


INTRODUCTION 

The first entry in our Reprint Series on Trade and Industry is that of John 
H. Power's influential paper, which directly stimulated most of the subsequent 
research on Pakistan's commercial policy. It is being brought out of the limbo of the 
past not so much to relive 'history' for the fun of it but to enable us to look into the 
future from the vantage point of the decade of the Fifties, when it all started. The 
Korean Recession of 1952 was an occasion for the adoption of far-reaching economic 
policies - in particular, the infinitely complex and incomprehensible economic 
manoeuvre that the import-licensing system was. Commercial policy was used 
deliberately to foster economic growth through import substitution. Power's was a 
dissenting voice when the official version of the success story was the accepted view 
of Pakistan's economic performance during the Fifties. It is important that the 
'story' of that decade be heard now in his own words. 

The essence of Power's seminal contribution is a plea to the researchers to go 
beyond the 'appearances' of official rhetorics promising the imminent dawn of a 
golden age of economic prosperity, and to evaluate the long-run potential of 
Pakistan's economy for a " t ake -o f f " into self-sustaining growth in terms of the 
effects of particular policies on balance of trade, savings and the pattern of industrial-
ization. As a result of such an analysis, carried out mostly in an heuristic vein, 
Power reached his celebrated characterization of Pakistan's growth performance 
during the Fifties as a case of "frustrated take-off". And this despite a doubling of 
the percentage share of manufacturing in the national income since 1948-49. The 
reason for this apparent paradox: economic growth fed by allocative inefficiency, 
resulting mainly from excessive import substitution of consumer goods, sows the 
seeds of its own undoing through "consumption liberalization" and an inadequate 
supply of investible resources, thereby frustrating the economy's potential for a 
Rostowian take-off. As Power's analysis shows convincingly, this is what did in fact 
happen in Pakistan during the Fifties: a high rate of growth of large-scale 
manufacturing was achieved at the cost of a potential improvement in the 
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of the period must be expected to be modest compared to that at the end. Just how 
modest a growth is consistent with the eventual successful completion of take-off 
cannot easily be delimited, since there is an infinite variety of time schedules 
theoretically compatible with ultimate success. Nevertheless, after eight years of 
"planned development" in Pakistan, it is perhaps appropriate to assess the extent of 
progress thus far to ascertain whether there are as yet any signs of an incipient 
launching of take-off. First, however, at the risk of treading all too familiar ground, 
I will venture a few remarks on the nature of take-off, since in what follows certain 
aspects of the process will be emphasized at the expense of others. 

THE CONCEPT OF TAKE-OFF 

Rostow's preconditions for take-off — an improvement in agricultural 
productivity to create a surplus for saving, the provision of a minimum of social 
overhead capital to make investment profitable, and a broad revolution in social 
attitudes, class structure, and institutions to favour rational calculation and wealth 
accumulation — are so well known as scarcely to require repeating [10, pp. 17—28]. 
What must be emphasized, however, is that in the West these preconditions were 
achieved over centuries of gradual change, while in the newly developing countries 
today, they must to some extent be created simultaneously with the attempt to 
launch the take-off itself. This is true even for a country as relatively well favoured 
in this respect as Pakistan. 

This might suggest at the outset that a much longer period of take-off should 
be contemplated by planners in these countries. There are two important offsetting 
factors to consider, however. First is the demonstration effect of Western ideas and 
the material manifestations of Western technology. These aid enormously in 
hastening the change in attitudes and institutions. Second is the presence of 
economic aid, This serves to provide the required additional margin of saving plus 
investment in social overhead capital, thus enabling economic growth to begin 
earlier and at a higher rate than would otherwise be possible. Under these 
conditions, the attainment of selfsustaining growth is a process of replacing foreign 
with domestic saving, as well as one of raising the ratio of investment to income. 

Still the presence of foreign aid only raises the possibility of initiating take-off 
before the preconditions have been fully established. It does not insure that 
the effort will be successful. Foreign aid can serve to forestall as well as encourage 
the social and institutional changes that are required. It can serve as an excuse for 
postponing the reorganization of ownership and production in agriculture that is 
often a prerequisite to raising agricultural productivity. And, if misdirected, it can 
fail to provide the infrastructure needed to sustain the growth of directly productive 
investment. The preconditions cannot be imported, but in their absence what can be 
imported is rendered less effective. 

What this suggests is that one way of assessing progress toward take-off in the 
Pakistan economy would be to take a careful look at the gains along each of these 
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fronts. One suspects that one would find much remaining to be accomplished before 
the basis for compound-interest growth is laid. And if growth in the first eight years 
of the 30-year take-off period has been at a pedestrian rate, this may be the most 
important reason. 

But an analysis of the extent to which the preconditions have been established 
is not the purpose of this paper. I take an agonistic view on the question whether 
Pakistan can launch a take-off under present conditions. I will address myself rather 
to less fundamental and more immediate questions about policies affecting saving 
and investment, especially those which relate to the character of the industrialization 
process. 

So, in turning to Rostow's requirements for the take-off itself, as opposed 
to the preconditions, I will pass over "the existence or quick emergence of a political, 
social and institutional framework which exploits the impulses to expansion . . . and 
gives to growth an on-going character" [10, p.39]. My concern will be instead 
with his other two requirements: a rise in the rate of investment from five to ten 
percent of national income, and the development of manufacturing, i.e. industrial-
ization. 

In order to provide a theoretical base for what follows, I would like to present 
a view of the take-off process somewhat different from Rostow's. A part of the 
difference, though not all of it, stems from the emphasis here on the situation facing 
the newly developing countries today. I suggest that we focus on three different, but 
interrelated, structural disequilibria that give the take-off period (for these countries, 
at least) a specific character. 

First is the agriculture-industry sectoral disequilibrium. Given the ratio of land 
to population almost everywhere in the world, labour productivity in agriculture 
(with best techniques for given factor proportions) can begin to approach labour 
productivity in industry only after there has taken place a drastic reallocation of 
labour (in terms of proportions, if not in absolute terms) away from agriculture and 
toward industry. This, reinforced by the relative income elasticities of demand for 
agricultural and industrial products, dictates the basic structural change that is 
required to raise per capita income and generate a surplus for saving and reinvest-
ment. 

Second is the structural disequilibrium at the factor level between the growth 
of labour supply and saving, Given the rapid rate of population growth in most 
underdeveloped countries today, it takes a very high rate of saving to equip the 
additions to the labour force in productive non-agricultural employment. In 
Pakistan, for example, it has been estimated that in the first two years of the Second 
Plan only half of the growth of the labour force was able to find non-agricultural 
employment [7, p.5]. This means simply that a failure to correct the second 
structural disequilibrium has intensified the first. So a successful take-off requires a 
sharp rise in the rate of saving.1 

1A sharp fall in the rate of population growth would be a better solution, but this 
possibility is ignored in the present analysis. 
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Third is the disequilibrium between imports and exports. Take-off requires 
growth rates of the order of five or six percent per annum (given population growth 
rates of two to three percent). The import requirements of such a growth process 
would undoubtedly rise even more rapidly in the absence of import substitution. 
Demand for the traditional primary commodity exports of underdeveloped 
countries, however, is likely to grow at a much slower rate, while relatively low price-
elasticities of demand for these commodities make it undesirable to attempt to 
increase overall supply at a more rapid rate. This implies a rapidly rising potential 
balance-of-trade deficit that must be met eventually by import substitution and 
promotion of new — presumably manufactured — exports,2 even if in the short run 
foreign aid can fill a part of the gap. This need reinforces the urgency of industrial-
ization stemming from the first disequilibrium. On the other hand, a failure on the 
front of import substitution and export promotion implies also a failure on the 
saving front, again emphasizing the interrelatedness of these three elements of 
structural disequilibria.3 

A substantial rate of progress in the direction of correcting these basic dis-
equilibria is then a part of the general requirements for take-off into self-sustaining 
growth. To the extent that a country has a relative abundance of high-quality land, 
adequate water supply, and other natural resources, industrialization is, of course, 
less urgent, both because of the opportunities for high productivity employment in 
primary activities and because of the export potential that this implies. Again, 
if foreign aid could be expected to continue at a rising rate indefinitely, the saving 
and balance-of-trade problems would be less immediate. For most countries, how-
ever - and Pakistan surely falls in the general case — evidence of initiating take-off 
will include measurable gains along all three fronts. 

So, in reviewing the progress of Pakistan's economic development in' the 
light of the requirements for take-off, the focus will be on industrialization, saving, 
and the balance of trade. Since a regional breakdown of the data is not yet available, 
the record relates to the experience of the economy as a whole. Because it is such 
a critical factor in Pakistan's development, however, I have added a brief comment 
on the apparent disparity in growth rates between East and West Pakistan. 

2AS Nurkse points out, the petroleum-exporting countries have proved exceptions to this 
generalization in recent decades [4, pp. 3 5 - 4 5 ] . 

3 T h e term "structural disequilibria" is used here to suggest something deeper than 
ordinary "market disequilibria". That is, the solution is not simply one of permitting market 
forces to exert their natural corrective influences via changes in relative prices. For example, 
devaluation would not work to correct the third disequilibrium in the absence of some means of 
reducing the excess of investment over saving. But investment cannot be reduced without 
giving up the growth goal, and saving is low not because interest rates are low but primarily 
because the country is poor. Likewise, there is conceptually some set of relative factor prices 
that could correct the first disequilibrium via inducing a high average labour intensity of 
production over the economy. But it may be impossible for the market wage rate to fall to the 
required level, especially if labour in agriculture receives through communal sharing its average 
product rather than its marginal product. 
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INDUSTRIALIZATION AND GROWTH IN PAKISTAN 

Table 1 shows the growth since 1949-50 of national income in aggregate and 
per capita terms, the change in the shares contributed by agriculture and 
manufacturing, and the trend of imports and exports. Four facts clearly emerge 
from these data. Firstly, the past thirteen years have witnessed a significant pace of 
industrialization. While national income rose by 37 percent, the percentage share 
contributed by manufacturing doubled, and agriculture's share correspondingly 
declined. 

Secondly, population grew at about the same pace as national income, so that 
per capita income was virtually unchanged over the period. What slight gain occurred 
was achieved in the very early years. Annual average per capita income was virtually 
the same in the three years just prior to the First Plan, during the five years of the 
First Plan, and in the first three years of the Second Plan. 

Thirdly, though the trends of imports and exports are somewhat obscured by 
the Korean War and erratic fluctuations in the stringency of foreign-exchange 
licensing, it appears nevertheless that imports have risen substantially while exports 
have not. On a per capita basis, exports have actually declined. The aggregate data 
of course hide considerable change in the composition of both exports and imports. 
Within the latter, there was a great rise in machinery, metals, transport equipment 
and chemicals; while cotton textile imports declined drastically. On the side of 
exports, the shift was from raw cotton and jute to their manufactures. Still the rise 
in manufactured exports was not sufficient to raise total exports significantly, nor 
was import substitution adequate to raise the share of domestic saving in 
development expenditure. The result was a rising trend in the dependence on foreign 
financing. 

The fourth fact of importance from Table 1 is, then, the failure of the saving 
rate to rise. While its behaviour appears erratic, there is no evidence of a rise above 
the range of five to six percent. The rate of 7.9 percent for 1955-56 was undoubted-
ly due to the temporary effect of devaluation on tire trade balance; and the rate of 
7.4 percent for 1961-62 seems to be equally abnormal for reasons I have discussed 
elsewhere [8, pp. 131-132]. In any case, with the fall in agricultural production and 
national income in 1962-63, a drop in the saving rate is likely. The unhappy 
conclusion is that the.saving rate is still at a pre-take-off level. 

To sum up, we find over the thirteen years a significant pace of industrial-
ization, some import substitution, but stagnant exports, saving, and per capita 
income. I turn now to some of the implications of the above findings. 

Has industrialization, first of all, contributed to the correction of the first 
disequilibrium described above — the gap between average labour productivity in 
agriculture and non-agriculture? Note that our index of industrialization is non-
agriculture's share of output, not its share of the labour force. Is the former a good 
indicator of the latter? 
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