of commodities and weights 

For direct comparison with Pal's study we used the same 

list of commodities as that used by P a l . However, since 

imports of some items are banned now and there were a few 

others for which we could not collect necessary data, we 

recomputed the average for his study. These are reported as 

h i s . In this portion we used the same import quantity weights 

as Pal (value of imports during October 1964 to'January 1965^, 

in aggregating commodities both 'oy use and by -;nput classifica-

tion. Selection of items in our " Improved" study is based 

* 

on the composition of imports for 19-64—65 under four digit 

commodity classification of the Central "Statistical Office. 

'Thus, like Pal's, our import list predates the period of study 

by only a few y e a r s . I h general, we have included those four 

digit groups whose value of imports, during 1964-65 exceeded 

Hs.. 5 million. Though in the intermediate goods group w e indu-

ded a few items- which did not satisfy this absolute volume 
- i • ) 

criteria but were relatively importarit^wiThin the group. Specific 
•4 items within each four digit group were selected according to 'i 

highest relative value of imports in 'Foreign Statistics* 1, 

July-December 1-964 published by Central Statistical °ffice. 

Values of imports of four digit -commodity groups during July-

December T966 has1 been taken as weights to compute average 

mark ups. When there were more than one itfem within each group 
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the value of imports has been divided by number of specific 

it ems. 

Collection of data ......... 

The basic data involved in this study are domestic 

wholesale prices of selected commodities, C&F price', rates of 

import duty and sales tax. The difference between prevailing ' 

wholesale price and landed cost (c.i.f. price plus duty and 

taxes) expressed as a percentage of landed cost is the scarcity 

premium. 

For domestic wholesale prices there are few published 

sources. V/e carried out an extensive price survey in Karachi 

and Chittagong where prices were collected by interview mainly 

from wholesale and import markets.. This may, in general, have 

introduced some error due to misreporting, by the importers. Me 

took two measures in order to reduce this.- First where possible 

we compared our prices with those quoted :,n Karachi Market 

Bulletin official agencies such as the Central Statistical 

Office, Office of the Food Controller, E a s ; Pakistan Bureau of 

Statistics etc. Secondly, we checked i.ith different official 

and non-official purchasing departments as to what price they 

pay for different imported commodities'the] 1'buy from"local 

1 / 

market. Except for a few cases all prices between two sources 

we, took the average. 

... Collecting C&F prices raised different problems the 

most important of'which is that importers usually consider them 

as trade secrets and do not reveal the C&F prices unless they 

have to. A few however volunteered information a b o u t the C&F 

•price of some commodities. T.jere is, of course the real 

possibility of overstatement of cost in those sources,. C & F 

prices were also collected from official records of gov« <5 r n m e n t' 
2/ ' " 

a n d semigoverriment organizations--' publisher! bulletins 
** U»" " * " " " " " " " " * " " "•" " 1 • • !. • MM. I - - I • . I • I . . ! • • • • • • . . • - , ... " " 

1 J In this respect most helpful were Department of InVestm 
'promotion and supplies of th*>. C overnment of Pakistan, PIDC, '^PDA, 
PQSIR (Pakistan Council of Scientific a u d Industrial Research.'?. 
Atomic Energy Centre and few.other larr3e business and industr: 
c o n c e r n s . 

2/ Department of investment P.romotioy. and Supplies, PIDC, WaPD*.. 
U f f i c e of the Chief Controller Import,'; and Exports. 



by different government departments^/ and trade journals of 

'foreign exporting houses^-

Rates of duty and sales tax were obta ined from the 

Pakistan Customs Tariff /"1 0_7 a n d " " T h e ' o f Sales Tax" 

r ^ J - Gazette of Pakistan - Extraordinary gives the change from 

time to time. 

The classification scheme by use 

In Palf-s 1.964-65 study, commodities were .classified into 

four broad groups: consumption goods, raw material for consumption 

goods, raw material for capital goods and capital goods. 

However, division of intermediate goods into .raw material for 

consumption ^oods and raw material for capital goods is dubious 

at best- and becomes more so as the inter-industry flows become 

more complex — too often the ultimate use of an intermediate 

goods.is simply impossible to judge and only the inverse of an 

input output matrix for the economy could give an accurate 

-assignment. In the absence of that sort of detail we have 

dropped this distinction and treated all intermediate'goods in a 

single categoryo I.'-. • ., •
 1 

The Comparison with P a l ' ^ S t u d y 

Hau nothing changed since Pal's study ,except, say, the 

scarcity premia earned by individual goods, the comparison of 

our result 3 with his would be straightforward and unambiguous-

Any observed change in the pattern or level of scarcity premia 

foir any .group of commodities could only be the result of changes 

in individual margins for individual commodities. But in fact, 

..... . .. - - v . . v • •• •''• > 
many changes will have an influence on imports and the differences 

between Pal's aggregated results and ours will be an : 

of changing scarcity premia,. changing treatment of goods in 

import policy, arid changing composition of imports. So, a direct 

comparison of our results : with Pal-s.v..while very-mea-nlngful in 
' . ''-v •"•'•• r. \ 

1 / Fortnightly "Bulletir. of the .Office of Iron and Steel Controller, 
'• Government of Pakistan and, 'Daily .List of Customs ivsued by 
Customs Houses, Karachi ajad Chittagong. 

J^/ Peter Just.esen & Co,. Catalogue' - Denmark, Osterman Catalogue 
Denmark and Andrews Catalogue - Hongkong. 
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terms of overall movements, fails to show why our results differ -

what specific changes account for the movements over time. 

To separate out the influence of each of these dimensions 

of change between the two studies we will present the comparison 

with Pal in three stages. The first captures only changes in 

composition of each import category - license, free list and 

bonus; the second isolates the influence of changes in scarcity 

premia on individual goods; and the third includes changes in 

composition of imports. 

More precisely, in Pal's study of 1964-65 data, the 

average scarcity premium for 3. particular broad category of goods,, 

say the n imported goods in East Pakistan, was computed as: 

. 4 U 6 4 i P 6 4 i • : • • 1 = 1 1 

where each W ^ ^ is the'proportion of the i th commodity (group) 

in total East Pakistan imports during October i9 6 4 -January 1965 

and P ^ i is Jthe mark up per unit of i th commodity. Since this 

set of observations was further subdivided into use categories — 

consumption, intermediate and capital goods - a the second type 

of index would report the scarcity premium for, say, the m 

consumption goods in East Pakistan imports as: 

m 

. ( 2 ) g W ' 6 4 i P 6 4 i 

where is now the proportion of the i the commodity in 

East Pakistan consumption goods imports. Finally this set is 

further subdivided into groups of commodities receiving the 

same treatment under the import policy. So, for the k bonus 

consumption, for instance, th'e average scarcity premium is: 

<?>• k -
w
V i

 p
6 - i : f .' 

where is the proportion of tra i thecommodity in bonus 

—consumption" • import s"lnttr~Errs1r Pakirtan. "." " " 

While these are quite clear m the original study, 

difficulties of comparison arise wrho.i, in the present data 

for 1 9 6 6 - 6 7 , the scarcity premia the set of gocds in each 
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import category and the weights attached to these, goods all have 

2/ 
changedT Taking this — East Pakistan's imports of consumption 

goods on bonus — as representative, our solution has been to 

compute the average scarcity premium, first using Pal's data 

throughout (adjusted for those few commodities not available at 

present giving a slightly modified statement of if~3_,7) > then 

using 1 9 6 6 - 6 7 import classification -- those k consumption items 

on bonus of the later data — to recompute the premium while still 

retaining Pal's weights and individual scarcity -premia. In other 

words, we have computed: . 

l 4 ) £ ; * V p 6 w 

Compared with Pal's (3), this expression shows the influence of 
i , '. 

reclassification of goods as bonus items. If, for instance, (4) 

were ten per cent lower than (3), then it would .be clear that 

the different commodities, that make up the bonus group in 

the 1967 data carried lower premia even in the period of Pal's 

data and that that much of the decline in the average scarcity 

premium for bonus consumption goods as a whole is due simply to 

moving low premium items into that import category. 

The next stage in the comparison separates out the 

influence of the change in scarcity premia of individual 

commodities between the two periods. '.;In this, we use Pal's 

commodities (groups) and weights but the 1.966'-67 scarcity 

premia. This index is 

( 5 ) £ W"64i V 

and. when compared to (4), it shows how much of the total decline 

(q,r increase) in the scarcity premium is due to decline (or
 1 

increase) in the scarcity pr emium on'individual items* 

Finally, an entirely "new" index which uses weights and 
• - " . . ' 3/ 

-commodities. appropriate to the present import composition^ 

2/ He have not"reclassified goods by use. 
^ J f

a
l selected his commodities on the basis of detailed statis-

tics of 1960-61 (assuming that they continue,to be important 
.during 19 6 4 , - t p e r i o d of his study), which tfas just the 
beginning of +ht; Second Five Xear Plan. Many basic changes 
took place with:"n the: economy as the Plan progressed. Both the 

(Continued on next page) 

r 
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would yield: 

' • < 6> ^ ¥ 6 7 i P 6 7 i 

This is presented as the best possible current estimate of the 
N 

level and structure of scarcity premia (between•groups of 

commodities, geographical areas and import categories) even 

though its direct comparability with either Pal's or our own 

earlier -indices is limited since everything is changed — the 

set -of k" consumption goods, the weights and the individual 

scarcity premia. 

This, then, is the rationale.of the comparisons of the 

next section. Part A deals with changes since Pal's study due 

to changed composition of' import categories - changed treatment 

of individual commodities' — , while Part B shows the changes in 

scarcity premia. Finally, Part C presents the "improved" study 

based on more recent import compo." it ion, more recent weightings 

and the scarcity premia of the present study. 

IV' Empirical Findings 

The results of our study.are.summarized in Table I. It 

is based on detailed figures given in Table II through V I I . 

A . Changes in Import Classification 

The first stage of the comparison with Pal (Column (2) 

to (4) of Table I) shows the changes in average scarcity premia 

of different groups of commodities (by use or by import policy) 

due to change in import classif.-'.cation alone (Col. (5) to (7) 

of Table I). As a result no change takes place in the total 

average of each commodity groi.p (by use). Only the average 

ma:?k "ups of subgroups (according to treatment under import 

con^rgl policy) change. 

In general, average scarcity premium on bonus items in 

each category (consumption, capita], and intermediate 

-h'oat?hoiTe~l'rorn pre-page: rate of investmeiit in industries and the 
strnactire of industries changed considerably. This necessitated 
th<i selection of a new set o y commodities appropriate for the 
re|uire;nent of present period.. 
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goods) has gone up very much. This clearly represents the 

movement of high items from the license and free list categories 

into the bonus list premium. The change is most sharp in bonus 

consumption goods where the mark up has gone up from around 

7 per cent to above 55 per cent. 

In contrast to bonus items, average mark up on licensed 

and free list • items under each use category has changed very 

little except for licensed consumption goods. From above 55 

per cent, it has gone down to around 25 per cent. This indicates 

that the average mark up on items withdrawn from license was 

much above the subgroup average in Pal's study. So not only has 

a significant group of consumption items been moved from license 

free list to bonus, but it. is a set of items which had above 

average mark up. even when in the license, and free list categories* 

B. Changes in scarcity premia 

At this stage we introduce average scarcity premia that 

have been calculated on the basis of present survey (Col. (8) 

to (10). The list of commodities in eaoh category remains the 

same as that of Pal's study, while the i:nport categories reflect 

present policy i.e., This is index (5) above and it 

isolates the effect on average of changes ir. scarcity premia of 

individual goods. W e shall first compare the. results of this 

stage with those in (A) and then move-on to -inke a direct 

comparison with results obtained from Pal's study. 

In Pakistan as a w h o l e the position according to import 

category suggests that licensed items carry th<-2 highest average 

scarcity premium. This Is also true for both B a s t and West 

Pakistan. W h e n we classify items into different .groups by use 

the. above conclusion about the relative average scarcity premium 

by import category holds good except in the ca$ 3 of intermediate 

goods in East Pakistan wher-j average is highest. for free list 

items. However, compared to -(A) in a l l cases th.^re has been 

an increase... in average, s c a r c i t y premium for licei.tised items. 

It follows that compared to d e m a n d , licensing haj!s..been very 

stringent over time. 



Comparison with (A) reveals that in all cases average 

scarcity premium on.bonus items have declined sharply. In fact, 

according to our present study in no category of goods (by use) 

did average scarcity premium on bonus items exceeds 19 per cent 

-This strongly suggests that the bonus scheme has been very 

effective in wiping out excess profits for importers'?^ 

Behaviour of average scarcity premium on free list items 

is very interesting.,. The average for the category as a whole 

has gone up over time, the maximum increase being in intermediate 

goods where average scarcity premia in East and West Pakistan 

are as high as 87 an<i 50 per cent respectively compared with 21 

and 34 per cent in (A). This supports the belief that free list 

has not been very much.o.f a success in liberalizing imports as 

Thomas /~4_7 puts it, free list is not 'all' free in the true 

sense of the term. W e shall return to this in the next section. 

Analysis by use category .shows that intermediate goods carry 

the highest average scarcity premium. The conclusion holds 

goods for both East and West Pakistan. 

Comparison with (A) suggests that in Pakistan as a whole 

average mark ups on intermediate and capital goods have gone up 

but that on consumption .goods has declined. Fall in the average 

scarcity premium for consumption goods is very well explained by 

the fact that some of the most important items have been withdrawn 

from license and put on bonus which, as we observed above, has 

cut down their profit margins thus pulling down the group average. 

Direct comparison with Pal (Col. (2) to (4) supports many 

of our conclusions above, viz. (a) average scarcity premium on 

free list items has gone up (from 3 0 per cent to 43 per cent in 

Pakistan as a whole), intermediate goods being most significant 

and (b) as per comparison on the basis of commodity groups by use, 

we can draw the same conclusion as we did while comparing results 

of present study with those <->f Pal's incorporating changes in 

import classification (A). j-i.-;; r:'"':i ; 

jj/ W h e n an item previously 1 licensed or free list is put on bonus 
cost to the importer goe§ up substantially, the exact magni-
tude being determined by"the prevailing price of bonus voucher 
in the market. This obviously cuts down the profit margin of 
the importers. 
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398.-<;• A very, important finding in our comparison of average 

scarcity premia is that while for Pakistan as a whole premium 

has changed very little (from 43 per cent in Pal's study to 44 

per cent in. our present study) there has been significant change 

..in-the relative .position of East and West Pakistan. In contrast 

yto. Pal's finding; scarcity premium is now higher in East Pakistan 

(51 per cent) than West Pakistan (41 per cent). It also reveals 

that over time the average scarcity premium on imported commodi-

ties has gone up: in East Pakistan and down in West Pakistan 

(comparable figures for Pal's period are 41 per cent for East and 

43 per cent for West Pakistan) 

•C. Changes in Import Composition 

As a final stage, this part doscrib e's Vt he (Col. (11) to 

(13) of Table 1 ) average scarcity premium on imported goodsj using 

consistently the most appropriat data. .. under present-

circumstances . ^Here the list of commodities, the weights and 

the import classification all are appropriate::.-'to. 1 9 6 6 - 6 7 , hence 

are all different from those, of Pal's /study. Not all commodities 

of course are different between/the two; studies. - Here, however, 

we have selected those commodities which weigh high in the 

import bundle of 1966-67. 

Using this newer import composition, we find that the 

overall average scarcity premium on imported commodities in 

Pakistan is 39 per cent. On the basis of Pal's commodity list 

the: figure was. around 43 per cent and when we used his commodity 

list .and weights it was. stable between the two periods. Consider-

ing the two wings separately, the average scarcity premium in 

East Pakistan is 45 per cent' and. that in West Pakistan in 36 

per cent, confirming our earlier impression that'the relationship 

between East and West Pakistan mark ups have changed over time -

the average for East is now higher than that of W e s t . 

Considering commodities by use, the average mark up is 

lowest in consumption goods. . This is true both in East and West 

Pakistan and it seems clear that the Importance of bonus imports 



in consumption goods group is sufficient to pull down the average 

mark up for the group as a w h o l e . 

A g a i n , intermediate goods, on the other hand, carry the 

highest average mark. u p s . The figures are 62 per cent in East 

and 58 per cent in W e s t Pakistan,: This suggests that there is 

a high demand for raw materials 0 Another possible explanation 

for such high m^rk up on intermediate goods lies in the fact 

that there are many, commodities which are on license or free 

list are for industrial users only. In such cases transaction 

takes place only in unauthorized black market w h e r e buyers have 

to pay a very high p r e m i u m . In this.respect w e can cite such 

commodities as cocoanut oil (in East Pakistan, soda ash) (in W e s t 

Pakistan), paper w h i t e printing,,Animal Fallow etc. This 

explanation, in certain cases, may explain high_ scarcity premia 

on capital .^00ds. . ., 

Taken according to import p o l i c y , the average scarcity 

premium in a l l groups of commodities is. highest on licensed items 

followed by free list and bonus•items respectively. The one 

exception is intermediate gooes in. East Pakistan .where average 

mark ups is highest ..on free list items. 

One interesting feature :s.,a .rather high premium on bonus 

intermediate goods bo.t'h in Eas'i and. V e s t Pakistan (31 ' per cent 

in East, and 25 per cent in W e s t Pakistan), •. The only plausible 

explanation seems to b,e that at the time we. collected the price 

t h e r e might have been a tempo: ary. shortage o f some, items due 

to supply bottleneck. If s o , it susgests caution in interpre-

tation .of our results, 

M a r k u p on individual_iterns 

' While'detailed present? K . ^ individual items appro-

priately belongs ." 1 the append.Ix," :'_n our survey we came accrcss 

some extreme values for scarcity premium which ne.pd some 

explanation. Beer (536,91 7)—/ anc Whisky (130,223) shows quite 

2 / First figure indicates the mar'.c u p in per centage terms in 
V/qst. Pakistan w h i l e the second figure indicates-the : mark up 
of East Pakistan, 
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high profit margin for importers, which indicate'that the value of 

total license issued is way below the demand that would have existed 

had there been no quantitative control. ' Radios (200,227) and 

transistor (145,160) carrying very high scarcity premia present a 

very unique case. These were on license during Pal's period but 

they have since been withdrawn from license and the only means 

through which these two items find their way into the country is 

personal imports. Persons travelling abroad may, once a year 

bring in one unit of these items free of duty and sales taxi A 

good proportion of such imports is sold to dealers who in turn 

resell them to consumers. Here, unlike any other case in our 

study, we compute the scarcity premia over c.i.f. price only so 

that it incorporates the importers' margin as well as the dealers' 

margin. With a very high demand existing for such items (more 

because of people's preference for foreign assembled products) it 

is not surprising that the total scarcity premium on each of these 

items is very high. 

Bonus items like domestic refrigerator (-9? 15) motor jeeps 

(2,2), motor scooters (1,3), bicycles (3,7) are characterized by 

very low scarcity premium. Of particular interest is domestic 

refrigerator, which comes out i-ith negative premium in West 
(without tax or tariff) 

Pakistan. Again personal Import /appears to have an important role 

to play. W e have here, two sources of supply (personal import and 

bonus) to the market but with substantial difference in cost. 

Whenever "Uhere is considerable inflow of such items" from personal 

sources it tends to depress the price and calculation of scarcity 

premium on the basis of bonus price may result in negative profits, 

Howevay, in East Pakistan there is positive profit maxgiji for this 

item suggesting that the second source of supply do.es not play as 

significant a role there. Low profit margin on other bonus items 

could be a result of systematic oyerinvoicing (far . a. capital outflov^ 

of imports by the importers - a problem more severe for licensed 

imports but perhaps n o t absent in case of bonus. 

High mark up on other items can be' explained by temporary 

supply bottleneck (glycerine - 67,256; coal -- '123) 'monopoly profit 

(duplicating stencils '118,101) and unauthorized 'sale oi?- raw 
materials by industrial, licensees (soda ash - 136,67). 
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SIGNIFICANCE OF THESE RESULTS . t . ...... 

In Section III we decribed the scarcity pyemia earned 

on imports of different groups of commodities in PaVistan. In 

this we will make a few comments on th<=ir implication for 

different aspects of import control policv. In addition, ™e 

shall present a few words of explanation for our findings abort 

the relative scarcitv oremia of East and West Pakistan. 

Interpretation of our results about scarcity premia on 

imported commodities necessitates a careful analysis of certain 

aspects of import control policv. In this context we shall 

concentrate our attention on the free list and bonus scheme,t.he 

two most important elements of import liberalization which has 

been a much noted feature of our economv in recent vears. 

As for free list several question have been raised recentlv„ 

The most' important 'of them relates to the "uest^'on of whether 

free list is really Tfree T<, A second and related ; ^ e s t i o n is 

whether it is performing its function properly. In an article 

published in this journal Thomas £ U. _ 7 has discussed these 

questions and his conclusions suggest that answers to' both 

Questions are in the ne'gative. Numerous restrictions that go 

with the free list take away' much of the freedom that is implied 

in the name. However, it was found that in soite of several 

restriction surrounding it, in the initial '.'ear (1964) the free 

list had very favourable effect on imports which grew substantiallv 

— prices of free list items fell' about 6.7 per cent and industrial 

capacity increased with more raw materials available, ^ut results 

of our study suggest that the situation has changed over timp. 

The "initial gains obtained from Introduction of free list seem 

to have disappeared soon. Although no direct, comparison of prices 

of free list items between two Periods (1Q64-65 and 1°6^-6?) can 

be made, we can, on t^e basis of our comparison of scarcity 

premium between t h e two periods, safely suggeE't ho T T effectively 

import liberalization under free 1.1st has been carried throrgh. 







b o t h . 0 n the supply side^ a direct comparison of the value 

of imports into East and West Pakistan over the period Julv-

December 1964 and July-December 1Q66 show&2that imports have 

declined in both wings. However, it has declined more in East - £/" ' 

Pakistan 17 per cent) than in West (11 per cent). On the demand 

side, it seems that with the increasing hi^h rate of investment 

in non agricultural sector and consequent high rate of growth 

of income in East ^akistan, during the Second Plan period there 

has been a significant shift upwards in the demand for imported 

commodities in that w i n g . So supply and demand factors aooear 

to have played hand in hand to raise the orices and profit 

margins of imported commodities in the East W i n g . The position 

of West Pakistan is somewhat complicated. In the face of a 

decline in imports we find that scarcity premium has also 

declined which seems paradoxical. If we assume demand to have 

remained the same then scarcitv premium should have gone UP, 

What seems to have ha-opened is that demand for imports of certain 

commodities has declined sharply and this is less than compensated 

• " ' 1 0 / 
by increase in demand in other sectors. Hence it seems that 

demand factor has olaved an important role in reducing the 
'• • ••• • '•'• •:•<-(•• • r . . . • ' • • "•''• j" 

average scarcitv premium on imported commodities in West Pakistan. 

jg/ Moreover, it can be pointed out that East Pakistan's share in 
total imports -into Pakistan (Defence import left out) declined 
from 33 ner cent in Pal's stndv to 3° per cent i n the present 
period. 

J_Q/ In fact some important items of imnort o ^ the earlier period 
'';rare no longer imported into West"Pakistan since their demand 

is met domestically now, viz. sugar, cement (some import 
'perhaps takes place on government account),-'coa'l etc. In 
addition to this serious food shortage in the recent oeriod 
i-n West Pakistan'might have had some damertihg effect 
on the demand for imported consumption goods Distortions 
In certain part of the province due to ws.r might also have 
some role to p l a y . 
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APPENDIX - A STATISTICAL TABLES 

TABLE - 1 

Average Mark up on Imported Commodities in Pakistan 

f • 

(2) 
December 1964 - February 1965 Novembe r 1966 - February 1967 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) 

East 
Pakistan 

West 
Pakistan 

All 
Pakistan 

East 
Pakistan 

West 
Pakistan 

All 
Pakistan 

East 
Pakis tan 

West 
Pakistan 

All East 
Pakistan Pakistan 

West 
Pakistan 

All 
Pak. 

A . Consumption Goods 44.2 48.1 47.2 44„2 48.1 47.2 55.7 30.8 36.1 27.8 19.8 22.1 

i)Licensed items62.1 5.8.0 58.7 25.5 23.2 23.4 67.6 36.2 39.5 29.6 24.7 26.5 

ii)Free List 
items 17.4 21.4 20.0 24.0 24.0 

l" 

24.0 17.5 17.5 17.5 18.0 18.0 18.0 

iii)Bonus Items 6.2 7.2 7.0 44.5 62.7 58.4 13.6 10.1 11.0 8.0 12.7 11.3 

B . Intermediate Goods 41.5 38.0 40.0 • 41.5 38.0 40.0 67.6 49.9 60.8 60.5 47.3 51.5 

i)Licensed 
items 53.9 

r 

52.8 53.6 56.8 58.3 56.5 65.5 55.7 63.1 61.9 58,4 60.0 

ii)Free List 
items 25.2 34.0 25.6 20.7 34.3 25.0 87.0 49.6 67.0 69.4 39.9 48.8 

iii)Bonus items - - - 42.3 40.1 41.9 10.4 17.6 11.7 31.2 25.3 26.3 

C. Capital Goods 39.7 40.1 40.0 39.7 40.1 40.0 44.1 44.2 44.0 50.5 . 41.2 43.4 

i)Licensed 
Items 66.2 62.1 63.0 62.3 65.5 64.8 91.3 84.9 86.4 70.3 58.8 62.1 

ii)Free List 
items 30.3 27.4 28.5 30.3 27.4 28.5 37.4 33.7 35.0 32.1 41.4 39.4 

iii)Bcnus items - - 44.6 55.3 52.3 17.6 18.9 18.6 8.7 7.7 7.9 

D. Total 41.0 43.0 42.5 41.0 43.0 4';0 5 51.2 40.8 44.01 45,4 35.7 38.6 

Source: Table II to VI 

Note:- (1) Calculations are made on the assumption that the price of bonus 
voucher of Rs. 100 - worth of foreign exchange = 150 

(2) For Pal's study (1964-65) in consumption goods group radio transistor 
are not included in any one of the sub groups. 
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. TABLE, VII (Continued) 

(1) (2) (3) (4) (5) 

Mild Steel Billets 

Mild Foists 

Mild Flats 

Mild Angles 

Black Unwashed sheet 

Galvanised Plain Sheets 

G. C. Sheets 

M. S. Plates 

G. I. Wire 

G . I. Pipe 

Tain. Less Steel Iipe 

Copper sheet 

Brass Sheet 

Alumonium sheet 

Plats and Sheets Tin 

0' 

FREE LIST ITEMS 
27 

38 

35 

14 

56 

51 

54 

• 8 1 

11 

30 

119 

16 ' *• 

15 

29 

16 

14 

68 

38 

18 

39 

49 

31 

68 

13 

31 

67 

34 

67 

61 

32 

16691 

3452 

536 

1121 

2734 

2734 

2734 

2734 

1090 

1364 

95 

' 245 

245 

1410 

" 32 

39983 

21355 

7437 

v 650 

8649 

8649 

8649 

8649 

4350 

3210 

6211 

4394 

4394 

2138 

* 3 

Source Column 4 & 5 : / 14 /. 
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Intermed iate Goods (Cc ;L :d) 

1 

Coal 

Acetic Acid 

Citric Acid 

Sulphur 

Caustic Soda 

Soda Ash 

Calcium Carbide 

Potassium Chlorate 

Firebricks 

Pig Iron 

Copper Ingot 

Aluminium Ingot 

Zinc Ingot 

Steam 

Rolls 

Solid-UK 

Solid-U-S.A. 

Flakes 

Light 

Foundry Grade 

99.9% Pure 

99.5% *ure 

Electrotype Ingot 
99.9% Pure 

Tin Ingot 

Lead Ingot 

Sodium Bicarbonate B.P. 

Cement 

Ton 

lb. 

lb. 

Ton 

Cwt 

Cwt. 

1000 
bricks 

lb. 

m d . 

Ton 

Sr. 

Ton 

Cwt. 

Bag. 

1.30 

3.00 

1500.00 

68.00 

60.00 

115.00 

152.00 

700.00 

5.00 

195.00 

93,00 

115.00 

1.50 

3.50 

1250.00 

50.00 

60.00 

40.00 

120.00 

135.00 

2700.00 2500.00 

750.00 

14.25 

166.67 

2242.00 3150.00 

24.00 29.00 

2700.00 2900.00 

105.00 

0 

25 

25 

20 

10* 

35 

35 

30 

35 

35 

30 

10 

15 

15 

15 

15 

15 

30 

12.50 Rs.15/-
per ton 

39 

* 10" I 11 r 12 

16 

16 

16 

16 

16 

16 

16 

16 

16 

16 

45.64 

< 0.59 

- 1.19 

-523.04 

• -18.72 ) 
) 

18.38 ) 

) 

27.92 ) 

15.28 

42.88 

63.36 
0 1470.70 

6 515.51 

6. 2.97 

6 98.51 

6 1457.33 

6 15.33 

6 1404.60 

16 19.39 

16 4.37 

1302 

1302 

1605 

1714 

4363 

331 

331 

966 

20235 

4425 

5150 

6399 

8003 

981 

4363 

13470 

301 

301 

1013 

1615 

1376 

124 

124 

470 

6582 

36 

577 

2315 

1860 

340 

1376 

3032 

Free List China 

Germany 

U.K. 

Geirm&'ny 

U . K . 

U . 8. 

Poland 

Germany 

U . K . 

China 

U . K. 

USSR 

U . K . 

U . S. 

Australia 

Malyasia 

Ceylon 

Bonus U . K . 

" Japan 













Capital Goods Cont' 

CD (2) C3) C 4 ) 

Plates & Sheets of Tin Printed 
a) 30" x 32" - 30g Ton 

b) 30" x 32" - 31g " 

Plain 

c) 30" x 32" - 30g Ton 

d) " - 31g " 

18f" x 28" x 30 G 

a) Prime Coke-1.25. lbs " 
coating 

Electrolytic i) 0.75 lb " 

ii) 0.50 " " 

iii) 0.25 " " 

4 ' x 8' x 1/8 dia lb Lead sheet 

Electric Meter 

Switch Gear 

1750.00 

1700.00 

1650.00 

1625.00 

1.75 

Simpson M . Milliameter Each 860.00 
AC/DC Volt Ohm 

Midland Electric Co. 
100 amp 350.00 

*B4SHIR* 

C 5 ) C 6 ) ( 7 ) (3) (9) (10) (11) (12) 

1456.00 

1430.00 

1360.00 

1360.00 

2.40 

875.00 

25 6 785.40) 

25 6 " ) 

) 
25 6 666 c, 40) 

25 6 » ) 

) 
25 6 1037.68) 3 

25 

25 

25 

25 6 

25 21 

1051.96) 

982.46) 

966.28) 

1.00) 

262.00 

Free List US & Cont 
inent 

27 

U,K. 

Bonus U.S. 

350.00 25 21 106.50 Licensed U.K. 
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