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Chapter I 

I N T R O B U C T I O N 

Despite t h e o r e t i c a l arguments a g a i n s t government i n t e r v e n t i o n 

in the pr i c ing o f a g r i c u l t u r a l c o m m o d i t i e s and i n p u t s , most d e v e l o p i n g 

countries a c t i v e l y d i s t o r t a g r i c u l t u r a l p r i c e s and m a i n t a i n a wide 

divergence between r e l a t i v e d o m e s t i c and r e l a t i v e w o r l d market p r i c e s . 

This d i s t o r t i o n almost i n v a r i a b l y i n v o l v e s the t a x a t i o n o r s u b s i d i z a t i o n 

o f one or more a g r i c u l t u r a l c o m m o d i t i e s a n d / o r a g r i c u l t u r a l i n p u t s . S i n c e 

the commodities and i n p u t s a f f e c t e d by government p r i c e i n t e r v e n t i o n 

are o f t e n o f great i m p o r t a n c e t o a c o u n t r y ' s p r o d u c t i o n , c o n s u m p t i o n , 

income and trade f l o w s , the i m p a c t o f the p r i c e i n t e r v e n t i o n can be 

large and pervasive and may have i m p o r t a n t i m p l i c a t i o n s f o r p u b l i c r e s o u r c e 

mob i l i za t i on , i n c e n t i v e s t o f a r m e r s , e f f i c i e n c y i n r e s o u r c e a l l o c a t i o n , 

equity in the system and the r a t e o f e c o n o m i c g r o w t h . A c l e a r unders tand ing 

of the nature and the magni tude o f the m a n i f o l d e f f e c t s o f a g r i c u l t u r a l 

pr i ce po l i cy i s o f paramount i m p o r t a n c e t o the p # l i c y - m a k e r s . 

Like most o t h e r d e v e l o p i n g c o u n t r i e s , P a k i s t a n a l s o has a complex 

system of a g r i c u l t u r a l t a x e s , i n p u t s u b s i d i e s , government monopoly t r a d i n g 

and p r i c e - s e t t i n g a r r a n g e m e n t s . The o b j e c t i v e s b e h i n d t h i s w i d e a r r a y o f 

p o l i c y instruments and the impact t h a t t h e s e p o l i c y i n s t r u m e n t s may have 

had on the economy i s an i m p o r t a n t a r e a o f e n q u i r y . D e s p i t e the importance 
1/ 

of th is s u b j e c t , not many s t u d i e s have e m e r g e d . The main p u r p o s e o f the 

1/ The'most well known s t u d i e s on t h i s s u b j e c t a r e : ! ) G o t s c h , C. and G.Brown ; 

P r i c e s , Taxes and S u b s i d i e s in P a k i s t a n A g r i c u l t u r e , 1 9 6 0 - 7 0 , World Bank 
S t a f f Working Paper No. 3 8 7 , A p r i l 1980 and 2 } Cheong Kee-Cheok and 
Emmanuel H . D ' S i l v a , P r i c e s , Terms o f T r a d e , and the R o l e o f Government i n 
Pakistan 's A g r i c u l t u r e , World Bank S t a f f Working Paper No. 6 4 3 . 



p r e s e n t s tudy i s t o e l u c i d a t e some o f the e f f e c t s of the agr icu l tura l pri, 

p o l i c y , p r o v i d e an e m p i r i c a l b a s i s f o r f u r t h e r work in this important f i e 

o f r e s e a r c h and s u g g e s t a package o f changes required in the mix o f 

e x i s t i n g l e v i e s on a g r i c u l t u r e t o a c h i e v e the ends o f publ ic po l i cy* 

O r g a n i z a t i o n o f t h e Study 

An impor tant o b j e c t i v e o f the p r i c e p o l i c y i s to achieve a des ir 

p a t t e r n o f income d i s t r i b u t i o n and t o r e d u c e the incidence o f poverty to 

l e v e l deemed d e s i r a b l e by the p o l i c y - m a k e r s , The d iscuss ion begins with 

b r i e f o v e r v i e w o f t h e p e r f o r m a n c e o f P a k i s t a n ' s economy as i t has a f f e c t e 

the i n c i d e n c e o f p o v e r t y and r e l a t i v e i n e q u a l i t i e s o f income in the rural 

a r e a s . Because o f the complex nature o f the r e l a t i o n s h i p between pub l i c 

p o l i c i e s and the r r i s t r i b u t i o n a l p a r a m e t e r s , i t was not poss ib le to measur 

the c o n t r i b u t i o n o f d i f f e r e n t p o l i c i e s on d i s t r i b u t i o n o f income. Never-

t h e l e s s the c r u c i a l r o l e o f a g r i c u l t u r a l p o l i c i e s in bringing about a 

c e r t a i n p a t t e r n o f income d i s t r i b u t i o n deemed d e s i r a b l e i s c l e a r l y 

b r o u g h t o u t . 

Chapter I I I p r e s e n t s an e x t e n d e d d i s c u s s i o n o f changes in the 

d o m e s t i c i n c e n t i v e s f a c i n g fa rmers i n P a k i s t a n s ince mid 1950s„ Barter , 

s i n g l e f a c t o r a l and income terms o f t r a d e f o r the period 1951/52 to 1983/ 

are computed and analysed , , The i m p a c t o f changing incent ives on aggregat 

farm o u t p u t , i n t e r s e c t o r a l d i s t r i b u t i o n o f income and resource use 

e f f i c i e n c y i s a l s o b r i e f l y t r a c e d . Chapter IV dea ls with the changing 

l e v e l s o f p r i c e s , c o s t s and income f rom d i f f e r e n t agr icu l tura l c rops . 
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[n a s i tuat i on where a government s e t s s p e c i f i c t a r g e t s o f p r o d u c t i o n f o r 

d i f f e r e n t crops , empirical knowledge a b o u t the r e l a t i o n s h i p between c o s t s , 

pr ices and income accruing f r o m d i f f e r e n t c r o p s i s an e s s e n t i a l p i e c e o f 

information f o r a p o l i c y - m a k e r . Chapter V r e v i e w s the e v i d e n c e i n 

Pakistan regarding the r e s p o n s i v e n e s s o f f a rmers t o changes i n r e l a t i v e 

prices between d i f f e r e n t a g r i c u l t u r a l c o m m o d i t i e s and between a g r i c u l t u r a l 

^and non-agricultural c o m m o d i t i e s . 

i 
Chapter VI examines the i s s u e o f i n t e r s e c t o r a l t a x e q u i t y and 

c 
presents the estimates and a n a l y s i s o f r e l a t i v e tax burden on the a g r i c u l t u r a l 

d 

and non-agricultural s e c t o r . The b road o b j e c t i v e i s t o t e s t the h y p o t h e s i s 

that the farm s e c t o r in P a k i s t a n i s u n d e r - t a x e d 0 

•f Chapter VII r a i s e s t h e q u e s t i o n as t o w h e t h e r . t h e p r i c e and t a x p o l i c i e s 

that are cons is tent ( o r i n c o n s i s t e n t ) w i t h r e s o u r c e use e f f i c i e n c y and 

equity are also c o n s i s t e n t w i t h t h e government o b j e c t i v e o f r a i s i n g 

resources f o r f inancing d e v e l o p m e n t . Net f i s c a l burden o f the p l e t h o r a 

o f taxes and subsid ies on f a r m e r - p r o d u c e r s are e s t i m a t e d . The r e s u l t s i n d i c a t e 

growing d i f f i c u l t i e s f o r r e s o u r c e m o b i l i z a t i o n through the p r e v a i l i n g s y s t e m 

of taxes and s u b s i d i e s . C h a p t e r V I I I e v a l u a t e s the e x i s t i n g l and tax s y s t e m 

and ind icates the p o s s i b l e improvements i n t h e d e s i g n o f the t a x t h a t 

would simultaneously g e n e r a t e r evenue and promote a g r i c u l t u r a l d e v e l o p m e n t . 

The po l i cy impl icat ions a r e i n d i c a t e d i n each c h a p t e r b u t a r e summarized 

again in the concluding c h a p t e r . 



CHAPTER II 

RURAL INCOME DISTRIBUTION AND POVERTY: 
A REVIEW OF EMPIRICAL EVIDENCE 

1. INTRODUCTION 

I t i s a commonly h e l d b . , i e f f o l l o w i n g Simon Kuznets and other 

s c h o l a r s , t h a t e c o n o m i c growth in i t s i n i t i a l stages leads to greater 

i n e q u a l i t i e s in income d i s t r i b u t i o n . E m p i r i c a l v e r i f i c a t i o n f o r th is can 

be found amongst o t h e r s o i r e e s i n t h e work o f Ahluwalia £ ~ 3 J . This 

c h a p t e r p r e s e n t s a s u r v e y o f e x i s t i n g e v i d e n c e on rural income d i s t r i b u t e 

and p o v e r t y in P a k i s t a n . The a n a l y s i s i s aimed at h ighl ight ing the 

changes in r u r a l income d i s t r i b u t i o n and p o v e r t y over time. The f o l l owing 

s e c t i o n p r e s e n t s an a p p r a i s a l o f t h e data used in studies on income 

d i s t r i b u t i o n and p o v e r t y . The t h i r d s e c t i o n presents a review o f 

e v i d e n c e on r u r a l income d i s t r i b u t i o n w h i l e t h e fourth se c t i on i s ' 1 

c o n c e r n e d w i t h a v i d e n c e on rura l p o v e r t y . The f i f t h se c t i on presents the 

main c o n c l u s i c is o f t h i s s u r v e y . 

2• A REVIEW OF DATA 

M:s t o f t h e s t u d i e s on Income D i s t r i b u t i o n and Poverty in 

Pak is tan are based on the p e r i o d i c , - fousehold Income and Expenditure 

Survey c o n d u c t e d by the S t a t i s t i c s D i v i s i o n o f the Government o f Pakistan. 

The r e s u l t s o f t h e f i r s t m a j o r s u r v e y a v a i l a b l e in printed form pertain 

t o the y e c r 1 9 6 3 - 6 4 . Survey r e s u l t s a r e a l s o a v a i l a b l e in printed form 

f o r t h e y e a r s 1 9 6 6 - 6 7 , 1 9 6 8 - 6 9 , 1 9 6 9 - 7 0 , 1 9 7 0 - 7 1 , 1971-72 and 1979. 

Surveys were a l s o c o n d u c t e d f o r the y e a r s 1 9 5 9 - 6 0 , 1964-65, 1965-66 and 

1 9 6 7 - 6 8 . However, t h e s e p e r t a i n e d t o e i t h e r the rural s e c t o r o r the 
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urban s e c t o r only o r c o v e r e d o n l y t h e income and e x p e n d i t u r e f o r a 

portion o f the year . The r e s u l t s o f the 1967-68. s u r v e y w e r e n o t 

compiled, The pub l i shed s t a t i s t i c s f rom t h e s e s u r v e y s p r o v i d e 

information on the incomes and e x p e n d i t u r e s o f h o u s e h o l d s w i t h i n 

various income c a t e g o r i e s . The t h r e e m a j o r i n a d e q u a c i e s o f t h e 

Household Income and E x p e n d i t u r e Survey data as summarized by Kernal 

• 44_7 are l i s t e d b e l o w . 

The small sample s i z e makes the measurement o f income 

inequa l i t i e s i m p r e c i s e , e s p e c i a l l y in v iew o f t h e l a r g e s a m p l i n g 

errors assoc iated w i th t h i n l y p o p u l a t e d income g r o u p s . T h i s p r o b l e m 

par t i cu lar ly a f f e c t s t h e upper income groups where t h e number o f 

observations is very smal l and thus t h e incomes o f t h e h i g h e s t income 

categories are u n d e r s t a t e d . T h i s p r o b l e m was f i r s t h i g h l i g h t e d by 

Bergan £ \\ _ 7 " a n d " i s c l e a r f r om a compar ison , o f blown up f i g u r e s 
.1". • i" . ; • 

f o r gross national p r o d u c t b a s e d upon t h e s e s u r v e y s and t h e n a t i o n a l 

accounts data. The f i g u r e s f r om t h e Househo ld Income ana 

Expenditure Surveys a r e c o n s i s t e n t l y s m a l l e r . 

The second m a j o r p r o b l e m i s t h a t oP n o n - r e s p o n s e and t h i s 

problem is severest in the h i g h e s t and l o w e s t income c a t e g o r i e s . 

Thus measures o f income i n e q u a l i t y b a s e d o n . t h e s e data wou ld 

understate the true r e a l i t y . The incomes o f t h e h i g h e s t income 

groups are fur ther u n d e r s t a t e d b e c a u s e c o r p o r a t e s a v i n g s ( r e t a i n e d 

earnings) are not d e f i n e d as e a r n i n g s i n t h e s e s u r v e y s . 

Azfar r 9 J t r i e d t o a d j u s t f o r t h e u n d e r s t a t e m e n t o f 

incomes o f the h i g h e s t income groups by s p l i c i n g t h e s u r v e y d a t a 

with information on t h e s i z e d i s t r i b u t i o n o f farms by t y p e s o f 



i r r i g a t i o n and tenure. He did th i s because income tax data are nc 

a v a i l a b l e f o r the rural s e c t o r as agr i cu l tura l incomes are not 

taxed in Pakistan. Even i f income tax data were a v a i l a b l e , as i s 

the case f o r the urban s e c t o r , the problems o f tax avoidance and 

tax evasion would render such an e x e r c i s e i n e f f e c t u a l . This f a c t 

and the r e s t r i c t i v e assumptions used by Azfar / q J .led Ayub 

r 7 J to conclude that not much could be gained through the 

s p l i c i n g o f the survey with o ther data. 

These inadequacies o f the Household Income and Expend ituri 

Survey need to be borne in mind when evaluating the evidence on 

rural income i n e q u a l i t i e s . a n d pover ty . 

3. RURAL INCOME INEQUALITIES: 

There have been a number o f s tudies dans t e - d a t e to 

est imate rural income i n e q u a l i t i e s in Pakistan. The studies 

by Berqan £ ~ 11 _ 7 , Azfar 9 _ / , Suleman / " 85 J , Khandekar 

L 47 _ 7 , Nasim / " 62 _ 7 , Allauddin 5 _ 7 , Ayub £ 7 J% 

Sadiq £ 81 J and Faiz £' 22 7 present estimates of the 

g i n i - c o e f f i c i e n t s f o r the rural s e c t o r in Pakistan. 

Bergan's / ~ 11 J study i s based upon the 1963-64 

Household Income and Expenditure Survey Data. He rearranged 

the data by d e c i l e s and computed g i n i - c o e f f i c i e n t s f o r both 

the rural and urban s e c t o r s o f Pakistan. He estimated the value 

o f the g i n i - c o e f f i c i e n t . f o r the rural areas to be 0 .357. The 

estimated g in i c o e f f i c i e n t f o r the urban areas was higher at 

0 .430 whi le the value o f the rural and urban areas combined was 
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0.381. These values Bergan f~ \\J found to be smal ler than those 

f o r other developing c o u n t r i e s but noted that these cou ld be the 

r e s u l t o f errors in the data that could have b iased the i n e q u a l i t y 

measure downwards. 

Azfar i 9 J ad justed the 1966-67 Household Income 

Expenditure Survey data by computing the incomes in the h ighest 

income groups from a l t e r n a t i v e s o u r c e s . He found the a i n i - c o e f f i c i 
i t.' f1 \ 1 . . '. 

f o r personal income in the rural areas to be 0 . 3 3 4 , which shows a 

dec l ine in income i n e q u a l i t y when compared with Bergan's r e s u l t s f< 

1963-64, However s i n c e the data used in the two s t u d i e s are not 

completely comparable, i t i s d i f f i c u l t t o s t a t e c a t e g o r i c a l l y that 

there was a d e c l i n e in rural income i n e q u a l i t y . There i s contrary 

evidence in the study by Su'leman f " 8 5 _ / , t h a t shows an i n c r e a s e ir 

income i n e q u a l i t i e s over the per iod 1963-64 to 1968-69. 

Suleman £~ 85 J aggregated the income c a t e g o r i e s reported in the 

Household Income and Expenditure Surveys i n t o s i x major groups , 

level o f aggregation does not seem idea l f o r s tudying changes in 

income i n e q u a l i t i e s . 

The study by Khandekar f ~ 4 7 J presents g ini c o e f f i c i e n t 

f o r household income, income per c a p i t a and per earner f o r the ye 

1963-64, 1966-67 and 1968-69. The es t imates o f the g i n i - c o e f f i c i 

f o r the rural s e c t o r show a d e c l i n e in rural income i n e q u a l i t i e s 

the basis o f a l l three r a t i o s over t h i s p e r i o d . These r e s u l t s ca 

ser ious doubt on the r e s u l t s o f Suleman's £ ~ 8 5 s t u d y and 

ind icate that the i n c r e a s e in rural income i n e q u a l i t y reported b 

him could be due t o the aggregat ion o f data i n t o a l i m i t e d numbei 

c a t e g o r i e s . 
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The s t u d i e s by Ayub £ 7 J, Sadiq £ 81 J and Allauddin C 5 ; 

e x t e n d e d the p e r i o d o f a n a l y s i s o f t h e e a r l i e r studies and reported 

g i n i - c o e f f i c i e n t s f o r the .years 1 9 6 3 - 6 4 , 1 9 6 6 - 6 7 , 1968-69, 1969-70, 1970-71 

and 1 9 7 1 - 7 2 . The g i n i - c o e f f i c i e n t s f o r the income o f rural areas show 

a c o n s i s t e n t d e c l i n e dur ing the 1960s r i g h t up to 1970-71. However the gini-

c o e f f i c i e n t s f o r the 1971-72 in a l l t h r e e s t u d i e s show an increase over the 

p r e v i o u s p e r i o d . 

In a l l the s t u d i e s r e v i e w e d , urban income i n e q u a l i t i e s are higher thar 

rural income i n e q u a l i t i e s . An i n t e r e s t i n g f e a t u r e o f these studies i s that t 

computed va lues o f t h e g i n i - c o e f f i c i e n t s b a s e d upon the same data d i f f e r fro 

s tudy t o s t u d y , Kemal £ 44 J a s s e r t s t h a t t h i s could be due to the use of 

d i f f e r e n t f o r m u l a e by t h e s e a u t h o r s . 

There a r e s t u d i e s , f o r example Naseem C 62 J and Allauddin £ 5 J 

t h a t p r e s e n t i n e q u a l i t y measures f o r e x p e n d i t u r e a l s o . The trends in 

e x p e n d i t u r e i n e q u a l i t i e s a r e however , s i m i l a r t o those f o r incomes. However, 

i t i s n o t i c e d t h a t e x p e n d i t u r e s a r e more e q u a l l y d i s t r ibuted than incomes. 

Fa iz L 22 J in a r e c e n t u n p u b l i s h e d s tudy presents rural income 

c o n c e n t r a t i o n r a t i o s f o r a number o f y e a r s f rom 1959 to 1979 based upon the 

same Household Income and E x p e n d i t u r e Survey d a t a . These are reproduced in 

Tab le 1 . A p e r u s a l o f t h i s t a b l e c o n f i r m s t h e r e s u l t s o f e a r l i e r s t u d i e s . 

Rural i ncome i n e q u a l i t i e s d e c l i n e d bo th on a p e r household and per capita 

b a s i s upto 1 9 7 0 - 7 1 . However rura l income i n e q u a l i t y appears to have increase 

in t h e 1970s . 

The d e c l i n e i n t h e rura l income i n e q u a l i t i e s during the period of 
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TABLE I I . 1 

RURAL INCOME CONCENTRATION RATIOS FOR VARIOUS YEARS 

Y E A R S 
Income C o n c e n t r a t i o n R a t i o Based on 

Household Income Per Cap i ta Income 

1959 0 . 3 4 8 0 . 2 2 8 

1961 0 . 3 5 7 0 . 2 0 3 

1963-64 0 . 3 4 8 0 . 2 2 3 

1966-67 0 . 3 1 9 0 . 1 8 6 

1968-69 0 . 2 9 4 0 . 1 6 1 

1969-70 0 . 2 9 5 0 . 1 6 1 

1970-71 0 . 2 9 1 0 . 1 4 6 

1971-72 0 . 3 0 8 0 . 1 6 4 

1979 0 . 3 1 8 0 . 1 8 4 

SOURCE: jT 22J e s t i m a t e s b a s e d on Househo ld Income and S u r v e y . 
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the 1960s c o i n c i d e s with the green r e v o l u t i o n per iod in Pakistan, which 

marked a per iod o f remarkable growth the a g r i c u l t u r e s e c t o r from the mid 

to l a te years o f that decade. A review o f l i t e r a t u r e connected to the green 

revo lut i on phenomenon in Pakistan r e v e a l s a lack o f concensus amongst 

researchers as to how the gains from t h i s growth were d i s t r i b u t e d . A 

cons iderab le body o f researchers have maintained that the green revolution 

l e d , in one way o r another , t o a worsening o f income i n e q u a l i t i e s . This 

view i s in d i r e c t c o n t r a s t t o the ev idence o f a reduct ion of income inequalit ies 

in the rural s e c t o r presented by the s t u d i e s o f income d i s t r ibut i on rev i e -

wed above. The s tud ies by Gotsch L 33 7 , Falcon f 23 j > Pearse 76 J , 

Alavi / ' 6 J, G r i f f i n C 34 J and Khan C 46 J however, maintain 

that the green r e v o l u t i o n in one way o r another , led to a worsening of income 

i n e q u a l i t i e s . The arguments put forward by these s tud ies are based upon 

the premise that the green r e v o l u t i o n techno logy i s i n d i v i s i b l e and hence only 

the 1 arge and f i n a n c i a l l y secure farmers could employ i t and partake o f 

the gains from i t . I t i s maintained that the increased p r o f i t a b i l i t y in 

a g r i c u l t u r e led the large farmers to increase the s i z e o f t h e i r holdings 

and take up s e l f c u l t i v a t i o n . This not on ly increased the incomes o f the 

r i c h e s t c l a s s e s but a l s o reduced the incomes o f the poores t tenant farmers 

who were e v i c t e d in the p r o c e s s . However none o f these studies has presented 

any substant ive empir i ca l ev idence t o support t h e i r arguments. 

The s t u d i e s by Kaneda C 41 7 and Chaudhry C 16 J have argued 

that the green revo lu t i on techno logy i s d i v i s i b l e because the small farmer 

can use the s e r v i c e s from tubewel ls and t r a c t o r s without having to make the J 

cap i ta l out lay t o acqu i re them. Moreover, because the small farmers are more 

product ive than the l a r g e r farmers , the green revo lu t i on technology should 

decrease income i n e q u a l i t y . Chaudhry £ " 1 6 J has hypothesised that the 

green r e v o l u t i o n can a f f e c t income d i s t r i b u t i o n in three Ways, It can lead 

to a change in the composit ion o f the s i z e s t r u c t u r e o f farms, i t can have 



a d i f f e r e n t i a l impact upon p r o d u c t i v i t y across d i f f e r e n t farm s i z e s and i t 
— » ^ — 

can e f f e c t income d i s t r i b u t i o n via the demand f o r labour. Chaudhry [_ 

has presented evidence from a number of sources on each o f these aspects to 

substantiate his hypothesis that the green revo lut ion led to a . r e d u c t i o n 

in rural sector income i n e q u a l i t i e s in Pakistan. 

Chaudhry /_~~16_7 has used data from the Agr icul tural Censuses to 

show that land concentrat ion a c t u a l l y dec l ined over the 1960s based upon a 

comparison of land concentrat ion r a t i o s from the 1960 and 1972 censuses. 

Faiz i l l J has recent ly extended the analys is by Chaudhry to include 

evidence from the 1980 census. Table I I . 2 presents cumulative land s h a r e s 

and land concentration ra t i o s based upon the three agr i cu l tura l censuses . A 

perusal of Table I I .2 reveals that whi le Chaudhry's / 16 7 content ion o f 

a decl ine in land concentrat ion i s borne out by a comparison o f the r a t i o s 

f or 1960 and 1972, the data show an increase in land concentrat ion when 

comparing 1972 with 1980. This i s in l i n e with the evidence o f an i n c r e a s e 

in the 1970s presented e a r l i e r . 

There i s e v i d e n c e , f o r example the Planning and Development 

Stat i s t i ca l Surveys /_~°8_7 and Azam /~8• 7 , to show that f e r t i l i z e r use i n 

part icular and modern input use in general was qu i t e common amongst s m a l l 

farmers as a r esu l t o f the green r e v o l u t i o n . Chaudhry /_ 1 6 / has 

presented evidence to show that while the u t i l i z a t i o n o f t r a c t o r s , t u b e w e l l s 

and f e r t i l i z e r s e t c . , was higher in large farms, the growth in the u t i l i z a -

tion of these inputs was much higher in the small farm s e c t o r . This h a d i t s 

e f f e c t on the growth of incomes in small farm s e c t o r . Chaudhry j_ 16__/ 

finds a strong inverse r e l a t i o n s h i p between farm s i z e and p r o d u c t i v i t y , and' 

that product iv i ty d i f f e r e n c e s between small and large farms widened o v e r 

time. Using Family Accounts and Farm Budgets data f o r c u l t i v a t o r s in t h e 

Punjab c o l l e c t e d by the then Punjab Board o f Economic Enquiry to compute 
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TABIE I I . 2 

PERCENTAGE LAND SHARES IN PAKISTAN FOR SELECTED Y E A R S 

Percentage o f Farms 

Lowest 10 percent 

20 

30 

40 

50 

60 

70 

80 

90 

ALL FARMS 

1 ) Farm Area b a s i s 

2 ) Cul t ivated Area bas i s 

3 ) Cropland Area b a s i s 

Cumulative Land Shares f o r : 

1960 1972 1980 

0 .46 0 . 8 8 0 ,72 

1.44 3 ,02 2.38 

3 .00 6 .07 5.32 

6 .00 10.60 9.68 

9 .72 16.09 14.97 

15.79 24.41 22.78 

24.91 32.75 30.86 

36.68 44 .88 42.88 

53.76 59.14 57.52 

1 0 0 . - 1 0 0 . - 100. -

Land Concentration JRatios 

0 .62 0 .54 0.55 

0 .58 0 .47 o ,50 

0 .53 0 .42 o .45 

s o u r c e s : [_ 22J est imates based on data from Pakistan Cen$u s es of 
A g r i c u l t u r e , 1960, 1972, 1980. 
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4. RURAL POVERTY 

The review o f s tudies on rural income i n e q u a l i t i e s r e v e a l s a decl ining 

trend during the 1960s and an increase in income i n e q u a l i t i e s during the 1970s. 

However, i t should be borne in mind that the studies based upon the Household 

Income ar)d Expenditure Surveys s u f f e r from the data problems associated with 

the large sampling errors in the h ighest income c a t e g o r y a r i s ing out o f the 

small coverage o f th is category in the surveys . Moreover, a dec l ine in income 

; inequal i ty measured in terms o f the g i n i - c o e f f i c i e n t s does not necessari ly 
i 

! imply a dec l ine in poverty as w e l l . There have been a few studies done in 

Pakistan that focussed d i r e c t l y on the problem o f poverty . The studies by 

Naseem /~62_7, Allauddin / ~ 5 _ 7 , Mujahid / ~ 6 0 j \ Wasay /f88__7, Naseem /63l_7, 

Irfan and Amjad £~37J and Cheema /~1 i j analyse the problem of poverty in 

Pakistan. The study by Wasay /]~88~/ was d i rec ted only at attempting to 

estimate a poverty l i n e f o r the urban s e c t o r while the other studies 

evaluated the problem f o r both the urban and rural sec tors or s p e c i f i c a l l y 

f o r the rural s e c t o r and are there fo re o f d i r e c t i n t e r e s t to us. 

The pioneering study by Naseem / 62__/,on the bas is o f a r b i t r a r i l y 

assumed poverty l ines in terms o f per capita annual expenditures of Rs.250 

and R s , 300 at 1959-60 p r i c e s , estimated the inc idence o f rural poverty in 

Pakistan f o r the years 1963-64 to 1969-70, The study by Allauddin _ / " 5 J 

e x t e n d i Naseem's work to the year 1971-72 and a lso presented estimates based 

upon 3 poverty l ine computed on the bas is o f per capita income as well as per 

capita expenditure . In addit ion to presenting estimates o f rural poor on the 

basis <?f the two poverty l e v e l s a r b i t r a r i l y determined by Naseem, Allauddin 

also presented estimates based upon poverty l ines on the bas is of Rs.225 

and ^ , 3 5 0 per cap i ta expenditure and income. Since these poverty l ines are 

a r b i t Y ^ i l y determined, s e t t ing l ines below and above those considered by 
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TABLF 11.3 

A 

e a r s 
A 

\ 

h 
63/64 

^66/67 
^ 6 8 / 6 9 
j 9 6 9 / 7 0 
l 9 7 0 / 7 1 
^ 7 1 / 7 2 

INCIDENCE OF POVERTY IN RURAL AREAS IN TERMS OF REAL 
EXPENDITURE 

Numbers in Mil 1 ions 

Number o f Poor Persons Corres -
ponding to Poverty Lines o f 

Rs.225 Rs. 250' Rs.300 | Rs.350 

9.97 16.53 23.20 31.83 
6 .15 13.13 24.49 32.86 
4 .19 10.76 26.37 31.66 

- 11.40 26.18 32.14 
- 4 .15 24.59 36.70 

0 .09 8 .82 26.83 40.16 

Percentage o f Rural Population 
C l a s s i f i e d as Poor Corresponding ti 

Rs.225 

26.0 

15.0 
10.0 

0.2 

Ts •250 Rs 300 Rs 

43.1 60 50 83, 
32.0 59 7 

/ 80. 

25.1 61 5 75, 
26.0 59 7 73. 

9.3 54 8 81. 

19.1 58 4 87. 

Source : Al lauddin / '"5 / . 

TABLE I I . 4 

INCIDENCE OF POVERTY IN RURAL AREAS IN 
TERMS OF REAL INCOME 

Numbers in Million 

e a r s 

Number o f Poor Persons Corres-
ponding to Poverty Lines o f 

Percentage o f Rural Population 
C l a s s i f i e d as Poor Corresponding to 
Poverty Lines o f 

Rs.225 Rs.250 Rs.300 Rs.350 Rs.225 Rs,250 Rs.300 Rs.350 
/ • 
63/64 12.86 21.66 25.83 30.69 33.5 56.5 67.4 80.0 
66/67 6 .93 12.65 20.01 25.19 15.6 30.8 48.8 61.4 
68/69 9 .97 15.81 27.37 32.84 23 .2 36.9 63.8 76.6 
69/70 9 .19 15.62 26.79 35.89 21.0 35.6 61.1 81.8 
70/71 5 .22 12.82 26.99 35.53 11.6 28.6 60.1 79.2 
71/72 8.87 19.10 29.77 39.99 19.3 41 .6 64.8 87.0 

I ? 

Source : Allauddin / 5 / . 
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lower in the e a r l i e r years than reported by t h e previous s t u d i e s . 

A l s o the e a r l i e r s tudies reported a decrease in rural poverty over 

time. Mujahid found that rural poverty had in f a c t increased . 

A comparison o f Mujahids r e s u l t s with those o f Allauddin on the 

basis o f per capita income are presented in Table I I . 5 . 

In a l a t e r study into rural poverty Naseem / 62 J has 

estimated the poverty l i n e on the bas is o f pool inq c r o s s - s e c t i o n 

and t ime-series data f o r f i v e years f o r which data were a v a i l a b l e 

and regressing average per head c a l o r i e intake on average per 

head total monthly expenditure . Two types o f problems a r i s i n g out o f 

this method have been h igh l ighted by Ir fan and Amjad / 37 J / . The 

f i r s t re lates to the i m p l i c i t assumption that the i n t e r c e p t and 

slope are constant across d i f f e r e n t c r o s s - s e c t i o n s and the second to 

the fac t that to the extent that the share o f food in t o ta l expenditure 

varies inversely with the income o f the household the regress ion 

equation embracing a l l households would tend to overest imate the 

poverty l i n e . Naseem's est imates o f rural poverty based upon three 

l ines of 95 percent o f minimum, 92 percent o f minimum and 90 percent 

of minimum requirements o f 2100 c a l o r i e s are presented in Table I I . 6 . 

An important f ea ture o f the data in Table I I . 6 i s that i t shows an 

increase in rural poverty durinq the l'970s. 
i 

In a recent study o f rural poverty in Pakistan, Ir fan and 

Amjad /_ 37 _y have used the b a s i c c a l o r i c requirement o f 2550 

calor ies per day per adul t computed by Khan and Khan / ' 49 J f o r 

determination o f the poverty l i n e . They converted household s i z e by 

membership into adult equivalents on the bas is o f n u t r i t i o n a l s c a l e s 



TABLE I I . 5 

RURAL POVERTY ESTIMATES BASED ON PER 
CAPITA INCOME PER ANNUM 

( Per Cent) 

Year 
Below Rs .225 Below Rs .250 Below Rs.300 Below Rs.350 

Year 
( T a l a t , 1 9 7 5 ) ( T a l a t , 

1975) 
(Mujah id , 

1978) 
( T a l a t , 

1975) 
Mujahid, 

1978) 
Talat,1975 

1363/64 3 3 . 5 5 6 . 5 2 9 . 2 67 .4 41.6 oO.O 

1966/57 15 .6 3 0 . 8 4 0 . 6 4 8 . 8 55.8 61.4 

1968/69 2 3 . 2 3 6 . 9 - 6 3 . 8 - 76.6 

1969/70 2 1 . 0 3 5 . 6 3 9 . 5 6 1 . 1 52.6 81.8 

1970/71 11 .6 2 8 . 6 - 6 0 . 1 - 79.2 

1971/72 1 9 . 3 4 1 . 6 - 6 4 . 8 - 87.0 

S o u r c e s : T a l a t A l l a u d d i n / 5 7 and Mujahid / 60 7 . 

TABLE I I . 6 

ESTIMATES OF RURAL POVERTY BASED ON 
MINIMUM NUTRITIONAL REQUIREMENTS 

(Per Cent) 

Below Pover ty Line I Below P o v e r t y Line II Below Poverty Liae 

Year 
(95$ o f minimum o f {92% of minimum o f III (90% o f rainimum 

Year 2 , 1 0 0 ca" o n e s ) 2 , 1 0 0 c a l o r i e s ) of 2,100 ca l o r i e s ) 

House- Popu- House- Popu- House- Popu-
ho lds l a t i o n h o l d s l a t i o n holds lat ion 

1963/64 79 72 62 54 54 45 
1966/67 73 64 63 52 55 44 
1968/68 74 64 63 53 56 46 
1969/70 76 68 56 46 45 36 
1970 /71 79 71 58 47 48 38 
1971 /72 82 74 65 55 54 43 

S o u r c e : Naseem / 63 J. 



d e p i c t i n g c a l o r i c r e q u i r e m e n t s o f d i f f e r e n t age g r o u o s . The authors 

nave used the 1979 Household Income and E x p e n d i t u r e S u r v e y . T h e i r 

s t u d y , h o w e v e r , s u f f e r s f rom a d e f i c i e n c y . Because o f t h e non-

a v a i l a b i l i t y a t t h e t ime o f a n a l y s i s , o f data on q u a n t i t i e s o f f o o d 

items consumed in 1979 , t h e y have used t h e 1971-72 s u r v e y data to 

arr ive at f o o d e x p e n d i t u r e s pur a d u l t . Cheema £ 17 J has 

in a recent u n p u b l i s h e d paper a d j u s t e d f o r t h i s d e f i c i e n c y by usinq 

data on q u a n t i t i e s o f f o o d i tems consumed based on the 1979 s u r v e y . 

These data were made a v a i l a b l e a f t e r t h e s t u d y by I r f a n and Amjad. 

The main r e s u l t s o f Cheema's £ 1 1 J s t u d y a r e r e p r o d u c e d in 

Table I I . 7 . I t i s d i f f i c u l t t o compare t h e s e r e s u l t s w i t h t h o s e 

obtained by the e a r l i e r s t u d i e s b e c a u s e o f the d i f f e r e n c e s in the 

•methodology employed t o c o n s t r u c t t h e p o v e r t y l i n e . Cheema's 

estimates show t h a t n e a r l y 39 p e r c e n t o f the rura l p o p u l a t i o n and 

over 35 percent o f t h e r u r a l h o u s e h o l d s can be c l a s s i f i e d as p o o r . 

The percentage d i s t r i b u t i o n o f p o o r p o p u l a t i o n by p r o v i n c e s r e v e a l s 

that over 62 p e r c e n t o f t h e p o o r r e s i d e in the Punjab P r o v i n c e . I t 

should be borne in mind t h a t t h e Househo ld Income and Expend i ture 

Survey o f 1979 d i d n o t c o v e r a m a j o r p o r t i o n o f t h e NWFP. Th i s would 

lead to a s e r i o u s under e s t i m a t i o n o f the p o o r in NWFP in p a r t i c u l a r 

and the country in g e n e r a l . 

5. CONCLUSIONS 

There a r e s e r i o u s data prob lems and d i f f e r e n c e s in 

methodologies t h a t make t h e c o m p a r i s o n o f r e s u l t s a c r o s s s t u d i e s 

d i f f i c u l t . T h e g e n e r a l p a t t e r n s t h a t emerge a r e a tendency 

towards a r e d u c t i o n i n income i n e q u a l i t i e s d u r i n g t h e g reen 
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r e v o l u t i o n per iod f o l l o w e d by an increase in income i n e q u a l i t i e s 

during the 1 9 7 0 ' s . The patterns in rural poverty reveal an inc rease 

during the 1960 's f o l l o w e d by a decrease durinn the 1970 ' s . I t should 

be borne in mind that Mujahid 's study £ " 6 0 _ 7 w h i c h revealed an 

increase in poverty ,was based upon an adjustment o f the b a s i c data . 

Moreover the determinat ion o f the poverty l i n e i s c r u c i a l to the 

estimates o f the numbers o f poor . 

The dominant source o f income i n e q u a l i t y was g e n e r a l l y found 

to be crop income. Wage employment, non-farm e n t e r p r i s e and 

l i ves tock were found to be i n e q u a l i t y - m i t i g a t i n g f a c t o r s . Remittances 

from overseas migrants were r e s p o n s i b l e f o r some a l l e v i a t i o n o f p o v e r t y . 

However, these could a l s o have been s e r i o u s c o n t r i b u t o r s to income 

inequa l i ty . 



CHAPTER H I 

DOMESTIC TERMS OF TRADE AND PUBLIC POLICY 
FOR AGRICULTURE IN PAKISTAN 

D e s p i t e the c r i t i c a l r o l e o f i n t e r s e c t o r a l terms of trade f o r a 

h o s t o f p u b l i c p o l i c y i s s u e s , t h e o f f i c i a l s t a t i s t i c a l system in Pakistan 

i s n o t d e s i g n e d t o g e n e r a t e a s t a t i s t i c a l s e r i e s o f the terms o f trade o f 

the a g r i c u l t u r a l s e c t o r on a r e g u l a r b a s i s . A number o f views expressed 

on P a k i s t a n ' s a g r i c u l t u r e appear t o be based e i t h e r on results o f diverse 

s t u d i e s t h a t are now o u t d a t e d o r on a c o m p l e t e n e g l e c t o f empirical 

e v i d e n c e . Th i s c h a p t e r a n a l y s e s e x i s t i n g data t h a t could be processed to 

c a l c u l a t e the t e r m s - o f - t r a d e i n d i c e s . An at tempt i s made to bring 

t o g e t h e r the e x i s t i n g i n f o r m a t i o n on the movement o f terms of trade f o r 

the a g r i c u l t u r a l s e c t o r f o r the p e r i o d 1951 /52 t o 1983/84, The impact o f 

changes in terms o f t r a d e on farm o u t p u t , d i s t r i b u t i o n of income and the 

e f f i c i e n t use o f r e s o u r c e s i s a l s o t r a c e d . 

2 . B R I E F REVIEW OF P R E V I O U S S T U D I E S 

A number o f s t u d i e s have h?en c o n d u c t e d i n Pakistan about move-

ments in terms o f t r a d e o f the a g r i c u l t u r a l s e c t o r /.18,31,43,5A,55 J -

S i n c e t h e r e a r e c o n s i d e r a b l e m e t h o d o l o g i c a l d i f f e r e n c e s , i t would be 

u s e f u l t o b r i e f l y r ev i ew t h e s e s t u d i e s . Two d i s t i n c t categor ies o f 

s t u d i e s can be i d e n t i f i e d : ( a ) t h o s e s t u d i e s which examine the movements 

in i n t e r s e c t o r a l terms o f t r a d e by computing i m p l i c i t pr i ce indices from 

the n a t i o n a l a c c o u n t s d a t a ; and ( b ) t h o s e s t u d i e s which evolve a set o f 
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weionts f or d i f f e r e n t i tems t r a d e d between the a g r i c u l t u r a l and non-

a g r i c u l t u r a l s e c t o r s . The s tudy by Cheong and D ' S i l v a / ~ 1 8 7 f a l l s in 

the f i r s t category w h i l e a l l the remaining s t u d i e s b e l o n g t o the 

second category. 

Studies b e l o n g i n g to the f i r s t group are n o t demanding 

regarding the b a s i c d a t a . Pub! hed Nat iona l a c c o u n t s data a n d / o r 

published indices o f w h o l e s a l e p r i c e s f o r a g r i c u l t u r a l and i n d u s t r i a l 

goods are used to d i s c e r n the t r e n d s in terms o f t r a d e . Cheong and 

D'Silva work out t h e terms o f t r a d e by us ing the e s t i m a t e s o f GDP at 

factor costs at c u r r e n t p r i c e s o r i g i n a t i n g in the a g r i c u l t u r a l and 

manufacturing s e c t o r s and t h e i r c o r r e s p o n d i n g e s t i m a t e s a t c o n s t a n t 

p r i c e s ^ . The terms o f t r a d e worked o u t f rom GDP d e f l a t o r s s u f f e r 

from serious l i m i t a t i o n s . The w e i g h t s a t t a c h e d to d i f f e r e n t 

commodities are on the b a s i s o f p r o d u c t i o n and not on the b a s i s o f 

marketed q u a n t i t i e s o f i n t e r s e c t o r a l s a l e s and p u r c h a s e s . Furthermore , 

the commodities i n c l u d e d in the a n a l y s i s a r e not the ones a c t u a l l y 

traded between the a g r i c u l t u r a l and n o n - a g r i c u l t u r a l s e c t o r but a re 

inclusive o f many commodi t i es which are in f a c t not t r a d e d between 

the two s e c t o r s . On t h e s e g r o u n d s , t h e f i n d i n g s r e g a r d i n g the terms 

of trade may be b i a s e d and may not r e f l e c t t r e n d s in r e l a t i v e p r i c e s . 

The second group o f s t u d i e s a t tempts t o r e c t i f y the l i m i t a t i o n s 

inherent in the s tudy by Cheong. The p a t t e r n o f t r a d e i s i d e n t i f i e d t o 

include most major p r o d u c t s and w e i g h t s are e s t i m a t e d on the b a s i s o f the 

best avai lable i n f o r m a t i o n r e g a r d i n g t h e s a l e s and purchases o f a 

~ The net b a r t e r terms o f t r a d e o f the a g r i c u l t u r e s e c t o r a re computed 
by dividing the GDP d e f l a t o r o f the a g r i c u l t u r a l s e c t o r by the GDP 
de f la tor o f the manufac tur ing s e c t o r . 



s e c t o r f o r which terms o f trade are computed. The studies by Lewis and 

Hussain L^J* Lewis jTWj and Gotsch and Brown P>\J are identical in resp 

of the s e l e c t i o n o f commodities, cho i ce o f w e i g h t s and use of p r i c e s . 

The study by Kazi / 4 3 j uses the ..me concept o f pr i ces but d i f f e r s in 

the way weights are assigned to d i f f e r e n t commodities and in the coverage 

o f commodities in the i n t e r s e c t o r a l t rade . 

The commodity coverage o f the pr i ces paid indices computed by 

Lewis was spread over three funct ional groups o f consumption goods, 

intermediate and re lated goods and investment and related goods. The 

number of items in groups i d e n t i f i e d above were respec t ive ly 14, 7 and 6. 

Since no information on i n t e r s e c t o r a l trade was a v a i l a b l e , Lewis 

estimated the value o f i n t e r s e c t o r a l t ransact ions through an ind i rec t 

method. He derived the value o f i n t e r s e c t o r a l transact ion by estimating 

the a v a i l a b i l i t y o f d i f f e r e n t commodities and apportioning i t between 

the two se c to rs on the basis o f d i f f e r e n t assumptions about the absorption 

o f d i f f e r e n t commodities iri two s e c t o r s . The net a v a i l a b i l i t y was 

def ined as domestic supply plus imports minus exports . The absorption of 

consumption goods in the a g r i c u l t ' al and non-agr icultural sectors was 

determined by d i f f e r e n t assumptions about the consumption pattern of 

agr i cu l tura l and non-agr i cu l tura l populat ion . The a l ternat ive assumptions 

were equal per capi ta expenditure , 10%, 25% and 40% less expenditure on 

non-agr icu l tura l consumption goods in the rural areas 3 s compared with 

urban areas. For the intermediate and investment goods, a smaller share 

was a l l o c a t e d to the agr i cu l tura l s e c t o r as bulk o f such goods is assumed 

to be absorbed in the urban industr ia l s e c t o r and in publ ic pro jects 
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The weights computed by Lewis were based on estimated produc t i on , 

s a l e s and purchases f o r 1959/60. All terms o f trade ind i ces are thus 

r - e p r ^ S e n t a t l - v e trends o f r e l a t i v e pr i ces o f bundles o f good 

t : r a n s ^ c t e c | f n 1 9 5 9 / 6 O . Lewis had computed the terms o f trade ind i ces 

o n b a s i s o f o f a number o f a l t e r n a t i v e weighting schemes and found 

•that t h e results were robust and the b a s i c trends were i n s e n s i t i v e to 

s u b s t a n t i a l var ia t i ons in the w e i g h t s - A This f ind ing i s extremely 

impor tant as a f i x e d base index with base year weights soon runs in to 

d i f f i c u l t y as i t does not capture the e f f e c t s o f the changing 

compos i t i on o f trade on the p r i c e i n d i c e s . 

Kazi f inds three problems with Lewis 's method of a n a l y s i s . 

F i r s t , she argues that Lewis 's weighting schemes were based on a rb i t rary 

assumptions about the absorpt ion o f goods in d i f f e r e n t s e c t o r s . Second, 

s h e ob jec t s to the i n c l u s i o n o f some investment and investment r e la ted 

g o o d s on the ground that they are unl ike ly items f o r purchase by 

a g r i c u l t u r e . Third , she po ints out that Lewis ignores items purchased 

by agr icul ture from the non -agr i cu l tura l s e c t o r that are not produced by 

t h e large sca le indust r ia l s e c t o r . Expenditure on gas and e l e c t r i c i t y 

a r e c i ted by her in t h i s reaard. 

2 / The robustness found by Lewis f o r his method o f analys is a l s o obtains 
f o r the extended per iod o f ana lys i s to 1983/84. For d e t a i l s , the 
reader is r e f e r r e d to the Annexure to th i s chapter . For a ready 
reference on th i s po int in the case o f two a l t e rnat ive weighting 
schemes, the reader may see Table 3 . 1 . I t would be extremely useful 
to extend the analys is using a recent y e a r ' s pattern o f i n t e r s e c t o r a l 
sal es and purchases as weights f o r the terms o f t rade . Unava i lab i l i ty 
o f basic data i s the main f a c t o r expla in ing our dec i s i on not to pursue 
the ideal course but to s t i c k to Lewis 's weights . The assumption that 
rural per cap i ta expenditure on most commodities i s 25% l ess as 
compared to urban per cap i ta expenditure is supported by the evidence 
f o r 1979 from the Household Income and Expenditure Gurvey. However, 
the important po int t o remember i s that a wide var ia t i on in the 
weighting scheme does not chanae the pattern o f movement o f terms o f 
trade f o r the a g r i c u l t u r a l s e c t o r . 



B e f o r e we examine the c o n t r i b u t i o n made by Kazi, i t must be pointed 

out t h a t she has c o r r e c t l y i d e n t i f i e d the problems with Lewis's analysis 

but has not d e a l t with t h e s e problems very adequate ly . Using the 

Household Income and Expendi ture Survey data on consumer expenditure and 

Nat ional Accounts data on the v a l u e o f p r o d u c t i o n o f some agricultural and 

n o n - a g r i c u l t u r a l i n t e r m e d i a t e g o o d s , she e s t i m a t e s the weights f o r 

d i f f e r e n t i tems f o r 1 9 6 7 / 7 0 . Like Lewis , she uses index numbers of 

w h o l e s a l e p r i c e s as p r i c e i n d i c a t o r s . 

D e r i v a t i o n o f w e i g h t s on the b a s i s o f consumer expenditure enta i l s 

a b ias as has been shown in the c a s e o f Ind ia by Kahlon and Tyagi /40_7. 

Such data are based on r e t a i l p r i c e s . The w e i g h t s derived on the basis 

o f f i n a l consumption e s t i m a t e s tend t o o v e r - e s t i m a t e the share of 

t h o s e commodi t i es where the d i f f e r e n c e between the re ta i l and wholesale 

p r i c e s i s l a r g e . 

Kazi a l s o f a u l t s by i g n o r i n g items o f c a p i t a l formation which were 

i n c l u d e d , though in a somewhat crude manner, by Lewis in his computations. 

S i n c e investment goods a r e b e c o m i n q i n c r e a s i n g l y important in modernizing 

a g r i c u l t u r e , t h i s o m i s s i o n by Kazi i s a s e r i o u s one. The coverage of 

commodit ies f o r f i n a l use by a g r i c u l t u r e was a l s o narrower in Kazi 's study. 

Our i n t e r e s t in t h e computat ion o f terms o f t r a d e o f agr iculture is to 

g e t an idea o f changing d o m e s t i c i n c e n t i v e s f o r the sec tor and in analysing 

the impact such i n c e n t i v e s have on the a g r i c u l t u r a l economy. Inclusion of 

a l a r g e number o f i tems f o r f i n a l consumpt ion , intermediate use and capital 

f o r m a t i o n in the p r i c e s pa id i n d i c e s i s an a b s o l u t e necess i ty . Since Lewis 

has an edge in t h i s r egard and h i s method o f ana lys i s was found to be 
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robust to a wide v a r i a t i o n i n w e i g h t s , we use w e i g h t s c o n s t r u c t e d by him 

for 1959/60 in t h e n e x t s e c t i o n t o t r a c e t h e movements in r e l a t i v e p r i c e s 

for the a g r i c u l t u r a l s e c t o r f o r the p e r i o d 1 9 5 1 / 5 2 t o 1 9 8 3 / 8 4 . 

3. MOVEMENTS IN AGRICULTURE'S TERMS OF TRADE 

The terms o f t r a d e o f a g r i c u l t u r e r e l a t i v e t o the i n d u s t r i a l 
.. . . «s - » *• 

sector are an i n d i c a t o r o f t h e p r o f i t a b i l i t y o f a g r i c u l t u r e arid o f the 

purchasing power o f a g r i c u l t u r a l in come . The i n t e r s e c t o r a l terms o f 

trade are determined j o i n t l y by changes in t h e s u p p l y and demand f o r 

goods and s e r v i c e s e n t e r i n g in t h e i n t e r s e c t o r a l t r a d e , by changes in 

a whole array o f macro p o l i c i e s in a r e a s o f t a x a t i o n , t r a d e and monetary 

economics and by c o m m o d i t y - s p e c i f i c i n c e n t i v e p r i c e p o l i c i e s . In t h i s 

s e c t i on , we p r e s e n t i n f o r m a t i o n on t r e n d s in d o m e s t i c terms o f t r a d e and 

give a b r i e f a c c o u n t o f t h e f a c t o r s t h a t may have i n f l u e n c e d t h e r u r a l -

urban terms o f t r a d e . 

There are many d i f f e r e n t c o n c e p t s o f terms o f t r a d e . Tab le 3 .1 

3 / 

presents i n f o r m a t i o n on t h r e e t y p e s o f terms o f traded- . A l l numbers 

are three-year moving a v e r a g e s t h a t a t t e m p t t o smooth t h e s e r i e s from 

yearly f l u c t u a t i o n s . Net b a r t e r terms o f t r a d e a r e measured in two 

a l ternat ive ways. For t h e p r i c e s p a i d by a g r i c u l t u r e , e s t i m a t e d purchases 

are used in both a l t e r n a t i v e s w h i l e f o r the p r i c e s r e c e i v e d by a g r i c u l t u r e , 

a l ternat ive w e i g h t s a r e b a s e d on m a r k e t i n g s and g r o s s o u t p u t o f d i f f e r e n t 

agr icultural g o o d s . The use o f d i f f e r e n t w e i g h t s changes t h e magnitude 

o f movements but does n o t a l t e r t h e g e n e r a l p a t t e r n o f movements in 
terms o f t rade . '*•' 

— • . . . . — - . • • • - • . • .. ..... . 

3/ v v. 
- The reader i s r e f e r r e d t o t h e Annexure t o t h i s c h a p t e r , f o r d e t a i l s 

regarding the method o f a n a l y s i s . 



TABLE I I I . l 

TERMS OF TRADE FOR AGRICULTURE 

Three Years Moving Average: 1951/52 - 1983 /84 

Years 

Net Barter Terms o f Trade Income Terms 
o f Trade 

Single Factoral 
terms o f Trade 

Prices Received Relative to 
Prices Paid by Agricultural 
Sector o f 

Food Crops 
Relat ive 
to Cash 

Crops 

Index o f 
Agricultural 
Output 
(Base 1959/60) 

Years 
Alternat ive 

1 
AI t e m a t i v e 

2 

Income Terms 
o f Trade 

Single Factoral 
terms o f Trade 

Consump-
tion 
goods 

•Inter-
mediate 
goods 

Invest -
ment 
goods 

Food Crops 
Relat ive 
to Cash 

Crops 

Index o f 
Agricultural 
Output 
(Base 1959/60) 

1 2 3 4 5 6 7 8 9 

1951-54 99.34 96.64 83.60 109.21 100.30 99.75 90.85 87.16 87.00 
1952-55 91.60 91.59 81.86 102.07 90.78 95.62 92.93 94.88 89.67 
1953-56 90.12 87.97 79.42 96.55 89.70 92.73 94.65 87.02 90.33 
1954-57 94.16 91.17 82.78 95.83 96.08 92.12 92.74 84.62 90.67 
1955-58 98.56 95.14 87.34 96.83 101.75 93.83 93.90 87.41 91.67 
1956-59 100.64 98.16 92.25 97.18 104.63 97.29 95.45 92.22 94.00 
1957-60 100.88 99.37 94.74 98.56 103.29 99.46 98.61 96.01 95.33 
1958-61 103.44 103 U 102.44 99.39 105.23 102.21 1 04.06 98.43 99.33 
1959-62 106.11 105.71 111.73 101.02 106.98 105.13 1U6.24 96.98 105.67 
1960-63 107.99 106.80 116.60 102.20 109.66 106.66 105.39 93.44 109.33 
1961-64 106.91 105.37 120.49 104,04 109.82 104.41 100.79 95.41 114.33 
1962-65 105.93 106.98 126.40 107.58 109.14 104.34 98.00 96.44 118.00 
1963-66 104.55 108.43 133.74 108.60 107.94 103.76 96.49 97.11 123.33 
1964-67 104.46 113.60 146.01 115.47 107.51 105.71 96.11 106.33 128.33 
1965-68 101.69 113.78 158.98 121.63 105.12 103.44 90.57 124.69 139.67 
1966-69 99.37 113.02 172.41 128.09 103.39 100.50 85.11 137.00 153.33 
1967-70 96.61 109.33 186.16 138.25 103.13 96.26 78.63 136.25 170.33 
1968-71 97.74 108.56 191.44 141.84 106.26 95.85 76.54 126.31 176.00 
1969-72 99.42 110.38 199.79 146.46 109.05 96.07 77.67 123.56 181.00 
1970-73 102.38 112.26 204.05 147.03 112.10 99.30 80.34 120.73 181.67 
1971-74 108.67 118.56 224.50 156.33 117.52 109.52 83.81 121.16 189.00 
1972-75 109.72 121.17 230.84 156.79 117.96 119.59 77.48 127.64 190.33 
1973-76 106.98 118.04 228.86 151.58 114.46 120.55 72.22 129.42 194.00 
1974-77 108.84 114.77 225.23 145.85 108.92 124.77 68.71 126.06 196.33 
1975-78 109.23 119.54 243.90 153.95 111.54 134.26 76.33 123.45 203.66 
1976-79 111.69 119.12 257.38 150.96 113.65 140.11 75.56 118.90 210.33 
1977-80 105.57 115.84 255.86 145.01 111.99 123.84 71.86 121.94 222.33 
1978-81 95.87 103.98 244.03 131.87 108.20 100.01 63.86 117.53 235.66 
1979-82 91.45 99.82 247.50 136.56 107.09 86.30 62.36 121.44 248.00 
1980- 83 92.36 99.41 256.81 134.69 107.60 34.22 66 D 7 . 7 5 

m m v . 

methodology. 

Income tenns o f trade were obtained by ™ ^ p l y i n g net bar ter ter^s J j ^ n . * 

S t a t i s t i c a l B u l l e t i n s . 
Single Factorage,™ of trade were o b t a i n e d b , ^ ^ ^ p J S S m " ^ 
trade Al ternat ive 1) with ^ne Factor n r o a u c t v m y i r a i c u l a t e d by weighting 
taken from Wizarat fry ^ aggregate input i m ^ w - ^ a l c u ated Dy 
the labour index, l i v e s t o c k index and land index. produc y 1 c u l t u r e > 
obtained by d iv id ing w e i g h t e d input index by index or v a i u e 

4 Weights f o r pr i ces rece ived and pr i ces paid are the same as given in note (1 ) f o r 
' net b a r t e r terms o f trade ( a l t e r n a t i v e 1 ) . 

5. Weights f o r agr i cu l tura l . r i c e s are the m a r k e t l y g t f each o f t h e ^ d i t i e s . ^ o o d 

S S ^ S ^ S . ^ Oilseeds^ Cotton^ Sugarcane and Tobacco. 

2. 

3. 



Five d i s t i n c t p e r i o d s in the movements in the net barter terras 

o f t r a d e can be d i s t i n g u i s h e d - ^ . The f i r s t p e r i o d from the year 1951/52 

t o the y e a r s 1954/57 was t h a t o f d e t e r i o r a t i o n in the terms of trade 

when t h e s e terms d e c l i n e d by about 9 p e r c e n t . The p a r t i t i o n o f the sub-

c o n t i n e n t in 1947 had d i s r u p t e d the p a t t e r n o f t r a d e o f agricultural 

and manufactured g o o d s . The areas t h a t c o n s t i t u t e d Pakistan were surplus 

in a g r i c u l t u r a l goods and had exchanged t h e s e goods f o r manufactured goods 

from areas t h a t became I n d i a . A r e l a t i v e g l u t o f a g r i c u l t u r a l goods and 

s c a r c i t y o f manufactured goods e x p l a i n t o a l a r g e e x t e n t the downward 

movement o f terms o f t r a d e f o r the a g r i c u l t u r a l s e c t o r in this period. 

Trade p o l i c y , adopted in Pakis tan to deal wi th the f o r e i g n exchange c r i s i s , 

was an a d d i t i o n a l i m p o r t a n t f a c t o r f o r the movement o f terms of trade 

a g a i n s t a g r i c u l t u r e . 

The s e c o n d p e r i o d from 1954/57 t o 1965 /68 was one of r i s ing 

r e l a t i v e p r i c e s f o r the a g r i c u l t u r a l s e c t o r as the terms of trade showed 

an improvement o f about 29 p e r c e n t o v e r t h i s p e r i o d . The spurt in the 

a g r i c u l t u r a l o u t p u t ond a r e l a t i v e s low-down o f the manufacturing sec tor 

o u t p u t were r e s p o n s i b l e f o r an improvement in the terms o f trade. The 

i n t r o d u c t i o n o f s u b s i d i e s on somt s e l e c t e d farm inputs and the f ixat ion 

o f s u p p o r t p r i c e s f o r a few major c r o p s in the e a r l y 1960s were responsible 

f o r e f f e c t i n g an improvement in the b a r t e r terms o f t rade . 

I n c r e a s e s in wheat and r i c e o u t p u t as a r e s u l t of the green revolution 

and the mounting b i l l f o r the t r e a s u r y , on a c c o u n t o f subsidy for farm 

inputs, had c o n v i n c e d the government, o f the need t o moderate the pr i ce 

~ For a d e t a i l e d a n a l y s i s , s e e 5 4 , 5 5 , 3 2 7 -



i n c r e a s e s f o r crops and t o reduce the l e v e l o f s u b s i d i e s on farm 

inputs. The s l i g h t downward t r e n d in the net b a r t e r terms o f t r a d e 

not iced f or the per iod 1965 /63 t o 1968 /71 i s a c onsequence o f the 

government 's e f f o r t s t o f o r c e a g r i c u l t u r e t o share i t s p r o d u c t i v i t y 

gains with the rest o f the s o c i e t y . 

The devaluation o f the rupee in 1972 and i n c r e a s e s in the r a t e o f 

subsidies on farm input in the e a r l y 1970s had imparted an upward t rend t o 

the indices of the terms o f t r a d e . The improvement in the terms o f 

trade.of about 10 per c e n t , b e t w e e n 1968 /71 and 1975 /78 can be e x p l a i n e d 

in terms o f t h e changes in the r a t e o f f o r e i g n exchange as we l l as 

adjustment of sec tora l p r i c e s o f a g r i c u l t u r a l i n p u t s and outputs in 

response to changes in w o r l d p r i c e s . A d e l i b e r a t e p o l i c y o f the removal 

of subsidies on farm i n p u t s accompanied by an i n c r e a s e in the s u p p o r t 

prices for major crops has been in f o r c e s i n c e the l a t e 1970s . The 

downward trend in the terms o f t r a d e s i n c e 1979 i s , in p a r t , a r e s u l t o f 

this del iberate p o l i c y c h o i c e . The examples g i v e n above , f rom the 

economic history of Pak i s tan i l l u s t r a t e the c r u c i a l r o l e p layed by both macro 

economic p o l i c i e s and s e c t o r a l p o l i c y i n i t i a t i v e s in the d e t e r m i n a t i o n 

of trends in terms o f t r a d e . 

Estimates o f terms o f t r a d e at a more d i s a g g r e g a t e d l e v e l p o i n t 

to considerable d i f f e r e n c e s i n the p a t t e r n o f p r i c e changes between 
5 / 

consumption goods, i n t e r m e d i a t e goods and inves tment g o o d s - . The 

prices of investment goods have r i s e n r e l a t i v e l y and, f o r most y e a r s , 

the terms of trade a r e a d v e r s e r e l a t i v e t o 1 9 5 9 / 6 0 . The t r e n d s in 
5/ 

It may be useful t o n o t e t h a t the terms o f t r a d e f o r an e n t i r e s e c t o r , 
f o r se lected groups o f c o m m o d i t i e s , and i n t r a - s e c t o r e l t r a n s a c t i o n s 
address d i f f e r e n t a n a l y t i c a l and p o l i c y i s s u e s . 



terms o f t rade f o r in te rmed ia te goods and consumption goods are p a r a l l e l 

to the o v e r a l l s e c t o r a l terms o f t r a d e . The improvement i n terms o f 

t rade f o r in te rmed ia te goods i s h i g h e r than f o r c o n s u m p t i o n goods . The 

p r i c e s o f f ood c rops r e l a t i v e t o t h o s e o f cash crops show c o n s i d e r a b l e 

v a r i a t i o n through t ime . R e l a t v > f o o d p r i c e s were low t i l l 1965 /68 , 

r o se and then again f e l l t o a low l e v e l in 1976 /79 . A sharp r i s e in 

r e l a t i v e p r o f i t a b i l i t y f o r p r o d u c t i o n o f one type o f crop r e l a t i v e to 

another c a t e g o r y i s a l s o no ted . 

The t rends in s i n g l e f a c t o r a l terms o f t rade are more or l e ss 

p a r a l l e l t o the t rends noted f o r the net b a r t e r terms o f t r a d e . The 

only d i f f e r e n c e i s t h a t the r i s e in s i n g l e f a c t o r a l terms was much 

sharper from 1963/66 t o 1972 /75 . 

The net b a r t e r terms o f t rade o f the a g r i c u l t u r a l s e c t o r and o f 

the food crop producers i n d i c a t e i n c e n t i v e s f o r a g r i c u l t u r e and the food 

s u b - s e c t o r r e s p e c t i v e l y . The b a r t e r terms i n d i c a t e that one group 's 

b e n e f i t s are the o t h e r g r o u p ' s l o s s e s and the e x t e n t o f the l o s s / b e n e f i t 

i s measured by the d e v i a t i o n from the un i t l e v e l . The income terms o f 

t rade measure the purchasing power o f a s e c t o r . The d e v i a t i o n from the 

u n i t l e v e l in the case o f income terms o f t rade o f a s e c t o r does not 

n e c e s s a r i l y imply a worsening o f the purchas ing power o f the r iva l s e c t o r . 

The income terms o f t rade are d e f i n e d as the r a t i o o f value o f 

s a l e s by a s e c t o r t o i t s average import p r i c e . S ince no data s e r i e s 

e x i s t f o r the marketed s u r p l u s , we have measured the income terms as a 

produc t o f net b a r t e r terms o f t rade and an index o f a g r i c u l t u r a l output . 

The income terms o f t rade remained depressed t i l l 1957/50 and show an 
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increasing trer^ a f t e r w a r d s . In f a c t , these terms r e g i s t e r a d e c l i n e 

f o r the period 1 9 5 1 / 5 2 t 0 1 9 5 5 / 5 6 . The explanat ion o f the trends 

observed in th$ - j n c o i n e terms o f trade l i e s in the movements o f i t s 

two componentss t h e n e t b a r t e r terms o f trade and phys ica l a g r i c u l -

tural output. i n c r e a s e in o u + . u t with no change in r e l a t i v e 

prices increases income terms, whi le a movement o f the internal terms 

of trade against a g r i c u l t u r e c e t e r i s paribus reduces the income terms 

of trade. The a g r i c u l t u r a l s e c t o r was squeezed through the 

decl ining internal terms o f trade during the 1950s. For the l a t e r y e a r s , 

the purchasing power o f a g r i c u l t u r e shows an i n c r e a s i n g trend . This 

i s mainly due t o p r o d u c t i v i t y gains o f a g r i c u l t u r e . I n c r e a s e s 

in physical a g r i c u l t u r a l output more than o f f s e t the impact o f 

decl ining barter terms on the income terms o f t r a d e , f o r years i d e n t i f i e d 

above,when b a r t e r terms showed some d e c l i n e s . 

4. SELECTED ASPECTS OF THE IMPACT ON RURAL ECONOMY 

Act ive p r i c e i n t e r v e n t i o n showing v a r i a t i o n in form and 

intensi ty g e n e r a t e s many c r i t i c a l p o l i c y i s s u e s . Some o f these 

issues are: impact and r o l e o f p r i c e i n c e n t i v e s on farm p r o d u c t i o n , 

e f f i c i e n c y o f resource use and ^ s t r i b u t i o n o f income. 

4 .1 Price i n c e n t i v e s and Aggregate Farm Output 

High p r i c e s » t h e o r y , may have i m p l i c a t i o n s not only f o r 

e f f i c i e n t use resources but can s h i f t the product ion func t i on 

upwards by p f i c e - i n d u c e d t e c h n o l o g i c a l and i n s t i t u t i o n a l innovat ions 

and i n f r a s t r t , c t u r a 1 "investment in rural areas . In order to examine 

the impact 0^ t e r m s o f t r a d e on farm output , the g e n e r a l l y used l i n e a r 
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on agricultural p r o j e c t s and j u s t i f y i n c r e a s e d a l l o c a t i o n s f o r the 

agricultural s e c t o r . The s i g n i f i c a n t p o s i t i v e c o e f f i c i e n t o f the 

irr igation var iab le shows the impor tance o f p r i c e - i n d u c e d 

innovations. 

The c o e f f i c i e n t o f the t i m e - t r e n d v a r i a b l e measures the impact 

of autonomous t e c h n i c a l change on farm o u t p u t . Without min imiz ing the 

role o f pr i ce - induced i n n o v a t i o n s , i t can be argued t h a t b a s i c s c i e n t i -

f i c knowledge i s weakly r e l a t e d w i t h p r i c e s and has i t s own growth 

momentum. Its b e n e f i c i a l impact .on farm o u t p u t i s e v i d e n t from the 

s igni f i cance o f the c o e f f i c i e n t o f the t i m e - t r e n d v a r i a b l e in the 

estimated equation. 

4 .2 . Trade P o l i c y and Resource Use 

The i m p l i c a t i o n wi th r e s p e c t t o the a l l o c a t i o n e f f i c i e n c y from 

the s o c i e t y ' s vantage p o i n t can be s p e l l e d o u t a f t e r we know the e x t e n t 

of correspondence o f p r i v a t e s i g n a l s t r a n s m i t t e d to farmers w i th t h e 

short and long run s o c i a l e c o n o m i c b e n e f i t s and c o s t s as measured by 

world border p r i c e s . 

Gotsch and Brown / ~ 3 1 J have documented the p e r v a s i v e impact 

of trade i n t e r v e n t i o n s in d i s t o r + i o n s o f i n c e n t i v e s f o r the a g r i c u l t u r a l 

producers in Pak is tan . The nominal and e f f e c t i v e p r o t e c t i o n c o e f f i c i e n t s 

for major crops show d o m e s t i c p r i c e s o f most c r o p s as b e i n g l ower than 

the world p r i c e s . In the c a s e o f most i n d u s t r i a l g o o d s , the d o m e s t i c 

prices are higher than the w o r l d p r i c e s . In t h i s s e n s e , P a k i s t a n i p o l i c y -

makers have undervalued a g r i c u l t u r a l p r o d u c t i o n . The d i s a g g r e g a t e d 

analysis by crops and by d i f f e r e n t t ime p e r i o d s shows t h a t i n c e n t i v e s vary 
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rop and, f o r d i f f e r e n t c rops , over time. The food crops were 

d while export crops were taxed. Sugarcane, wheat and maize 

ided cons iderable p ro te c t i on t i l l about ear ly 1970. Consider-

food s e l f - s u f f i c i e n c y seem to have determined this po l i cy 

'here i s a l so a d i s t i n c t oreak in the pattern o f incentives 

it 1972/73. The devaluation o f the rupee in May 1972 had 

the border p r i c e s . Abrupt and wide f luc tuat i ons in world commodity 

ring the 1970s and 1980s have imparted i n s t a b i l i t y to 

o f p r o t e c t i o n c o e f f i c i e n t s . Despite the i n s t a b i l i t y observed, 

movement o f the pro te c t i on c o e f f i c i e n t s o f most crops 

e value o f one i s ev ident during the l a s t few years. 

e evidence on the presence or absence o f d i s tor t i ons ar is ing 

p o l i c y i s only the s t a r t i n g point in the evaluation o f 

i m p l i c a t i o n s . The measurement o f the cost o f d i s t o r t i ons in 

:onomic we l fare i s the next l o g i c a l s t ep . R e s e a r c h on 

: i s t o t a l l y lacking in Pakistan. The estimation of demand 

curves as a bas i c input in the measurement o f consumer and 

irpluses i s the f i r s t requirement. The question o f whether 

much increased agricu"1 ural incomes and employment would 

,ed i f world pr i ces had been adequately r e f l e c t e d in 

cent ives deserves a high p r i o r i t y f o r research. 

c t on Dis t r ibut ion o f Income 

r e l a t i o n s h i p between agr i cu l tura l p r i c i n g p o l i c i e s and 

n is complex and has ne i ther been modelled adequately nor 

e j e c ted to de ta i l ed empirical enquiry. Some attention has 



b e e n given to the r e l a t i v e s e c t o r a l d i s t r i b u t i o n i ssue and 

o f personal incomes whi le none o r very l i t t l e a t t e n t i o n ha 

- t o the impact o f p r i c i n g p o l i c i e s on the reg ional d i s t r i b u 

i ncome. 

A g r i c u l t u r a l p r i c e s determine the income o f the f 

a f f e c t the l i v i n g standards o f the peop le engaged in farmi 

p r o f e s s i o n s as a g r i c u l t u r a l commodities form an important 

w a g e g o o d s . A controversy rages among economists as t o ^ 

" t r a n s f e r o f income takes p l a c e between s e c t o r s o r between 

a g r i c u l t u r a l producers and low-income urban and rural cons 

T y a g i [_ 86_/ has argued that in India high farm p r i c e s ha 

i n c o m e from urban areas to rural areas and that a l l groups 

a r e a s have b e n e f i t t e d from high farm p r i c e s . Ashok Mitra 

b e l i e v e s that t r a n s f e r has taken p lace from low-income urb 

consumers t o high- income a g r i c u l t u r a l producers . The limi 

t h a t we present f o r Pakistan prov ides some support t o the 

•that the p r i c i n g p o l i c y has pr imar i l y r e s u l t e d in in tersec 

o f income. 

The not ion that high f a r a p r i c e s b e n e f i t the Tare 

h u r t the l and less labour and small farmers i s based on twe 

( 1 ) l abourers depend on the market to purchase the wage gc 

i n c o m e s o f the wage labour and small farmers are independ? 

p r i c e s . The ev idence we present below i n d i c a t e s that the< 

d o not ho ld in t h e i r pure form. 
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Tab le 3 . 2 shows s o u r c e s from which rural households obtain wheat 

f l o u r . The r e l i a n c e on the market f o r wheat and wheat f l o u r shows 

c o n s i d e r a b l e v a r i a t i o n between p r o v i n c e s and, within each province, 

between farm and non- farm h o u s e h o l d s . Own fanning and wages in kind 

are the dominant s o u r c e s f o r whe^t f l o u r f o r farm households and f o r 

a l l h o u s e h o l d s . Even in the c a s e o f n o n - f a r m households these.two 

s o u r c e s are i m p o r t a n t . High farm p r i c e s imply an automatic increase in 

income f o r the component a c c o u n t e d f o r by wages in kind and own farming. 

The assumption that income and farm p r i c e s are independent i s c l ear ly 

v i o l a t e d . The f a c t t h a t p e r c e n t a g e o f f l o u r obtained through market f o r 

a l l rura l h o u s e h o l d s i s 25 p e r c e n t in Pun jab , 24 per cent in Sind and 

48 per c e n t in N.W.F.P. shows t h a t dependence on market is not high. 

TABLE I I I . 2 

PERCENTAGE DISTRIBUTION OF WHEAT FLOUR BY SOURCES 
FOR TYPE OF HOUSEHOLD AND PROVINCE 

P r o v i n c e Type o f Household SOURCES OF WHEAT FLOUR 
Own 
Farming 

Wages 
in Kind 

Open 
Market 
Wheat 

Ration 
Flour 

Open 
Market 
Flour 

Punjab A l l Households 55 12 18 8 7 

Farm Households 82 2 6 6 4 
Non-Farm Households 20 26 34 10 10 

Sind Al l Households 73 2 6 1 18 

Farm Households 89 _ 4 1 7 
Non-Farm Households 7 9 16 - 68 

N.W .F .P Al l Households 42 11 1 - 47 

Farm Households 50 9 _ - 41 
Non-Farm Households 31 13 1 - 54 

S o u r c e : The Survey o f Wheat Markets c o n d u c t e d in 1982 by Pakistan Institut 
o f Development E c o n o m i c s , I s lamabad , and Centre f o r De elopment 
P l a n n i n g , Erasmus U n i v e r s i t y , Rotterdam. 



The data on t r e n d s in r u r a l r e a l wages f u r t h e r c a s t s doubt on 

the hypothesis t h a t l a n d l e s s l a b o u r e r s may l o o s e as a r e s u l t o f high farm 

pr i ces . G u i s i n g e r and Hicks j_ 3 5 7 and I r f a n and Ahmed [_ 3 8 / have 

provided a s e r i e s o f rura l wages f o r s e l e c t e d y e a r s between 1952 and 1973 

and f o r each y e a r between 1973 and 1984. There was a pronounced upward 

trend in rea l wages between .,1 9 5 2 a n d 1 9 7 3 . R e a l w a g e s 

f o r casual w o r k e r s in 1973 were h i g h e r by about 60% o v e r t h e benchmark 

year o f 1952. The s e r i e s c o n s t r u c t e d by I r f a n and Ahmad show d e c l i n e s in 

real wages between 1 9 7 4 - 7 6 , an upward l e v e l f o r y e a r s 1976 t o 1981 and a 

s l i ght downward t r e n d s i n c e 1981 . The c l o s e c o r r e s p o n d e n c e between rea l 

wages and net b a r t e r terms o f t r a d e f o r a g r i c u l t u r e aga in shows the 

salutary e f f e c t o f h igh p r i c e s f o r the r u r a l income o f l a n d l e s s l a b o u r in 

the a g r i c u l t u r a l s e c t o r . The c o n c l u s i o n t h a t we reach then i s t h a t t h e 

interests o f l a r g e f a r m e r s , smal l f a r m e r s and l a n d l e s s wage l a b o u r in rural 

areas are more o r l e s s i d e n t i c a l as f a r as farm p r i c e s are c o n c e r n e d . I t 

must, however, b e n o t e d t h a t t h e s i m i l a r i t y i n i n t e r e s t s o f t h e s e groups 

obtains in the l o n g - r u n a f t e r t h e p r i c e i n c e n t i v e s have had t h e i r impact 

on the income o f t h e p o o r through i n c r e a s e d j o b o p p o r t u n i t i e s . In the 

short-run h igh f o o d p r i c e s impose a burden on the p o o r consumers . A r o l e 

f o r t a r g e t t e d f o o d s u b s i d i e s f o r t h e b e n e f i t o f t h e p o o r i s o b v i o u s . 

The i n c i d e n c e o f h igh farm p r i c e s on urban income d i s t r i b u t i o n 

has a l so a r o u s e d a c o n t r o v e r s y . Some b e l i e v e t h a t h igh f o o d p r i c e s hurt 

mainly the l o w - i n c o m e urban c o n s u m e r s . Brown /~14_7 has shown t h a t in the 

case o f Pakis tan urban wage l e v e l s have r e sponded f a i r l y q u i c k l y t o t h e p r i c e s 

o f wage goods . I f Brown i s c o r r e c t , h igh f o o d p r i c e s may have more impact 

on urban p r o f i t s than on r e a l incomes o f wage e a r n e r s . In any c a s e , the 
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analys is o f high food pr i ces needs to take account o f the national food 

subsidy schemes that have a dual p r i c ing system and funnel the bulk of 

rat ioned food to urban areas. Naqvi and Cornel i sse / ~ 6 1 J in the i r 

study o f wheat marketing have shown that the rat ioning system as i t 

has operated has d iscr iminated against rural areas , e spec ia l ly rural 

N.W.F.P., Sind and Baluchistan. They have fur ther shown that wheat-

market ac tors ( m i l l e r s , rat ion shop-keepers and the Food Department 

o f f i c i a l s — a l l belonging to high o r middle income c lasses ) appropriate 

f o r themselves a part o f b e n e f i t s intended f o r the rural and urban poor. 

The d i f f e r e n c e between the domestic producers pr i ces and consumer prices 

and the p u b l i c expenditure on the administrat ion o f the rationing system 

require huge budgetary s u b s i d i e s . The f inanc ing o f these subsidies is 

general ly r e g r e s s i v e . The intervent ion by the government in the public 

d i s t r i b u t i o n o f wheat may have been b e n e f i c i a l to the middle and upper 

income consumers in the urban areas . 

The impact o f input p r i c i n g on income d i s t r ibut i on and 

agr i cu l tura l development has not been discussed so f a r . The case f o r 

the introduct ion o f subs id ies on modern inputs ( f e r t i l i z e r , pes t i c ides , 

water) in ear ly 1960s was b u i l - to f a m i l i a r i z e farmers with the new 

innovations and t o encourage them t o use these inputs on a large -sca le . 

There i s a growing l i t e r a t u r e in Pakistan that shows that input 

subs id ies may have o u t l i v e d t h e i r o r i g i n a l j u s t i f i c a t i o n . Gotsch and 

Brown [_ 31/ and Cheong e t . al £~18J have pointed out that subsidies 

on water may encourage wasteful use o f the scarce water supply. 

Subsidies on machines tend to d i sp lace labour and provide wrong signals 

t o farmers f o r the use o f c a p i t a l - i n t e n s i v e technology. Since access 



" t o i n p u t s i s l a r g e l y determined by the s i z e o f ho ld ing , i t i 

p o i s i n g that farm subs id ies b e n e f i t mostly the large and pro 

- f ^ r - m e r s in Pakistan. Since large farmers are not necessar i l 

c i d e r s o f modern inputs , a p o l i c y that d iver t s inputs to smal 

W O u l d maintain o r increase the output . Research on the iden 

o " F i n s t i t u t i o n a l in tervent ions that ensures laryer suppl ies 

I n p u t s t o sma l l e r fanners i s o f high p r i o r i t y . However, the 

p o i n t that needs to be s t ressed i s the need f o r a reduction 

s u b s i d i e s t o encourage both farm production and improve incc 

b u t i o n in the farm s e c t o r . Subsidized input pr i ces at th is s 

p r o v i d i n g an element o f rent t o large farmers. Small farmer 

a l y-eady paying high market c l e a r i n g p r i c e s f o r the subsidize 

w h i c h are in short supply . 

5 - CONCLUSIONS AND POLICY IMPLICATIONS 

We can be very b r i e f in conc lus ion . Basic data or 

s a l e s and marketings o f goods and s e r v i c e s enter ing in the • 

• t i r a d e need an improvement. Notwithstanding the weaknesses 

d a t a , the preced ing analys is sheds l i g h t on various p o l i c y - i 

i s s u e s and has several i n t e r e s t i n g i m p l i c a t i o n s . These are 

s u m m a r i z e d be low: 

1 , The b a r t e r terms o f trade o f the agr i cu l tura l sec 

s p o w n an upward trend over the e n t i r e per iod from 1951/52 t< 

H o w e v e r , t h i s trend conceals in i t per iods o f cons iderab le i 

c o n s i d e r a b l e increase and large f l u c t u a t i o n s in the net bar 

t r a d e . There was a d e c l i n i n g trend in 1950s, a sharp up* 



dur ing mast o f the 1960s , l a r g e f l u c t u a t i o n s in the decade o f the 1970s 

and a d e c l i n i n g t rend s i n c e 1 9 7 7 / 7 8 . 

2 . The e f f i c a c y o f p r i c e ins truments as a source of agricultural 

development was n o t e d . The a g g r e g a t e farm output was pos i t i ve ly 

r e l a t e d with the net b a r t e r terms o f t r a d e , i r r i g a t i o n rat io and the 

t i m e - t r e n d . Notwi ths tand ing the impor tance o f a pos i t ive pr i ce po l i cy 

f o r a g r i c u l t u r e , a c a s e can be made f o r an a c t i v e technology po l i cy 

and an expanded programme o f p u b l i c investment bene f i t t ing the 

a g r i c u l t u r a l s e c t o r . The l o n g - r u n v i a b i l i t y and product iv i ty of the 

Indus Basin i m p l i e s v a s t p u b l i c inves tments in agr i cu l ture . It should 

be noted t h a t i t i s e a s i e r t o e x t r a c t s u r p l u s out of increased 

p r o d u c t i o n than out o f s t a g n a n t o u t p u t . I n c r e a s i n g farm output requires 

a p r o v i s i o n o f g r o s s r e s o u r c e s in the form o f i r r i g a t i o n , research, 

c r e d i t and o t h e r modern i n p u t s . S t a r v i n g a g r i c u l t u r e of resources too 

soon may mean a l a r g e amount o f f o r e g o n e farm output . 

3 . A - p u b l i c inves tment programme o f the type needed requires 

i n c r e a s e d r e s o u r c e m o b i l i z a t i o n f rom the a g r i c u l t u r e sec tor . The 

e x t e n t o f improvement in the purchas ing power o f agr icul ture s ince 1953/56 

i s l a r g e . The f a r m e r s ' a b i l i t y to pay t a x e s and the i r capacity 

t o pay f o r modern i n p u t s has improved c o n s i d e r a b l y . This fac t should 

be c l e a r l y no ted in debates on r e d u c i n g farm s u b s i d i e s or increasing the 

tax burden on a g r i c u l t u r e . The a g r i c u l t u r a l s e c t o r in Pakistan has 

been taxed mainly by the t r a d e p o l i c y . D i r e c t taxes have been too low 

t o be a major f o r c e . The farm s u b s i d i e s on i n p u t s have shown 
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considerable i n c r e a s e s main ly due t o e x p l o s i v e i n c r e a s e in t h e q u a n t i t y 

of inputs used . Very l i t t l e s u p p o r t can be m a r s h a l l e d f o r i n p u t 

subsidies from t h e v a n t a g e p o i n t o f e f f i c i e n c y and a g r i c u l t u r a l 

development. T a x a t i o n o f t h e a g r i c u l t u r a l s e c t o r v i a t h e t r a d e p o l i c y 

is i n e f f i c i e n t . There i s a s t r o n g c a s e f o r i n c r e a s e d t a x a t i o n o f t h e 

agricultural s e c t o r through d i r e c t t a x e s on land a n d / o r a g r i c u l t u r a l 

income and r e d u c e d l e v e l s o r w i t h d r a w a l o f i n p u t s u b s i d i e s . 

4. The impact o f a g r i c u l t u r a l p r i c e p o l i c i e s on bo th the o u t p u t and 

input s ides on income d i s t r i b u t i o n has i n t e r e s t i n g and u s e f u l p o l i c y 

impl i cat ions . That h igh farm p r i c e s b e n e f i t l a r g e p r o d u c e r s i s o b v i o u s . 

We had a l so f o u n d some s u p p o r t f o r the n o t i o n t h a t h igh farm p r i c e s 

also bene f i t smal l f a r m e r s and l a n d l e s s l a b o u r . T h e f a r m e r s ' c a p a c i t y to 

hire labour i s a f u n c t i o n o f the farm p r i c e s . B e n e f i t s from s u b s i d i z e d 

inputs tend t o a c c r u e in l a r g e measure t o l a r g e p r o d u c e r s . Reduc ing 

input s u b s i d i e s would n o t harm the small f a r m e r g r e a t l y but c o u l d r e l e a s e 

public r esources t h a t c o u l d f i n a n c e i n v e s t m e n t s f o r the b e n e f i t o f 

small farmers. In t h i s s e n s e r e m u n e r a t i v e farm p r i c e s and low o r no 

subsidies on farm i n p u t s s h o u l d i n c r e a s e t h e e f f i c i e n c y o f r e s o u r c e 

use and the w e l f a r e p o s i t i o n o f the smal l f a r m e r and t h e rura l p o o r . 

5. I n c e n t i v e s t o p r o d u c e r s c o u l d be g i v e n through a t t r a c t i v e 

produce p r i c e s , s u b s i d i z e d p r i c e s f o r i n p u t s , t e c h n o l o g i c a l i n n o v a t i o n s 

and through i n v e s t m e n t in c o m p l i m e n t a r y s e c t o r s . D e t a i l e d s p e c i f i c 

research on the r e l a t i v e b e n e f i t s and c o s t s o f p r o v i d i n g i n c e n t i v e s 

through these p o l i c i e s are r e q u i r e d . The t h e o r e t i c a l and e m p i r i c a l 

aspects o f d e t e r m i n a t i o n o f s u p p o r t p r i c e s f o r d i f f e r e n t c r o p s t h a t 



p r o v i d e j u s t the r i g h t amount o f i n c e n t i v e s arid maintain appropriate 

p r i c e r e l a t i v e s f o r d i f f e r e n t c r o p s should be given a high p r i o r i t y 

in t h e r e s e a r c h agenda . I n c e n t i v e s , measured by the rural-urban 

terms o f t r a d e , a re t h e outcome o f a h o s t o f in terac t ing sec tora l 

and macro p o l i c i e s . I t i s i m p o r t a n t t o ensure that the commodity-

s p e c i f i c p r i c e p o l i c i e s and t h e macro-economic p o l i c i e s are a 

c o n s i s t e n t p o l i c y s e t in t h e i r impact on farm i n c e n t i v e s . 
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ANNEXURE 

This annexure p r o v i d e s t h e c o m p l e t e d a t a - s e r i e s f rom 1951-52 

to 1983 -84 , t h a t was used t o c o n s t r u c t the d o m e s t i c terms o f t rade 

i n d i c e s . An a t t e m p t has been made no t o n l y to update t h e Lewis and 

Musthaq £ ~ 5 5 7 e s t i m a t e s , which c o v e r e d t h e p e r i o d 1951 -52 t o 1 9 6 3 - 6 4 , 

to 1983-84 but a l s o t o p r o v i d e a l t e r n a t i v e measures t h a t i n c o r p o r a t e 

some o f t h e c r i t i c i s m s l e v e l l e d a g a i n s t the use o f t h e ne t b a r t e r 

terms o f t r a d e i n d e x . Data f o r the p e r i o d 1964-65 t o 1983 -84 are 

obtained f r o m t h e p u b l i s h e d s t a t i s t i c s o f t h e Federal Bureau o f 

S t a t i s t i c s and t h e P l a n n i n g Uni t o f the M i n i s t r y o f A g r i c u l t u r e . 

T h e r e a r e t w e n t y - t w o t a b l e s i n t h i s a n n e x u r e . The l a s t 

eleven t a b l e s ( T a b l e 12 t o 22) p r o v i d e t h e background i n f o r m a t i o n on 

pr i ce i n d i c e s and a l t e r n a t i v e w e i g h t i n g schemes used t o c o n s t r u c t the 

terms o f t r a d e i n d i c e s . 

I t s h o u l d b e n o t e d t h a t the Lewis and Mushtaq / f 5 5 7 study 

did not p r e s e n t i n d i c e s f o r income and s i n g l e f a c t o r a l terms o f 

t rade . Moreover t h e s t u d y \J p r o v i d e d o n l y one measure , each , 

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

The g e n e r a l f o rm and t h e s p e c i f i c w e i g h t s o f the p r i c e 

i n d i c e s a r e o b t a i n e d f o l l o w i n g Lewis and Mushtaq / ~ 5 5 J and t h e i r 

methodology i s r e p r o d u c e d h e r e . 

The symbo l s used a r e d e f i n e d b e l o w , and 1959 /60 i s used as 

base 100 f o r a l l i n d i v i d u a l p r i c e i n d i c e s . The w e i g h t s can be 

varied by l e t t i n g s and b v a r y , i . e . , by d e f i n i n g a d i f f e r e n t 







o t h e r d o m e s t i c s e c t o r s o r t o o r f rom t h e f o r e i g n s e c t o r . One further 

prob lem must be m e n t i o n e d . Ac tua l p u r c h a s e s by one s e c t o r o f the 

o t h e r s e c t o r ' s o u t p u t have n o t been used in computing the b weights , 

s i n c e data on such f l o w s a r e u n b a i l a b l e . Instead we have divided 

the a v a i l a b l e s u p p l i e s o f each t y p e o f good on the basis o f a 

r e a s o n a b l e p r o p o r t i o n t h a t would have been used in each s e c t o r , and 

c a l c u l a t e d the p e r c e n t a g e w e i g h t s f o r purchases o f each good on the 

b a s i s o f t h i s e s t i m a t e d s h a r e o f t h e t o t a l a v a i l a b i l i t y . 

The p r e s e n t s tudy in the a b s e n c e o f a l t e rnat ive data uses the 

same w e i g h t s as used by Lewis and Mushtaq /~55J. Like the e a r l i e r 

s t u d y , we a l s o f ound t h a t s u b s t a n t i a l v a r i a t i o n s o f weights f o r the 

p u r c h a s e s o f d i f f e r e n t c o m m o d i t i e s made l i t t l e d i f f e r e n c e to the 

b e h a v i o u r o f t h e p r i c e i n d i c e s . 

An e x p l a n a t i o n o f some o f t h e m a j o r concepts is out l ined 

b e l o w , f o l l o w e d by the Appendix t a b l e s . 

1 . The n e t b a r t e r terms o f t r a d e o f the agr i cu l ture se c to r i s 

computed by d i v i d i n g t h e GDP d e f l a t o r o f the agr i cu l tura l 

s e c t o r by t h e GDP d e f l a t o r o f t h e manufacturing s e c t o r . 

2 . The income terms o f t r a d e a r e computed by multiplying the net 

b a r t e r terms o f t r a d e by the quantum index o f agr i cu l tura l 

o u t p u t . 

3 . The s i n g l e f a c t o r a l terms o f t r a d e a r e computed by multiplying 

the ne t b a r t e r terms o f t r a d e by the f a c t o r product iv i ty index. 

In t h i s c a s e c r o p p e d area i s t h e aggregate input index. 

4 . I n t r a s e c t o r a l terms o f t r a d e f o r manufacturing re fers to the 

i n d e x o f consumpt ion goods r e l a t i v e t o intermediate and 

i n v e s t m e n t g o o d s . 

5 . I n t r a s e c t o r a l terms o f t r a d e f o r a g r i c u l t u r e . re fers to the 

index o f f o o d c r o p s r e l a t i v e t o cash c r o p s . 
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TABLE-A 3 . 1 

DOMESTIC TERMS OF TRADE FOR MANUFACTURING SECTOR 

Prices paid are weighted by Marketing and prices 
received are weigh".-1 hv 
Value Gross 
added value 

of 
output 

Net 
avail-
ability 

Purcnsse by 
Agriculture 

Alt.1 Alt.2 Alt.3 Alt.4 

Prices paid are weighed by GVO and prices received 
a r e - u f i g ^ d hv 

Value 
added 

Gross 
value 
of 
output 

Net 
avail-
ability 

Purchase by Agriculture 

Alt .1 Al t .2 Al t .3 Alt .4 

1951-52 90.48 89.03 91.14 87.05 88 .80 88, ,53 88. .57 99. 88 98. 28 100. 61 96. 09 98. 02 97. 72 97.77 1952-53 103.07 101.03 1-01.93 100.38 101 .82 101. .29 102. .03 100. 39 98. 40 99. 28 97. 77 99. 17 98. 66 99.38 1953-54 117.98 116.57 110.77 115.96 114, .69 114. ,91 115. 00 118. 55 117. 13 111. 13 116. 52 115. 24 115. 46 115.56 
1954-55 112.93 113.15 111.20 114.26 111, .86 113. ,62 I l l . 26 115. 83 116. 06 114. 05 117. 19 114. 73 116. 53 114.12 

111.70 1055-56 105.04 104.48 105.33 105.55 106. .65 105. .27 107. 19 109. 46 108. 88 109. 76 109. 99 111. 14 109. 70 
114.12 
111.70 1956-57 99.75 99.56 102.90 99.02 100. .69 100. ,44 100. 38 102. 80 102. 60 106. 04 102. 05 103. 77 103. 51 103.45 

1957-58 98.48 99.19 100.12 97.37 97. .47 98, .18 96. 74 101. 98 102. 71 103. 67 100. 82 100. 93 10]. 66 100.17 
1938-59 100.23 100.46 100.80 99.89 99. .97 99. ,69 100. 00 101. 25 101. 48 101. 82 100. 91 100. 98 100. 71 101.02 
1959-60 100.00 100.00 100.00 100.00 100, ,00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100.00 
1960-61 90.65 90.50 90.43 90.47 90. ,68 90. 39 90. 81 90. 85 90. 70 90. 63 90. 67 90. 88 90. 59 91.01 
1961-62 91.58 91.36 91.2t 90.39 91. ,89 90. 44 92. 29 93. 05 92. 82 92. 72 S . 84 93. 37 91. 89 93.77 
1962-63 93.60 93.37 96.06 92.49 94, ,66 93. 53 94. 65 95.75 95. 53 98. 28 94. 62 96. 84 95. 69 96.83 
1963-64 92.56 92.11 95.42 90.68 93. ,43 91. ,88 93. 50 93. 68 93. 23 96. 57 91. 78 94. 56 92. 99 94.63 
1964-65 94.35 94.55 95.70 93.21 95. ,13 93. 59 94. 98 88. 61 88. 79 89. 87 87. 53 89. 34 87. 89 89.19 1965-66 97.98 98.51 100.54 96.57 98, ,54 97. 26 98. 31 92. 42 91. 92 94. 84 91. 10 92. 95 91. 75 92.73, 1966-67 93.36 94.58 96.68 91.76 93, ,65 92. 69 93. 38 82. 64 83. 27 85. ,12. SO, &2 AS .b l S2.22 
1967-63 105.04 105.65 108.17 100.55 103. 30 102. 44 102. 71 90. 42 90. ,94 93. .11 86 .55 88 .92 88 .18 88.41 

1968-69 106.88 107.16 111.81 101.69 105. 80 104. 49 105. 26 95. 92 96. .17 100, .35 91 .26 94 .95 93 .77 94.46 
1969-70 203.28 103.62 108.22 76,"65 101. 51 99. 71 98. 49 92. 32 92. ,63 96, .74 86 .39 90 .74 89 .13 88.04 
1970-7.1 101.31 101.57 107.5S 94.03 99. 80 97. 64 103. 30 92. 14 92. 39 97, .85 85 .53 90 .77 88 .81 93.96 
1971-72 100.29 100.23 106.03 94.10 100. 45 96. 84 100. 49 90. 13 90. 08 9.5, .29 84 .57 90 .27 87 .03 90.32 
1972-73 95.21 95.66 98.94 86.60 93. 12 88. 65 93. 51 88. 26 87, ,75 91, .72 80 .28 86 . 33 82 .18 86.69 
1973-74 89.92 89.17 92.47 79.06 83. 98 81. 90 83. 56 82. 94 82. 25 85, .30 72 .93 77 .44 75 .55 77.08 
1974-75 108.77 107.20 116.03 91.50 97. 36 98. 11 95. 03 94. 21 92, .86 100, .50 79 .25 84 .33 84 .98 82.31 
1975-76 113.10 112.77 112.71 94.38 100. 81 98. 22 100. 31 105. 40 105. 09 105. ,03 87 .96 93 .94 91 .53 93.48 
1976-77 105.86 105.37 102.99 88.39 91. 21 91. 63 89. 89 97. 30 96. 85 94. .67 81 .25 83 .84 84 .22 82.62 
1977-78 97.80 97.11 94.64 51.86 84. 11 84. 68 82. 99 87. 49 86. 88 24, .66 73 .23 75 .25 75 .76 77.25 
1978-79 108.33 105.64 105.94 88.44 93. 86 89. 72 93. 58 100. 25 97. .72 87. .60 81 .81 86 .82 82 .99 86.56 
1979-80 123.00 118.47 121.80 96.50 109. 55 98. 61 109. 63 112. 89 1 (IB 7/. 111 O l~\ 
1980-81' 127.00 121 1 in 

* & > Ul llO. It 
1 Of. •W. . 11 i r»«> liU. J, . 105. 49 10R. .67 88 . OS 07 . is HI . Oft VU II 

Table-A 3.1 Continued 

Prices paid are weighed by Net Avai labi l i ty and Prices 
received are weighed by 

Y E A R S 

1951-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 

106.62 
100.19 
119.05 
117.41 
112.81 
105.77 
104.73 
103.06 
100.00 

91.10 
94.85 
98.31 
95.03 
90.21 
94.29 
80.88 
87.89 
93.00 
89.56 
89.39 
87.74 
86.27 
81.29 
90.27 

101.12 
95.21 
83.57 
97.1? 

108.47 
112.91 
107.07 
107.26 
106.29 

104.90 
98.21 

117.63 
117.64 
112.22 
105.57 
111.49 
103.30 
100.00 

90.95 
94.63 
98.08 
94.57 
90.39 
94.80 
81.50 
88.40 
93.24 
89.85 
89.62 
87.70 
85.77 
80.61 
88.98 

100.82 
94.77 
82.98 
94.72 

104.47 
107.98 
102.43 
102.40 
101.23 

107.40 
99.09 

111 .78 
115.60 
113.13 
109.11 
106.46 
103.65 
100.00 

90.88 
94.52 

100.90 
97.96 
91.50 
96.76 
83.31 
90.51 
97.29 
93.84 
94.92 
92.77 
89.65 
83.60 
96.31 

100.76 
92.63 
80.87 
94.98 

107.41 
112.69 
105.53 
102.09 
99.74 

102.58 
97.58 

117.01 
118.78 
113.36 
105.00 
103.54 
102.72 
100.00 

90.93 
93.62 
97.15 
93.10 
89.11 
92.94 
79,07 
84.14 
88.48 
83.81 
82.97 
82.33 
78.47 
71.48 
75.94 
84.38 
79.50 
69.95 
79.30 
85.10 
86.14 
85.50 
83.40 
82.60 

104.64 
98.98 

115.73 
116.29 
114.54 
106.77 
103.64 
102.79 
100.00 

91.13 
95.18 
99.43 
95.92 
90.95 
94.83 
80.70 
86.44 
92.06 
88.02 
88.05 
87.88 
84.38 
75.92 
80.81 
90.13 
82.03 
71.87 
84.15 
96.61 
99.03 
94.53 
93.01 
90.76 

104.32 
98.47 

115.95 
118.12 
113.06 
106.51 
104.40 
102.51 
100.00 
90.84 
93.67 
98.24 
94.33 
89.48 
93.61 
79.87 
85.72 
90.92 
86.46 
86.15 
84.73 
80.33 
74.04 
81.43 
87.81 
82.41 
72.36 
80.44 
86.96 
88.33 
84.54 
84.09 
83.29 

104.38 
99.19 

116.05 
115.67 
115.12 
106.44 
102.87 
102.83 
1 0 0 . 0 0 

91.26 
95.59 
99.42 
95.99 
90.80 
94.61 
80.47 
85.94 
91.59 
85.40 
91.15 
87.92 
84.73 
75.54 
78.87 
89.68 
80.84 
70.92 
83.91 
96.67 

101.30 
97.02 
96.24 
93.69 



T a b l e A - 3 . 2 

DOMESTIC T E R M S O F T R A D E F O R M A N U F A C T U R I N G S E C T O R 
(Three Y e a r s M o v i n g A v e r a g e ) 

Y E A R S 
Prices paid are weighed by Marketing and 
rJ r.itn r f r p i w H arc upi p'r.nd hy 

Value Gross Net 
added value 

of 
output 

a v a i l -
abi l i ty 

Alt . 1 Al t . 2 Al t . 3 A l t . • 

1951-•54 103.54 102.21 101.28 101. 13 101, 77 101. 58 101. 87 
1952- 55 111.33 103.25 107.97 110. 20 109. 46 109. 94 109. 43 
1953-•56 111.98 111.40 109.10 111. 92 111. 07 111.27 111. 15 
1954-•57 105.91 105.73 106.48 106. 28 106. 40 106. 44 106. 28 
1955-•58 101.09 101.08 102.78 100,65 101. 60 101. 30 101. 44 
1956-•59 99.49 99.74 101.27 98. 76 99. 38 99. 45 99. 04 
1957- 60 99.57 99.88 100.31 99. 09 99. 15 99. 29 98. 91 
1958- 61 96.96 96.99 97.08 96. 89 96. 88 96. 69 96. 94 
1959-•62 94.08 93.95 93.90 93. 72 94. 19 93. 61 94. 37 
1960- 63 91.94 91.74 92.58 91. 22 92. 41 91. 45 92. 58 
1961- 64 92.58 92.28 94.25 91. 19 93. 33 91. 95 93.48 
1962- 65 93.50 93.34 95 .73 92. 13 94. 41 93, 00 94. 38 
1963-•66 94.96 95.06 97.22 93. 49 95. 70 94. 24 95. 60 
1964-•67 95.40 95.88 97.64 93. 85 95. 77 94. 51 95. 56 
1965- 63 98.96 99.58 101.80 96. 29 98. 50 97. 46 98. 13 
1966-•69 101.92 102.46 105.55 98. 00 100.92 99. 87 100. 45 
1967-•70 105.07 105.48 109.40 99. 63 103. 54 102. 21 102. 15 
1968- 71 103.82 104.12 109.20 97. 46 102. 37 100. 61 102. 35 
1969-•72 101.63 101.81 107.28 94. 93 100. 58 98. 06 100. 76 
1970- 73 98.92 99.15 104.18 91. 58 97. 79 94. 38 99. 10 
1971-•74 95.14 95.02 99.15 86. 59 92. 52 89. 13 92. 52 
1972- 75 97.97 97.34 102.48 85. 72 91. 49 89. 55 90. 70 
1973-•76 103.93 103.05 107.07 88. 31 94. 05 92. 74 92. 97 
1974- 77 109.24 1.08.45 110.58 91. 42 96.46 95. 99 95. 08 
1975- 78 105.59 105.08 103.45 88. 21 92. 04 91. 51 91. 06 
1976- 79 104.01 102.71 101.19 86. 23 89. 73 88. 68 88. 82 
1977- 80 109.73 107.07 107.47 88.93 95. 84 90. 98 95. 40 
1978- 81 119.46 115.18 118.16 90. 36 104. 93 95. 89 105. 71 
1979- 82 123.81 118.69 122.74 89. 38 109. 37 97. 94 111. 19 
1980- 83 123.67 118.21 121.03 85. 01 108.29 97. 12 111. 31 
1981- 84 120.77 115.29 115.79 83. 83 104. 84 94. 90 108.10 

Prices'paid are -weiplled by GVO and 
Prices receivgd are weighed by 

Value Gross Net Purchase by Agriculture" 
added value avai l - Alt . 1 A l t . 2 Alt . 3 Alt . 4 

of abi l i ty 
output 

106.27 104.60 103.73 103.47 104. 14 103.95 104. 24 
111.59 110.53 108.21 110.49 109. 71 110.22 109. 69 
114.61 114.02 111.70 114.57 113. 70 113.90 113. 79 
109.36 109.18 109.95 109.74 109. 87 109.91 109. 76 
104.75 104.73 106.49 104.29 105. 28 104.96 105. 11 
102.01 102.26 103.84 101.26 101. 89 102.29 101. 55 
101.08 101.40 101.83 100.58 100. 64 100.79 100. 40 
97.37 97.39 97.48 97.19 97. 29 97 .10 97. 34 
94,63 94.51 94.45 94.17 94. 75 94.16 94. 93 
93.22 93.02 93.88 92.38 93. 70 92.72 93. 87 
94.16 93.86 95.86 . 2 . 7 5 94. 92 93 .53 95. 08 
92.68 92.52 94.91 91.31 93. 58 92.19 93. 55 
91.57 91,65 93.76 90.14 92. 28 90.88 92. 18 
87.89 88.33 89.94 86.47 88. 25 87.08 88. 06 
88.49 89.04 91.02 86.1.5 88, 12 87.18 87. 79 
89.66 90,13 92.86 86.20 88. 77 87.85 88. 20 
92.89 93.25 96.73 88.07 91. 54 90.36 90. 30 
93.46 93.73 98.31 87.73 92. 15 90.57 92. 15 
91.53 91,70 96.63 85.20 90. 59 88.32 90. 77 
90.18 90.07 94.95 83.46 89. 12 86.01 90. 32 
87.11 86.69 90.77 79.23 84. 68 81.59 84. 70 
88.47 87.62 92.51 77.49 82. 70 80.90 82. 03 
94.18 93.40 96.94 80.05 85. 24 84.02 84. 29 
98.97 98.27 100.07 82.82 87, 37 86.91 86. 14 
96.73 96.27 94.79 80.81 84. 34 83.84 84. 45 
95,16 93.82 88.98 78.76 81. 97 80:99 82.14 

100.21 97.78 94.69 81.21 87. 54 83.09 88. 14 
110.11 106.18 105.45 86.60 96. 71 88.39 97. 43 
113.45 108.77 112.48 88.68 100. 22 89. 75 301. 89 
112.77 107.80 110.39 87.88 98. 76 88.55 101. 55 
110.25 105.25 105.69 86.63 95. 71 86. 63 <J8. 6 7 

able-A 3.2 Continued 

weighed by Set A v a i l a b l y and P r i c e s r e c e i v e d are w e i r e d by 

Y E A R S 

1951-54 
1952-55 
1953-56 
1954-57 
1955-53 
1956-59 
1957-60 
1958-61 
1959-62 
1960-62 
1961-64 
1962-65 
1963-66 
1964-67 
1965-63 
1966-69 
1967-70 
1968-71 
1969-72 
1370-73 
1971-74 
1972-75 
1973-76 
1974-77 
1975-78 
1976-79 
1977-80 
1978-81 
1979-82 
1980-83 
1981-84 

Value Gross 
added value o f 

output 

108.62 
112.22 
116.42 
112.00 
107.77 
104.52 
102.60 

98.05 
95.32 
94.75 
96.06 
94.52 
93.18 
88.46 
87.69 
87.26 
90.15 
90.65 
85.90 
87.80 
85.10 
85.94 
90.89 
95.53 
93.30 
91 .98 
96.40 

106.18 
109.48 
109.08 
106.87 

106.91 
111.16 
115.83 
111.81 
109.76 
106.79 
104.93 

98.03 
95.19 
94.55 
95.76 
94.35 
93.25 
88.89 
88.23 
87.71 
90.50 
90.90 
89.06 
87.70 
84.69 
85.12 
90.14 
94.86 
92.86 
90.82 
94.06 

102.39 
104.96 
104.27 
102.02 

Net 
a v a i l a b i l i t y 

106.09 
108.82 
113.50 
112.61 
109.57 
106.41 
103.37 
98.18 
95.13 
95.43 
97.79 
96.7? 
95.41 
90.52 
90.19 
90.37 
93.88 
95.35 
93.84 
92.45 
88.67 
89.85 
93.56 
96.57 
91.42 
89.49 
94.42 

105.03 
108.54 
106.77 
102.45 

Alt . 1 

105.72 
111.12 
116.38 
112.38 
107.30 
103.75 
102.09 

97.88 
94.85 
93.50 
94.60 
93.12 
91.72 
87.04 
85.38 
83.90 
85.48 
85.09 
83.04 
81.26 
77.43 
75.30 
77.27 
79.94 
77.94 
76.25 
78.12 
83.51 
85.58 
85.01 
83.83 

Purchase by A g r i c u l t u r e 
A l t . 2 A l t . 3 

106.45 
110.33 
115.52 
112.53 
108.32 
104.40 
102.14 

97.97 
95.44 
95.25 
96.84 
95.43 
93.90 
88.83 
87.32 
86.40 
88.84 
89.38 
87.98 
86.77 
82.73 
80.37 
82.29 
84.32 
81.34 
79.35 
84.21 
93.26 
96.73 
95.52 
92.77 

106.25 
110.85 
115.71 
111.56 
107.99 
104.47 
102.30 

97.78 
94.84 
94.25 
95.41 
94.02 
92.47 
87.65 
86.40 
85.50 
87.70 
87.84 
85.78 
83.74 
79.70 
78.60 
81.09 
83.88 
80.86 
78.40 
79.92 
85.25 
86.61 
85.65 
83.97 

A l t . 4 

106.54 
110.30 
115.61 
112.41 
108.13 
104.05 
101.90 

98.03 
95.61 
95.42 
97.00 
95.40 
93.83 
88.63 
87.01 
86.00 
87.64 
89. 38 
88.16 
87.93 
82.73 
79.71 
81,36 
83.13 
80.43 
78.56 
83.83 
93.96 
98.33 
93.15 
95 .65 i u1 OJ I 



Table A - 3 . 3 

D0V-5TIC 'ER^S OF TPfiDF FOR ^fiRTC'JLT'J^E (ABSOLUTE) 

•52 rs Value 
Added 

Gross Value o f output in A g r i c u l t u r e R e l a t i v e t o 

A l t . l 
Net A v a i l a b i l i t y in Agriculture R e l a t i v e to 

GVO Net 
A v a i l -
a b i l i t y 

A l t . 2 A l t . 3 

100.00 
99.61 
84.35 
85 .33 
91.35 
97 .23 
98.06 
98 .75 
100.00 
110.07 
107.47 
104.43 
106.75 
112.86 
108.20 
121.01 
110.60 
104.26 
108.32 
108.52 
110.95 
113.29 
120.56 
106.14 
94 .83 

102.77 
114.30 

99.33 
33.58 
85.33 
3C . fc9 

101.75 
101.62 
85.37 
86.16 
91.84 
97 .47 
97.36 
98.54 

100.00 
110.25 
107.73 
104.68 
107.26 
112.63 
107.62 
120.08 
109.96 
103.98 
107.96 
108.24 
111.01 
113.95 
121.58 
107.69 

95.15 
103.25 
115.10 
102.33 

91.96 
SV.23 
94 .SO 
89.22 Q 'j - ~7 ft 

99 .39 
100.72 
89 .84 
87 .68 
91 .11 
94 .30 
96.46 
98.21 
100.00 
110.34 
107.85 
101.75 
103.55 
111.27 
105.55 
117.48 
107.41 

99 .65 
103.37 
102.20 
104.94 
109.02 
117.23 

99 .50 
95.21 

105.63 
118.11 
102.05 

89 .45 
35 .50 
92 .02 

104.07 
102.28 

85.82 
85 .33 
90 .92 
97.99 
99 .18 
99 .10 

1 0 0 . 0 0 
110.28 
108.89 
105.68 
108.96 
114.25 
109.78 
123.78 
115.53 
109.57 
115.75 
116.92 
118.24 
124.56 
137.11 
126.17 
113.69 
123.08 
136.55 
122,24 
112.90 
111.85 
113.57 
lu9 .55 

102.02 
100.83 
36 .78 
87.16 
89 .98 
96.37 
99.08 
99 .02 
100.00 
110,04 
107.10 
103.26 
105.76 
111.93 
107.59 
121.28 
112.46 
105.32 
110.20 
HO.17 
110.77 
115.83 
129.09 
118.58 
106.44 
119.28 
132.90 
115,IS 

99 .45 
57.30 

102.72 
98 . 22 

102.33 
101.35 
86.61 
85 .81 
91 .16 
96 .61 
98 .37 
00 ,29 

100!00 
110.38 
108.82 
104.51 
107.54 
113.78 
108,99 
122.53 
113.41 
106.64 
112.20 
212.60 
114.90 
121.68 
132.37 
117.58 
109.25 
113.73 
131.99 
120.50 

90 .51 
109.03 
114.S6 
lOS.C4 

A l t . .4 Value GVO in 'let A l t . l A l t , A l t .3 A l t .4 
Added '•'anuf- Ava i1 -

a c t u r - a b i l i ty 
i n c 

102 .28 53 .79 95 .32 93.11 -1 95 .86 9C .82 
100. .62 99.81 101.82 100.92 102.48 101. :o3 1 0 1 .55 100 . 8 2 

S6 .54 84 .00 85 ,01 89.46 35 .46 86.41 86 .24 84 . 1 3 
87 .53 85.17 85 .01 86 .50 84.19 85. .99 84 .66 86 . 4 5 
89 .52 88.64 89.13 88 .40 88 .21 87 .30 8S . 4 5 86 .So 
96 . 6 7 94.54 94 .73 91 .65 95 .23 93. ,66 93. . 5 9 93 . 9 5 
99 .82 95.4g 94 .81 93 .93 96.58 96, .48 95 .79 97 . 2 1 
93 99 9 7 . 0 3 9 6 . 8 0 96 .48 97.35 97 . 2 8 97 . 5 5 97 . 2 5 

1 0 0 . 0 0 100.00 100.00 100.00 100.00 100, .00 1 0 0 . 0 0 100 . 0 0 
109 .88 109.77 1 0 9 . 9 4 1 1 0 . 0 3 109.98 109. .73 1 1 0 . 0 8 1 U ? . 5 8 
106 . 5 5 105,42 1 0 5 . 6 8 105.80 1 0 6 . 8 2 1 0 5 , . J / 106 . 7 5 1 0 - . 6 2 
1 0 3 . 2 7 101.72 1 0 1 . 9 6 99.11 102.34 100. .58 1 0 1 . 7 9 1 0 2 -Q 

1 0 5 . 6 7 1 0 5 . 2 3 1 0 5 . 7 4 102.08 107.41 1 0 4 . . 2 5 1 0 6 . 0 1 104 ! l 7 
1 1 2 . 1 2 1 1 0 . 8 5 1 1 0 . 6 3 109.29 1 1 2 . 2 2 1 0 9 . . 95 i l l . 7 6 1 1 0 
107 .84 1 0 6 . 0 5 1 0 5 . 4 8 103.35 1 0 7 . 6 0 1 0 5 . / f 106 . 8 3 " 1 *" 

1 2 1 . 6 2 1 2 3 . 5 5 1 2 2 . 6 1 119.95 1 2 6 . 3 8 1 2 3 . 
f. ^ f ' 1 2 5 . 1 1 12'- . I t 

1 1 3 .11 113.76 1 1 3 . 1 2 110.49 1 1 8 . 8 5 l i s ! .59 1 1 6 . 67 1 1 6 
^ -

. or. 
1 0 5 .86 1 0 7 . 5 3 1 0 7 , 2 5 102.78 113.02 1 0 S . 1 0 9 . 00 . 1 8 
1 1 3 , .59 1 1 1 . 6 6 1 1 1 . 2 9 106.56 1 1 9 . 3 2 1 1 3 . f , 2 1 5 , .66 1 2 7 no 

106, . 4 3 1 1 1 . 8 7 . 1 1 1 . 5 8 1 0 5 . 3 5 1 2 0 . 5 2 1 1 2 . 1 2 6 , .07 109 ! 73. 
1 1 0 . .72 1 1 3 . 9 7 1 1 4 . 0 3 1 0 7 . 7 9 1 2 6 . 4 c 2 1 3 . 7 C 1 2 3 . .03 2 2 2 . 7 3 
1 1 5 , . 3 5 1 1 5 . 9 1 1 1 6 . 5 9 111.54 1 2 7 . 4 * 2 1 3 . .51 124 , .49 1 2 8 . 0 2 
1 2 9 . .74 2 2 3 . 0 2 1 2 4 , 0 5 1 1 9 . 6 2 2 3 9 . 9 0 1 3 2 , .71 2 35 . .06 232 . 3 ? 
1 2 1 . ,49 1 1 0 . 7 7 1 1 2 . 3 9 1 0 3 . 3 4 1 3 1 . 6 3 1 2 3 , 75 122. . 8 1 1 2 6 . .79 
1 0 6 . ,97 9 3 . 9 0 9 9 . 1 9 9 9 . 2 4 1 1 8 . 5 1 2 2 0 . , 95 2 1 3 . .38 2 1 2 "sc 

1 2 1 , ,03 2 0 5 . 0 3 1 0 5 . 5 2 1 0 7 . 9 5 1 2 5 . 7 9 1 2 2 . 90 2 2 1 . .34 1 2 3 , .69 
1 34 .69 119.65 120.51 103,bt) 132.96 129 . 1 4 13b . 1 9 _ 1 .0*0 
115 .52 102,93 1 0 5 . 5 7 105.28 126.11 I I S . £ 3 1 2 4 . 3 1 11 ? . 1 8 

9S .38 92.19 95 ,72 9 3 . 0 3 117.50 103 .51 114 . 9 9 1 0 5 
95 . 1 2 £S.5S 92.60 S 8 . 7 4 116.09 .100. 99 1 1 3 .21 C. V . 7 2 

lOO 93 .40 9 7 . 6 2 9 4 . 7 6 1 1 6 . 9 5 1 0 5 . • IS. . 29 . 0 7 
9A 93.23 9 7 . 95 : n7. . • I ; i : . "> 2 i o t i 
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T a b l e A - 3 . 4 

DOMESTIC TEP-MS or T'-ADE FOP. AGRiaVW: (3 TTA1S WINC AVERAGE) 

Grcss Vs. C'utcut ir. Acriculture Felc tivc tO: Net Av si iai . lit- ii: At n eel t-rfe Ke.: £.tive to . 
i'62rs a.ue GVD Net Purchase bv AcricvItJ re Value SVC in Net P urcr bv Acr:c - It -re 7,='3ed Avail- A l t . l Alt .2 Alt .3 Ait .4 Added .".anufa- Avail- Alt . 1 Alt .2 Air \ ni t.4 

abili ty y cturir-ic ibi l ity 

1*21-54 94.65 96 .25 96.65 97.39 96 .64 96 .76 96 .48 92.53 94.05 94 .50 95 .19 94 .34 94 . 55 93 .59 1552-55 9C.10 91 .05 92.74 91.14 . 91 .59 91 .26 91 .60 89.56 90.61 92 .29 90 .71 91 .14 92 S. 90 .47 
1353-56 S7.3S 87 .79 39.54 87.36 87 .97 87 .86 87 .90 85.94 86.38 88 .12 85 .95 86 .57 8c .45 85 .81 1954-57 91.66 91 .32 91.03 91.14 91 .17 91 .19 91 .27 89.45 89.62 88 .35 89 .21 88 .98 89 .00 89 .09 
1555-58 95.57 95 .56 93.96 96.03 95 .14 95 .38 95 .34 92.89 92.88 91 .33 93 .34 92 .48 92 .71 92 .67 
1556-59 98.03 97 .79 96.32 98.76 98 .16 98 .09 98 .49 95.69 95.45 94 .02 96 .39 95 .81 95 .74 96 .14 
1957-60 96.94 98 .63 98.22 99.43 99 .37 99 .22 99 .60 97.51 97.20 96 .80 97 .98 97 .92 97 .75 98 • IS 1958-61 102.94 102 .93 102.85 103.13 103 .11 103 .22 102 .96 102.27 102.25 102 .17 102 .44 102 .34 102 .54 102 .28 
1959-62 105.85 105 .99 106.06 106.39 105 .71 106 .40 105 .51 105.06 105.21 105 .24 105 .60 104 .93 103 .61 104 .73 
l?60-c3 107.32 107 .55 106.65 108.28 106 .80 107 .90 106.60 105.64 105.86 104 .93 106 .58 105 .13 106 .21 10S .60 1961-64 106.22 106 .56 104.38 107.84 105 .37 106 .96 105 .20 104.12 104.46 102 .33 105 .72 103 .3 104 85 103 .79 
19c2-65 108.01 108 .19 105.52 109.63 106 .98 108 .61 107 02 105.93 106.11 103 .49 107 .52 104 .93 10c 106 .31 15 c 3-66 109.27 109 .17 106.79 111.00 108 43 110 .10 108 S4 107.38 107.28 104 .91 109 .08 106 .55 10c 2 106 .67 
1964-67 114.02 113 .44 111.43 115.94 113 60 115 .10 113 86 113.49 112.91 110 .86 115 .40 113 .08 114 57 113 .34 
1965-68 113.27 112 .55 110.15 116.36 113 .78 114 98 114 19 114.46 113.74 111 .26 117 .61 114 .99 l i e 20 115 .41 

111.96 111 .34 108.ie 116.29 113 02 114 .19 113 53 114.95 114.33 111 .07 119 .42 116 .05 117 26 116 .57 
1967-70 107.73 107 .30 103.48 113.62 109 33 110 .75 110 85 110.96 105.55 106 .61 • 117 .06 112 .64 114 11 114 21 
1968-71 1C7.03 106 .73 101.74 114.08 108 56 110 48 108 63 110.35 110.04 104 90 117 62 111 .93 113 111 ?9 
1969-72 199.26 109 .07 103.50 116.97 110 .38 113 23 110 25 112.50 112.30 106 57 122 10 113 65 l ie 55 : i : 
1970-73 11C.92 111 07 305.39 119.91 112 26 116 39 110 63 113.92 114.07 108 23 124 81 115 29 11? 52 : : 3 82 
19" : -74 114.93 115 51 110.40 126.64 118 56 122 98 118 60 117.63 IIS.22 112 98 131 27 121 34 125 66 121 
1972-75 113.33 114 4 b 108.58 129.28 121 17 123 91 122 19 116.57 117.68 111 .67 133 01 124 66 » 41 ' i : 73 
15"i-76 107.19 108 14 103.93 125.66 ilB 04 119 77 119 40 110.90 111.86 107 57 130 03 122 14 12: 1 2 ~ .j L-
15*4-77 101.26 102 03 100.11 120.98 114 77 115 22 116 50 103.90 105.70 103 68 125 3; IIS 0. 115. 34 12: 
1575-76 IS4.02 104 50 106.32 124.44 119 54 119. 99 120 90 107.86 108.41 110 28 129 0 ;' GO — Vf 12 ~ 40 
157r-79 105.63 106 89 108.60 127.29 119. 12 123 74 123. 75 109.20 11C.53 112 30 62 i2t . 62 127 .27 
1977-e0 100.90 103 13 103.20 123.90 115. 84 114 33 116. 53 104.92 107.27 1 - .i n 12c 86 120 43 J. t 32 121 
197S-ei 91.25 94 51 92.33 115.66 103. 98 106 70 103. 34 94.55 97.96 95 70 115 90 107. 76 117. 5C 107 11 
i9"?-e2 88.20 92 00 88.99 112.77 99. 82 1C4 82 98 20 91.38 95.31 9 : 20 l ie £5 103, 43 l lr SC.1 101 74 
I5c:-a3 SB. 74 91 08 89.00 1H.66 '99. 41 l ie . 86 96. 72 91.73 95.96 93 32 117 65 104. 76 l i e . 101 90 

50.70 93. 27 92.91 113.50 102. 59 113. 31 99 51 93 .57 98.78 97 66 119 3fc 107. 82 11s. 03 104 57 
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T&ble-A 3.5 

INCOME TERMS OF TRADE FOR AGRICULTURE 
( 3 YEARS MOVING AVERAGE ) 

Y E A R S 

A g r i . P r i c e I n d i c e s Weighted by Market ing 
R e l a t i v e t o M a n u f a c t u r i n g P r i c e Weighted by 

Value 
added 

Gross 
v a l u e 

Net 
a v a i l -

Purchase by 
A g r i c u l t u r e 

A g r i . P r i c e I n d i c e s Weighted by GVO R e l a t i v e t o 
M a n u f a c t u r i n g P r i c e I n d i c e s Weighted by 
Value 
added 

Gross 
v a l u e 

Net 
a v a i l -

Purchase by A g r i c u l t u r e 

o u t p u t A l t , , 1 A l t . 2 A l t , .3 A l t . 4 OI 
o u t p u t 

a o i i i c y 
A l t , . 1 A l t , , 2 A l t . 3 A l t , 4 

1951-•54 3 1 . 9 3 8 3 . 3 0 83 , 30 84 . 26 8 3 . 6 0 83 . 82 83 . 53 80 . 18 8 1 . 48 82 . 04 8 2 . 40 81 . 77 81 . 94 81. 06 
1952--55 8 0 . 5 8 1 . 3 3 82 . 95 31 . 41 81 .86 31 . 55 81 . 87 80 . 10 80 . 93 82 . 54 81. 01 81 , 45 81 . 14 80 . 30 
1953--56 7 8 . 8 7 9 . 2 1 80 . 87 78 . 84 7 9 . 4 2 79 . 30 79 . 36 77 . 56 77. 97 79 . 62 77. 61 78. 19 78. 06 77 . / *? / 

1954--57 8 3 . 2 2 8 3 . 3 6 82 . 60 83 . 02 8 2 . 7 8 82 . 79 82 . 89 31 . 21 81 . 36 80 . 62 31 . 02 80 . 79 8 0 . 8 0 80 . 90 
1955-•58 8 7 . 7 2 8 7 . 7 0 86 . 20 88 . 17 8 7 . 3 4 87 . 54 87 . 54 85 . 26 85 . 25 3 3 . 7 8 — 35. 70 84. 91 85 . 10 85 . 10 
1956-•59 9 2 . 1 4 9 1 . 9 2 90 . 52 92, 82 9 2 . 2 5 92 . 18 92 . 56 89 . 93 89 . 71 88 . 35 9 0 . 59 90 . 04 89 . 93 90 . 34 
1957-•60 9 4 . 3 4 9 4 , 0 6 9 3 . 63 94 . 80 9 4 . 7 4 94 . 60 94 . 96 9 3 . 01 92 , 73 9 2 . 36 93 . 45 9 3 . 40 93 . 27 9 3 , 61 
1958-•61 102 ,47 1 0 2 . 4 7 102. 40 1 0 2 , 65 102 .44 102. 74 102. 48 101. 83 101 . 82 101. 75 102 . 00 101. 90 102. 78 101. 33 
1959-•62 111 .98 112 .14 112. 22 112 . 58 111 .73 112 . 59 111. 61 111. 11 111 . 27 111 .34 111 . 71 110. 97 111. 71 110. 74 
1960- 63 117 .29 1 1 7 . 5 4 116. 53 118. 35 1 1 6 . 6 0 117. 93 116. 48 115. 41 115. 66 114. 68 116 . 46 114, 35 116. 04 115. 37 
1961-•64 1 2 1 . 4 6 121 .35 119. 33 123. 34 120 .49 122. 31 120, 29 119. 08 118. 81 117. 00 120. 93 118, 14 119. 92 118. 68 
1962- 65 127 .61 127 .81 124. 69 129 . 53 1 2 6 . 4 0 128. 33 126 . 45 125 . 18 125 . 33 122. 31 127. 06 123 . 99 125. 08 124. 73 
1963- 66 1 3 4 . 7 3 134 .61 131, 72 136. 90 133 .74 136. 14 133 . 89 132, 44 132. 31 129, 39 134. 52 131. 42 133. 45 131. 57 
1964- 67 1 4 6 . 5 3 145 .77 143. 00 149. 02 146 .01 148. 26 146 . 35 145 . 95 145. 18 142. 54 148. 43 145. 44 147. 34 145. 78 
1965- 68 1 5 3 . 1 4 157 .14 153. 59 162. 63 1 5 8 . 9 3 160. 96 159. 57 . 160 , 70 159. 03 155. 55 1 6 4 . 6 2 160. 91 1.62. 56 161. 52 
1966- 69 170 .72 169 .81 164. 71 177. 52 172 .41 174 . 21 173 , 20 175. 42 174. 43 169. 35 182, 36 177 . 1 178. 93 177. 91 
1967- 70 1 8 3 . 4 2 182 .71 176. 10 193. 58 186 .16 188. 69 183, 90 189 . 04 188. 26 181. 44 199 . 46 191, 31 194. 34 194. 63 
1968- 71 1 8 3 . 4 8 1 8 7 , 9 4 179. 17 200 . 94 1 9 1 . 4 4 194 . 59 191 . 44 194. 39 193 . 77 184. 73 207 . 17 197. 13 200 . 62 197. 03 
1969- 72 1 9 7 . 7 8 1 9 7 . 4 3 187. 38 211 . 70 1 9 9 . 7 9 204 . 96 199. 70 203 . 63 203. 27 192. 92 221 , 02 205. 71 211 . 03 205. 60 
1970- 73 2 0 1 . 6 1 201 .91 191, 61 213 . 00 204 .05 211. 65 201 . 56 207 . 04 207. 34 196. 75 226. 91 209 . 54 217. 33 206. 96 
1971- 74 2 1 7 . 4 4 2 1 8 . 5 6 208 . 92 239 . 76 2 2 4 . 5 0 232. 82 2 2 4 . 59 222. 53 223 . 67 213 . 89 248. 40 229 , 73 238. 25 244 . 33 
1972- 75 2 1 5 . 9 2 2 1 7 . 9 7 206. 93 245. 66 2 3 0 . 8 4 236 . 09 232 . 78 222. 06 224 . 17 212 . 77 253 . 34 237 . 45 242 . SO 239 . 47 
1973 - 76 2 0 7 . 8 6 2 0 9 . 6 8 201 . 77 243 . 01 2 2 8 . 8 6 232 . 30 231 . 45 215 . 02 216 . 9 2 0 8 . 71 252 . 09 236. 78 243. 68 239. '. "7 
1 9 7 4 - 77 198 .64 2 0 0 . 1 1 196. 66 2 3 6 . 7 2 2 2 5 . 2 3 226 . 16 228 . 58 205 . 72 207 . 25 203 . 60 245. 81 233, 22 237. 51 236. 69 
1 9 / 5 - 78 211 . 81 2 1 3 . 1 7 216. 92 253 . 83 2 4 3 . 9 0 2 4 4 . 76 246 . 69 220 . 03 221 . 15 211 . 09 256. 36 246 . 05 257. 24 255 . 89 
1976- 79 221 .38 2 2 4 ; 7 5 228 . 26 267 . 65 2 5 7 . 3 8 260 , 26 260 . 06 229 . 55 232 . 42 222 . 12 269 . 81 259 . 20 269 . 12 263 . 93 
1 9 7 7 - 80 222 .41 2 2 8 . 1 5 228 . 04 274 . 31 2 5 5 . 8 6 2 5 6 . 8 0 257 . 34 231. 92 237. 28 22.3. 23 278. 30 259 . 18 278. 62 267. 64 
3 978— 81 213 .90 2 2 2 . 0 2 2.16. 72 272 . 01 2 4 4 . 0 3 255. 41 2 4 2 . 45 222 . 07 230. 18 224 . 67 282 . 02 253. 03 276. 31 251 . 3" 
19 79 -82 218 . 78 2 2 8 . 2 2 220 . 75 279 . 69 2 4 7 . 6 0 265. 46 243 . 53 226. 65 236 . 42 228 . 67 289 . 76 256 . 55 286. 51 252. 30 
1980- 83 229 .38 2 3 5 . 2 5 230 . 03 £83 . 34 256.81 286. 35 249. 81 237 . 11 248. 05 242. 67 304. 06 2 7 0 . 8 5 302. 96 265. 9 S 
1981- 84 245 .23 252 .18 251 . 42 307. 02 277 .55 306. 38 269 . 17 252. 98 265. OA 264. 26 322. 71 291. 70 323. 07 2B5. 4D 

Table—A 3 .5 Continued 

Y E A R S 

1951 -54 
1952-55 
1953 -56 
1954-57 
1955 -58 
1956-59 
1957 -60 
1 9 5 8 - 6 1 
1 9 5 9 - 6 2 
1960 -63 
1961-64 
1 9 6 2 - 6 5 
1963 -66 
1964-67 
1965-6S 
1966-69 
1967-70 
1968 -71 
1969-72 
1970-73 
1971-74 
1972-75 
1973-76 
1974-77 
1975 -78 
1976 -79 
1977 -80 
1978 -81 
1 9 7 9 - 8 2 
1980 -83 
1981-84 

N o t e : 

Value 
added 

8 4 . 1 8 
8 0 . 5 4 
8 0 . 6 9 
8 5 . 9 3 
9 0 . 8 4 
9 4 . 4 8 
9 5 . 7 4 

1 0 2 . 8 7 
1 1 2 . 7 0 
1 1 8 . 9 0 
1 2 3 . 5 1 
1 2 6 . 1 9 
2 ? 9 . 3 7 
1 3 4 . 6 0 
1 4 0 . 9 7 
1 5 0 . 1 6 
1 6 2 . 2 4 
1 6 9 . 6 7 
1 7 8 . 1 0 
1 8 3 . 8 9 
1 9 9 . 3 0 
1 9 5 . 7 8 
188.61 
1 7 9 . 8 8 
1 9 3 . 8 0 
2 0 2 . 5 0 
2 0 3 . 0 5 
197 .47 
2 0 0 . 4 0 
2 0 9 . 0 0 
2 2 3 . 9 4 

AGRICULTURE P R I C E I N D I C E S WEIGHTED BY VALUE ADDED R E L A T I V E 
P R I C E I N D I C E S WEIGHj jEg_Bj [ 

Gross Net 
v a l u e o f a v a i l -
o u t p u t a b i l i t y 

"PURCHASE BY AGRICULTURE 

A l t . 1 A l t . 2 A l t . 3 

8 5 . 5 8 
8 1 . 3 9 
81.11 
8 6 . 0 9 
9 0 . 8 3 
9 4 . 2 5 
9 5 . 4 4 
102.86 
1 1 2 . 8 7 
1 1 9 . 1 6 
1 2 4 . 3 4 
1 2 6 . 8 4 
1 3 0 . 1 8 
1 3 3 . 9 1 
1 4 0 . 0 8 
1 4 9 . 3 7 
161.62 
1 6 9 . 1 9 
177 .79 
1 8 4 . 1 6 
2 0 0 . 3 3 
1 9 7 . 6 1 
1 9 0 . 2 3 
181 .17 
194 .77 
2 0 5 . 0 5 
208.06 
2 0 4 . 6 8 
2 0 9 . 0 3 
218.68 
2 3 4 . 3 9 

8 6 . 0 4 
8 3 . 0 3 
8 2 . 7 8 
8 5 . 2 9 
8 9 . 2 7 . 
9 2 . 8 1 
9 5 . 0 5 

1 0 2 . 7 9 
1 1 2 . 9 4 
1 1 8 . 1 3 
1 2 1 . 3 4 
123 .27 
126.86 
1 3 1 . 4 9 
1 3 7 . 0 3 
1 4 5 . 0 1 
1 5 5 . 7 5 
1 6 1 . 2 7 
1 6 8 . 7 2 
1 7 5 . 1 7 
1 9 1 . 9 1 
188.10 
1 8 3 . 2 2 
1 7 8 . 2 7 
1 9 8 . 1 6 
2 0 8 . 2 1 
2 0 7 . 9 1 
199 .79 
2 0 2 . 1 9 
2 1 3 . 8 6 
2 2 3 . 9 3 

86.60 
8 1 . 4 6 
8 0 . 7 2 
8 5 . 7 3 
9 1 . 3 1 
9 5 . 1 8 
96.20 

1 0 3 . 0 5 
1 1 3 . 3 2 
1 1 9 . 9 9 
1 2 5 . 4 2 
128.10 
1 3 1 . 9 3 
1 3 6 . 8 6 
1 4 4 . 9 2 
1 5 6 . 1 5 
1 7 1 . 2 6 
180 .89 
1 9 0 . 6 5 
1 9 8 . 8 6 
2 1 9 . 8 2 
2 2 3 . 1 2 
2 2 1 . 0 3 
2 1 4 . 9 5 
2 3 1 . 9 3 
2 4 4 . 1 8 
2 5 0 . 1 8 
2 5 0 . 7 4 
2 5 6 . 2 1 
2 7 1 . 5 4 
2 8 9 . 1 9 

8 5 . 8 9 
8 1 . 9 3 
8 1 . 3 1 
8 5 . 4 8 
9 0 . 4 6 
9 4 . 5 9 
9 6 . 1 5 

1 0 2 . 9 4 
1 1 2 . 2 7 
118.02 
1 2 2 . 2 4 
124 .99 
1 2 8 . 8 7 
1 3 4 . 1 0 
1 4 1 . 6 7 
1 5 1 . 6 4 
1 6 4 . 6 7 
1 7 2 . 1 2 
1 7 9 . 9 2 
1 8 6 . 1 3 
2 0 5 . 8 2 
209 .11 
2 0 7 . 6 0 
2 0 3 . 9 9 
2 2 2 . 7 9 
2 3 4 . 7 9 
2 3 3 . 3 2 
2 2 5 . 0 2 
2 2 6 . 8 4 
2 3 8 . 7 2 
2 5 8 . 2 3 

8 7 . 0 7 
81.60 
8 1 . 1 9 
8 5 . 4 9 
9 0 . 6 6 
9 4 . 5 1 
96.00 

1 0 2 . 3 8 
1 1 2 . 5 7 
1 1 8 . 7 9 
1 2 4 . 3 7 
1 2 6 . 9 0 
1 3 0 . 8 6 
1 3 5 . 8 7 
1 4 3 . 1 6 
1 5 3 . 2 3 
166.86 
1 7 5 . 1 7 
184 .57 
193 .07 
2 1 3 . 4 5 
2 1 3 . 9 9 
2 1 0 . 8 4 
2 0 4 . 7 4 
2 2 3 . 6 4 
2 3 7 . 4 8 
2 4 4 . 4 1 
2 4 5 . 6 9 
2 5 3 . 3 4 
2 6 6 . 1 3 
2 8 5 . 0 5 

A l t . 4 

8 5 . 8 3 
81 .94 
8 1 . 2 4 
8 5 . 5 8 
9 0 . 6 6 
9 4 . 9 2 
9 6 . 3 7 

102 .87 
1 1 2 . 3 3 
118.08 
1 2 2 . 3 2 
1 2 5 . 0 4 
1 2 9 . 0 1 
1 3 4 . 4 2 
142 .20 
152 .34 
1 6 7 . 1 0 
172 ,29 
1 7 9 . 7 9 
1 8 3 . 8 6 
2 0 5 . 9 0 
210 .79 
2 0 9 . 9 0 
2 0 7 . 0 0 
219 ,77 
2 3 1 . 6 4 
2 2 9 . 0 4 
2 2 3 , 5 2 
2 2 3 . 0 8 
2 3 2 . 1 7 
2 5 0 . 4 1 i 

vo i 

Income t e r n , o f t r a d e have been c a l c u l a t e d by m u l t i p l y i n g net b a r t e r tenns o f t r a d e 
w i t h an i n d e x o f a g r i c u l t u r a l o u t p u t . 



T a b l e - A 3 . 6 

SINGLE FACTORAL TERMS OF TRADE FOR AGRICULTURE 
(Three Years Moving Average) 

Agri. Price Indices Weighted by Marketing 
Y E A R S Relative to Manufacturing Price Weighted by 

Value Gross Net 
added value a v a i l - Purchase of Agriculture 

of a b i l i t y 
output Al t . 1 Alt .2 Alt . 3 Alt . 4 

•. ''V r -
Agri . Price Indices Weighted by GVO Relative 
to Manufacturing Price Indices Weighted by 

added. 

; 

Gross Net 
value ava i l -
of ab i l i ty 
output 

Purchase of Agriculture 

Alt . 1 Al t . 2 Alt . 3 Alt. 4" 

1951--54 107.07 108.87 109.32 110.17 109.21 109. 46 
1952-•55 107.39 101.48 103.37 101.60 102.07 101. 72 
1953-•56 95.83 96.33 98.3 95.87 96.55 96. 43 
1954--57 96.33 96.51 95.74 96.05 95.33 95. 85 
1955-•58 97.29 97.30 95.69 97.74 96.83 97. 10 
1956-•59 97.07 96.82 95.37 97.77 97.18 97. 11 
1957- 60 98.15 97.84 97.44 98.62 98.56 98. 42 
1958-•61 99,32 99.29 99.21 99.49 99.39 99. 58 
1959-•62 101.15 101.29 101.35 101.67 103.02 101. 68 
1960- 63 102.72 102.94 102.03 i n , 6 6 102.2 103, 27 
1961-•64 104.88 105.22 103.05 10i,.49 104,04 105. 60 
1962- 65 108.61 108.79 106.12 110.23 107.58 109. 21 
1963- 66 109.44 109.34 115.97 111.17 108.6 110. 28 
1964- 6 7 135.89 115.30 113.26 117.84 115.47 116. 99 
1965- 68 121,01 120,24 117.66 124.42 121.63 122. 9 
1966- 69 126.84 126.15 122.53 131.85 128.09 129. 42 
1967-•70 136.21 135.68 130.78 143.77 138.25 140. 10 
1968- 71 139.82 139.41 132.9 149.09 141.84 144.37 
1969- 72 146.93 146.56 139.21 157.28 146.46 152. 26 
1970- 73 145.23 145.48 138.03 157.05 147.03 152. 45 
1971-•74 151.52 152.30 145.54 166.96 156.33 162. 14 
1972-•75 146.76 148.16 140.68 167.29 156,79 160. 43 
1973-•76 137,51 138.95 133.65 .161,36 151.58 153, 86 
1974-•77 128.45 129.64 127.29 153.72 145.85 146.44 
1975-•78 133.70 134.59 136.92 160.26 153.95 154. 52 
1976-•79 135.69 137.66 139.86 163.93 150.96 149. 10 
1977- 89 130.72 135.21 135.24 162.09. 145.01 142. 06 
1978- 81 120.16 126.07 123,12 153.96 131.87 134. 64 
1979-•82 119.50 125.87 121.76 153.87 136.56 146. 14 
1980- 83 120.19 123.42 120.58 151.28 134.69 150. 22 

• 84 121.14 124.58 124.04 151.56 136.99 151. 34 

109.13 
102.07 
96.46 
95.94 
97.00 
97.51 
98.79 
99.33 

100.83 
102.01 
103.87 
107.62 
108.72 
115.73 
122.09 
128.67 
140.32 
142.04 
148.41 
145.17 
156.38 
158.08 
153.30 
148.04 
155.70 
150.77 
142.23 
127.33 
132.48 
131.01 132.84 

ir>_>.j —jv 
104.67 

99.92 
; 94,30 
> 9.4,03 
94.56 
94.73 
96.73 
96.65 

j100.40 
. 101.06 
j .102.81 
•lt^.52 
,107.55 

• 115.38 
1-12.42 

;• 3,30.27 
j 14Q. 33 

W4.15 
! 3y5i. 28 
r lp&9- 20 
.155 .,0,8 

! 150 ,.91 
142.45 

"T33727 
138.90 
136.05 

121.54 
125.03 

.._ i .A.. E- _ . JL i ZJ 
124.97 

106.38 
101.00 

94.79 
94.20 
94.57 
94.50 
96.43 
98.62 

100.54 
101.28 
103.15 
106.69 
107.45 
114.79 
121.65 
129.57 
139.79 
143.74 
151.01 
149.4 
155.86 
152.33 
143.70 
134.27 
139.61 
138.14 
136.43 
126.49 
130.41 
129.98 
130.91 

106. 88 107.62 106.70 106. 95 105. .86 
102. 87 101.12 301.58 101,23 100. ,81 

96. 75 94.34 95.02 94. 89 94 .17 
93. 46 93.75 93.72 93. 55 93.65 
93. 12 94.99 94.28 94. .37 94, .28 
93, 20 95.43 95.02 94. 79 95. ,17 
96. 16 97.19 97.14 97. 00 97. ,36 
98. 55 98.82 98,72 98. ,91 97. ,36 

100.60 100.92 100.27 100. 92 100. ,09 
100.40 101. 100.56 101. 61 101. ,04 
101. 02 104. 101.90 103. 52 102. ,50 
104. 08 108.12 105.51 107. 11 106. ,22 
105. 08 109,25 106.72 103. 38 106.84 
112. 71 117.33 114.97 116. 49 115. ,24 
119. 00 125.91 123.07 124. 36 123. ,54 
125. 85 135.43 131.55 132. 93 132. ,16 
134. 74 148.14 142.45 144. 35 144. .58 
137. 02 153.72 146.24 148. 84 3 46. 44 
143. 34 164.14 152,86 156, 78 152. 81 
141. 75 163.48 150.99 156. 55 149. 08 
148, 95 173.06 159.98 165. 93 160. 03 
144. 63 172.07 161.26 164. 97 162.60 
138. 23 166.94 156.81 161. 28 158. 60 
131. 81 159.05 153.80 153. 80 153. 31 
133. 43 161,94 155.39 362. 43 163. 5 
130, 81 161.52 152.23 160. 79 158. 07 
126. 85 161-03 147,02 161.06 152. 06 
122. 42 156.36 137.17 152. 84 136. 06 
126. 15 159.85 141.50 158. 02 139. 20 
127. 05 159.33 141.88 158. 21 138. 02 
1 in i-j 

Table—A 3.6 Continued 

1951-54 
1952-55 
1953-56 
1954-57 
1955-58 
1956-59 
1957-60 
1958-61 
1959-62 
1960-63 
1961-64 
1962-65 
1963-66 
1964-67 
1965-68 
1966-69 
1967-70 
1968-71 
1969-72 
1970-73 
1971-74 
1972-75 
1973-76 
1974-7 7 

AGRICULTURAL PRICE INDICES WEIGHTED TO VALUE ADDED RELATIVE TO 
MANUFACTURING PRICE INDICES WEIGHTED BY 

Value 
added 

Gross 
value o f 
output 

Net 
a v a i l -
a b i l i t y 

PURCHASE BY AGRICULTURE 
Alt . 1 

110.22 112.03 112.40 113.41 
100.37 101.43 103.35 101.54 

98.17 98.68 100.65 98.19 
99.50 99.68 98.89 99.21 

100.80 100.80 100.14 101.25 
99.51 99.26 97.77 100.24 
99.61 99.30 98.89 100.10 
99.71 99.69 99.61 99.89 
96.03 101.91 101.98 102.31 
98.41 104.37 103.44 105.11 

100.92 107.36 104.80 108.30 
107.50 108.04 105.01 109.12 
105.50 105.77 103.07 107.18 
106.52 105.98 104.08 108,30 
107.93 107.24 104.91 110.93 
111.52 110.92 107.72 115.94 
120.45 119.99 115.64 127.18 
125.86 125.50 119.63 134.22 
132,31 132.07 125.35 141.64 
132.48 132.66 326.16 143.24 
138.84 139.52 '133.66 153.04 
133.17 134.41 127.97 151.68 
124.99 126.07 121.38 146,41 
1 1 / - - - ~ ' 

Alt . 2 Alt . 3 Alt . 4 

112.38 
102.05 
98.88 
98.98 

100.32 
99.63 

100.05 
99.79 

101.40 
103.37 
105.57 
106.48 
104.69 
106.12 
108.45 
112.62 
122.27 
127.69 
133.69 
134.09 
143.29 
142.14 
137.52 

112.63 
101.67 

98.75 
99.00 

100.60 
99.57 
99.90 
99.33 

101.66 
104.06 
107.40 
108.09 
j. J6.31 
107.53 
109.59 
113.79 
123.91 
129,96 
137.11 
139.04 
148.62 
145.52 
139.66 

112.32 
102.05 

98.79 
99.08 

100.50 
99.98 

100.29 
99.74 

101.45 
103.42 
105,64 
106.51 
104.80 
106.36 
108.85 
113.13 
124.11 
127.84 
133.62 
132.40 
143.33 
143.25 
119 05 





19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
19 
3.9 
19 
IS 
IS 
IS 
IS 
IS 
IS 
IS 
IS 
IS 
IS 
IS 
IS 
19 
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89.49 
93.59 
89.88 
W . 0 8 
86.32 
90.40 
95.48 

102.22 
106.03 
105.77 
102.51 
102.59 
104.69 
112.14 
113.07 
111.11 
104.09 
100.82 
102.88 
107.45 
116.46 
116.12 
113.35 
110.38 
122.14 
124,61 
117.98 
101.01 
96.83 

100.87 
110.82 
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T a b l e - A 3.72 

INTRA SECTORAL TERMS OF TRADE FOR MANUFACTURING SECTOR 

(THREE YEARS MOVING AVERAGE) 

C0NSUMP1 "ION GOODS RELATIVE TO INTERMEDIATE AND INVESTMENT GOODS 

YEARS Value 
added 

GVO Net 
a v a i l -
a b i l i t y 

A l t . 1 A l t . 2 A l t . 3 A l t . 4 

1951-54 108.21 1 0 8 . 7 6 
1952-55 113.92 1 1 4 . 5 5 
1953-56 111.21 1 1 2 . 1 4 
1954-57 100.88 1 0 2 . 6 6 
1955-58 96 .19 9 7 . 8 4 
1956-59 97 .12 9 8 . 9 9 
1957-60 99 .33 1 0 0 . 8 7 
1958-61 100.33 1 0 1 . 3 0 
1959-62 100.56 1 0 0 . 8 5 
1960-63 98 .50 9 8 . 9 0 
1961-64 95 .03 9 5 . 5 0 
1962-65 92 .53 9 3 . 6 0 
1963-66 90 .73 9 2 . 4 7 
1964-67 88.71 9 0 . 3 9 
1965-68 85.51 8 6 . 8 6 
1966-69 81.85 8 2 . 8 0 
1967-70 77.84 7 9 . 0 6 
1968-71 73.91 7 4 . 9 8 
1969-72 71.77 7 2 . 9 8 
1970-73 69 .73 7 1 . 3 0 
1971-74 69.47 7 1 . 4 2 
1972-75 66.90 6 8 , 5 8 
1973-76 67 .65 6 8 . 7 5 
1974-77 69 .31 6 9 . 5 9 
1975-78 73.94 7 3 . 6 5 
1976-79 71.37 7 1 . 1 9 
1977-80 64.24 6 4 . 5 1 
1978-81 54.73 5 5 . 6 5 
1979-82 51.60 5 2 . 6 5 
1980-83 52.21 5 3 . 3 6 
1981-84 55.05 5 6 . 2 3 

9 7 . 2 4 
1 0 5 . 4 9 
1 0 6 . 5 8 
9 7 . 9 3 
9 3 . 0 1 
9 3 . 5 8 
9 7 . 7 7 
9 9 . 7 7 
9 9 . 9 9 
9 7 . 8 6 
9 4 . 5 2 
9 3 . 4 5 
9 3 . 6 7 
9 4 . 3 8 
9 1 . 7 1 
8 7 . 8 6 
8 3 . 4 4 
7 9 . 5 6 
7 8 . 4 0 
7 7 . 9 7 
7 8 . 4 6 
7 4 . 1 2 
7 2 . 9 9 
7 3 . 4 0 
7 8 . 0 4 
7 7 . 3 8 
7 2 . 4 7 
6 5 . 4 3 
2.02 

6 2 . 6 4 
6 6 . 1 7 

9 6 , 5 2 9 6 . 6 4 9 4 . 8 9 9 7 . 0 7 
104 .51 1 0 4 . 7 0 104 .37 1 0 4 . 3 2 
103 .20 1 0 4 . 3 6 104 .66 103 .59 

9 4 . 7 7 9 6 . 3 6 9 5 . 4 9 9 6 , 2 3 
8 9 . 9 3 9 1 . 9 0 9 0 . 6 7 9 1 . 9 5 
9 3 . 2 7 9 2 . 3 3 9 2 . 0 7 9 3 . 3 9 
9 6 . 6 1 9 6 . 2 3 9 6 . 5 3 9 5 . 8 7 
9 9 , 0 9 9 7 . 5 9 9 9 . 2 1 9 8 . 1 2 

100 ,99 9 8 . 6 8 1 0 0 . 3 8 9 8 . 2 1 
101 .25 9 6 . 8 6 9 9 . 1 9 9 6 . 4 9 
9 9 , 8 3 9 4 . 0 6 9 6 . 6 9 9 3 . 8 4 

106 .44 9 5 . 1 3 9 5 . 1 1 9 3 . 2 8 
1 1 0 . 2 3 9 4 . 9 3 9 5 . 7 3 9 7 . 0 8 
115 .77 9 5 . 9 2 9 7 . 4 5 9 8 . 2 1 
1 1 1 . 5 8 9 2 . 8 8 " 9 6 . 3 2 9 7 . 5 4 
1 0 8 . 3 5 9 0 . 1 6 9 2 . 5 4 9 1 . 0 9 
1 0 3 . 8 7 8 6 . 2 0 8 7 . 8 1 ' 8 7 . 3 8 
1 0 0 . 2 7 8 2 . 5 9 8 4 . 0 9 8 3 . 7 4 
100 .52 8 0 . 8 0 8 3 . 7 0 8 1 . 6 3 
1 0 5 . 1 8 8 0 . 7 8 8 6 . 5 5 8 1 . 6 1 
1 1 1 . 8 8 8 3 . 2 1 9 0 . 1 8 8 4 . 3 8 
114 ,34 8 4 , 4 5 8 8 . 1 6 8 7 . 7 4 
115 .51 8 5 . 9 9 8 7 . 9 8 8 9 . 7 2 
119 .80 9 0 . 1 9 9 0 . 1 9 9 5 . 1 3 
1 2 7 . 4 2 9 6 . 0 7 8 7 . 4 6 9 5 . 8 3 
127 .67 9 6 . 7 7 8 7 . 2 9 9 6 . 8 2 
118 .29 8 8 . 4 4 8 2 . 5 0 8 6 . 6 9 
105 .04 7 7 . 0 6 8 4 . 9 4 7 8 . 0 3 
9 8 . 4 8 7 0 . 9 4 3 2 . 3 9 7 0 . 3 4 
9 9 . 1 5 7 1 . 0 7 8 5 . 0 9 6 9 . 5 7 

104 .49 7 5 . 2 2 9 1 . 3 1 7 3 . 1 1 



Table -A 3.11 

INTRASECTORAL TERMS OF TRADE FOR AGRICULTURAL SECTOR 

CROPS M - U T i v s d ^ E T T R O F s 
MARKETINGS GROSS VALUE OF OUTPUT NET AVAILABILlTi 

x l j rv o 

Abso lute 3 Years Abso lu te 3 Years Absolute 3 Years 
Moving Moving Moving 
Average Average Average 

1951-52 59 .57 61 .14 IILI 65.15 
1952-53 106.07 87 .16 110.89 89 .29 117.36 93.50 
1953-54 95 .84 9 4 . 8 8 95 .83 96 .33 97.98 99.28 
1954-55 82 .72 87 .02 82 .26 87 .20 82.49 88.75 
1955-56 82 .50 84 .62 83 .50 84 .91 85.77 87.78 
1956-57 88 .64 87 .41 88 .96 86 .91 95.07 91.09 
1957-58 91 .09 92 .22 88 .27 90 .92 92.42 96.32 
1958-59 9 6 . 9 4 96 .01 95 .53 94 .60 101.46 97.96 
1959-60 100 .00 98 .43 100 .00 98 .05 100.00 103.09 
1960-61 98 .35 96 .98 9 8 . 6 3 96 .65 104.82 102.05 
1961-62 9 2 . 5 8 93 .44 91 .32 92 .46 101.34 101.20 
1962-63 89 .39 9 5 . 4 1 87 .42 91 .36 97.45 100.29 
1963-64 104.27 96.44 95 .33 89 .95 102.09 97.36 
1964-65 9 5 . 6 6 97 .11 87 .09 8 8 . 5 8 92.55 94.14 
1965-66 91 .40 106 .33 83 .31 95 .84 87.78 100.23 
1966-67 131.94 124.69 117 .13 111.46 120.36 111.69 
1967-68 150 .73 137 .00 133.94 121 .41 126.93 118.19 
1968-69 128.34 136 .25 113.17 125 .55 107.28 112.44 
1969-70 129.67 126.31 109.55 110.85 103.10 105.40 
1970-71 120 .93 123.56 109.82 109.29 105.82 103.34 
1971-72 120.07 120 .73 108.49 108 .64 101.10 102.67 
1972-73 121.19 121.16 107.61 107.17 101.10 100,89 
1973-74 122 .21 127.64 105 .41 111.96 100.47 104.51 
1974-75 139.52 129.42 122.87 113.08 111.95 108.51 
1975-76 126.54 126.06 110 .95 111 .11 113.10 106.74 
1976-77 112.12 123 .45 99 .52 109.92 95.16 106.33 
1977-78 131.70 118 .90 119 .28 108.70 110.72 100.52 
1978-79 112.87 121.94 107.29 113.44 95.68 102.15 
1979-80 121.26 117.53 113.74 109 .51 100.06 97.27 
1980-81 118.46 121 .44 107 .48 112.58 96.08 100.67 
1981-82 124.60 83 .15 116 .53 113.97 105.87 103.1? 
1982-83 124.84 119.07 117.89 112.99 107.55 103.70 
1983-84 107. "'6 - 104 .56 - 97.68 -
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Table -A 3.11 

1959/60 W I G H T S I OR PRODUCTION AND PURCHASES 
OF NON-AGRICULTURAL W)ODS 

Value Net. Purchases bv 
added GVO a v a i l a - A l t e r - A l t e r -

b i l i t y native native 

'0 Sugar manufacturing 2 .8 3.6 2.7 3.5 2 .2 
n Edible o i l s 1.9' 5.6 4.5 4 .3 1.7 
)2 J«a. manufacturing .5 1.6 4 .3 7.9 6.1 
\9 Food m f g . , n e c . 1.2 1.4 • 1.0 1.8 1.4 
10 Beverages .6 .5 .5 .9 .7 
10 Tobacco manufacturing 5 .6 4 .6 3.1 5.7 4.5 
10 Cotton t e x t i l e s 42.2 41.2 21.2 38.9 30.3 
4 Si lk and a r t s i l k 

t e x t i l e s 3 .2 2.6 2,9 5.3 4.1 
0 Footwear 2 .3 2 .2 1.4 2.6 2 .0 
0 Wood and furni ture ."5 .4 .3 .5 .4 
0 Pr int ing and p u b l i -

shing 2.4 1.6 1.4 2.5 2 .0 
0 Soap,per fume.etc . 2 .4 2.7 2 .0 3.6 2.8 
1 Matches .2 J 1 .7 1.4 1.1 
0 Miscel laneous rnfg. 1.6 1.1 1.4 2.6 2 .0 
3 Jute t e x t i l e s .0 1.5 2 .3 z: 
D Paper manufacturing 1.4 1 .3 2.7 .0 9.8 
3 Leather manufacturing 1.1. 2.1 .0 .1 .1 
D Rubber and rubber pro . .3 .3 .9 .4 1.0 
\ Fert i1 i zer .3 .4 .8 2.4 2 .9 
3 Chemicals 2 .2 1.7 2.6 .0 .0 
3 Medicines 2 .6 2.1 3.2 5.8 4 .5 
3 Petrol and coal 4 .3 3.8 7 -4 2.3 5.4 
3 Non-metal l ic minerals 6 ,0 4.7 3.9- .6 1.4 
3 Basic metals 2 .9 3 .0 6.4 1.0 2.4 
3 Metal products 3 .4 3.5 3.2 .5 1.2 
) Machinery excluding 

o l e c . 2 .4 2.1 8 .8 1.4 3.2 
) E l e c t r i c machinery 2 .3 2 .2 4.8 .7 1.7 
) Transport equipment; 3.4 3.6 6.4 1 -0 2.4 



TABLE-A 3.16 

WEIGHTED DOMESTIC PRICE INDICES FOR NON-AGRICULTURAL 
COMMODITIES 

\ Net. Avail - Purchases by agricuUu: 
Years Value GVO a b i ) i ty 

^ 
Added 

a b i ) i ty 
A l t . 1 Al t . 2 Al t . 3 

1951-52 86.91 85.51 87.54 83.61 85.29 85.03 
1952-53 92.38 90.55 91.35 89.97 91.26 90.79, 
1953-54 100.97 99.76 ,94 .80 99.24 98.15 98.34 
1954-55 87.14 87.31 85 .80 88.16- 86.31 87.57 
1955-56 86.89 86.43 87.13 87.31 88.22 87.08 
1956-57 92.16 91.98 95.07 91.49 93.03 92.80 « 

1957-58 98.83 99.54 100.47 97.71 97.81 98.52 
1958-59 . 95.51 95.73 96.05 95.19 95.26 95.00 ii 
1959-60 100.00 100.00 100.00 100.00 100.00 100.00 i f 
1960-61 98.31 38.15 98.07 98.12 98.34 98.03 
1961-62 99.74 99.50 9S.39 98.44 100.08 - 98.50 10 
1962-63 101.29 101.05 -103.96 100.09 102.44 101.22 10 
1963-64 102.22 101.73 105.38 100.15 103.18 101,47 
1964-65 102.81 103.02 104.28 101.56 103.66 101.98 10 
1565-66 107.08 107.66 109.88 105.54 107.69 106.30 18 
l % 6 - 6 7 112.75 113.62 116.14 110.23 112.50 111.35 11 
1967-68 115.86 116.53 119.31 110.91 113.94 112.99 11 
1968-69 118.87 119.18 124.36 113.10 117.67 116.21 li 
1969-70 120.85 121.25 126.63 113.09 118.78 116.67 11 
1970-71 125.50 125.83 133.27 116.49 123.63 120.96 1? 
1971-72 132.54 132.47 140.13 124.36 132.75 127.98 13 

1972-73 148.33 147.47 154.14 134.91 145.03 138.11 if. 
1973-74 188.86 187.29 194.23 166.07 176.39 172.02 1? 
1974-75 258.08 254.37 275.32 217.11 231.01 232.79 U' 
1975-76 315.26 314.34 314.16 263.09 281.00 273.79 n 
1976-77 336.10 334.55 327.01 280.64 289.59 290.92 211! 
1977-78 150 97 310.51 339.63 293.78 301.84 303.91 
1978-79 385.94 37F.. 19 377,24 314.94 334.23 319,40 3J 
.1979-80 451.95 4 35.31 44 7.56 354.60 402.55 362.35 

rf 

1980-81 505.83 •183.75 504.84 385.89 443.60 395.69 
1981-82 523. IQ 500.55 515.67 417.82 461.94 413.11 
1982-03 557.0/ s ;u . ' ( ? 530.23 433.14 483.08 436.75 
1983-84 600.56 572 on 563.57 466.74 512.82 470.59 



Table-A 3.17 
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WK LCI I t'LD DOMESTIC L'K i.CE 1NLUCHS FOR AGRLCULTI'Rl. 

YEARS P R O D U C T I O N 
M a r k e c i n g s | Cross Value o f 

Net A v a i l a b i l i t y and 
Purchase bv Manufac-

« • J Output J t u r i n g S e c t o r 

1 9 5 1 - 5 2 9 6 . 0 5 87 ,01 81 .51 
195 2 - 5 3 8 9 . 6 3 9 2 . 0 2 92 .20 
19 5 3 - 5 4 8 5 . 5 8 85 .17 84 .81 
19 5 4 - 5 5 7 7 . 1 6 75 .23 74 .22 
19 5 5 - 5 6 8 2 . 7 2 79.38 77 .02 
1 9 5 6 - 5 7 9 2 . 3 9 89 .65 87 .13 
1 9 5 7 - 5 8 1 0 0 . 3 5 9 6 . 9 1 94 .37 
1 9 5 8 - 5 9 9 5 . 2 9 94 .33 92 .67 
1 9 5 9 - 6 0 lOU.OO 100 .00 100 .00 
1 9 6 0 - 6 1 1 0 8 . 4 5 108.21 107.91 
1 9 6 1 - 6 2 1 0 8 . 9 1 107 .19 105 .15 
1 9 6 2 - 6 3 1 0 8 . 2 2 105 .78 3.03,03 
1 9 6 3 - 6 4 1 1 0 . 4 4 109 .12 107.57 
1 9 6 4 - 6 5 1 0 8 . 9 6 116 .03 113,97 
1 9 6 5 - 6 6 109 .29 115 .86 113 .56 
19 6 6 - 6 7 1 2 0 . 1 3 136,44 139,41. 
1 9 6 7 - 6 8 1 1 0 . 3 0 128.14 131.82 
1 9 6 8 - 6 9 111 .22 123 .93 127 .82 
1 9 6 9 - 7 0 1 1 7 . 0 1 , 130 .90 134.94 
1 9 7 0 - 7 1 1 2 3 . 8 8 136 .20 140 .40 
1 9 7 1 - 7 2 1 3 2 . 1 6 147 .05 151.05 
1 9 7 2 - 7 3 1 5 5 . 7 9 168 .05 171.93 
1 9 7 3 - 7 4 2 1 0 . 0 4 227 .70 232 ,J3 
1 9 7 4 - 7 5 237 .28 273.94 285 .88 
1 9 7 5 - 7 6 2 7 8 . 7 4 299.11. 311 .78 
1 9 7 6 - 7 7 3 1 7 . 5 0 345 .42 353 .01 
1 9 7 7 - 7 8 3 5 8 , 8 7 401 .15 410 ,98 
1 9 7 8 - 7 9 3 5 6 , 0 9 384 .97 397.16 
1 9 7 9 - 8 0 3 6 7 . 4 4 4 0 0 . 3 3 416 .67 
1 9 8 0 - 8 1 • 3 ^ 8 . 3 0 4 31.64 447 ,98 
1 9 8 1 - 8 2 4 3 0 . 9 0 4 7 4 . S i 4 8 « , 6 5 
1 9 8 2 - 8 3 4 5 4 . 4 4 502.43 519.36 
L 9 8 J ~ 8 4 50 7 .57 54 7.88 565.04 



ALTERNATIVELY WEIGHTED DOMESTIC PRICE INDICES FOR 
MANUFACTURING BY MAJOR GROUPINGS 

(Continued) 

VALUE ADDED GROSS VALUE 0? OUTPUT NET AVAILABILITY 
Y E A R S Consunr- I n t e r - I n v e s t - TOTAL Consum- I n t e r - I n v e s t - TOTAL Consum- I n t e r - I n v e s t - TOTAL 

t i o n mediate ment p t i on mediate ment p t i on mediate raent 

1951-52 86. 20 73.59 105. 01 86. 91 85. 51 71.39 105, 41 85. 51 82.57 80. 05 111. 96 87. 54 
1952-53 93. .36 78.32 95. 59 92. 38 91. 66 74.42 94. 58 90. 55 88,76 86. 54 99. 08 91. 36 
1953-54 106. 09 78.97 83. 71 100. 97 104. 92 75.19 87. 45 99, 76 99.66 85. 36 89. 09 94. 80 
1954-55 89. 87 72.84 83. 69 87. 14 90. 31 70.91 83. 05 87. 31 89.15 76. 89 84. 09 85. ,80 
1955-56 86. 04 88.79 89. 24 86. 89 86. 11 86.65 87. 92 86. 43 85.92 91. 35 86. .52 87. 13 
1956-57 90. 07 94.98 97. 41 92. 16 90. 31 92.34 97. 83 91. 98 89.33 97. 36 101. ,94 95. .07 
1957-58 98. 47 97.41 100. 86 98. 83 99 . 82 94.80 101. 42 99. 54 97.65 99. 36 105. 05 100. 47 
1958-59 95. 20 98.10 94. 97 95. 51 96. 21 95.21 94. 30 95. 73 95.25 100. 24 94. ,96 96. 05 
1959-60 100. 00 100.00 100. 00 100. 00 100. 00 100.00 100. 00 100. 00 100.00 100. 00 100. .00 100. ,00 
1960-61 99. 09 95.72 97. 27 98. 31 99. 02 95.49 96. 63 98. 15 98.57 97. 10 97. ,88 98. ,07 
1961-62 99. 93 96.45 107. 08 99. 74 99. 77 96.56 100. 30 99. 50 99.10 98. 03 100. .52 99. 39 
1962-63 99. 34 98.25 109. 56 101. 29 99. 29 97.58 109. 55 101. 05 100.51 100. 01 n o . ,91 103. .96 
1963-64 99. 45 102.47 111. 21 102. 22 99. 26 101.31 110. 94 101. 73 100.26 104. 92 112. .86 105. 38 
1964-65 97. 15 106.13 106 45 102. 81 99. 22 103.62 106. 77 103. 02 101.46 102. 16 109, .54 104. ,28 
1965-66 99. 64 113.82 114. - 1 107. 08 102. 30 111.03 114.92 107. 66 105.94 108. 23 116, .57 1.09, ,88 
1966-67 103. 56 124.01 122. 74 112. 75 106. 85 121.39 123. 36 113. 62 111.15 116. 90 123. .08 116.14 
1967-68 104. 95 124.57 133.04 115. 86 107. 71 123.52 134. 60 116. 53 110.62 117. 39 133 .15 119 .31 
1963-69 105. 14 130.27 143. 11 118. 87 107. 62 129.12 144. 44 119. 18 111.42 122. 88 143. .92 124. .36 
1969-70 104. 56 133.20 152. 47 120. 85 107. 32 133.01 153. 50 121, 25 110.99 125. 20 149 .83 126, .83 
1970-71 107. 21 140.09 162. 97 125. 50 109. 71 139.03 164. 37 125. 83 113.93 131. 99 161, ,61 133. ,27 
1971-72 113. 29 149.32 167. 74. 132. 54 116. 19 147.99 168. 59 132, 47 122.68 142. 20 163 ,55 140, .13 
1972-73 124. 56 159.75 199. 36 148. 33 127. 81 158.50 196. 61 147. 47 135.37 153. 37 180 .70 154, .14 
1973-74 159. 58 182.43 265. 40 188. 86 162. 99 182.15 262. ,61 187. 29 166.83 181. 60 241 .05 194 .23 
1974-75 209. 55 240.43 406. 38 258. 08 211. 97 233.71 405. .68 254. 37 215.90 236. 62 384 .70 275 .32 
1975-76 265. 73 322.62 439. 55 315. 26 266. .76 327.50 432, ,18 314. .34 263.43 298. 15 396 .69 314, . 16 
1976-77 293. ,32 315.11 460. 10 336. 10 292. 36 321.28 452. 38 334. 55 284.96 282. 49 415 .15 32 7, .01 
19^7-78 310. .10 333.23 466. 88 350. 97 307. .43 339.46 459, ,75 348.51 298.46 300. .67 423 .74 339 ,63 
1978-79 310. .23 353.60 617. 29 385. 94 310. 39 369.26 591. ,08 376. ,19 313.95 319. ,01 502 .85 377 .24 
1979-80 338. .82 487.84 749. 02 451. 95 337. 26 499.57 712. ,25 435. ,31 343.38 453. ,29 59] .36 447 .56 
1980-81 361. .51 604.35 861. 06 505. 83 358. 69 611.15 813. ,32 483. ,75 366.46 574. 84 651 .38 504, .84 
1981-82 388 .74 615.75 846. .91 523. .19 385. .42 623.27 795. ,88 500. ,55 390.39 588. 35 651 .81 515 .67 
1982-83 424 .64 686.13 850. .22 557. .07 416. .72 683.94 791. ,24 531. 82 414.22 656. 56 622. . 84 53C. .23 
1983-84 464 .93 7123 .24 910 .13 600. .56 456. . 37 730.20 845. .03 572. 00 454.78 68-5. 26 650. 84 563. 57 

Table-A contim^Qd 
ALTERNATIVELY WEIGHTED DOMESTIC T T T C F . Twrvrr-wc 

Total 

1951--52 82. .76 87, ,25 112, .10 83. .61 82 .66 38. .04 112. .14 85, .29 82, .53 87, .52 115, .12 85, .03 82, .64 88, .61 109, .32 85 .07 
1952-•53 89. ,43 93, .54 99. .20 89. ,97 89 .81 94. .52 98, .83 91. .26 89. .56 93. .51 98, ,77 90 .79 90, .03 95, .24 99. .37 91 .45 
1953--54 100.02 89, ,00 89, ,14 99. .24 100.79 89 .76 88, ,90 98. . 15 100. ,61 86. .47 87. .94 98, .34 100, .89 93, ,12 91. .07 98.42 
1954-•55 88. 61 30. .04 34. .14 83. ,16 88. .06 79, .81 83. .97 86. .31 88. ,30 78. .87 83, ,60 87, ,67 87, .77 79, .99 84, ,68 85 .85 
1955-•56 S5. 82 101. ,74 86. ,51 87. 31 85. .64 96, .01 86. .35 88. .22 85, ,63 99, .69 84. .60 87, .08 85 .53 95, .65 88, .64 88 .67 
1956--57 89. 06 104. 40 102. ,23 91. 49 88. .82 98, ,80 102. ,06 93. ,03 89. ,01 102, ,39 103. ,15 92. .80 88.62 98, .49 100, ,74 92 . 74 
1957- 58 96. 56 102. ,57 105. 35 97. 71 95. ,89 98. ,56 305. 22- 97. .81 96. ,35 101. ,09 106. ,22 98. ,52 95, .27 98. ,41 103. ,90 97 .08 
1958-•59 94. 42 101. 03 94. 92 95. 19 90. .55 98. ,69 94. ,84 95. 26 93. .90 100, ,13 94. 31 95, .00 93. .10 98. .66 95, .77 95, . 29 
1959-•60 100. 00 100. 00 100. 00 100. 00 100. 00 100. ,00 100. 00 100. 00 100. ,00 100.00 100. 00 100. ,00 100. .00 100. .00 100. ,00 100 .00 
1960-•61 98. 48 95. f 9 97. 90 98. 12 98. 19 98. 52 97.09 98. .34 97. ,92 96. 70 97. ,44 98, ,03 98. .13 98. .77 98. ,49 98, .48 
1961-•62 99.04 93. 03 100. 50 98. 44 98. ,57 103. 42 101. 77 100. 08 98. ,60 96. ,93 99. 54 98. ,50 98, .48 103. ,91 101. .73 100, .53 
1962--63 100. 59 91. 28 111. 00 100. 09 100. ,17 103. 47 111. 02- 102. .44 100. 14 95. 85 110. 68 101, ,22 100. 18 104. 09 110. .97 102 .43 
1963-•64 100. 14 94. 21 112. 83 100, 15 99. 57 106, 87 112. 83 103. 18 99. 09 93. 66 112. 71 101. ,47 99, 44 307. 55 113. 11 103. 
1964-•65 122. 72 37. 48 112. 98 101. 56 "•00.45 103. 67 110. 45 103. 66 101. 56 99. 47 106. 67 101. ,98 100. 72 08. 27 105. .82 103. ,49 
1965-•f.6 116. 78 88. 09 120. 51 105. 54 65 105. 27 117. 61 107. 69 105. 79 100. 72 113.64 106. 30 104. 76 111. 07 112. 44 107, ,44 
1966-•67 123. 45 91. 53 126. 87 110. 23 109. 5S 110. 02 124. 16 112. 50 111. 03 104. 34 119. 71 111. 35 109. 83 114. 38 118. 97 112, . IS 
3967-•63 123. 27 95. 76 137. 11 110. 91 108. 37 112. 22 134. 44 113, 94 110. 44 108. 46 129. 85 112. 99 109. i* 117, 21 128. ,17 113. , 29 
1.968-•69 123. 30 100. 16 148. 17 113. 10 110. 07 118. 30 145. 30 137. 67 111. 53 114. 08 140. 47 116. 21 110. ,44 123. 77 138. 59 117. ,07 
1969-•70 123. 78 101. 12 154. 34 113. 09 109. 32 121. 28 151. 36 118. 78 110. 86 115. 71 145. 25 116. 67 109. 58 127. 02 145. 23 115. ,24 
1970-•71 126. 66 104. 11 166. 50 116. 49 111. 38 127. 63 163. 47 123. 63 113. 53 120. 22 157. 57 120. 96 112. 04 133. 98 157. 12 127. ,97 
1971-•72 137. 25 104. 11 168. 48 124, 36 120. 83 139. 62 165. 38 132. 75 122. 41 124. 16 158. 96 127, 98 121. 14 147. 4 160. 44 332. ,83. 
1972-•73 153. 52 93. 67 186. 11 134. 91 134. 08 146. 74 152. 58 145. 08 137. 26 117. 39 174. 35 138. 1 ] 136. 29 156. 02 187. 69 145. 68 
1973-•74 190. 01 112. 92 248. 58 166.07 165. 38 164. 44 243. 68 176. 39 167. 86 136. 75 222, 65 172. 02 165. 90 174. 48 240. 72 175. 51 
1974-•75 245. 11 142. 56 396. 72 217. 11 214. 39 190. 02 389. 54 231. 01 217. 42 166. 13 217. 65 232. 79 215. 89 200. 98 325. 16 225. ,48 
1975-•76 297. 64 168. 82 409. 08 263. 09 263. 72 255. 64 400. 80 281. 00 266. 45 207. 75 359. 17 273. 79 265. 49 271. 38 397. 87 279. 62 
1976-•77 324. 06 160. 20 428. 32 280. 64 287. 67 226. 12 419. 58 289. 59 290. 36 191. 29 385. 06 290. 92 290. 63 238. 64 423. 84 285. 39 
1977-•78. 340. 88 168. 32 437. 28 293. 78 302. 74 234. 07 428. 36 301. 84 216. 73 198. 80 393. 98 303. 91 306. 30 246. 79 431. 24 297. 34 
1978- 79 357. 57 191. 39 519. 07 314. 94 317. 86 281. 30 507. 00 334. 23 315. 88 232. 31 441. 37 319. 48 321. 59 297. 53 542. 84 333. 25 
1979- 80 389. 93 246. 17 611. 354. 60 348, 57 401. 11 596. 68 402. 55 351. 05 310. 23 510. 03 362. 35 352. 40 427, 13 650. 26 402. 81 
1980- 81 417. 85 305. 12 682. 88 385. 89 371. 67 486. 69 666. 32 443. 60 374. 58 378. 71 559. 02 395. 69 375, 88 518. 44 739. 50 453. 79 
1981- 82 448. 87 316, 25 672. 71 437. 82 396. 46 504. 35 655. 71 461. 94 399. 79 392. 28 546. 77 413. 11 401, 58 5.37. 23 733. 91 474. 09 
1982- 83 480. 14 335. 12 640. 69 433. 14 424. 95 532. 22 624. 83 483, 08 427. 75 413. 16 507. 20 436. 75 431. 90 566. 70 718, 10 499- 82 
1983- 84 525. 13 358. 02 669. 71 466. 74 465. 35 539. 81 652, 95 51$. 82 468. 54 431. 75 522. 79 470. 59 472. 35 570. 24 758. 86 529. 40 

YEARS Con- I n t e r - In -
sump- med- vest-
t i o n i a t e ment 

Total Con- I n t e r - I n - Total Con- I n t e r - In - " Total Con- I n t e r - Invest" 
sump- med- v e s t - sump- med- v e s t - sump- med- ment 
t i o n late raent t i on late ment l a t e 



Table -A 3.11 

Tab le : ALTERNATIVELY WEIGHTED DOMESTIC PRICE INDICES FOR riANUFACTURING 
BY BROAD CATEGORIES 

(Contd . . ) 

Years 

VALUE ADDED J GROSS VALUE OF OUTPUT 
5 1 * 

NET AVAILABIL ITY PURCHASE BY AGRICULTURE 
(Ac te rna t i ve -1 ) 
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1 2 3 4 5 6 7 8 9 10 11 12 

1951-52 
1952-53 
1953*54 
1354-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1 9 6 7 - 6 8 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 

84.67 
91.33 

103-88 
85-73 
86.65 
91.01 
98.33 
95-55 

100.00 
98.60 
99.55 
99.30 

100.05 
102.05 
105.38 
110.44 
111.70 
112.93 
112.99 
116.05 
124.80 
138.00 
169.50 
220.77 
283-88 
305-01 
322.00 
327.36 
376.29 
415.32 
441 . 14 

88.35 
93.92 

103.50 
88.63 
86.53 
91.85 
99-13 
94.99 

100.00 
38.59 

100.00 
101.44 
101.93 
102.62 
106.33 
111.64 
115.24 
117.82 
119.20 
123.87 
130.42 
148.65 
139,96 
263.94 
314.49 
343.03 
357-98 
394.14 
448.18 
493.11 
S11 .68 

89.79 
83.53 
85.31 
79.45 
89.47 
96.46 
° 9 . 4 2 
56.21 

100.00 
97-12 

100.28 
105-87 
108.54 
105.45 
112.67 
121.01 
127.17 
135-76 
142.15 
151.57 
159-43 
184.73 
228.18 
330.88 
381.31 
391-51 
401.64 
500.49 
632.98 
742.46 
759.39 

83-48 
89.80 

102.20 
86.65 
66.29 
90.65 
93.09 
95-37 

100.00 
98.32 
33.42 
93-13 
99-56 

102.36 
106.00 
114.73 
112.53 
113.47 
113.84 

116.91 
124.03 
138.39 
220.67 
219.20 
281.94 
302.32 
317.92 
326.14 
370.71 
406.55 
431-91 

86.94 
32.13 

102.43 
83.06 
86.34 
91-38 

100.26 
35.68 

100.00 
98.42 
33-77 

101.12 
101.59 
103.32 
107-38 
112.34 
116.41 
118.29 
119.56 
124.42 
130.55 
147.67 
188.28 
260.17 
307.54 
33^.34 
348.78 
379-39 
427-53 
467.13 
484.88 

87.10 
87-03 
85.45 
78.16 
87-77 
35-73 
38.76 
34.74 

100.00 
96.75 
33-58 

105-44 
107.72 
105.02 
112.68 
124.40 
128.39 
136.91 
143.70 
153-03 
160.04 
1 .83.54 
226.34 
330.85 
380.22 
332.31 
403.08 
494.32 
619.30 
721 . 6 7 
716.38 

81.88 
88.25 
97.18 
84.17 
87.32 
31.77 
38.07 
96.39 

100.00 
98.08 
98.81 

100.34 
101.16 
103.30 
108.22 
114.55 
114.36 
116.57 
117-01 
121.15 
132.45 
145.73 
174.04 
225-07 
277.86 
288.41 
321.05 
320.57 
382.13 
434.27 
455.9> 

83, 
32. 
96 
87 
86. 
34 

100 
94 

100 
98, 
39 

104 
105 
104 
109 
115 
119 
124 
128 
133 
133 
156 
195 
285 
313 
335 
348 
389 
453 
485 
496 

03 
23 
44 
41 
06 
68 
81 
36 
00 
20 
46 
57 
59 
20 
60 
47 
31 
24 
,24 
16 
33 

,54 
50 
15 
43 

,08 
• 55 
• 98 
-13 
.72 
. 1 3 

509.15 
• M M i I 

73&-S2 ^92.80 

37.26 
34.93 
87-30 
81.30 
88.83 

102.24 
102.90 
36.78 

100.00 
37-69 

100.04 
107-37 
110.32 
105-83 
112.35 
113-51 
125.87 
134.74 
133-16 
143.43 
154.87 
172.50 
214.69 
326.30 
350.84 
360.97 
372.67 
429-39 
534.77 
621.47 
620.76 

- ? 4 

82.63 
89.50 

100.06 
85.35 
87.43 
91.05 
37-25 
94.35 

100,00 
38.00 
98-32 
99.42 
93.40 

101.36 
105.21 
110-31 
110.15 
111.83 
111.52 
114.43 
122.79 
136.29 
162.84 
209.85 
256.95 
274.73 
288.31 
306.04 
343.44 
372.80 
396-29 

83.28 
83.81 

103.00 
88.20 
85.68 
90.02 
. '7.25 
94.12 

100.00 
98.32 
38.79 

100.82 
101.33 
100.35 
104.56 
111.36 
111.76 
113-40 
111.28 
116.87 
125.11 
140.24 
174.41 
227.67 
272.93 
302.25 
301.20 
336-93 
366.77 
403-36 
438.86 
/. 3 7 - as 

37.60 
96.69 
89.03 
81.47 
96.89 

102.33 
102.46 
98.76 

100.00 
96.36 
97-77 
39.81 

102.79 
i o i . 3 1 
104.13 
108.27 
113-55 
120.31 
123.06 
129-58 
132.35 
134.00 
161.26 
221.56 
252.11 
247-32 
255-33 
301.01 
380.13 
445.81 
U52- 85 .07 

( I 1/. J<? Coo rd. . . ) 

1351-52 
1952-53 
1953-54 

1356-57 
1957-58 
1358-59 
1953-60 
1360-61 
1361-62 
1962-63 
1363-64 
1964-65 
1965-66 
1966-67 
1367-68 
1368-63 
1969-70 
1970-71 
1971-72 
1372-73 
373-74 

1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 

83.22 
90.15 
99.65 

87.13 
91.87 
36.70 
96.46 

100.00 
98.27 

100.42 
93-43 

100.23 
102.03 
106.92 
111 .60 
11) .80 
114.56 
115.00 
113.83 
129.09 
143.53 
168.22 
210.60 
266.10 
273-61 
236.61 
312.54 
371.85 
4 i4 . 8 0 
433.17 
468.31 
437.14 

34 .85 
30.95 
39 .30 

85.71 
91.13 
37.51 
93.77 

100.00 
98.15 
98.70 

101.93 
101.78 
197.33 
106.69 
111.99 
113.15 
115-90 
116.32 
120.51 
123.53 
144.50 
180.17 
243.97 
285-22 
309.18 
324.01 
349-75 
332.36 
420.98 
440.33 
459.29 
437.51 

(/\l ternat lve-2) (A1ternfitiye-3) fAl 1-prn.n i 
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13 14 15 ] 16 17 18 1? 20 21 
97.93 
36 .92 
89 .27 
S 1 . U 
33-47 
39.83 

100.76 
97.43 

100.00 
93.31 

102,49 
105.96 
108.8C 
101.07 
111.42 
116.00 
120.60 
128.38 
132.34 
140.87 
150.33 
162.43 
130.73 
254.94 
302.48 
239-66 
237.61 
356.06 
469-01 
545-97 
559.10 
568.65 
581.54 

82.76 
83.16 

100.12 
86.16 
87.49 
91.11 
57.03 
94.88 

100.00 
97.98 
38.32 
99.43 
98.98 

101.07 
104.98 
103.36 
1 i0 .07 
m . 9 3 
111 .62 
114.54 
122.74 
135.99 
162.63 
209.25 
257-11 
274.62 
238.25 
306.55 
844.52 
375.19 
398.50 
425.38 
462.63 

84.34 
90.71 
99.06 
07 .76 
85.50 
91.31 
98.09 
93-92 

100.00 
98.20 
98.18 

102.04 
102.30 
102.46 
107-17 
112.56 
113-86 
116.72 
116.97 
121.30 
123.00 
143-87 
179.74 
243-78 
232.92 
306.84 
321.01 
342.05 
379.25 
407.32 
425.89 
441.93 
478.23 

104.64 
97.66 
88.18 

52 .23 
92.49 

102.78 
103.30 
97-02 

100.00 
97-09 
98.32 

103.83 
106.15 
106.31 
107-6! 
112.71 • 
113.85 
128.27 
131.48 
140.15 
142.73 
147.73 
182.63 
272.78 
288.60 
294.64 
303.04 
344.05 
417.04 
475-13 
474.94 
463.60 
480.64 

83-42 
30 .70 
99-21 
83.55 
88.79 
32.07 
96.36 
95.03 

100.00 
38-36 

100.38 
101.54 
102.27 
103.34 
106.97 
11! .63 
115.94 
115.10 
115-71 
119-70 
130.34 
144.77 
169.17 
210.70 
267.64 
272.46 
285.53 
313.28 
378.72 
425.93 
449.27 
479.23 
502.46 

84 .38 
91 .00 
39.87 
87.1*8 
85.86 
30.53 
96.33 
33.18 

100.00 
98.09 
98.67 

101.61 
101.06 
101.36 
105.78 
110.98 
111 .63 
114.17 
114.32 
118.02 
126.36 
142.32 
178.90 
237.97 
283.12 
303.00 
322.96 
351.02 
391.33 
424.19 
445.71 
469-95 
510.37 

95-26 
96.33 
9 0.38 

80.9C 
94.34 
93. S6 
99.61 
98.04 

100.00 
98.71 

103.43 
105.61 
108.75 
107.65 
111 .34 
115.84 
119.21 
127.03 
130.97 
139.00 
150.25 
163.01 
186.61 
237.93 
236.46 
276.47 
284.32 
347.63 
471.58 
562.30 
578.18 
596.53 
609-71 



1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 

,1979-80 
1980-81 
1981-82 
1982-83 
1983-84 

67.46 
74.33 
90.42 
99.85 
95.94 

100.00 
109.41 
106.70 
103.45 
120.08 
120.98 
113.48 
152.75 
145.47 
133.01 
140.64 
142.53 
153.01 
182.44 
242.72 
284.24 
306.92 
334.33 
426.34 
394.58 
416.54 
452.87 
497.87 
513.59 
533.70 

81.55 
90.10 

102.01 
109.62 
98.97 

100.00 
111.25 
115^25 
115.73 
115.16 
126.47 
124.16 
115.77 
96.51 

103.64 
108.46 
117.86 
127,43 
150.54 
198.61 
203.73 
242.54 
298.19 
323.71 
349.60 
343.52 
382,29 
399.56 
411,41 
495.26 

80.89 
80.23 
79.21 
86.10 
88.67 

100,00 
102.93 
101.24 
101.53 
101.51 
106.81 
110.12 
115.36 
123,17 
130.57 
137,64 
148.42 
155.20 
17S.42 
253.60 
300.33 
346.74 
433.58 
443.25 
430.03 
463.06 
487,86 
531.73 
584.03 
650.19 

77, 16 
82.72 
92.39 

100.35 
95.29 

100.00 
108.45 
108,91 
108.22 
110.44 
108.96 
109.29 
120.13 
110.30 
111.22 
117.01 
123.88 
132.16 
155.79 
210.04 
237.28 
278.74 
317.50 
358.87 
356.09 
367.44 
398.30 
430.90 
454.44 
507.57 

66.81 
74.92 
90.95 
97.41 
95.26 

100.00 
109.88 
105.97 
102.04 
110.64 
114.59 
108.48 
150.05 
138.66 
126.06 
130.72 
132.92 
144.45 
165.82 
216.76 
275.37 
286.33 
307.02 
397.66 
367.37 
380.47 
406.10 
459.36 
475,80 
491.94 

81.22 
89.72 

102.24 
110.35 

99.72 
100.00 
111.40 
3.16.04 
116.72 
116.06 
131.58 
130,21 
128.10 
103.52 
111.39 
119.32 
121.03 
133.14 
154.09 
205.64 
224.12 
258.06 
308.50 
333.39 
342.41 
334.52 
377.85 
394.29 
403.59 
470.47 

81,48 
77.38 
78.66 
86.31 
89.16 

100.00 
103.71 
102.18 
102.44 
102.03 
107.73 
110.98 
117.21 
126.16 
132,51 
139.83 
151.56 
158.25 
180.38 
258.60 
309.27 
357.23 
447.12 
455.67 
438.65 
474.21 
503.81 
553.04 
608.99 
665.82 

75.23 
79.38 
89.65 
96.91 
94.33 
100.00 
108.21 
107.19 
105.78 
109.12 
316.03 
115.86 
136.44 
128.14 
123.93 
130.90 
136.20 
147.05 
168.05 
227.70 
273.94 
299.11 
345.42 
401.15 
384.97 
400.33 
431,64 
474,51 
502.43 
547.88 

67.19 
75.24 
91.46 
97.62 
95.14 

100,00 
111.56 
107.47 
103.02 
111.74 
116.75 
110.21 
153.96 
140.83 
126.64 
132.79 
135.06 
146.51 
165.60 
217.04 
277.43 
287.00 
308.58 
404.55 
369,72 
382.18 
404.24 
455.97 
473,12 
490.84 

61.45 
87.72 
96.20 

105.62 
93.77 

100.00 
106.43 
106.05 
105.73 
109.45 
126.15 
125.55 
12.7.92 
110.95 
118.04 
128.79 
127.63 
144.91 
163.79 
215.98 
247.81 
253.76 
324.28 
365.37 
386.42 
381.94 
420.71 
430.68 
439.91 
502.47 

81.07 
75.59 
78.11 
86.01 
88.97 

100.00 
103.53 
101.72 
102.09 
101.32 
108.43 
111.41 
117.49 
126.51 
133.32 
140.40 
152.08 
159.33 
182.95 
259.63 
310.59 
358.45 
448.60 
459.77 
440.94 
475.17 
503.16 
552.96 
609.43 
678.03 

74.22 
77.02 
87.13 
94.37 
92.67 

100.00 
107.91 
105.15 
103.03 
107.57 
113.97 
113.56 
139.41 
131.82 
127.82 
134.94 
140.40 
151.05 
171.93 
232.33 
285.88 
311.78 
353.01 
419.98 
397.16 
416.67 
447.98 
488.65 
519.36 
.565.04 

i 00 a\ 1 

TabI e—A 3 .a l 

AGRICULTURAL INPUTS I ri PAKISTAN 
TO 1983-84 19P3-54 

Value Added by 
y c e r S Aqricuiture 

(Mil l ion P.s.) 

Land Oropoed 
Acres tin Mi p. 

Land (Net 
Area Sown 
in Mil l ions) 

Land (Cu l t i -
vated Area 
in Mi l l ions) 

1953-54 4532 32.77 
1954-55 4320 32.30 
1955-56 4406 34.32 
1955-57 4502 35.00 
1957-58 4578 34,42 
WS9-S9 4522 35.41 
1959-60 4775 36.29 
1960-61 4709 36.72 
1951-62 512? 37,69 
1962-63 5486 38.21 
1963-64 5638 37.40 
1964-65 6018 t, .14 
1955-66 5993 38.41 
1366-67 6421 40.54 
1967-68 7484 41.85 
1968-69 7924 40.12 
1959-70 8916 41.45 
1970-71 8463 41.07 
1971-72 8843 41.01 
1972-73 8951 41.82 
1973-74 9429 45.15 
1974-75 9134 42.90 
1975-76 9672 44.51 
1975-77 9864 44.98 
1977-78 10077 45.69 
1973-79 10338 47.69 
1979-80 11191 47.49 
1930-81 11588 47.76 

29.94 
29.30 
30.44 
31.22 
31,01 
31.92 
32.31 
32.78 
33.70 
34.04 
33.14 
34.98 
34.42 
35.16 
36.76 
35.21 
35.92 
35.58 
35.42 
34.75 
37.52 
36.43 
37.20 
37.32 
37.45 
38.08 
38.33 
if? 

Aoricultural 
Labour Force 
( in mi l l ions ) 

Livestock 
.(Million 

Heads) 

Tubewe"iis 
( in Nos.) 

38.39 
37 ,S6 
38.70 
39.56 
4 3 . 1 4 
40.04 
40.80 . 
^4.76 

44*55 
45.30 
46.26 
47.52 
47.60 
48.00 
47.67 
47.53 
47.47 
47.16 
47.23 
47.87 
48.29 
48.98 
43.81 
49.28 
49.37 
49.87 
n Q 7Q 

.6.21 6.5 990 
6.32 6.1 1300 
5.38 6.1 1600 
6.84 8.2 1900 
7M 8.4 2200 
7.86 8.4 3300 
7.93 6.8 4600 
8.97 6.9 8000 
9.06 7.0 13000 
9.25 7.5 18400 
9.89 7.0 25000 

10.10 7.5 31600 
10.21 8,3 40207 
10.33 7.9 51327 
10.49 7.6 52163 
10.38 7.3 72149 
10.33 7.0 72223 
10.73 6 .6 89143 
10.85 7.9 99373 
11.00 8.0 109514 
11.24 8.1 120483 
11.54 8 .2 I44Z78 
11.86 8.3 150037 
11.98 8.4 155864 
12.32 8.4 161114 
12,80 8.6 165985 
12.84 
it r r 

8.8 
. n rv 

175-17 





CHAPTER IV 

ItfTRA-SECTORAL PARITY ISSUES IN PRICING OF 

AGRICULTURAL OUTPUT AND INPUTS 

1. INTRODUCTION 

The terms o f t r a d e d i s c u s s e d in the p r e v i o u s c h a p t e r are an 

indicator of the p r o f i t a b i l i t y o f the a g r i c u l t u r a l s e c t o r and o f the purchas ing 

power of goods and s e r v i c e s o f a g r i c u l t u r a l i n c o m e . A f t e r the i n i t i a l a l l o c a -

tion o f resources to the a g r i c u l t u r a l s e c t o r , the f u r t h e r a l l o c a t i o n o f 

these resources within the s e c t o r i s i n f l u e n c e d by the r e l a t i v e l e v e l s o f 

c o s t s , pr i ces and the income f rom d i f f e r e n t a g r i c u l t u r a l c o m m o d i t i e s and o ther 

related farm a c t i v i t i e s . Most p l a n n i n g a g e n c i e s s e t s p e c i f i c t a r g e t s o f 

production f o r d i f f e r e n t c r o p s . A g r i c u l t u r a l p r i c e p o l i c y has i m p o r t a n t 

implicat ions f o r the a c h i e v e m e n t o f t h e s e p lanned t a r g e t s . An a p p r o p r i a t e 

re lat ionship needs to be m a i n t a i n e d between c o s t s arid p r i c e s o f , and the 

income from d i f f e r e n t c ommodi t i e s i f p lanned t a r g e t s are t o be f u l f i l l e d . 

In Pakistan, t h e r e has been some c o n t r o v e r s y t h a t the p r i c e s o f 

agricultural crops f i x e d by the government are n o t in p a r i t y w i t h t h e c o s t s 

and that producers o f some c r o p s a r e unduly h a n d i c a p p e d . The p u r p o s e o f 

this chapter i s to p r e s e n t e v i d e n c e on v a r i o u s n o t i o n s o f i n t e r - c r o p , 

input-output pr i ces and income p a r i t y f o r a number o f c r o p s and e v a l u a t e 

the pr i ce p o l i c y from t h e v iew p o i n t o f p a r i t y in c o s t s and p r i c e s o f and 

the income from d i f f e r e n t c r o p a c t i v i t i e s . 
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2 . COSTS OF PRODUCTION 

The farming community g e n e r a l l y maintains that i t looses money 

in the fanning business and argues f o r f i x i n g p r i c e s of agr icul tural 

output at l e v e l s that cover ' c o s t s o f p r o d u c t i o n ' . The policy-maker 

needs r e l i a b l e f i g u r e s on c o s t s of product ion as a bas i s f o r judic ious 

p r i c e p o l i c y . I t i s important to understand, however, that t h e o r e t i -

c a l l y there i s a schedule of c o s t s and outputs and that these schedules 

vary by farm and by a g r o - c l i m a t i c zones and are a funct ion of the 

p r i c e o f output . Data problems f u r t h e r compound the s i tuat i on as 

r e l i a b l e farm surveys on costs , o f product ion are o f t e n not conducted. 

Valuation o f fami ly labour and land a l s o c r e a t e s problems in the 

es t imat ion o f c o s t s o f p roduc t i on . 

The s t a t e of the a r t in the est imation of c o s t s of production 

data f o r d i f f e r e n t crops in Pakistan i s in i t s f i r s t stage o f 

development. The Agr i cu l tura l P r i c e s Commission e s tab l i shed in 1981 

has conducted some large s c a l e farm surveys but t h e i r f ind ings have 

not been re leased to o u t s i d e a n a l y s t s . The e a r l i e r s tudies conducted 

by the Planning Commission and the Ministry of Agr i cu l ture on costs 

o f product ion o f d i f f e r e n t crops are based on small samples. The 

f i n d i n g s o f these s t u d i e s , in the l i g h t o f the sampling and other 

problems mentioned above , shounJ be taken with the proverbial pinch 

o f s a l t . 

Table IV.1 prov ides information on c o s t of production and 

p r i c e - c o s t r a t i o s f o r f i v e major c r o p s , v i z . wheat , r i c e , c o t t o n , 

sugarcane and maize f o r s e l e c t e d years between 1969/70 and 1980/81. 

The index numbers o f c o s t s o f product ion per maund with 1969/70 as 

the base year are a l s o presented . 



TABLE XM.l 

COST ( PRODUCTION AND PRICE-COST RATIOS FOR SELECTED CROPS 

Years V at Paddy 
Coarse 

Paddy 
Fine 

American 
Cot ton 

Sugarcane Ma 

COS T OF PRODUCTION (Rs . p e r maund) 
1969-7 0 ] 13 2 5 . 5 / 3 3 . 4 7 5 5 . 6 4 2 . 7 1 14 

( 3) ( 1 0 0 ) ( 1 0 0 ) ( 1 0 0 ) ( 1 0 0 ) (1 

1975-76 : 80 3 0 . 5 3 4 4 , 4 ^ 86 .09 5 . 4 8 35 
( 5) ( 1 1 9 ) ( 1 3 3 ) ( 1 6 0 ) ( 2 0 2 ) (2 

1976-77 j 14 2 9 . 2 1 4 5 . 0 5 1 1 5 . 0 3 4 . 7 0 43 
( 3) ( 1 1 4 ) ( 1 3 5 ) ( 2 1 4 ) ( 1 7 3 ) (2 

1977-78 4 30 2 9 . 8 0 4 6 . 6 9 1 3 2 . 5 1 4 . 9 9 47 
< 3) ( 1 1 6 ) ( 1 4 8 ) ( 2 4 7 ) ( 1 8 4 ) (3 

1978-79 4 •9 2 8 . 4 1 5 2 . 4 7 143 .09 5 . 6 0 46 
( i ) ( 1 1 1 ) ( 1 5 7 ) ( 2 6 7 ) ( 2 0 7 ) (3 

1979-80 4 37 2 7 . 9 0 5 3 . 5 2 111 .65 7 .11 48 
( )) ( 1 0 9 ) ( 1 6 0 ) ( 2 0 8 ) ( 2 6 2 ) (3 

1980-81 4 >7 3 8 . 7 9 7 3 . 3 2 117 .82 8 . 4 1 51 
( 0 ( 1 5 2 ) ( 2 1 9 ) ( 2 2 0 ) ( 3 1 0 ) (3 

PRICE-COST RATIO 

1969-70 0 , 1 . 2 7 0 . 9 7 2 . 0 8 0 . 7 0 1. 

1975-7 6- 1. 1 . 9 4 1 . 3 3 3 .37 0 . 5 4 0 , 

1976-77 1. 2 . 2 6 1 . 4 6 3 . 4 2 0 . 6 7 0 . 

1977-78 1, 2 . 1 5 1 . 2 9 3 . 0 2 0 . 6 3 0 . 

1978-79 1, 2 . 4 1 1 . 3 1 3 .89 0 . 5 8 0 . 

1979-80 1 , 2 .59 1 . 3 5 4 . 4 5 0 . 5 2 0 . 

1980-81 I . 2 . 3 3 1 . 2 3 4 . 1 0 0 . 5 1 0 . 

Note Is Cos Df p r o d u c t i o n i n c l u d e s e x p e n d i t u r e on : ( i ) prepare 
( i i Seed bed p r e p a r a t i o n s , ( i i i ) S e e d s , ( i v ) Sowing c 
(v ) anuring ( v i ) F e r t i l i z i n g ( v i i ) Water ing ( v i i i ) PI 
( i j dater c h a r g e s , ( x ) h a r v e s t i n g , ( x i ) t h r e s h i n g , ar, 

2; Fig is i n p a r e n t h e s i s are the index numbers wi th b a s e p 

Source: SU js on Cost o f P r o d u c t i o n o f C r o p s . M i n i s t r y o f F o o d , 
and ^ o p e r a t i v e * , Government o f P a k i s t a n , ( v a r i o u s i s s u e s 
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The tab le shows that the c o s t s of product ion f o r a l l crops 

have increased cons iderab ly during 1970s. However, quite divergent 

rates o f increase in the c o s t s are found f o r d i f f e r e n t crops . The 

percentage increase i s h ighest f o r maize (252 per cent ) which i s 

f o l l o w e d by sugarcane (210 per c e n t ) , wheat (174 per c e n t ) , cotton 

(120 per c e n t ) , paddy f i n e (119 per c e n t ) and paddy coarse (52 per cent). 

Like the c o s t o f p r o d u c t i o n , t;.a p r i c e - c o s t r a t i o s f o r wheat, coarse 

paddy, f i n e paddy and American co t ton show an increas ing trend. I t shows 

a near p r i c e - c o s t p a r i t y f o r wheat and maize c r o o s . The rat io is above the 

uni t 'Teve l f o r wheat, coarse and f i n e v a r i e t i e s o f paddy ^pd cotton. The 

p r i c e - c o s t r a t i o s f o r sugarcane and maize show a downward trend and are less 

than one f o r a l l the y e a r s , except the r a t i o f o r 1969/70 f o r maize, which 
was 1 .12 . 
3 . TRENDS IN PRICES OF INPUTS 

Fixed r e s o u r c e s , owned or rented , are not c r i t i c a l determinants 

o f the a l l o c a t i o n between d i f f e r e n t farm a c t i v i t i e s and/or of the level 

of output o f d i f f e r e n t c r o p s . The p r i c e s o f var iab l e inputs in 

c on junc t i on with produce p r i c e s are important datum f o r farmer 's 

d e c i s i o n in this regard. Table IV.2 shows the index numbers of 

p r i c e s of s i x important inputs with 1969/70 as the base year . 

The average percentage increase in the p r i c e s o f agricultural 

inputs between 1969/70 and 198 i /84 comes to 342. During the same 

per iod the percentage increase in p r i c e s i s h ighest f o r p e s t i c i d e s 

(678 per c e n t ) and lowest f o r f e r t i l i z e r (267 per c e n t ) . The 

percentage increase in p r i c e s of a l l o ther inputs f a l l s in the range 

ind i ca ted above. The e f f e c t of sharp inc reases in the pr i ces of 

a g r i c u l t u r a l inputs i s r e f l e c t e d in the increases in the c os t s of 

production of d i f f e r e n t crops shown in Table IV .1 . Thi s f inding 

a l lows some measure o f c o n f i d e n c e in the r e l i a b i l i t y o f data on cost 
of product ion o f c r o p s . 



-93-



4. TRENDS IN PRICES OF AGRICULTURAL COMMODITIES 

The government announces the procurement and/or minimum support prices 

f o r a few s e l e c t e d crops every year on the bas i s o f the recommendations o f the 

Agr icul tural Pr i ces Commission. For a l l o ther c r o p s , p r i c e s are determined by 

market f o r c e s . Even in the case o f crops f o r which the government intervenes, 

market f o r c e s play a dominant r o l e in determining the actual pr i ces received by the i 

farmers. Table IV.3 presents data on p .oducer p r i c e s f o r 12 crops f o r the period 

1969/70 to 1983/84. Indices o f farm p r i c e s f o r each o f the 12 crops with 1969/70 

as the base year are a l s o shown in the t a b l e . 

I t would be seen from tab le IV.3 that the p r i c e s o f al l crops show 

cons iderab le increase over the per iod o f s tudy. The weighted average pr ice for all 

crops shows an inc rease o f 334 per cent . The h ighest in c rease in pr i ces i s for 

co t ton (533 per cent) and the lowest increase i s f o r sugarcane (255 per cent ) . 

Excepting the case o f c o t t o n , i t turns out that commodities f o r which government 

in tervent i on o b t a i n s , show smal ler increases in p r i c e s than crops in whose case 

government does not intervene in the p r i c i n g or marketing o p e r a t i o n s . The divergent 

rates o f increase in p r i c e s o f d i f f e r e n t crops have i m p l i c a t i o n s f o r inter-crop 

resource a l l o c a t i o n . However, two add i t i ona l c o n s i d e r a t i o n s need to be taken into 

account to measure the incent ives being provided to farmers f o r the production of 

d i f f e r e n t c r o p s . The increase in the p r i c e s o f crops needs to be examined in the 

l i g h t o f both the increases in p r i c e s o f major purchased agr i cu l tura l inputs and 

changes in p r o d u c t i v i t y o f c rops . The tab le shows that increase in the prices of 

purchased inputs (342 per cent ) i s much higher than the increase in the prices of ri 

sugarcane, j owar , maize, t obacco and rape and mustard seeds . In case o f wheat and 

weighted average o f a l l the s e l e c t e d crops the increase in output pr i ces was less 

than the increase in input p r i c e s , but the d i f f e r e n c e between then, was relatively 

smal l . The increase in the p r i c e s o f c o t t o n , gram, b a r l e y , ba j ra and sesamuin was 

much higher than average increase in the p r i c e s of a g r i c u l t u r a l inputs during the 

p e r i o d . We now turn t o the examination o f increases in output p r i c e s t 0 the che 

in p r o d u c t i v i t y o f crops in the next s e c t i o n . 





5. PARITY INDICES OF PRICES OF 
AGRICULTURAL CROPS AND INPUTS 

The r e l a t i o n s h i p between p r i c e s re ce ived by farmers f o r different 

crops and the p r i c e s paid f o r a g r i c u l t u r a l inputs as measured by the 

par i ty i n d i c e s i s shown in Table IV.V. 

The o v e r a l l p a r i t y between p r i c e s o f agr i cu l tura l produce and 

inputs was very near f o r the years 1969/70 and 1979/80. However, the 

par i ty index in 1970/71 f a l l s to as low as 46 ,65 . I t increases to the 

f i g u r e of 80 in 1971/72 , f a l l s to 52.39 in two years and shows consistent 

recovery t i l l 1979/80 when i t reaches the f i g u r e o f 100.12. Af ter a 

f a l l , the index re covers to 98,30 f o r the year 1983/84, The overal l 

impression is that of d r a s t i c d e c l i n e s in terms o f trade in some years 

but gradual and sustained increases tn the terms o f trade in favour of 

farmers over most y e a r s . 

The p a r i t y i n d i c e s between the p r i c e s re ce ived and pr i ces paid 

f o r crops reveal a l o t o f divergence. i n the case o f c o t t o n , gram, barley 

and ba jra p r i c e - c o s t par i ty i n d i c e s were much higher in l a t e r years 

which is a r e f l e c t i o n of the f a c t that output p r i c e s had outpaced input 

p r i c e s by a wide margin. In the case of r i c e , wheat, sugarcane, jowar, 

maize and tobacco the p a r i t y i n d i c e s had remained lower than the base yea 

f o r a l l years of the s tudy . In the case o f sesamum near par i ty was 

r e g i s t e r e d f o r the years 1969/70 and 1983/84. However, very high values 

o f the p a r i t y index were found f o r 1978/79 and 1979/80. In the case o ( 

rape seed and mustard seed , the p a r i t y i n d i c e s were low e r than 100 for 

a l l years except ing 1978/79 and 1979/80 when high values 0 f the p a r i t y 

index were r e g i s t e r e d . 





6 . TRENDS IN GROSS INCOME OF CROPS AND 
INTER-CROP GROSS INCOME PARITY INDICES 

Gross income per a c r e a t market p r i c e s f o r 12 selected crops 

i s shown in Table I V . 5 . The g r o s s income has shown the maximum increase 

o f 554 per c e n t in the case o f gram and the minimum increase of 78 per 

c e n t in the c a s e o f t o b a c c o dur ing the p e r i o d 1959/70 to 1982/83. The 

ranking o f c r o p s in descend ing o r d e r i s b a j r a (535 per cent ) , wheat 

(471 per c e n t ) , c o t t o n (469 per c e n t ) , maize (381 per c e n t ) , barley 

(343 per c e n t ) , r i c e ( 270 per c e n t ) , j owar (262 p e r c e n t ) , sesamum (255 

per c e n t ) rape and mustard seed (217 per c e n t ) and sugarcane (108 per cent! 

These r e l a t i v e t r e n d s in g r o s s - i n c o m e by crops r e f l e c t public 

p o l i c y in the area o f p r i c i n g o f major c rops which was designed to reduce 

the d i s p a r i t y in the v a l u e p r o d u c t i v i t y o f ma jor c rops . Sugarcane, an 

i n e f f i c i e n t user o f r e s o u r c e s f rom the s o c i e t y ' s perspec t ive , was the most 

p r o f i t a b l e a c t i v i t y f o r farmers in 1 9 6 9 / 7 0 . By 1982/83, the disparity in 

the v a l u e p r o d u c t i v i t y o f r i c e , wheat , c o t t o n and maize as compared with 

sugarcane was c o n s i d e r a b l y r e d u c e d . In f a c t , c o t t o n and r i c e were 

e a r n i n g more income per ac re than the s u g a r c a n e . The other important 

f i n d i n g i s t h a t the p r i c e s o f c r o p s whose p h y s i c a l product ivity increased 

markedly due t o widespread a d o p t i o n o f h i g h - y i e l d i n g new var ie t ies 

were r e l a t i v e l y r e s t r a i n e d w i t h a view t o pass on part of the benefits of 
. 

t e c h n o l o g i c a l auvances t o consumers . 

The c r o p c a l e n d a r in Pakis tan i s complex and a farmer can 

choose from v a r i o u s c o m b i n a t i o n s o f c r o p s . There are two main crop 

seasons known as Rabi and K h a r i f . In the Rabi season , crops are sown v 

f a l l and harves ted in s p r i n g . The main c r o p s in t h i s season are wheat, 

gram, b a r l e y and rape and mustard s e e d . The main crops in the Khar; 

season are r i c e , c o t t o n , j o w a r , b a j r a , maize and tobacco . These crc? 



Table IV.5 

SRO'iS INCOME PER ACRE 0*-' MAJOR CROPS IN PAKISTAN 
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''jurti in pamriih-.iis are the Index numbers with base year 1969-70. 
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are sown i r the beginning of summer and harvested in the f a l l . Sugarcane 

i s an annual c r o p . The r e l i a n c e on r e l a t i v e p r i c e s o f competing crops 

as a measure o f r e l a t i v e p r o f i t a b i l i t y can be decept ive i f d i f f e r e n t i a ] 

growth in the phys ica l p r o d u c t i v i t y o f crops o c c u r s . A bet ter measure in 

such s i t u a t i o n s i s that of i n t e r - c r o p gross income p a r i t y . Such indices 

f o r var ious crop combinations arr given in Table IV .6 . 

Within the Rabi season, the gross p r o f i t a b i l i t y of wheat is 

compared t o , two c r o p s , gram and rape and mustard seed . The gross 

p r o f i t a b i l i t y o f wheat is higher by d i f f e r e n t magnitudes r e l a t i v e to its 

competing c r o p s . R e l a t i v e to gram, the p a r i t y index i s l e s s than 100 

only in 1982/83 whi le f o r a l l years the index i s higher than 100. 

S i m i l a r l y , wheat p r o f i t a b i l i t y i s higher r e l a t i v e to rape and mustard 

seed f o r a l l .years except 1979 /80 . The sharp r i s e in p r o f i t a b i l i t y of 

gram and rape and mustard seed in one year i s due to the sharp r i se in 

p r i c e s of these two c r o p s . For the remaining 13 years o f the study, the 

sustained and high r i s e in phys ica l p r o d u c t i v i t y o f wheat explains high 

l e v e l s of i t s p r o f i t a b i l i t y . 

Within the khari f season, the r e l a t i v e p r o f i t a b i l i t y o f r i ce , 

maize and co t ton is measured. Cotton i s more p r o f i t a b l e as c o m p a r e d with 

r i c e , except in 1973/74 whi le co t ton i s more p r o f i t a b l e compared with 

maize f o r a l l years o f t h i s study except 1974/75 and 1975/76. In terms 

o f r e l a t i v e p r o f i t a b i l i t y , the ranking o f summer crops is c o t t o n , maize 

and r i c e . 

As mentioned p r e v i o u s l y , sugarcane i s an annual crop and competes 

f o r the use o f land with both summer and w i n t e r c r o p s . The indices of 

r e l a t i v e p r o f i t a b i l i t y o f sugarcane to r i c e and wheat f to wheat and 

co t ton and to wheat and maize show that sugarcane ! s advantage in the 





e a r l y y e a r s o f study was r a p i d l y eroded as the i n t e r - c o n ^ o d i t y gross 

income p a r i t y moved a g a i n s t sugarcane v i s - a - v i s a l l i t s competing crop 

combinat i ons . 

The g ross income- input p r i c e s p a r i t y i n d i c e s given in the last col us 

in Table IV.6 show that the p a r i t y index f a l l s d r a s t i c a l l y in 1970/71 

and becomes as low as 42.31 in 972 /73 . The s teep d e c l i n e is due to sharp 

i n c r e a s e in the p r i c e s o f inputs w i thout comparable inc reases in the 

p r i c e s o f a g r i c u l t u r a l commodities and in the phys i ca l p r o d u c t i v i t y of 

c r o p s . In f a c t f o r some of these y e a r s , a g r i c u l t u r a l output a l so f e l l 

d r a s t i c a l l y . However, due to d e l i b e r a t e p r i c e p o l i c y o f the government 

which had led to an i n c r e a s e in the p r i c e s of s e l e c t e d major crops and 

had r e s u l t e d in i n c r e a s i n g p r o d u c t i v i t y through development programmes, 

the p a r i t y was r e s t o r e d by 1978 /79 . The index shows an increas ing trend 

and was as high as 158 in 1982 /83 . 

7 . CONCLUSIONS AND POLICY IMPLICATIONS 

The f o r e g o i n g a n a l y s i s has some obv ious i m p l i c a t i o n s f o r publ ic 

p o l i c i e s that need to be b r i e f l y h i g h l i g h t e d . The r e l a t i o n s h i p between 

i n c r e a s e in incomes and p r i c e s of inputs in the a g r i c u l t u r a l s e c t o r as 

measured by the g ross income- innut p r i c e s index i s one o f de te r i o ra t i on 

in e a r l y to mid-1970s but sus ta ined and rapid r i s e s i n c e 1978/79. The 

i n c e n t i v e s prov ided to sugarcane producers were d r a s t i c a l l y c u r t a i l e d 

p o s s i b l y t o improve the a l l o c a t i v e e f f i c i e n c y o f r e s o u r c e use in the 

a g r i c u l t u r a l s e c t o r . There was a l s o an attempt to pass on some o f the 

b e n e f i t s o f t e c h n o l o g i c a l advance in the h i g h - y i e l d i n g c r o p s 0 f wheat and 

r i c e to the consumers as t h e i r p r i c e s were somewhat r e s t r a i n e c j r e l a t i v e 

t o c e r t a i n o t h e r c r o p s . In view o f the shor tage o f p u l s e s a n d o i l s e e d s 
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tent o f farmers ' response to r e l a t i v e p r i c e changes is a 

sub j e c t in many developing c o u n t r i e s . Governments in 

i t r i es have ex tens ive ly used a g r i c u l t u r a l pr i c ing p o l i c i e s 

east three funct ions ( i ) to a c c e l e r a t e the growth o f 

itput; ( i i ) to a c c e l e r a t e o r dece l e ra te the growth o f an 

' in accordance with the p r i o r i t i e s o f the government; ( i i i ) 

keted surplus o f food crops to ensure b e t t e r a v a i l a b i l i t y of 

ban areas o f the country ; and ( i v ) to improve terms o f trade 

ural s e c t o r in r e l a t i o n to the industr ia l s e c t o r . These 

however, rare ly compatible with each o t h e r . Market supply 

i n t e r - c r o p s u b s t i t u t i o n depends on i n t e r - c r o p pr i ce 

the growth o f aggregate output depends on the variations 

jral p r i c e index r e l a t i v e to the var ia t i ons in the prices of 

»ms and/or goods purchased by the farmers f o r consumption 

s fore , the p a r t i c u l a r p r i c ing p o l i c y t o be fo l lowed depends 

'S s e t f o r th by the government and empirical results of 

erent aspects o f agr i cu l tura l p r i c i n g . 

t o formulate an e f f e c t i v e p r i c ing p o l i c y , r e l i a b l e empirical 

the degree o f p r i c e responsiveness o f supply to the relevant 

i s necessary . In t h i s context three types o f supply response 
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in any econometr ic e x e r c i s e o f t h i s kind. There is, thus.a need to study 

p r i c e responsiveness at f a i r l y d isaggregated l e v e l s in order f o r the 

est imates to be used f o r e f f e c t i v e p o l i c y making. I t may be noted, 

however, that in a s i t u a t i o n where one o r two crops dominate the total 

a g r i c u l t u r a l output , the d i s t i n c t i o n between the responsiveness of 

aggregate and ind iv idual crops may not be so r e l evant . A number of addit-

ional po ints need to be cons idered in the formulat ion and estimation of 

supply func t i ons f o r the a g r i c u l t u r a l s e c t o r . In land scarce areas 

where there i s m u l t i - c r o p a g r i c u l t u r e , the e l a s t i c i t y o f supply of land 

i s expected t o be very low. Responsiveness o f aggregate output in 

these areas depends on the p o t e n t i a l f o r improving the .yield through 

i n t e n s i v e a p p l i c a t i o n o f current inputs and use o f new techniques of 

produc t i on . In land abundant areas t h i s phys ica l cons tra int on price 

responsiveness i s not p resent . Aggregate supply f u n c t i o n based upon 

data from d i f f e r e n t regions need to s p e c i f i c a l l y take th is into account. 

Secondly , the a v a i l a b i l i t y o f t ranspor t f a c i l i t i e s as well as the level 

o f monet izat ion and commerc ia l izat ion o f the reg ion need to be 

e x p l i c i t e l y cons idered f o r a d i s c u s s i o n o f p r i c e responsiveness to be 

meaningful . Unfortunately very l i t t l e work has been done in th is area 

and t h i s i s due l a r g e l y to the dearth o f necessary data in Pakistan. 

Most o f whatever l i t t l e work has been done in Pakistan on 

p r i c e response r e l a t e s t o ind iv idua l c r o p s . The study o f aggregate 

output has been very l i m i t e d . Wizarat / ~ 9 1 _ 7 conducted a study to 

i n v e s t i g a t e the r o l e o f f a c t o r p r o d u c t i v i t y in a c c e l e r a t i n g the qrowth 

o f aggregate a g r i c u l t u r a l output . She c a l c u l a t e d a t o t a ] f a c t o r pro-

d u c t i v i t y index as the r a t i o o f the value added index to the a g g r e g a t e 

input index. She found that s tagnat ion in the a g r i c u l t u r a l s e c t o r 





output . A number o f a l t e r n a t i v e s p e c i f i c a t i o n s in terms o f choice of 

explanatory v a r i a b l e s and lag s t r u c t u r e s were t r i e d , however, these 

were r e j e c t e d on the bas i s o f low explanatory power and n o n - s i g o i f i -

cance o f the e s t imates . In the s e l e c t e d equation the water ava i lab i l i ty 

v a r i a b l e a l s o turned out to be . s i g n i f i c a n t at the 95 percent 

con f idence l e v e l , i n d i c a t i n g that p r i c i n g p o l i c y i s not the s o l e 

instrument t o f o s t e r a g r i c u l t u r a l growth. The t ime-trend variable is 

a l s o p o s i t i v e and s i g n i f i c a n t but at the 85 percent conf idence level 

Ind i ca t ing the r o l e o f t e c h n o l o g i c a l change in increas ing agricultural 

output . 

The l onger - term b e n e f i t s from any dynamic e f f e c t s o f price 

i n c e n t i v e s depend l a r g e l y on the adoption o f new technology and the 

development o f an appropr ia te i n s t i t u t i o n a l framework. Agricultural 

p r i c e p o l i c y , t h e r e f o r e , needs to take into c ons idera t i on technological 

and i n s t i t u t i o n a l f a c t o r s . 
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3. RESPONSIVENESS OF CROP ACREAGE 

Considerably more w o r k h a s b e e n done on the acreage responsiveness o f 

d i f ferent crops to r e l a t i v e p r i c e movements. Most o f the recent 

work i s based on the Expectat ions-Adjustment model developed by 

Nerlove. Cummings / l g / est imated the model f o r Pakistan to seek 

answers to the fundamental quest ion as to whether farmers respond to 

price incent ives while dec id ing about acreage to be a l l o c a t e d to a c rop . 

He included seven major cerea l and cash crops v i z . wheat, r i c e , b a r l e y , 

cotton, rape and mustard s e e d s , sesamum and tobacco in h is a n a l y s i s . 

The model was estimated a t the nat ional and regional l e v e l s . The 

detailed resul ts o f the r e g r e s s i o n s are presented in Appendix Table A - 5 . 1 . 

The results at the national l e v e l i n d i c a t e d p o s i t i v e p r i c e respons iveness 

of acreage f o r a l l crops except two i . e . sesamuiri and t obacco . The 

estimated pr i c e c o e f f i c i e n t s f o r wheat and bar ley were not s i g n i f i c a n t l y 

d i f f e rent from zero . The c o e f f i c i e n t s f o r the o ther crops were, 

however, s i g n i f i c a n t . Supply e l a s t i c i t i e s obta ined from the est imated 

price parameters are shown in Table V . l . The short - run and long-run 

supply e l a s t i c i t i e s est imated by Cummings f o r c o t t on v a r i e t i e s and f o r 

rape and mustard seed were notably higher than those f o r the l e s s 

market or iented cereal c r o p s . 

Cummings a l so est imated the e l a s t i c i t i e s based on data f o r ten 

Divisions and f o r s e l e c t e d d i s t r i c t s o f Pakistan. His es t imates o f 

short-run and long-run acreage e l a s t i c i t i e s by D iv i s i ons and D i s t r i c t s 

and f o r al l the crops a r e a 1 s o presented in the Appendix Tables A - 5 . 2 and 

A-5.3 r e s p e c t i v e l y . f ° r r i c e » the small supply e l a s t i c i t y i n d i c a t e d 

nationally was a lso found in most o f the d i v i s i o n s and d i s t r i c t s . 
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S t a t i s t i c a l iy i n s i g n i f i c a n t negat ive est imates were found in some cases. 

For wheat, the national est imates l i k e most o f the geographica l ly 

d isaggregated est imates are p o s i t i v e but i n s i g n i f i c a n t . However, there 

are some est imates that are s i g n i f i c a n t but negat ive , For the major 

cash c r o p , c o t t o n , p o s i t i v e p r i c e responsiveness i s i n d i c a t e d . The 

degree o f responsiveness i s g rea te r f o r American co t ton which commands 

higher market p r i c e s . At the d i s t r i c t l eve l the est imated pr i ce 

parameter was found to be negative but i n s i g n i f i c a n t f o r Hyderabad which 

i s one o f the most important co t ton growing d i s t r i c t s . For mustard 

s e e d , a f a i r l y la rge and s t a t i s t i c a l l y s i g n i f i c a n t p o s i t i v e e l a s t i c i t y 

was ind i ca ted at the national l eve l and at the d i v i s i o n and d i s t r i c t 

l e v e l s . For Sesamum, which i s a minor c r o p , a negat ive but s t a t i s t i c a l l y 

i n s i g n i f i c a n t , r e l a t i o n s h i p between p r i c e s and acreage was found at. the 

the national l eve l and in f o u r o f the s i x d i v i s i o n s . The negative but 

s t a t i s t i c a l l y i n s i g n i f i c a n t r e l a t i o n s h i p at the national level was not 

confirmed by the r e s u l t s o f d isaggregated ana lys i s at the d i s t r i c t level , 

The pattern o f acreage responsiveness that emerges from the study-

by Cummings can be c l a s s i f i e d i n t o low response , medium response and 

high response groups f o r the long-run acreage e l a s t i c i t i e s in the ranges 

o f zero to 0 . 1 , 0.1 to 0 . 4 and 0 . 4 to 0 . 7 r e s p e c t i v e l y . I t i s evident 

that the response o f f oodgra in crops f a l l s in the range o f the low or 

medium category . The response o f sesamum and tobacco i s a l so low. 

Commercial crops such as co t ton /American) and rapeseed and mustard 

have the h ighest acreage e l a s t i c i t i e s . 
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The imp l i c i t assumption in e s t i m a t i n g the above e q u a t i o n i s t h a t 

the decis ions o f farmers about the a c r e a g e t o be b r o u g h t under each 

crop are based on the e x p e c t a t i o n o f p r i c e s , w h i c h a r e formed on the 

basis of previous e x p e r i e n c e . The r e s u l t s o f t h i s s tudy are a l s o 

presented in Table V . l . The a u t h o r s e s t i m a t e d s e p a r a t e e q u a t i o n s 

for i r r i ga ted and r a i n f e d areas f o r che wheat c r o p . The p r i c e 

e l a s t i c i t i e s f o r both the a r e a s were low and p o s s i b l y due t o the 

subsistence nature of the c r o p . There were marked d i f f e r e n c e 

in pr ice responsiveness between the i r r i g a t e d and the r a i n f e d a r e a s . 

The pr i ce e l a s t i c i t y f o r c o t t o n was about 0 . 3 which i s s l i g h t l y l o w e r 

than the previous e s t i m a t e s o f 0 . 4 f ound by F a l c o n j_ 2 3 _ / . Sugarcane 

had the highest pr i ce e l a s t i c i t y o f 0 . 4 4 i n d i c a t i n g t h a t f a rmers are 

highly s e n s i t i v e to p r i c i n g p o l i c i e s w h i l e d e c i d i n g about the a c r e a g e 

to be a l l o c a t e d to the c r o p . The a u t h o r s c o n c l u d e d t h a t t h e r e was 

substantial absolute a c r e a g e r e s p o n s e due to changes in r e l a t i v e p r i c e s . 

Gotsch and Falcon /.~33_7 a n a l y s e d t h e r o l e o f new t e c h n o l o g y 

and pr i c ing p o l i c i e s by a p p l y i n g a l i n e a r programming m o d e l . The 

authors noted that farmers r e s p o n d t o r e l a t i v e n e t revenue r a t h e r than 

to r e la t i ve pr i ce because they i n t e r i t o maximize p r o f i t . Th i s 

d i s t inc t i on seems to be more i m p o r t a n t in s i t u a t i o n s where a new 

technology i s introduced t o f o s t e r a g r i c u l t u r a l g r o w t h . The a u t h o r s 

derived(stat ic ) normative s u p p l y c u r v e s through l i n e a r programming 

by varying the pr i ce o f wheat and c a l c u l a t i n g the n e t revenue a s s o -

ciated with each p r i c e . The e f f e c t o f new t e c h n o l o g y on o u t p u t a t 

current pr i ces and the e l a s t i c i t y o f f a r m e r s ' s u p p l y r e s p o n s e was 

traced by varying the p r i c e o f wheat p a r a m e t r i c a l l y w i t h a l t e r n a t i v e 







4. RESPONSIVENESS OF MARKET SUPPLY 

In Pakistan, l i k e o ther deve lop ing c o u n t r i e s , a large proportion 

o f t o ta l output i s re ta ined f o r domestic consumption, f e e d s , seeds and 

payments in kind. A knowledge o f the determinants o f market supply i s 

necessary f o r es t imat ing the f ood a v a i l a b i l i t y f o r the urban s e c t o r and 

f o r e c a s t i n g the required l eve l o f f oodgra ins imports in any one year . 

In the case o f crops which are almost whol ly marketed the 

e l a s t i c i t i e s o f output and market supply can be regarded as approximately 

the same. But in the case o f those crops, a subs tant ia l part o f whose 

output i s re ta ined by farmers , the responsiveness o f the marketed 

surplus must be measured separate ly from the responsiveness o f to ta l 

output . 

There are two b a s i c approaches to est imating the pr i ce e las t i c i t y 

marketed surp lus . F i r s t l y , the d i r e c t approach where a re la t i onsh ip 

i s e s t a b l i s h e d , usual ly by regress ion a n a l y s i s , between the marketed 

surplus and the r e l a t i v e p r i c e o f the c r o p . The s t a t i s t i c a l data 

required to est imate the e l a s t i c i t y using the d i r e c t approach are 

extremely d i f f i c u l t t o o b t a i n . The e l a s t i c i t y i s , t h e r e f o r e , o f t en 

measured by applying the i n d i r e c t approach. Various methods o f indirect 

est imat ion have been suggested • the l i t e r a t u r e . A review o f these 

methods shows that most o f them are aimed at es t imat ing the 

approximate range wi th in which the e l a s t i c i t y may be expected to l i e . 

Krishna [_ 50_/ presented a framework f o r an i n d i r e c t est imation o f price 

e l a s t i c i t y o f the marketed surplus o f a s u b s i s t e n c e c rop . He started 
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o f production to be s i g n i f i c a n t and greater than unity . This implies 

that marketable surplus f o r wheat w i l l increase more than proportional 

to the increase in output . He estimated the pr i se e l a s t i c i t y o f 

marketable surplus to l i e between 0 .3 and 0 . 7 . His results suggest that I 

a p r i c e increas ing p o l i c y w i l l r e su l t in higher l e v e l s of marketable 

surplus through reduced family consumption and increased farm sales . 

The author admitted however, that the conc lus ions drawn were a ' f i r s t 

approximation' o f the true p i c t u r e , the nature and qual i ty o f data 

being the l imi t ing c o n s t r a i n t s . 

Another attempt to e s t a b l i s h the l ink between the market supply 

and output was made by Khan and Chaudhry / ~ 4 5 J . Since the marketable 

surplus i s the surplus o f production over the minimum consumption level, 

the resul tant income i s used f o r consumption and investment purooses. 

According to these authors the main determinant o f marketable surplus is 

the leve l o f output . They a l s o expected rent to be an important 

determinant o f marketable surplus and estimated the fo l lowing equation; 

M = 18.39 + 0 .35 X - 0.21 R 
( 0 . 0 1 ) ( 0 .02 ) 

R2 = 0 .58 

Where the f i gures in parenthesis ind i ca te the standard errors o f the 

estimated c o e f f i c i e n t s ; and 

M = Marketable surplus 

X = Output o f food per capi ta 

R = Total rent payment per capita 

The signs o f the c o e f f i c i e n t s are cons i s tent with the hypothesis. The 

output e l a s t i c i t y o f marketable surplus at mean value's worked out to 









T a b l e A - 5 . 1 

Estimated Parameters f o r P r i c e Responsiveness 
o f Acreage a t the National L e v e l . 

Crop Time Per iod Constant P r i c e Lagged Area R a i n f a l l Trend R2 

Rice 1949-1968 + 9 6 3 . 7 a + 1 5 . 0 3 b +0.310 +0 .107 + 5 5 . 5 9 C 0 . 9 4 
( 1 . 3 9 ) ( 2 . 1 1 ) ( 0 . 7 8 ) ( 0 . 3 2 ) ( 2 . 2 1 ) 

Wheat 1949-1968 +1636.0 +90.83. +0.310 +4.391* +120.7 0.6V 
( 0 . 0 3 ) ( 1 . 0 3 ) ( 0 . 6 5 ) ( 1 . 3 7 ) - ( 0 . 6 3 ) 

Barley 1951-1968 +514 .8 d + 1.434 - 0 . 3 0 8 +0 .312 d - 6 . 2 1 8 0 .54 
( 4 . 4 0 ) ( 0 . 3 8 ) ( 1 . 0 2 ) ( 3 . 0 2 ) ( 2 . 1 7 ) 

Cotton(American) 1950-1962 +1448 .0 d +16 .46 d +0.139 +1 .057 b +122.96° 0 .82 
( 3 . 4 6 ) ( 0 . 9 9 ) ( 1 . 8 9 ) ( 2 . 6 0 ) 

Cotton ( D e s i ) 1950-1962 +690.7 C +2.839 C - 0 . 4 9 0 b +0.046 - 1 0 . 5 3 0 . 4 1 
( 2 . 9 4 ) ( 2 . 3 4 ) ( 1 . 8 5 ) ( 0 . 2 4 ) ( 0 . 7 8 ) 

Rape and Mustard 1951-1967 +363.2 +20 .50 3 +0.208 +0.366 - 1 9 . 4 2 3 _ 
( 0 . 9 4 ) ( 1 - 6 5 ) ( 0 . 5 5 ) ( 0 . 5 1 ) ( 1 . 3 0 ) 

Sesamum- 1951-1967 +59 .78 b - 0 . 1 6 0 +0.021 + 0 . 0 4 0 3 +1 .255 a 0 .31 
( 2 . 0 1 ) ( 0 . 4 6 ) ( 0 . 0 4 ) ( 1 . 3 2 ) ( 1 . 4 4 ) 

Tobacco 1951-1967 +36 .98 a - 0 . 1 0 6 +0.100 +0.031 +7 .005 d .074 
( 1 . 7 1 ) ( 0 . 7 2 ) ( 0 . 3 0 ) ( 0 . 5 0 ) ( 3 . 8 7 ) 

Notes : Figures in parentheses are t - v a l u e s . 

a . 30 percent s i g n i f i c a n c e l e v e l c . 5 percent s i g n i f i c a n c e l e v e l 
b . 10 percent s i g n i f i c a n c e l eve l d . 1 percent s i g n i f i c a n c e l e v e l 

Source : Cunnings / 19 . / -



Table A - 5 . 2 

Short and Long Run E l a s t i c i t y Estimates based on Data f o r D i v i s i o n s 

D i v i s i o n Rice Wheat Bar'iey Cotton Mustard Sesamum Tobacco Bar'iey 
(American) Desi 

Bahawalpur 

Dera Ismail 
Khan 

Hyderabad 

Khairpur 

Lahore 

Multan 

Peshawar 

Quetta 

'Rawalpindi 

Sargodha 

Notes : 

SR - 0 . 1 5 +0 .08 +0 .48 3 +0.40 3 + 0 . 6 0 c +1.09 C + 0 . 3 0 c -

LR - 0 . 1 7 +0.10 +0.51 +0.29 +0.44 +0.61 +0.42 -

SR _ +0.01 +0 .55 d - 1 . 9 4 c — -

LR - +0.01 +0.45 - - - 1 . 1 5 - -

SR + 0 . 3 5 c +0.02 - 0 . 5 0 9 0 _ - 0 . 3 3 " - 0 . 7 4 d _ 
LR +0.36 +0.02 - 0 . 2 8 0 - - 0 . 1 1 - 0 . 5 1 -

SR - 0 . 1 1 +0 .57 5 - 0 . 3 4 b " + 1 . 8 4 d +0.45 +0 .74 3 - 0 . 2 0 -

LP. - 0 . 1 3 +0 .63 - 0 . 3 0 +3.54 +0 .51 +0.77 - 0 . 0 7 -

SR +0.09 - 0 . 0 9 +0 .20 3 + 0 . 4 2 b - 0 . 0 5 +0.63 - 0 . 9 9 d - 0 . 0 3 
LR +0.14 - 0 . 0 9 +0.34 +0.67 - 0 . 0 3 +0.73 - 1 . 0 5 - 0 . 0 3 

SR +0.08 - 0 . 0 3 +0.09 +0 .52 C - 0 . 5 7 +0 .81 d - 0 . 3 3 3 - 0 . 3 7 C 

LR +0.42 - 0 . 0 4 +0.06 +0.46 - 3 . 3 5 +0.47 - 0 . 5 8 - 0 . 4 6 

SR +0 .08 0 +0 .21 _ +0.15 - 0 . 4 5 - +0.83 3 

LR +0.07 0 +0.22 - +0.21 - 0 . 3 8 - +0.95 

SR +0.11 - 0 . 2 6 3 +0 .46 b » _ - -
LR +0 .16 - 0 . 2 7 +0.47 - - - - -

SR + 0 . 7 6 d - 0 . 2 6 ° +0.19 + 0 . 2 6 3 - + 0 . 5 7 ° +0.11 j +0 .31 8 

+38.0 - 0 . 4 2 +0.17 +0 .72 +0.32 +0.20 - +Q.24 

SR - 0 . 3 4 a - 0 . 3 9 3 +0.14 + 0 . 2 3 C ' : +0 .33 a + 0 . 9 4 c + 1 . 0 1 d + 1 . 1 0 c 

LR - 0 . 3 4 - 0 . 4 0 +0.22 +0.16 +0 .20 +0.94 +0.68 +0.65 

• : ar, ' l or iasti c-i tv h-3 L.i ir.a • - . _--- S j 1 o c t e ^ D i s t r i c t s 

'Di-.tri S h o r t - rur Long-run D i s t r i c t Shor l - run Long-run 
E l a s t i c i ty E l a s t i c i t y E l a s t i c i t y E l a s t i c i 

1 2 3 4 5 6 

Rice 
Dadu + 0 . 2 8 a +0.72 Larkana - 0 . 0 6 - 0 . 0 9 
D.G. Khan +0 .02 +0 .03 Sahiwal + 0 . 0 8 - 0 . 2 4 
Gujranwala - 0 . 3 6 - 0 . 3 2 Muzaffargarh _ + 0 . 5 6 3 +1.33 
Gujrat + 0 . 9 1 d - 1 0 . 1 Sanghar +0.47 +1.37 
Hazara 

V 
+Q.47b +0,26 Sheikhupura - 0 . 2 4 - 0 . 2 2 

Hyderabad + 0 . 4 2 3 +0.23 S i a l k o t +0 .82 C +1.00 
Jacobabad - 0 . 0 6 - 0 . 1 5 S i b i +0 .13 +0.25 
Khairpur +0 .80 +0.86 Sukkur +0 .05 +0.06 
Kurram + 0 . 2 0 b +0.33 Tharparkar + 0 . 8 1 3 +0.65 
Lahore + 0 . 1 8 c +0.69 Thatta + 0 . 4 9 d +4.90 

'.•/heat 

Attock - 0 . 3 3 d - 0 . 6 7 Lora la i - 0 . 1 6 - 0 . 1 9 
Bannu - 0 . 0 5 - 0 . 0 6 L y a l l p u r - 1 . 2 2 C - - 1 . 0 3 
Chagai + 0 . 9 4 5 + 1 .52 Mianwali + 0 . 4 9 a +0.35 
Dadu + 0 . 5 2 ° +0.52 Sahiwal - 0 . 1 8 d - 0 . 1 5 
D.G.Khan - 0 . 0 5 - 0 . 0 4 Multan +0 .01 +0 .02 
D.I.Khan - 0 . 1 9 - 0 . 1 2 Muzaffargarh 0 0 
Gujranwala - 0 . 1 3 - 0 . 1 7 Nawabshafi +0 .46 3 -0.5-3 
Gujrat - 0 . 1 3 s - 0 . 2 0 N. lJazir istan +0.01 +0.01 
Hazara - 0 . 1 5 d - 0 . 0 9 Peshav/ar - 0 . 0 6 - 0 . 2 ^ 

i-* 
ro cri i 

( 1 ) Lack o f a f i g u r e i n d i c a t e s no supply a n a l y s i s was per formed. 
( 2 ) S i g n i f i c a n c e l e v e l o f p r i c e parameter from which e l a s t i c i t y was d e r i v e d , 

a . 30 p e r c e n t b . 10 percent c . 5 p e r c e n t d. 1 percent 
C u m m i n g s (_ i g __/. 

•si I 

(Cont inued) 



2 3 4 5 6 

i t - c o n t d . 

Hyderabad - 0 . 9 0 - 1 . 0 3 Quetta - 0 . 0 9 - 0 . 1 1 
Jacobabad + 2 . 6 0 d +3 .38 Rawalpindi - 0 . 0 5 - 0 . 0 6 
Jhang - 0 . 5 1 d - 0 . 4 6 Sanghar +0.04 +0.05 
Jhelum +0.05 +0.09 Sargodha - 0 . 1 7 b - 0 . 2 0 
Khairpur +0 .62 a +1.17 Sheikhupura - 0 . 0 7 - 0 . 0 6 
Kohat - 0 . 1 9 - 0 . 1 9 S i a l k o t - 0 . 0 8 - 0 . 0 7 
Kurram - 0 . 0 2 - 0 . 0 2 Sibi +0 .13 3 +0.25 
Larkana +0.17 +0.15 Zhob +0.05 +0.04 
Lahore - 0 . 0 7 - 0 . 0 8 

ey 

Attock - 0 . 0 6 - 0 . 0 8 Mardan - 0 . 4 0 b - 1 . 7 4 
Bannu +0 .90 3 +0.85 Mianwali +0.26 +0 .27 
D.I.Khan +0 .47 a +0 .28 Sahiwal +0.02 +0.02 
Gujranwala +0 .32 C +1.10 Muzaffargarh +0.01 +0.01 
Gujrat +0.55 +2.75 Peshawar +0.09 +0.21 
Hazara + 0 . 1 6 b +0.17 Quetta - 0 . 0 4 - 0 . 0 5 
Khairpur +0.04 +0.11 Sheikhupura + 0 . 4 3 d +0.43 
Kohat + 0 . 8 1 c +0.63 S i a l k o t +0 .08 +0.06 
Lahore +0 .40 3 +0.54 Sukkur - 0 . 3 7 - 0 . 3 6 
Lora la i +0 .48 +0 .50 Thatta ~0 ,31 a - 0 . 3 6 

Cotton (American) 
Gujrat +0.25 +0 .72 Multan +0 .43 +0.35 

( Cortizi nued - .n-is 

Cotton(American) - c ontd . 
Hyderabad - 0 . 1 S 

Jhang +0 .18 

Khairpur + 1 . 4 4 c 

Lyal lpur +0 .74 c 

Sahiwal +0 .65 c 

Cotton ( D e s i ) 

Gujranwala +0.64 
Khairpur +2.16 
Sahiwal - 0 . 6 6 

Rape and Mustard 

Attock - 0 . 2 7 
Oadu +0.28^ 
D.I.Khan - 0 . 5 0 3 

Hyderabad - Q . 5 7 ; 
Jacobabad - 0 . 5 2 
Khairpur - 0 . 0 6 
Larkana + 1 . 3 9 ' 

Tobacco 

Attock + 0 , 1 6 . 
Gujranwala - 0 . 1 9 , 
Gujrat +0 .39" 
Lahore - 0 , 2 6 
Lya l lpur +0 .11 

d 

- 1 . 1 3 

+0 .18 

+4 .50 

+1 .72 

+0.81 

+0,94 
+2.14 
- 3 . 6 7 

- 0 . 6 4 
+0.31 
- 0 . 3 6 
- 2 . 4 8 
- 2 . 1 7 
- 0 . 0 6 
+2.44 

+0.21 
- 0 . 1 7 
+0 .36 
- 0 . 2 7 
+0.08 

Nawabshah 

Sanghar 

Sargodha 

Sheikhupura 

Tharparkar 

Lahore 
Nawabshah 
S i a l k o t 

Lyal1 pur 
Mianwali 
Nawabshah 
Sanghar 
Sib i 
Sukkur 
Thatta 

Mardan 
Sahiwal 
Peshawar 
Sheikhpura 
S i a l k o t 

+0.94 

+ 0 . 9 0 3 

+ 0 . 4 0 b 

+ 0 . 3 4 a 

+0.02 

-0.41* 
- 0 . 2 2 
+G.56C 

+ 0 / 4 
+0.bx< 
+0 .71 

+2.74^ 
+ 0 . 7 5 ! 
- 0 . 8 7 

+0.46 
- 0 . 1 9 ! 
+1.29? 
+0 .27 c 

- 0 . 1 9 

b 

+0.82 

+0.07 

+0.34 

+ 0 . 8 1 

+0.02 

-0.95 
-0.28 
+0.61 

+0.27 
+0.80 
+0.74 
- 4 . 9 4 
+5 .71 
+1.29 
-0.88 

+0.46 
-0.12 

+2.30 
+0.22 
- 0 . 1 5 

Notes : S i g n i f i c a n c e l e v e l o f p r i c e from which e l a s t i c i t y was d e r i v e d : 

( a ) 30 p e r c e n t ; ( b ) 10 p e r c e n t ; ( c ) 5 p e r c e n t ; ( d ) 1 p e r c e n t . 

Sahiwal was f ormer ly known as Montgomery 

Source : Cunnings j_ J . 



CHAPTER V? 
INTERSECTORAL TAX EQUITY 

INTRODUCTION 

The p r i n c i p l e o f equ i ty occup ies a central p lace in the desired 

a t t r i b u t e s o f taxes . The a p p l i c a t i o n of equity c r i t e r i o n i s eas i e r when 

two e n t i t i e s o f roughly 'equal economic capac i ty are considered in the 

a n a l y s i s . The equal treatment of equals in taxat ion i s based on sound 

e t h i c a l p r i n c i p l e s . The d i f f i c u l t problem a r i s e s when two economic 

e n t i t i e s with unequal economic c a p a c i t i e s are to be s u b j e c t e d to the 

a n a l y s i s o f f a i r d i s t r i b u t i o n o f taxes . Although on the v e r t i c a l scale 

the meaning o f equ i ty has evaded a p r e c i s e d e f i n i t i o n , there i s a 

general consensus that taxes which r e d i s t r i b u t e incomes from the r ich to 

poor are genera l ly p r e f e r a b l e . 

To est imate the r e d i s t r i b u t i v e impact o f the actual tax system, 

two s e t s o f est imates are needed. F i r s t , the inc idence of d i f f e r e n t taxes 

i s to be measured. Second, the des i red leve l o f progress ion i s to be 

s p e c i ^ 6 1 ^ Both aspects o f t h i s problem are inherent ly c o n t r o v e r s i a l . 

A t h e ° r y empir ica l est imates o f the d i s t r i b u t i o n o f tax burden has 

been evo lved n e v e r t h e l e s s . The t r a d i t i o n a l a p p l i c a t i o n o f th i s theory 

has b e e n ^ e context o f a l l o c a t i o n o f d i f f e r e n t taxes to d i f f e r e n t 

incoifl^ groups. The theory has a l s o been appl ied in the context of 

m e a s u f i n g s t a t e tax burden in measuring in ternat i ona l tax burdens and in 
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F i r s t l y , i t i s a s s e r t e d t h a t t h e c o n c e p t o f t a x burden i s 

m e a n i n g l e s s b e c a u s e t h i s assumes , f o r i m p l i c i t c o m p a r i s o n , the absence 

o f g o v e r n m e n t . In t h i s c o n t e x t i t i s h e l p f u l t o d i s t i n g u i s h between 

a b s o l u t e and r e l a t i v e t a x b u r d e n s . T a x e s a r e l e v i e d mainly t o o f f s e t 

g o v e r n m e n t e x p e n d i t u r e . A l l i n d i v i d u a l s i n a s o c i e t y d e r i v e b e n e f i t s 

f r o m t h e g o v e r n m e n t . I t i s p o s s i b l e t h a t none o f t h e i n d i v i d u a l s 

may b e a r any n e t b u r d e n due t o t h e f i s c a l o p e r a t i o n o f the government. 

Even when t h e r e i s no a b s o l u t e b u r d e n i n v o l v e d , i f two i n d i v i d u a l s 

have e q u a l t a x a b l e c a p a c i t y b u t d i f f e r e n t t a x p a y m e n t s , a v a l i d case 

f o r t a x i n e q u i t y on r e l a t i v e b u r d e n c o n s i d e r a t i o n s can be made. I t must 

be remembered t h a t t h e t a x b u r d e n and n o t t h e f i s c a l burden i s the 

main o b j e c t i v e o f s t u d y i n t h i s c h a p t e r . 

S e c o n d l y , t h e c o m p u t a t i o n o f r e l a t i v e s e c t o r a l t a x burden 

i n h e r e n t l y i n v o l v e s c o m p a r i s o n o f i n t e r p e r s o n a l u t i l i t i e s . The 

c o m p a r i s o n o f s u c h u t i l i t i e s i s now a c k n o w l e d g e d t o b e w i thout 

o p e r a t i o n a l c o n t e n t . T o t h e e x t e n t t h a t p u b l i c p o l i c y demands making 

such c o m p a r i s o n s , t h e b a s i c l i m i t a t i o n must a l w a y s b e kept in v iew. 

L a s t l y , t h e i n c i d e n c e o f t a x e s on d i f f e r e n t s e c t o r s i gnores 

the e f f e c t s o f t h e t a x s y s t e m on t h e i m p o r t a n t v a r i a b l e s in the 

e c o n o m y . 

• • . . ... •• . • .i 

T h e s e a r e o n l y some o f t h e c r i t i c i s m s o f t a x burden es t imates . 

In v i e w o f s u c h l i m i t a t i o n s i t i s a m o o t q u e s t i o n w h e t h e r the resu l t s 

are m e a n i n g f u l a t a l l . The a n s w e r d e p e n d s on o n e 3 s v i e w o f economic 

a n a l y s i s . I f o n e c o n s i d e r s e c o n o m i c a n a l y s i s c a p a b l e o f . p r o v i d i n g 
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2 . 2 I n t e r s e c t o r a l E q u i t y 

The i n e q u i t y i n t a x a t i o n i s m e a s u r e d by t h e i n e q u a l i t y in the 

t a x b u r d e n on two e c o n o m i c u n i t s . Our main o b j e c t i v e i s t o t e s t the 

h y p o t h e s i s o f t h e u n d e r - t a x a t i o n o f t h e a g r i c u l t u r a l s e c t o r . To do s o , 

s e p a r a t e e s t i m a t e s o f t h e t a x b u r d e n f o r e a c h o f t h e two s e c t o r s need 

t o be c o m p u t e d . I f t h e t a x b u r d e n on a g r i c u l t u r e i s l e s s than the tax 

b u r d e n on n o n - a g r i c u l t u r e , t h e u n d e r t a x a t i o n o f a g r i c u l t u r e i s 

e m p i r i c a l l y e s t a b l i s h e d . In n o t a t i o n s , i f A and N s t a n d r e s p e c t i v e l y 

f o r a g r i c u l t u r e and n o n - a g r i c u l t u r e and C f o r t h e t a x a b l e c a p a c i t y , 

t h e a g r i c u l t u r a l s e c t o r i s u n d e r t a x e d w h e n e v e r 

In w o r d s , t h e a g r i c u l t u r a l s e c t o r i s u n d e r t a x e d i f i t s r e l a t i v e tax 

payments a r e l e s s than i t s r e l a t i v e e q u i t y - a d j u s t e d t a x a b l e c a p a c i t y . 

3 . SECTORAL TAX EQUITY IN PAKISTAN: 
FIRST APPROXIMATION 

The f i r s t a p p r o x i m a t i o n m e a s u r e o f t h e t a x b u r d e n on any s e c t o r 

r e q u i r e s e s t i m a t e s o f ( 1 ) p e r c a p i t a t a x e s a f t e r t a k i n g f u l l account of 

t a x - s h i f t i n g p o s s i b i l i t i e s , ( 2 ) p e r c a p i t a i n c o m e , and ( 3 ) per capi ta 

s u b s i s t e n c e r e q u i r e m e n t s . To a n a l y s e t h e r e l a t i v e t a x burden on 

a g r i c u l t u r e and n o n - a g r i c u l t u r a l s e c t o r s i n P a k i s t a n f i r s t , we develop 

t h e r e q u i r e d i n f o r m a t i o n and t h e n p r e s e n t t h e r e s u l t s r e g a r d i n g 

s e c t o r a l t a x e q u i t y . 

t c„ e ° o r 
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3•1 S h i f t i n g o f T a x e s i n P a k i s t a n 

The t h e o r e t i c a l c o n s i d e r a t i o n s and t h e s p e c i a l i n s t i t u t i o n a l 

context in Pakistan t h a t h a v e some b e a r i n g on t h e i n c i d e n c e o f d i f f e r e n t 

taxes need t o be b r i e f l y r e v i e w e d . In c o n f o r m i t y w i t h t h e g e n e r a l 

p r a c t i c e in empi r i ca l s t u d i e s on t a x b u r d e n s t u d i e s , a s s u m p t i o n s on 

s h i f t i n g about d i f f e r e n t t a x e s a r e made as a p r e l u d e t o a l l o c a t i o n o f 

taxes to d i f f e r e n t s e c t o r s . P a r t i a l e q u i l i b r i u m a n a l y s i s d o e s n o t 

g ive a general answer w i t h r e g a r d t o t h e e x t e n t o f s h i f t i n g o f any 

p a r t i c u l a r tax . I t l a y s down c o n d i t i o n s i n terms o f s u p p l y and demand 

e l a s t i c i t i e s . As would b e n o t e d i n t h e e n s u i n g d i s c u s s i o n , t h e a s s u m p t i o n 

in the .general l i t e r a t u r e t h a t c o m m o d i t y t a x e s a r e s h i f t e d f o r w a r d t o 

consumers i s not q u i t e v a l i d i n P a k i s t a n , a t l e a s t d u r i n g t h e e a r l i e r 

eras o f i t s economic h i s t o r y . The g e n e r a l p r o c e d u r e we a d o p t 'is t o 

d i s cuss the s h i f t i n g o f e a c h o f t h e m a j o r t a x e s i n P a k i s t a n . G i v e n t h e 

c o n t r o v e r s i a l nature o f a s s u m p t i o n s a b o u t s h i f t i n g o f some o f t h e t a x e s , 

the a n a l y s i s i s c a r r i e d o u t f o r t h r e e a l t e r n a t i v e s e t s o f s h i f t i n g 

assumptions. 

3 .1 .1 Land Tax 

Land tax c o n t r i b u t e s l e s s than 1 p e r c e n t o f t h e t o t a l 

tax c o l l e c t i o n by. f e d e r a l and p r o v i n c i a l g o v e r n m e n t s . The t a x i s 

appl i e d a t f a i r l y low r a t e s — g e n e r a l l y i n t h e r a n g e o f 1 - 2 p e r c e n t 

o f income. The tax i s p r e d o m i n e n t l y l e v i e d on a g r i c u l t u r a l l a n d . 

I t i s assumed t h a t the t a x i s b o r n e by t h e p r o d u c e r s as t h e r e i s no 

ev idence to i n d i c a t e f o r w a r d s h i f t i n g t o t h e c o n s u m e r s o f a g r i c u l t u r a l 

p r o d u c t s . I t has been a r g u e d t h a t l a n d t a x e s i n d u c e an i n c r e a s e , i n 
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^ a r k e t a b l e s u r p l u s i n s u b s i s t e n c e economies by f o r c i n g the taxpayer 

earn enough money income to pay the tax / 8 7 _ / . I f t h i s a n i e n t 

1 S v a l i d e m p i r i c a l l y , the l a n d tax would cause a d e c l i n e in produce 

P r i c e s s u g g e s t i n g t h a t the landowners would be burdened by n' o r e than 

t h © amount o f tax co l l e c ted The en--ire proceeds of the land tax 

a r e a l l o c a t e d to the a g r i c u l t u r a l s e c t o r . 

3 - 1 . 2 Income Tax 

The income tax in Pakis tan i s l e v i e d o n l y on incomes earned in the 

rton—agricultural s e c t o r as a g r i c u l t u r a l incomes are exempt from t h i s 

t a x . I t c o n t r i b u t e s about 10 p e r c e n t t o the t o t a l tax revenue . 

E c o n o m i c theory l a y s c o n d i t i o n s in terms o f income and s u b s t i t u t i o n 

e f f e c t s t o determine the e f f e c t s o f the tax on t o t a l earned income. 

T h e s e e f f e c t s are no t v e r i f i a b l e f rom a v a i l a b l e d a t a . Most income tax payers 

c a n n o t vary t h e i r hours o f work as a r e s p o n s e t o the changes in tax 

r a t e s . Survey d a t a , in the c o n t e x t o f p r o f e s s i o n a l p e o p l e who can vary 

t h e i r h o u r s , g i v e s ambiguous r e s u l t s on the e x t e n t t o which they change 

t h e i r e f f o r t l e v e l s a n d / o r p r i c e s / ~ 2 5 _ 7 . I t i s assumed t h a t income 

t a x e s are borne by the income r e c e i v e r . The p r o c e e d s o f the tax are 

a l l o c a t e d e n t i r e l y t o the n o n - a g r i c u l t u r a l s e c t o r . 

3 . 1 . 3 Company Tax 

The company tax c o n s t i t u t e s about 3 t o 4 p e r c e n t o f total . I: 

tax c o l l e c t i o n s i n P a k i s t a n . The i n c i d e n c e o f t h i s tax has been 

s u b j ^ c t e d t 0 a c o n t i n u i n g c o n t r o v e r s y on both t h e o r e t i c a l and empir ica l 

1 e V 0 1 s in the c o n t e x t o f both d e v e l o p e d and d e v e l o p i n g c o u n t r - j e s _ i n 

view o f t h i s c o n t r o v e r s y , i t i s f o r t u n a t e t h a t the t a x i s a m t n o r 

c o n t r i b u t o r t o t o t a l tax l e v e l s . 
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The p r o f i t r n i 2 i n g f i r m has no i n c e n t i v e t o s h i f t the tax 

as the p r o f i t s are m ^ i m i z e d a t t h e s a m e p r i c e - o u t p u t mix with o r 

without the tax . In f a c t j w h e t h e r the f i r m s are p r o f i t maximizers o r 

chey f o l l o w the p r i c i n g r u l e s d i c t a t e d by the maximizat ion c o n s i d e r a t i o n s 

i s open to q u e s t i o n , s t u d i e s on the p r i c i n g r u l e s a c t u a l l y p r a c t i c e d 

i n d i c a t e that p r i c i n g a c c o r d i n g to a mark up o v e r average c o s t i s the 

f requent p r a c t i c e . 

The empir i ca l s t u d i e s o f the e c o n o m e t r i c v a r i e t y on the 

s h i f t i n g o f c o r p o r a t i o n tax were p i o n e e r e d by Musgrave-Krzyzanic model . 

This model has been t e s t e d f o r U . S 0 A „ , India and o t h e r c o u n t r i e s 5 2 / . 

Evidence o f forward s h i f t i n g t o a s u b s t a n t i a l e x t e n t i s i n d i c a t e d by 

these s t u d i e s . However, t h e s e f i n d i n g s have been c o n t e s t e d on m e t h o d o l o -

g i ca l grounds. Ghandhi a n a l y s e d three i n d u s t r i e s with d i v e r g e n t 

market s t r u c t u r e s in India and found no e v i d e n c e o f forward s h i f t i n g £ " 2 8 J 

The s i t u a t i o n in Pakistan has not been analysed in any d e t a i l . 

Azfar has r e l a t e d the s t r u c t u r e o f i n d u s t r i e s to share o f taxes pa id and 

the p r i c i n g ru les followed in d i f f e r e n t s e c t o r s in Pakistan £~ 9 _ / . The 

conc lus i on reached by h i m i s t h a t vory l i t t l e forward s h i f t i n g i s t o be 

expected in Pakistan . argue l a t e r t h a t the s p e c i a l c o n d i t i o n s in 

Pakistan impede the forward s h i f t i n g o f commodity t a x e s . These 

c o n d i t i o n s g ive an a d d i t i o n a l reason f o r the n o n - s h i f t i n g o f company 

taxes in Pakistan . I t 1 1 3 5» t h e r e f o r e , been assumed t h a t the e n t i r e 

proceeds o f the company t a x e s f a l 1 o n t h e n o n - a g r i c u l t u r a l s e c t o r . 
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3 . 1 . 4 E x p o r t D u t i e s 

Taxes on e x p o r t s i n P a k i s t a n a r e l e v i e d m a i n l y on a g r i c u l t u r a l 

e x p o r t s . C o t t o n and j u t e w e r e t h e main two i t e m s p r i o r t o 1971 /72 . The 

i n c i d e n c e o f t h e t a x e s i s a m a t t e r o f r e l a t i v e v a l u e s o f supply and 

demand e l a s t i c i t i e s . In t h e c a s e o f j u t e , P a k i s t a n was a dominant s e l l e r . 

A c a s e c o u l d be made t h a t t h e t a x was s h i f t e d t o f o r e i g n b u y e r s . For 

o t h e r c o m m o d i t i e s , t h e t a x i s l i k e l y t o be on t h e d o m e s t i c economy. 

We assume t h a t t h e e x p o r t d u t y on a i l a g r i c u l t u r a l g o o d s was borne by the 

a g r i c u l t u r a l s e c t o r w h i l e t h e d u t y on t h e m a n u f a c t u r e d g o o d s was borne 

by t h e n o n - a g r i c u l t u r a l s e c t o r . 

3 . 1 . 5 I m p o r t s D u t i e s 

I m p o r t d u t i e s and s a l e s t a x on i m p o r t s a r e t h e s e c o n d l a r g e s t 

s o u r c e o f r e v e n u e c o n t r i b u t i n g a b o u t 40 p e r c e n t t o t h e t o t a l tax revenue. 

I t u s e d t o be t h e d o m i n a n t s o u r c e i n t h e e a r l y 1 9 5 0 s . The t h e o r e t i c a l 

and e m p i r i c a l 1 i t e r a t u r e , i n P a k i s t a n , o n t h e i n c i d e n c e o f t h e import 

t a x e s has m a i n t a i n e d t h a t t h e d u t i e s a r e n o t s h i f t e d f o r w a r d to the 

c o n s u m e r s . The t h e o r e t i c a l a r g u m e n t f o r t h e n o n - s h i f t i n g o f the import 

d u t i e s was made by t h e a u t h o r a b o u t two d e c a d e s ago / . 5 6 _ _ / . The main 

message o f t h e a r g u m e n t i s t h a t i m p o r t s a r e l i c e n s e d and t h e quant i ty o f 

a l l o w a b l e i m p o r t s i s f i x e d . The m a r k e t c l e a r i n g p r i c e s f o r imports are 

high enough t o g u a r a n t e e a b n o r m a l l y h i g h p r o f i t s n e t o f t a x e s and the 

c o s t s o f i m p o r t s . Under t h i s s t a t e o f a f f a i r s , i f t h e r a t e s o f import 

d u t i e s a r e i n c r e a s e d t h e d u t i e s come o u t o f t h e h i g h p r o f i t s . The 

h y p o t h e s i s has b e e n t e s t e d t w i c e i n P a k i s t a n o n c e i n t h e mid and again in t h r 

l a t e s i x t i e s /_ 7 5 , 4 _ / . The m a r k - u p o f d o m e s t i c p r i c e s o v e r c o s t s 
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, .e luding import t a x e s a r e g e n e r a l l y q u ' t e h i g h * The m a r k - u p s a l s o show 

j d i r e c t r e l a t i o n w i t h t h e s t r i n g e n c y i n l i c e n c i n g f o r d i f f e r e n t k i n d s 

o f impor ts . 3y the m i d - s i x t i e s , t h e c o n s t r a i n t on t o t a l a l l o w a b l e 

imports had been r e l a x e d r e l a t i v e t o the e a r l y f i f t i e s . T h i s r e l a x a t i o n 

o f the c o n s t r a i n t o c c u r r e d due t o i m p r o v e d e x p o r t p e r f o r m a n c e and l a r g e r 

aid f l o w s beginning i n 1 9 5 9 / 6 0 . . In y e a r s when the l e v e l o f i m p o r t s 

was r e l a t i v e l y h igh , f o r w a r d s h i f t i n g o f i m p o r t t a x e s i s e x p e c t e d . 

Beginning in 1 9 5 9 / 6 0 , some i m p o r t s u n d e r Bonus V o u c h e r Scheme w e r e 

al lowed* In case o f s u c h i m p o r t s , f o r w a r d s h i f t i n g o f i m p o r t t a x e s 

i s a v a l i d assumption,. Due t o the c o n f l i c t i n g e v i d e n c e and c o n s i d e r a t i o n s , 

a l t e r n a t i v e s h i f t i n g a s s u m p t i o n s f o r i m p o r t t a x e s a r e made i n t h e 

a n a l y s i s , 

3 , 1 . 6 Domestic I n d i r e c t T a x e s 

The taxes on c o m m o d i t i e s and t r a n s a c t i o n s a r e i m p o s e d by t h e 

p r o v i n c i a l and f e d e r a l g o v e r n m e n t s i n P a k i s t a n , The t a x e s i m p o s e d by-

p r o v i n c i a l government a r e m a i n l y on l i q a u r , t o b a c c o , n a r c o t i c s and 

motor v e h i c l e s . These c o n s t i t u t e a b o u t 10 p e r c e n t o f t h e t o t a l t a x 

revenue. The taxes imposed by t h e c e n t r a l g o v e r n m e n t on a c c o u n t o f 

e x c i s e and s a l e s tax on d o m e s t i c g o o d s i s t h e d o m i n a n t s o u r c e o f t a x 

revenue. The s h i f t i n g o f t a x e s i s a m a t t e r o f r e l a t i v e v a l u e s o f 

supply and demand e l a s t i c i t i e s . The u s u a l a s s u m p t i o n i n t h e l i t e r a t u r e 

on the i n c i d e n c e o f t h e s e t a x e s i s t o assume f u l l and f o r w a r d s h i f t i n g o f 

these taxes t o consumers . An a r g u m e n t e x a c t l y p a r a l l e l t o t h e o n e made 

f o r import dut i e s has been made i n t h e c a s e o f e x c i s e d u t i e s , Radhu 

regressed per c e n t change i n d o m e s t i c t a x e s on p e r c e n t a g e c h a n g e i n 

the domest i c p r i c e s f o r 33 c o m m o d i t i e s i n P a k i s t a n , He f o u n d no e v i d e n c e 

o f forward s h i f t i n g o f t h e t a x e s i n P a k i s t a n J , T h i s e v i d e n c e can 
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support t h e a s s u m p t i o n t h a t d o m e s t i c c ommodi ty t a x e s a r e n o t s h i f t e d t o 

consumers. A z f a r has c r i t i c a l l y examined t h e m e t h o d o l o g y o f Radhu and 

has shown t h a t i f one s e p a r a t e s t h e c o m m o d i t i e s t h a t y i e l d about 90 

per c e n t o f t a x revenue ; , t h e d a t a used by Radhu i n d i c a t e f o r w a r d 

s h i f t i n g !~"9 J , A z f a r c i t e s some e v i d e n c e r e l a t i n g t o some o f the major 

r e v e n u e - r a i s i n g c o m m o d i t i e s in l a t e r y e a r s t o i n d i c a t e f o r w a r d s h i f t i n g . 

Similar e v i d e n c e on t h e f o r w a r d s h i f t i n g o f t a x e s i s f o u n d in the s tud ies 

by Mohammad I r f a n , " S h i f t i n g and i n c i d e n c e o f I n d i r e c t T a x e s on Tobacco 

and Petro leum P r o d u c t s in P a k i s t a n " , The P a k i s t a n D e v e l o p m e n t Review, 

Vol , X I I I , N o . I , S p r i n g 1974 and B i l q u i s Naqvi " S h i f t i n g o f I n d i r e c t 

Taxes: A F u r t h e r S t u d y " , The P a k i s t a n D e v e l o p m e n t R e v i e w , V o l . XIV,No.2, 

Summer 1975 . However , t h e s e s t u d i e s were l i m i t e d i n s c o p e and coverage . 

Based on t h e c o n t r a d i c t o r y e v i d e n c e , we make a l t e r n a t i v e assumpt ions 

about the s h i f t i n g o f c e n t r a l i n d i r e c t t a x e s in P a k i s t a n . In any c a s e , 

we assume t h a t p r o v i n c i a l i n d i r e c t t a x e s a r e f u l l y s h i f t e d t o consumers. 

This is based on t h e n a t u r e o f c o m m o d i t i e s t a x e d t h a t show h i g h i n e l a s -

t i c i t y o f demand. 

As must be e v i d e n t by now, t h e r e i s a c o n s e n s u s on t h e nature o f 

s h i f t i n g f o r t h e l a n d t a x , income t a x , e x p o r t , t a x e s and p r o v i n c i a l 

ind irect t a x e s . These t a x e s a r e , h o w e v e r , o n l y an i n s i g n i f i c a n t proport ion 

o f the t o t a l t a x r e v e n u e . A s s u m p t i o n s r e g a r d i n g t h e s h i f t i n g o f these 

taxes are common t o a l l t h r e e a l t e r n a t i v e s e t s o f e s t i m a t e s f o r the 

i n t e r s e c t o r a l a l l o c a t i o n o f t a x e s . In the f i r s t a l t e r n a t i v e , a l l 

federal i n d i r e c t t a x e s a r e assumed t o r e s t on p r o d u c e r / s e l l e v o r importer . 

In the second a l t e r n a t i v e , 25 p e r c e n t o f the i m p o r t t a x e s , s a l e s taxes 

and surcharges and 50 p e r c e n t o f t h e f e d e r a l d o m e s t i c i n d i r e c t taxes are 

s h i f t e d t o t h e u l t i m a t e c o n s u m e r s . In t h e t h i r d a l t e r n a t i v e , a l l f edera l 

i n d i r e c t t a x e s a r e s h i f t e d t o t h e c o n s u m e r s . The f i r s t a l t e r n a t i v e i s mere 

r e a l i s t i c in p e r i o d o f a c u t e s h o r t a g e and t i g h t l i c e n s i n g o f i m p o r t s o f consumer, 

intermediate and c a p i t a l g o o d s . Th« s e c o n d a l t e r n a t i v e i s v a l i d f o r most o f the 

e a r l y years o f o u r s t u d y . T h e t h i r d a l t e r n a t i v e i s c o m p a r a b l e t o s t u d i e s f o r other 
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c o u n t r i e s and r e p r e s e n t s t h e s t a t e o f a f f a i r s u n d e r a h y p o t h e t i c a l 

a l t e r n a t i v e s i t u a t i o n t h a t m i g h t have e x i s t e d u n d e r a f r e e e c o n o m y . 

This a l t e r n a t i v e may b e a r e a l i s t i c r e f l e c t i o n o f t h e l a s t f e w y e a r s 

o f our study as r e s t r i c t i o n s on t h e t r a d i n g s e c t o r h a v e b e e n l a r g e l y 

removed. 

3 .2 A l l o c a t i o n o f T a x e s o f S e c t o r s i n P a k i s t a n 

S h i f t i n g a s s u m p t i o n s a r e o n l y t h e f i r s t s t e p i n t h e a l l o c a t i o n 

o f taxes t o t h e i r f i n a l r e s t i n g p l a c e . In a d d i t i o n , f o r t a x e s t h a t a r e 

not s h i f t e d from the p o i n t o f t h e i r i m p a c t , we n e e d t o know t h e s e c t o r 

c l a s s i f i c a t i o n o f t a x p a y e r s . T h i s i s an e a s y t a s k f o r l a n d t a x , i n c o m e 

tax , company t a x , e x p o r t d u t i e s and i m p o r t d u t i e s . F o r t a x e s t h a t a r e 

not s h i f t e d but the t a x p a y e r s can be f o u n d i n b o t h s e c t o r s , t h e t a s k i s 

more compl i ca ted due t o t h e l a c k o f r e q u i r e d d a t a . F o r t h e c o m m o d i t y 

taxes that are s h i f t e d t o c o n s u m e r s , we n e e d t o know t h e l o c a t i o n 

o f the consumers and t h e i r r e l a t i v e e x p e n d i t u r e on t h e t a x e d c o m m o d i t i e s . 

In t h i s s u b - s e c t i o n , g e n e r a l a s p e c t s o f t h e m e t h o d o l o g y o f a l l o c a t i o n o f 

taxes t o the two s e c t o r s i s p r e s e n t e d . The d e t a i l e d method o f a n a l y s i s 

f o r each commodity i s p r e s e n t e d iri t h e A n n e x u r e a t t a c h e d t o t h e c h a p t e r . 

3 . 2 . 1 Burden o f N o n - a g r i c u l t u r a l D i r e c t T a x e s 

These taxes i n c l u d e e s t a t e d u t y , w e a l t h t a x , g i f t t a x and 

stamps and r e g i s t r a t i o n . P u b l i s h e d o f f i c i a l d a t a p r o v i d e t o t a l 

c o l l e c t i o n s under each o f t h e s e t a x e s . T h e r e i s no e a s y way t o 

a l l o c a t e these taxes amongst t h e two s e c t o r s . We c o u l d d i s t r i b u t e t h e 

tax revenue on the b a s i s o f r e l a t i v e s e c t o r a l p o p u l a t i o n o r r e l a t i v e 
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s e c t o r a l i n c o m e o r r e l a t i v e income o f h i g h - i n c o m e g r o u p s i n the two 

s e c t o r s . We h a v e a d o p t e d t h e l a s t method f o r t h e a l l o c a t i o n o f e s t a t e 

duty , w e a l t h a n d ' g i f t tax' a s o n l y h i g h - i n c o m e g r o u p s a r e s u b j e c t to 

these t a x e s due ' to h i g h e x e m p t i o n ' l i u i t s o f t h e s e t a x e s . The r a t i o between 

the high i n c o m e s i n t h e two s e c t o r s was w o r k e d o u t f r o m t h e 1978/79 

survey o f d i s t r i b u t i o n o f r u r a l and ;=-ban i n c o m e s i n P a k i s t a n [_ 6 8 / . The 

share o f t h e a g r i c u l t u r a l s e c t o r i n t h e t a x c o l l e c t i o n was about 20 

per c e n t a c c o r d i n g t o t h i s m e t h o d . 

T h i s m e t h o d o l o g y c a n n o t b e a d o p t e d f o r t h e a l l o c a t i o n o f stamps 

and r e g i s t r a t i o n t a x e s . T h e s e t a x e s a r e p a i d by p o o r and r i c h a l i k e , 

though we w o u l d e x p e c t t h e r i c h p e o p l e t o i n c u r t h e e x p e n d i t u r e on 

these i t e m s t o a g r e a t e r e x t e n t . A g r i c u l t u r a l p o p u l a t i o n i s a r b i t r a -

r i l y assumed t o pay a b o u t 15 p e r c e n t o f t h e t a x e s . 

3 . 2 . 2 Burden o f S h i f t e d I n d i r e c t 
T a x e s on S e c t o r s 

The t a x a l l o c a t i o n on a c c o u n t o f i m p o r t d u t i e s , s a l e s tax 

on i m p o r t s , c e n t r a l e x c i s e d u t i e s s a l e s t a x on d o m e s t i c g o o d s and 

p r o v i n c i a l e x c i s e t a x e s a r e a v a i l a b l e a c c o r d i n g t o t h e d e t a i l e d commodity 

breakdown f o r mos t o f t h e y e a r s . For t h e y e a r s , t h a t we d i d no t have 

the commodity b r e a k - d o w n , we u s e d t h e r a t i o o f s e c t o r a l s h a r e s in 

taxes f o r t h e most r e c e n t l y a v a i l a b l e y e a r . The a l l o c a t i o n o f taxes 

on each commodi ty b e t w e e n two s e c t o r s i s made a c c o r d i n g t o the 

p r o p o r t i o n o f e x p e n d i t u r e i n the two s e c t o r s . The d a t a on consumption 

e x p e n d i t u r e p a t t e r n s i n the a g r i c u l t u r a l and n o n - a g r i c u l t u r a l s e c t o r s 

i s a p p r o x i m a t e d by t h e r u r a l and urban c o n s u m p t i o n e x p e n d i t u r e as 

e s t i m a t e d by a S u r v e y c o n d u c t e d d u r i n g 1 9 7 9 / 8 0 . The p a t t e r n r e v e a l e d 



in that y e a r i s assumed t o h o l d f o r a l l y e a r s i n o u r s t u d y . A d e t a i l e d 

examination o f the tax and s u r v e y d a t a shows t h a t t h e c o m m o d i t y 

coverage in the tax data i s more c o m p r e h e n s i v e . The c o m m o d i t i e s w e r e 

d i v i d e d i n t o three g r o u p s . C o m m o d i t i e s f o r w h i c h t h e 

r e l a t i v e consumption e x p e n d i t u r e d a t a w e r e a v a i l a b l e i n t h e s u r v e y w e r e 

t rea ted q u i t e e a s i l y . S e c o n d l y , t h e c o m m o d i t i e s f o r w h i c h d a t a on s i m i l a r 

consumption goods in the s u r v e y c o u l d be u s e d w e r e s i n g l e d o u t and i t 

was assumed t h a t r e l a t i v e c o n s u m p t i o n e x p e n d i t u r e on s u c h c o m m o d i t i e s 

was the same between the two s e c t o r s as t h o s e f o r s i m i l a r g o o d s . 

L a s t l y , in the case o f c o m m o d i t i e s f o r w h i c h no d a t a w e r e a v a i l a b l e o r 

f o r which the i n c i d e n c e i s l i k e l y t o b e d i f f u s e d i n t h e e n t i r e e c o n o m i c 

system, the s e c t o r a l s h a r e s w e r e d e t e r m i n e d on t h e b a s i s o f r e l a t i v e 

expendi ture on n o n - f o o d i t e m s . F o r some c o m m o d i t i e s , t h e t a x r a t e i s 

graduated with r e s p e c t t o t h e p r i c e o f t h e c o m m o d i t y i n P a k i s t a n . In 

such c a s e s , the r e l a t i v e e x p e n d i t u r e i n t h e two s e c t o r s was a d j u s t e d a s , 

in g e n e r a l , r i c h and ruban p e o p l e s p e n d more on h i g h p r i c e d c o m m o d i t i e s 

compared with poor and r u r a l p e o p l e . . 

3 • 3 Est imation o f R e l a t i v e p e r c a p i t a Income 
and per c a p i t a S u b s i s t e n c e R e q u i r e m e n t 
by S e c t o r s . 

The f i r s t e s t i m a t e o f t a x a b l e c a p a c i t y r e q u i r e s t h e e s t i m a t e s o f 

per c a p i t a income and p e r c a p i t a s u b s i s t e n c e i n a g r i c u l t u r e and n o n -

a g r i c u l t u r a l s e c t o r s . Both e s t i m a t e s a r e s u b j e c t t o d a t a w e a k n e s s e s and 

t h e i r p r e c i s e magnitudes s h o u l d b e t a k e n w i t h t h e p r o v e r b i a l p i n c h o f 

s a l t . 



3.3 .1 Per c a p i t a Incomes i n t h e S e c t o r s 

The e s t i m a t e s o f p e r c a p i t a s e c t o r a l incomes requ i re es t imates 

o f s e c t o r a l income and s e c t o r a l p o p u l a t i o n . S e c t o r a l incomes are taken 

from the n a t i o n a l a c c o u n t s . Net v a l u e added by a g r i c u l t u r a l c r o p s , 

l i v e s t o c k s , f o r e s t r y and f i s h e r i e s i s c o n s i d e r e d as a g r i c u l t u r a l income. 

This p r o c e d u r e , w i d e l y f o l l o w e d by e c o n o m i s t s , i s n o t q u i t e v a l i d 

because t h e a g r i c u l t u r i s t s may d e r i v e p a r t o f t h e i r income from non-

a g r i c u l t u r e . S i m i l a r l y , n o n - a g r i c u l t u r i s t s may d e r i v e part o f t h e i r 

income f r o m a g r i c u l t u r e . In t h e a b s e n c e o f d a t a , we have assumed that 

the a g r i c u l t u r i s t s ' n o n - a g r i c u l t u r a l i n c o m e o f f s e t s the non-

a g r i c u l t u r i s t s ' a g r i c u l t u r a l i n c o m e . S e c t o r a l p o p u l a t i o n t o t a l s are 

a l s o e s t i m a t e d f i g u r e s and may c o n t a i n some e r r o r s . The t o t a l y e a r l y 

p o p u l a t i o n f o r P a k i s t a n i s t a k e n f r o m t h e C . S . O c e s t i m a t e s as presented 

in na t i ona l a c c o u n t s t a b l e s . Rural and urban p o p u l a t i o n i s e s t imated 

f o r 1972 and 1981 u s i n g c e n s u s r a t i o s i n t h e r e s p e c t i v e y e a r s . The 

rate o f growth o f r u r a l and urban p o p u l a t i o n b e t w e e n 1972 and 1981 

i s e s t i m a t e d and a p p l i e d t o g e t y e a r l y urban and rura l p o p u l a t i o n . 

A g r i c u l t u r a l p o p u l a t i o n i s e s t i m a t e d by a p p l y i n g t h e r a t i o o f a g r i c u l -

tural l a b o u r f o r c e t o t h e t o t a l l a b o u r f o r c e i n r u r a l a r e a s . Non-

a g r i c u l t u r a l p o p u l a t i o n i s e s t i m a t e d as a r e s i d u a l . The data on per 

cap i ta income i n a g r i c u l t u r e and n o n - a g r i c u l t u r e i s presented in 

Table V 1 . 2 . 
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3 . 3 . 2 Per c a p i t a S u b s i s t e n c e R e q u i r e m e n t s . 

The e s t i m a t i o n o f s u b s i s t e n c e r e q u i r e m e n t s i n v o l v e s s p e c i f i c a t i o n 

o f the s u b s i s t e n c e bundle o f g o o d s and s e r v i c e s and i t s v a l u a t i o n f o r 

each s e c t o r . The s p e c i f i c a t i o n o f t h e s u b s i s t e n c e b u n d l e can b e b a s e d 

on n u t r i t i o n a l , c u l t u r a l o r s o c i a l c o n s i d e r a t i o n s . The v a l u a t i o n o f 

t h i s bundle r equ i res p r i c e s o f t h e c o m m o d i t i e s "in a g r i c u l t u r a l and n o n -

a g r i c u l t u r a l s e c t o r . P r i c e d a t a i n b o t h s e c t o r s can be g e n e r a t e d b u t 

the d i f f i c u l t y in s p e c i f y i n g a u n i q u e s u b s i s t e n c e b u n d l e i s o b v i o u s . 

Ghandhi used an i n d i r e c t p r o c e d u r e i n e s t i m a t i n g r u r a l and urban 

s u b s i s t e n c e /_ 30 /• He equated t h i s w i t h t h e I n c o m e o f t h e 3 0 t h p e r c e n t i l e 

in the income d i s t r i b u t i o n f o r e a c h s e c t o r . S i n c e t h e p e r c a p i t a i n c o m e 
\" "•• ' i • i • £ 1 ... i i 

in n o n - a g r i c u l t u r e i s more than t w i c e t h e i n c o m e l e v e l i n a g r i c u l t u r e , 

the per c a p i t a s u b s i s t e n c e in n o n - a g r i c u l t u r e comes o u t t o be t w i c e t h e 

s u b s i s t e n c e l e v e l in a g r i c u l t u r e . P a r t o f t h e d i f f e r e n t i a l c a n b e 

j u s t i f i e d by h igher urban p r i c e s arid some a d d i t i o n a l i t e m s i n t h e urban 

s u b s i s t e n c e bundles ( i . e . r e n t e d a c c o m m o d a t i o n ) . H o w e v e r , a w a r d i n g 

the urban s e c t o r tw i ce the amount o f r u r a l s u b s i s t e n c e d o e s i n t r o d u c e 

a major b i a s in the e s t i m a t i o n o f r e l a t i v e t a x a b l e c a p a c i t y . Ghandhi [ s 

case f o r the o v e r t a x a t i o n o f n o n - a g r i c u l t u r e iri I n d i a i s p r o b a b l y an 

outcome o f the generous a l l o w a n c e f o r s u b s i s t e n c e i n urban a r e a s . 

The e s t i m a t e s o f the s u b s i s t e n c e r e q u i r e m e n t s f o r t h e a g r i -
ii 

c u l t u r a l s e c t o r are based on a r e c e n t s t u d y on r u r a l p o v e r t y / 37/. 

• 

The es t imated rural pover ty i s assumed t o p r o v i d e 2550 c a l o r i e s t o an 

a d u l t per day and p r o v i d e s him w i t h a d d i t i o n a l i n c o m e t o pay f o r n o n -it'W 0' ' -V»'C ... x 

f o o d items l i k e c l o t h i n g , f u e l and m e d i c i n e t o e n a b l e t h e f a r m f a m i l y 

to l i v e e f f i c i e n t l y f o r farm w o r k . Tne s u b s i s t e n c e f o o ' d b u n d l e was 



pr i ced a t the p r i c e s p r e v a i l i n g i n r u r a l m a r k e t s d u r i n g 1979/80 which 

came to Rs . 7 5 / - p e r month. T h i s v a l u e w h i c h i s f o r an average adu l t 

was conver ted i n t o a p e r c a p i t a v a l u e by u s i n g t h e average r a t i o o f 

adult e q u i v a l e n t t o p o p u l a t i o n ( 0 . 8 ) . The r e s u l t i n g f i g u r e was then 

converted i n t o p e r c a p i t a income u s i n g t h e r a t i o o f f o o d expend i ture 

to income r a t i o o b s e r v e d i n r u r a l e - e a s o f P a k i s t a n o f 0 . 5 5 . The 

corresponding s u b s i s t e n c e income f o r 1979 comes t o Rs . 1 0 9 / - per c a p i t a 

per month. We assume the s u b s i s t e n c e r e q u i r e m e n t s t o remain cons tant 

through the p e r i o d 1 9 7 2 / 7 3 t o 1 9 8 3 / 3 4 i n p h y s i c a l t e r m s . We a d j u s t the 

s u b s i s t e n c e r e q u i r e m e n t s f o r movements i n y e a r l y c o s t o f l i v i n g based 

on C . S . O . ' s i n d e x o f p r i c e c h a n g e s f o r t h e i n d u s t r i a l workers as no 

separate i n d e x was a v a i l a b l e f o r r u r a l a r e a s . 

The s u b s i s t e n c e r e q u i r e m e n t s p e r c a p i t a i n n o n - a g r i c u l t u r e 

are e s t imated w i t h r e f e r e n c e t o t h e s u b s i s t e n c e e s t i m a t e s f o r the 

a g r i c u l t u r a l s e c t o r . The f o o d i n t a k e i n urban a r e a s i s normally somewhat 

lower than the r u r a l a r e a s b a s e d on t h e f a c t t h a t urban work i s l e s s 

e x a c t i n g . H o w e v e r , t h e p r i c e o f f o o d i s h i g h e r due t o marketing c o s t . 

We assume urban p r i c e s 20 p e r c e n t a b o v e r u r a l p r i c e s . Urban s u b s i s t e n c e 
, i 

budgets i n c l u d e some e x t r a i t e m s f o r minimum l e v e l o f l i v i n g . A f t e r 

taking t h e s e f a c t o r s i n t o a c c o u n t , we e s t i m a t e t h e s u b s i s t e n c e requirement 

per cap i ta i n n o n - a g r i c u l t u r e t o be e q u a l t o R s . 1 6 3 7 . 6 1 during 1979/80 . 

The requirements f o r o t h e r y e a r s a r e shown i n T a b l e V 1 . 2 . The index 

used f o r d e f l a t i o n i s a g a i n b a s e d on t h e c o s t o f l i v i n g index f o r 

indus t r ia l w o r k e r s . 









For the o t h e r e i g h t years and in case o f the o t h e r two a l t e r n a t i v e se t s 

o f s h i f t i n g assumptions f o r a l l twe lve y e a r s , an a p P r a ' s a ' equi ty 

r e q u i r e s a s p e c i f i c a t i o n o f " s o c i a l l y d e s i r a b l e p r o g r e s s i o n ' anc* a n 

e x p l i c i t a c count o f s u b s i s t e n c e requirements in both s e c t o r s . 

These l i m i t a t i o n s are remc ,'ed in the measure o f r e l a t i v e tax 

burden as presented in Table V I . 3 . R e l a t i v e tax payments by a g r i c u l t u r e 

under d i f f e r e n t s h i f t i n g assumptions are p r e s e n t e d in the f i r s t three rows 

The f o u r t h row p r e s e n t s e s t i m a t e s o f r e l a t i v e t a x a b l e c a p a c i t y . The 

c a p a c i t y i s d e f i n e d by per c a p i t a income minus per c a p i t a s u b s i s t e n c e . 

The r e l a t i v e c a p a c i t y o f a g r i c u l t u r e f l u c t u a t e s between 0.039 in 1975/76 

and 0 .99 in both 1973/74 and 1977 /73 . The r e l a t i v e capac i ty i s ra i sed 

to powers ranging from 1.1 t o 1 .9 and the e s t i m a t e s are presented in 

the l a s t n ine rows in Table V I . 3 . I n t e r s e c t o r a l e q u i t y can be measured 

by a comparison o f r e l a t i v e tax payments and e q u i t y - a d j u s t e d r e l a t i v e 

t a x a b l e c a p a c i t y . We sha l l p r e s e n t r e s u l t s f o r o n l y the moderate degree 

o f p r o g r e s s i o n i . e . t a x a b l e c a p a c i t y r a i s e d t o power 1 . 5 . 

Under the f i r s t s h i f t i n g assumption a l t e r n a t i v e , the r e l a t i v e 

tax payments o f a g r i c u l t u r e are l a r q e r than the r e l a t i v e e q u i t y - a d j u s t e d 

t a x a b l e c a p a c i t y f o r a l l but one y e a r . The i n e q u i t y in favour o f a g r i -

c u l t u r e f o r the lone y e a r vanishes f o r high va lues o f d e s i r a b l e p r o g r e s s i o n 

That a g r i c u l t u r e i s o v e r - t a x e d f o r most years i s c l e a r l y e s t a b l i s h e d . 

Under the second and t h i r d a l t e r n a t i v e s e t s 0 f assumptions, 

a g r i c u l t u r e i s o v e r t a x e d f o r a l l y e a r s . As m e n t i o n ^ a n e a r l i e r sub-

s e c t i o n , the second a l t e r n a t i v e r e f l e c t s the e m p i r i c s r e a l i t y more 

c l o s e l y than o t h e r s . The t h i r d a l t e r n a t i v e assumpt-jo n s g t j W Ould be 
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a p p l i c a b l e i f q u o t a s i n t h e P a k i s t a n i e conomy 'were non-b inding o r s lack 

c o n s t r a i n t s . T h i s i s t h e s h i f t i n g a l t e r n a t i v e most l i k e l y to be useful 

f o r i n t e r n a t i o n a l c o m p a r i s o n s o f t a x b u r d e n s on a g r i c u l t u r a l s e c t o r s . 

The e x t e n t o f i n e q u i t y a g a i n s t o r f o r a g r i c u l t u r e i s measured 

and t h e r e s u l t s a r e p r e s e n t e d i n T a b l e V I . 4 . The f i g u r e s o f tax per 

c a p i t a o n a g r i c u l t u r e i f t h e s e c t o r i s t a x e d e q u i t a b l y are presented in 

c o l u m n s 3 , 6 and 9 f o r t h r e e a l t e r n a t i v e s o f t a x s h i f t i n g . The c a l c u -

l a t i o n i n t h e s e c o l u m n s shows t h e t a x - p e r - h e a d t h a t would be paid by-

a g r i c u l t u r e t o s a t i s f y i n t e r - s e c t o r a l e q u i t y and the need t o keep 

al 1 - P a k i s t a n t a x ( a n d h e n c e t a x - p e r - h e a d ) a t t h e l e v e l a c t u a l l y at ta ined 

i n t h e p a r t i c u l a r y e a r . The d i f f e r e n c e b e t w e e n t h i s and the tax per 

head i n f a c t p a i d as a p e r c e n t a g e o f a g r i c u l t u r a l income per head 

shows t h e p r o p o r t i o n o f y e a r l y a g r i c u l t u r a l i n c o m e being t r a n s f e r r e d 

t o n o n - a g r i c u l t u r e as c o m p a r e d w i t h a s y s t e m t h a t taxed the two s e c t o r s 

e q u i t a b l y . 

Under t h e f i r s t s h i f t i n g a l t e r n a t i v e , t h e degree o f resource 

f l o w o u t o f a g r i c u l t u r e f o r t h e f i r s t f o u r y e a r s v a r i e s from 3 per cent 

t o 7 p e r c e n t . The r e s o u r c e f l o w o u t o f a g r i c u l t u r e d e c l i n e s sharply 

i n 1 9 7 6 / 7 7 and i s l e s s than 1 p e r c e n t . Under t h e o t h e r two a l t e r n a t i v e s , 

t h e e x t e n t o f r e s o u r c e f l o w o u t o f a g r i c u l t u r e f l u c t u a t e s but i s q u i t e 

h e a v y . T h i s i s e s p e c i a l l y s o i n t h e c a s e o f f o r w a r d s h i f t i n g o f i n d i r e c t 

t a x e s . The e x t e n t o f t h i s o u t f l o w r e p r e s e n t s t h e e x c e s s o f a g r i c u l t u r a l 

t a x p a y m e n t s , d i r e c t and i n d i r e c t , o v e r t h e payments that would r e f l e c t 

a b i l i t y t o p a y . 
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4 . SECTORAL TAX. EQUITY IN PAKISTAN: 
SECOND APPROXOMATION. 

In t h i s s e c t i o n , the tax burden on the a g r i c u l t u r a l s e c t o r i s 

e s t i m a t e d by c o n s i d e r i n g a b r o a d e r measure o f t a x a b l e c a p a c i t y than j u s t 

the average p e r c a p i t a income net o f s u b s i s t e n c e . I t was argued in the 

f i r s t s e c t i o n t h a t w e a l t h , wea l th d i s t r i b u t i o n and income d i s t r i b u t i o n 

are r e l e v a n t as de terminant o f any s e c t o r ' s a b i l i t y t o pay t a x e s . We 

would f i r s t rev iew the p o s s i b l e a l t e r n a t i v e methods o f the e s t imat i on 

p r o c e d u r e s adopted i n the l i t e r a t u r e . 

The genera l problem can be posed very e a s i l y but i t s s o l u t i o n 

r e q u i r e s c o n s i d e r a b l e i n g e n u i t y . The f u n c t i o n a l r e l a t i o n s h i p o f 

t a x a b l e c a p a c i t y to the r e l e v a n t v a r i a b l e s can be assumed as l i n e a r 

and s p e c i f i e d as 

C = o? + e£I + yW + Si 

Where C i s t a x a b l e c a p a c i t y , V i s t a x a b l e income p e r c a p i t a , CJ i s 

weal th p e r c a p i t a , W i s some i n d e x o f wea l th i n e q u a l i t y and i i s some 

index o f income i n e q u a l i t y . The problem b e i n g f a c e d i S one o f f i n d i n g 

the c o e f f i c i e n t s a , g , y and 5 t h a t can be a p p l i e d i n the construc t i on 

o f an index o f t a x a b l e c a p a c i t y . No s c i e n t i f i c and s imple s o l u t i o n i s 

a v a i l a b l e f o r the e s t i m a t i o n o f t h e s e c o e f f i c i e n t s o r w e i g h t s . The 

on ly requirement i s t h a t income s h o u l d have a l a r g e r we ight than other 

v a r i a b l e s and t h a t the s i g n o f the c o e f f i c i e n t s s h o u l d 5 S p o s i t i v e i . e . 

the h i g h e r the v a l u e s o f W and i , the h i g h e r th® t a x a b l e capac i ty . 

Three p o s s i b l e methods have been s u g g e s t e d in the l i t e r a t u r e t o t •;.V. 

the i s s u e a t hand. 
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( a ) Model Tax System 

Model tax system and model tax r a t e s can be assumed and the 

a c t u a l y i e l d s can be compared t o the p o t e n t i a l y i e l d s . This method 

h a s been a p p l i e d t o d i f f e r e n t s t a t e s and c o u n t r i e s / 64_y However, 

for two s e c t o r s , s t r u c t u r a l l y q u i t e d i f f e r e n t , t h i s method i s o f l i m i t e d 

u s e . In any case no such comparable data are a v a i l a b l e f o r the s e c t o r s 

i n P a k i s t a n . 

( b ) L e a s t Squares Method 

I f the data on the r e l e v a n t v a r i a b l e s f o r s e c t o r s in o t h e r 

c o u n t r i e s o f comparable s t r u c t u r e are a v a i l a b l e , tax payments can be 

r e g r e s s e d on the v a r i a b l e s o f i n t e r e s t . The e s t i m a t e d c o e f f i c i e n t s 

f r o m the e q u a t i o n s f o r two s e c t o r s c o u l d be a p p l i e d t o the data f o r 

P a k i s t a n . The major assumption in t h i s a p p l i c a t i o n i s t h a t the v a l u e s 

o - f i n d e p e n d e n t v a r i a b l e s used in the e q u a t i o n s do not d i f f e r much f rom 

t h e v a l u e s i n P a k i s t a n . S i n c e such data are a v a i l a b l e mos t ly f o r 

d e v e l o p e d c o u n t r i e s , t h i s method i s not a p p l i c a b l e in the c a s e o f P a k i s t a n 

( c ) A r b i t r a r y Weights 

Faced wi th the d i f f i c u l t i e s ment ioned a b o v e , many authors 

h a v e a d o p t e d a r b i t r a r y w e i g h t s f o r the d i f f e r e n t v a r i a b l e s . Ghandhi l ~ 3 0 ~ 

h a s used t h i s method to g e t an e s t i m a t e o f the r e l a t i v e measure o f 

s e c t o r a l t a x a b l e c a p a c i t y . For a broad range o f a r b i t r a r y w e i g h t s f o r 

i n c o m e , w e a l t h , income i n e q u a l i t y and weal th i n e q u a l i t y , the i n e q u i t y 

i n f a v o u r o f a g r i c u l t u r e no t o n l y p e r s i s t e d but i n c r e a s e d r e l a t i v e t o 

h i s f i r s t a p p r o x i m a t i o n e s t i m a t e s . This r e s u l t i s awkward f o r two 
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reasons-1 -7 . F i r s t , s i n c e the income and w e a l t h inequality is r e l a t i v e l y w e 

even i n the a g r i c u l t u r a l s e c t o r and the t a x a b l e c a p a c i t y i s a d i r e c t functic, 

i n e q u a l i t y , the b r o a d e r measure o f the t a x a b l e c a p a c i t y f o r a g r i c u l t u r a l 

s e c t o r should be lower than in the f i r s t e s t i m a t i o n - Ghandhi 's r esu l t s 

are in d i r e c t c o n t r a d i c t i o n wi th the t h e o r e t i c a l e x p e c t a t i o n . The reason 

f o r the f l a w in Ghandhi ' s nteasure i s the p e c u l i a r nature o f h i s 

w e i g h t i n g scheme. The a g r i c u l t u r a l / ' n o n - a g r i c u l t u r a l r a t i o s o f income-

p e r - h e a d and o f Lorenz c o e f f i c i e n t s are w e i g h t e d by a broad range o f 

a r b i t r a r y w e i g h t s . S i n c e the r a t i o o f a g r i c u l t u r e t o n o n - a g r i c u l t u r e 

Lorenz c o e f f i c i e n t s ( w h i l e l e s s than u n i t y ) i s g r e a t e r than the r a t i o of 

a g r i c u l t u r e to n o n - a g r i c u l t u r a l i n c o m e s - p e r - h e a d , the e f f e c t o f such 

w e i g h t i n g i s t o i n c r e a s e the apparent t a x a b l e c a p a c i t y o f the rural 

areas r e l a t i v e to the urban a r e a s . G r e a t e r rural e q u a l i t y than urban 

e q u a l i t y , in t h e o r y , shou ld reduce r e l a t i v e rural t a x a b l e c a p a c i t y o f 

the a g r i c u l t u r a l s e c t o r . In Ghandhi ' s measure , t h e r a t i o o f the rural to 

urban Lorenz c o e f f i c i e n t s must f a l l s h o r t , no t j u s t ot u n i t y , but o f 

the r a t i o o f rura l t o urban income p e r head. S i n c e the f a c t s are 

o t h e r w i s e , l i n e a r w e i g h t i n g i n t r o d u c e s a t h e o r e t i c a l l y untenable b i a s . 

Second , the summary measures o f d i s t r i b u t i o n o f income do not t e l l 

anything about the d i s t r i b u t i o n a l p a t t e r n a t the r e a l l y high and 

t a x a b l e end o f the income s c a l e . Due t o t h e s e r e a s o n s , the method 

s u g g e s t e d by Ghandhi cannot be adopted in our s t u d y . y 0 i n d i c a t e the 

e x t e n t o f b i a s , we have a p p l i e d the w e i g h t i n g scheme suggested by 

V Michael L ip ton /_ was the f i r s t one t o c r i t i c - $ 2 e t ^ e Ghandhi' 
r e s u l t s f o r I n d i a . We b u i l d the argument f o r Pakistan l a r g e l y 
the method o f a n a l y s i s p roposed by L ip ton j_ 5 7 / . 



-159-

Ghandhi t o the s e c t o r a l data f o r P a k i s t a n . The r e s u l t s are p r e s e n t e d 

i n T a b l e V I . 5 . The comparison o f the f i r s t and second a p p r o x i m a t i o n 

e s t i m a t e s o f r e l a t i v e t a x a b l e c a p a c i t y o f a g r i c u l t u r e show c o n s i d e r a b l e 

d i v e r g e n c e . More i m p o r t a n t i s the f i n d i n g t h a t the se cond approx imat i on 

c a p a c i t y i s always h i g h e r than the f i r s t a p p r o x i m a t i o n . 

( d ) Method Adopted i n the Study 

We s t a r t f rom the income d i s t r i b u t i o n p a t t e r n s i n rural and 

u r b a n a r e a s f o r 1979 /80 / 68_ / ' . Tab le V I . 6 p r e s e n t s e s t i m a t e s f o r 

i n c o m e d i s t r i b u t i o n . We assume t h a t the rural and urban d i s t r i b u t i o n a l 

p a t t e r n s h o l d r e s p e c t i v e l y f o r a g r i c u l t u r a l and n o n - a g r i c u l t u r a l s e c t o r . 

C o l u m n s 4 and 7 in Tab le V I . 5 e s t i m a t e the share o f s e c t o r a l income 

p e r c a p i t a i n each income group i n a g r i c u l t u r e and n o n - a g r i c u l t u r e . We 

c a n combine Tab les V I . 2 and V I . 6 t o e s t i m a t e t a x a b l e c a p a c i t y i n 

a g r i c u l t u r a l and n o n - a g r i c u l t u r a l s e c t o r s f o r 1972 /73 t o 1 9 8 3 / 8 4 . For 

e a c h y e a r , the f i g u r e f o r each group i s ( 1 ) income p e r c a p i t a f rom 

T a b l e V I . 2 , t imes the s e c t o r a l share o f income from Table V I . 6 minus 

s u b s i s t e n c e requ i rements p e r c a p i t a from Tab le V I . 2 . Tab les V I . 7 and 

V I . 8 r e s p e c t i v e l y show the maximum t o t a l sum t h a t c o u l d be taken f rom 

e a c h i n c o m e - g r o u p o f h o u s e h o l d s f^om a g r i c u l t u r e and n o n - a g r i c u l t u r e 

a n d s t i l l l e a v e members o f each s e c t o r in each group enough t o s u b s i s t o n . 

W e i g h t i n g the t a x a b l e c a p a c i t y in each income-group by the p e r c e n t a g e 

o f s e c t o r a l p o p u l a t i o n in each group g i v e s us the t a x a b l e c a p a c i t y o f the 

a v e r a g e member in each o f the two s e c t o r s . S e c t o r a l w e i g h t s are shown 

i n co lumns 3 and 6 in Tab le V I . 6 . Negat ive v a l u e s in Tab les V I . 7 and V I . 8 

a r e a s s u m e d t o be z e r o . Th i s assumption i s made as i t i s p r a c t i c a l l y 

i m p o s s i b l e t o t r a n s f e r incomes from h o u s e h o l d s w i th p o s i t i v e t a x a b l e 
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TahlP V I . 5 

E s t i m a t e s o f R e l a t i v e T a x a b l e C a p a c i t y o f t h e A g n a i l tural 
S e c t o r w i t h A r b i t r a r y W e i g h t s G i v e n t o income Per Capita 

and Income I n e q u a l i t y 

R e l a t i v e T a x - R e l a t i v e T a x a b l e C a p a c i t y : Second Estimates 

Years a b l e C a p a c i t y 

F i r s t 
E s t i m a t e 

A l t e r n a t i v e I 
W e i g h t s 

a = j n 
5 a 0 . 5 

A l t e r n a t i v e U 
Wei g h t s 

* = 10 
6 = 1 

A l t e r n a t i v e III 
Weights 

01 = 1 
6= 1 

1 9 7 2 - 7 3 0 . 0 8 9 0 . 1 2 2 0 . 1 5 2 0 . 4 3 6 

1973 -74 0 . 0 9 9 0 . 1 3 1 0 . 1 6 1 0 .441 

1 9 7 4 - 7 5 0 . 0 4 1 0 . 0 7 6 0 . 1 0 8 0 .412 

1975 -76 0 . 0 3 9 0 . 0 7 4 0 . 1 0 7 0 .411 

1976 -77 0 . 0 6 6 0 . 1 0 0 0 . 1 3 1 0 .424 

1 9 7 7 - 7 8 0 . 0 9 9 0 . 1 3 1 0 . 1 6 1 0 .441 

1978-79 0 . 0 7 2 0 . 1 0 6 0 . 1 3 7 0 . 4 2 7 

1 9 7 9 - 8 0 0 . 0 8 7 0 . 1 2 0 0 . 1 5 0 0 ,435 

1980-81 0 . 0 7 1 0 . 1 0 5 0 . 1 3 6 0 .427 

1981 -82 0 . 0 7 8 0 . 1 1 2 • 0 . 1 4 2 0 .430 

1 9 8 2 - 8 3 0 . 0 9 2 0 . 1 2 5 0 . 1 5 5 0 .437 

1983-84 0 . 0 8 0 0 . 1 1 3 0 . 1 4 4 0 .431 
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Tabic V I . 6 

Rural and Urban Income D i s t r i b u t i o n f o r t h e y e a r 1 9 7 9 - 8 0 

vthly Income 
;sr Household 
»Rupees 

RURAL AREAS URBAN AREAS 
vthly Income 
;sr Household 
»Rupees 

P e r c e n t a g e 
o f S e c t o r a l 

Income 

P e r c e n t a g e 
o f S e c t o r a l 
P o p u l a t i o n 

Income P e r 
Head :-
S e c t o r a l 
A v e r a q e 
In cos 

P e r c e n t a g e 
o f S e c t o r a l 
Income 

P e r c e n t a g e 
o f S e c t o r a l 
P o p u l a t i o n 

Income P e r 
Head 
S e c t o r a l 
A v e r a g e 
Income 

(1) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) 

<300 1 .48 2 . 5 9 0 . 5 7 0 . 3 3 0 . 6 7 0 . 4 9 

11-400 3 .84 6 . 0 6 0 . 6 3 1 . 0 8 2 . 1 ? 0 . 5 1 

131-500 6 .66 9 . 4 7 0 . 7 0 2 . 4 7 4 . 7 3 0 . 5 2 

.11-600 9 .22 1 1 . 9 5 0 . 7 7 3 . 5 1 6 . 4 8 0 . 5 4 

1)1-800 18.86 2 2 . 4 4 0 . 8 4 8 . 9 7 1 4 . 6 7 0 . 6 1 

fl-1000 15.46 1 6 . 7 3 0 . 9 2 1 0 . 6 6 1 5 . 3 7 0 . 6 9 

101-1500 20 .97 1 8 . 4 4 1 . 1 4 2 0 . 4 7 2 5 . 0 8 0 . 8 2 

31-2000 8 .66 5 . 2 1 1 . 4 0 1 2 . 8 5 1 2 . 8 7 1 . 0 0 

1-2500 4 . 5 5 2 . 7 3 1 . 6 7 8 . 2 1 6 . 3 5 1 . 2 9 

'1-3000 1.94 1 . 0 7 1 . 8 1 5 . 1 7 3 . 2 9 1 . 5 7 

bl-3500 1 .53 0 . 7 3 2 . 0 8 4 - 1 8 2 . 2 9 1 . 8 3 

• 3500 6 .81 1 . 5 9 4 . 2 9 2 2 . 1 1 6 . 0 9 3 . 6 3 

Groups 100 100 1 0 100 100 100 



Taxable Capac i ty A ? r i c u l t u r a l S e c t o r Per CaDita 

{ In Ruoees) 
Year/ 
Income 
Groun 

<300 301 t o 401 t o 501 t o 601 tn ! 301 t o | inn i t o 1501 t o 2001 t o 2501 t o 3001 t o 
Year/ 
Income 
Groun 

400 500 600 800 j 1000 j 1500 2000 2500 3000 3509 
3500 and 

above 

1972- 73 - 2 0 3 46 - 155.86 - 1 2 4 . 1 6 - 8 1 . 4 5 

1973- 74 - 2 4 3 44 - 197 45 - 1 4 3 . 8 4 - 9 0 . 2 3 

1974- 75 - 3 4 4 85 - 289 74 - 2 2 6 . 5 2 - 1 6 2 . 8 0 

1975- 76 - 3 8 6 57 - 325 32 - 2 5 3 . 8 3 - 1 8 2 . 4 2 

1976- 77 - 3 9 8 22 - 329 46 - 2 4 9 . 2 5 - 1 6 9 . 0 4 

1977- 78 - 3 7 0 69 - 291 80 - 1 S \ 7 7 - 1 0 7 . 7 4 

1978- 79 - 4 3 0 44 - 348 88 - 2 5 3 . 7 3 - 1 5 8 . 5 8 

1979- 80 - 4 4 6 41 - 353 60 - 2 4 5 . 3 3 - 1 3 7 . 0 6 

1980- 81 -531 40 -428 38 - 3 0 8 . 2 0 - 1 8 8 . 0 1 

82 - 5 8 8 . 2 3 - 4 7 1 . 0 4 3 3 4 . 3 2 - 1 9 7 . 6 0 

83 - 5 6 0 . 2 1 - 4 3 2 . 8 0 2 8 4 . 1 5 - 1 3 5 . 5 0 

-84 5 7 3 . 4 5 - 4 4 3 . 6 8 2 9 2 . 2 6 - 1 4 0 . 8 5 

- 3 8 . 7 5 10, .06 144. 27 302 .88 4 6 7 . 5 9 553 .00 717 .71 2065 .92 

- 3 6 . 6 2 24. .65 193. 14 392.26 599 .05 706 .23 913 .05 2605 .60 

- 9 9 . 0 9 - 2 6 .27 173. 98 410 .54 6 5 6 . 4 0 783 .84 1029 .60 3041 .21 

- 1 1 0 . 9 7 - 2 9 .32 195. 24 460 .62 736 .22 879 .12 1154.71 3410.41 

- 8 8 . 8 2 2, .86 254. 96 552 .90 862 .30 1022.73 1332.13 3864 .54 

- 1 5 . 7 1 89, .47 378. 71 720 .55 107T 53 1259.59 1614 .57 4520 .14 
! 

- 5 3 . 4 3 45, .31 344, 35 .697.76 1054.76 1255 .06 1622.06 4 6 2 5 . 0 5 

- 2 8 . 8 9 94 .95 435. 23 837 .39 1255.01 1471.55 1889.17 5307 .46 

- 5 7 . 8 3 69, .53 447. 25 893 .65 1357.22 1597.59 2051.16 5855 .58 1 

- 5 0 . 8 8 9 5 . 38 525 . 0 7 1 0 3 2 . 8 9 1 5 6 0 . ; 25 1 8 3 3 . 69 2 3 6 1 . 0 4 6&77 . 5 3 

1 3 . 1 6 1 8 3 . 04 550 . 2 3 1 2 0 2 . 3 7 1775 . 7b 2 0 7 3 . 04 2 6 4 6 . £ H 7339 . 5 4 

1 0 . 5 7 1S3 . 61 659 . 4 9 1 2 2 1 . 8 9 1 8 0 5 . ' 92 2 1 0 8 . 75 2 6 9 2 . 8 2 7473 . 1 9 

o t e : Each e n t r y i s a g r i c u l t u r a l income d e r c a p i t a f o r t h e y e a r t i m e s t h e r a t i o o f r u r a l g r o u p income p e r 
c a p i t a t o r u r a l a v e r a g e income p e r c a D i t a .IDLClus. a g r i c u l t u r a l s e c t o r s u b s i s t a n c e r e q u i rements p e r 
c a p i t a f o r t h e y e a r . 

JLUU. 

Taxable Capaci ty o f N o n - A g r i c u l t u r a l S e c t o r per Capi ta 

(in i ru'jesa 
n. Income 

YearN. groups 
Z.300 

301 
to 
400 

401 
to 
500 

501 
to 
600 

601 
to 
800 

801 
to 
1000 

1001 
to 

1500 

1501 
to 

2000 

2001 
tn 

2500 

2501 
to 

3000 

3001 
to 

3500 

3500 
and above 

1972 -73 - 1 6 . 6 0 1 0 , 0 1 2 3 . 3 2 4 9 . 3 4 1 4 3 , 0 9 249 , 4 2 2 , 1 5 6 6 2 , 0 9 1 1 ) 4 8 , 0 1 1 4 2 0 , 6 3 1 7 6 0 . 6 3 4 1 6 2 . 6 2 
1973-74 - 3 . 2 4 30.78 4 7 . 7 9 81.82 200.90 336.99 558.14 864.35 1357.69 1834.01 2276.31 5338 .40 

1974-75 11.27 54.96 76,80 120.48 237.38 448.11 732.06 1125.21 1758.63 2370.20 293S.09 6 8 6 9 . 6 3 

1975-76 51.69 102.04 127.22 177.57 353.80 555.21 882.50 1335.67 2065.78 2770.71 3425.29 7956 .98 

1976-77 19.66 75.33 103.17 158.85 353.72 576.43 938,33 1439.42 2246.74 3026.21 3750.02 8760.59 

1977-78 256.48 323.27 356.67 423.47 657.25 924.44 1358.61 1959.78 2928.32 3563.47 4731.52 10743.48 

1976-73 284.39 356.59 .392 .69 464.89 717.60 1006.40 1475.71 2125.52 3172.44 4133.25 5121.87 1 1 6 1 9 . 7 8 

1979-80 400.85 484.u5 .525 .66 608.86 900.07 1232.38 1773.70 2522.52 3 "28 .96 4893.79 5S75.43 13463 .66 

1980-81 487.27 579.10 .627 .02 722.86 1055.29 1441.64 2064.58 2927.12 4316.76 5658.49 6904.37 15529.74 

1981-32 510.16 616.86 670.21 776.91 1150.37 1577.18 2270.74 3231.06 4778.24 6272.07 7659.19 17262.37 

1982-83 768.36 8S9.19 949.61 1070.45 1493.38 1976.73 2762.18 3849,72 5601.87 7293.60 8864.49 19739 .89 

1983-S4 1040.96 1174.66 1241,81 1375.72 1844.38 2380.00 3250.37 4455.51 6397.12 8271.77 10012.52 2 2 0 6 3 . 8 8 

N o t e : Each ent ry i s n o n - a g r i c u l t u r a l income p e r c a p i t a f o r the year times the r a t i o o f 
urban group i n c o c e per c a p i t a to urban average income per c a p i t a , Minus n o n - a g r i -
c u l t u r a l s e c t o r s u b s i s t a n c e r e t i r e m e n t s P e r c a P l t a f o r the y e a r . 
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c a p a c i t y t o h o u s e h o l d s wi th n e g a t i v e t a x a b l e c a p a c i t y via the present 

tax s y s t e m . B e f o r e w e i g h t i n g we r a i s e e a c h v a l u e in Tables VI . 7 and 

V I . 8 t o t h e power o f 1 . 5 t o a d u s t t h e t a x a b l e c a p a c i t y f i g u r e s f o r the 

e q u i t y c r i t e r i o n . T a b l e V I , 9 p r e s e n t s t h e e q u i t y - a d j u s t e d taxab le 

c a p a c i t i e s f o r t h e two s e c t o r s and t h e i r r e l a t i v e v a l u e s . In column 4 , 

we p r e s e n t t h e f i r s t a p p r o x i m a t i o n e s t i m a t e s o f the r e l a t i v e taxab le 

c a p a c i t y o f a g r i c u l t u r e . The r e l a t i v e s e c t o r a l c a p a c i t y in the second 

a p p r o x i m a t i o n i s h i g h e r than t h e f i r s t a p p r o x i m a t i o n . This i s i n c o n s i s t a n t 

w i th t h e t h e o r e t i c a l e x p e c t a t i o n s and a r i s e s b e c a u s e we assumed the negative 

e n t r i e s i n T a b l e s V I . 7 and V I . 8 t o be e q u a l t o z e r o . This tends t o 

o v e r s t a t e t h e r e l a t i v e c a p a c i t y o f a g r i c u l t u r e s i n c e the negat ive values which 

we have assumed t o b e z e r o a r e more f r e q u e n t and l a r g e r in a b s o l u t e teras 

in a g r i c u l t u r e . 

The r e s u l t s on s e c t o r a l e q u i t y i n t a x a t i o n can be der ived by 

the c o m p a r i s o n o f r e l a t i v e t a x payments u n d e r t h r e e a l t e r n a t i v e s h i f t i n g 

a s s u m p t i o n s ( f i r s t t h r e e rows i n T a b l e V I . 3 ) w i t h the r e l a t i v e taxab le 

c a p a c i t y as shown i n co lumn 3 i n T a b l e VI . 9 . The general pat tern o f 

r e s u l t s i s d i f f e r e n t f r o m t h e f i r s t a p p r o x i m a t i o n es t imates o f tax 

burden on a g r i c u l t u r e as i t i s r e l a t i v e l y u n d e r t a x e d under the f i r s t 

a l t e r n a t i v e s e t o f s h i f t i n g a s s u m p t i o n s f o r a l l y e a r s e x c e p t f o r 1973/74 

and 1 9 7 4 / 7 5 . The e x t e n t o f r e s o u r c e i n f l o w i n t o a g r i c u l t u r e was about 

3 t o 4 p e r c e n t f o r mos t y e a r s . Under t h e s e c o n d s e t o f s h i f t i n g 

a s s u m p t i o n s , a g r i c u l t u r e i s o v e r t a x e d f o r s i x y e a r s and undertaxed 

f o r t h e o t h e r s i x y e a r s . In t h e c a s e o f t h e t h i r d a l t e r n a t i v e o f tax 

s h i f t i n g , a g r i c u l t u r e i s o v e r t a x e d . The r e s o u r c e t r a n s f e r out o f 

a g r i c u l t u r e v a r i e s f r o m 4 . 9 8 p e r c e n t o f a g r i c u l t u r a l income in 1977/71 

to 12 p e r c e n t i n 1 9 8 3 / 8 4 . 



Tabic VI.9 

Estimates o f Taxable C a p a c i t y p e r C a p i t a o f Oi f f c r e n t 
S e c t o r s with Moderate P r o g r e s s i o n D e f i n e d " as T a x a b l e 

C a p a c i t y Raised" t o t h e Power" 1 . 5 

( S e c o n d A p p r o x i m a t i o n ) 

Year 

Atjricul t u r a l 
Snc tor 

N o n - A g r i c u 1 t u r a l 
S e c t o r 

R e l a t i v e T a x -
a b l e C a p a c i t y 
o f A g r i c u l t u r e 

( 1 ) ^ ( 2 ) 

R e l a t i v e Taxable 
C a p a c i t y A g r i -
c u l t u r e 

( F i r s t A p p r o x i -
m a t i o n ) 

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

1972-73 27 .01 1 3 8 . 2 7 0 . 1 9 5 0 . 0 8 9 

1973-74 39 .15 2 0 5 . 3 4 0 . 1 9 1 0 . 0 9 9 

1974-75 4 5 . 4 2 3 0 2 . 8 9 0 . 1 5 0 ' 0 . 0 4 1 

1975-76 53.94 3 9 1 . 3 4 0 . 1 3 8 n . 0 3 9 

1976-77 67 .74 4 3 9 . 7 7 0 . 1 5 4 0 . 0 6 6 

1977-78 94 .49 6 8 7 . 2 2 0 . 1 3 7 n . 0 9 9 

1978-79 9 2 . 7 8 7 7 6 . 0 1 0 . 1 2 0 0 . 0 7 2 

1979-80 118.99 1 0 0 1 . 1 9 0 . 1 1 9 0 . 0 8 7 

1980-81 133.56 1 2 5 0 . 9 5 0 . 1 0 7 0 . 0 7 1 

1981-82 164.72 1 4 5 1 . 5 0 0 . 1 1 3 0 . 0 7 8 

1982-83 211.76 1 8 8 3 . 1 3 0 . 1 1 2 0 . 0 9 2 

1983-84 213.86 2 3 4 2 . 2 0 
t 

0 . 0 9 1 . 0 8 0 



SlWfWRY AND CONCLUSIONS 

Based on c e r t a i n assumptions regard ing the s h i f t i n g o f d i r e c t 

and i n d i r e c t taxes l e v i e d by the f e d e r a l and p r o v i n c i a l governmentss 

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

e s t i m a t e d f o r each o f the twelve y e a r s from 1972/73 t o 1983/84. The 

a n a l y s i s i g n o r e s the burden o f l o c a l t a x a t i o n as data on tax c o l l e c t i o n 

a t t h i s l e v e l o f government are n o t a v a i l a b l e , , The ana lys i s a l so ignores 

the impact o f usher , a n . I s l a m i c l evy based on the g r o s s value of 

a g r i c u l t u r a l p r o d u c t i o n . This l evy was i n t r o d u c e d in 1982, Ignoring i t s 

impact does not; a f f e c t the a n a l y s i s f o r y e a r s p r i o r to 1982/83, The main 

f i n d i n g s were l i s t e d as we proceeded with the a n a l y s i s . These f ind ings 

are b r i e f l y summarised be l ow : 

( 1 ) The taxes p e r capita estimated for the a g r i c u l t u r a l s e c t o r are 

lower than the taxes per c a p i t a f o r the n o n - a g r i c u l t u r a l s e c t o r f o r a l l 

three a l t e r n a t i v e s e t s o f s h i f t i n g assumptions o f t a x e s . 

( 2 ) The a g r i c u l t u r a l s e c t o r ' s p e r c a p i t a income i s l e ss than h a l f 

the n o n - a g r i c u l t u r a l s e c t o r ' s per c a p i t a income, The t r a d i t i o n a l measure 

o f tax burden as a r a t i o between taxes and income i s , t h e r e f o r e , not a 

v a l i d measure f o r the i n t e r s e c t o r a l comparison o f the tax burdens. The 

p o o r e r s e c t o r has a lower tax to income r a t i o f o r a l l three s e t s o f 

a l t e r n a t i v e s h i f t i n g assumptions o f taxes e x c e p t f o r a few years when in 

the case o f f o r x a r d s h i f t i n g o f i n d i r e c t taxes the a g r i c u l t u r a l s e c t o r has 

h igher r a t i o o f taxes t o income. A c l e a r case o f o v e r t a x a t i o n o f the 

a g r i c u l t u r a l s e c t o r can be made f o r these y e a r s . 



( 3 ) F i r s t approx imat i on e s t i m a t e s o f r e l a t i v e t 

a g r i c u l t u r e were made on the b a s i s o f per c a p i t a i n o 

r e q u i r e m e n t s . A g r i c u l t u r e was found t o be undertaxe* 

under t h e n o n - s h i f t i n g assumption o f c e n t r a l i n d i r e c 

o v e r t a x e d f o r a l l remaining y e a r s o f the s t u d y . The 

o v e r t a x e d f o r a l l the y e a r s in the case o f the o t h e r 

a s s u m p t i o n s r e g a r d i n g the s h i f t i n g o f the t a x e s . 

( 4 ) The e x t e n t o f r e s o u r c e t r a n s f e r from a g r i c u l 

w i t h r e s p e c t t o a h y p o t h e t i c a l s i t u a t i o n o f e q u i t a b l e 

two s e c t o r s , i s s e n s i t i v e t o the s h i f t i n g assumptions 

a p e r c e n t a g e o f y e a r l y a g r i c u l t u r a l income , the resoi 

v a r i e d f rom a f i g u r e o f 0 . 0 7 p e r c e n t in 1983 /84 t o 7 

f o r t h e s h i f t i n g assumpt ions d e f i n e d in t h i s c h a p t e r 

In the c a s e o f the o t h e r two a l t e r n a t i v e s o f tax s h i f 

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

t r a n s f e r ranges from 3 . 4 3 p e r c e n t in 1975 /76 t o 2 9 . 6 

u s i n g A l t e r n a t i v e - I I . The range f o r the r e s o u r c e tr< 

A l t e r n a t i v e - I l l i s f rom 9 . 7 3 p e r c e n t i n 1977 /78 

i n 1 9 7 4 / 7 5 . 

( 5 ) A second a p p r o x i m a t i o n e s t i m a t e o f the r e l a t ' 

t a x a b l e c a p a c i t y was made. A c c o r d i n g t o t h i s measure, 

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

measure o f tax burden . In the c a s e o f the f i r s t and s 

a l t e r n a t i v e s h i f t i n g a s s u m p t i o n s , the a g r i c u l t u r a l sec 

be u n d e r t a x e d f o r most y e a r s o f the s t u d y . However, 1 

a l t e r n a t i v e , which i n c i d e n t a l l y i s the more r e a l i s t i c 
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r e g a r d i n g the s h i f t i n g assumptions o f d i f f e r e n t t a x e s f o r the p e r i o d under 

s t u d y , the a g r i c u l t u r a l s e c t o r i s found t o be o v e r t a x e d f o r a l l 12 years 

o f the s t u d y . The genera l c o n c l u s i o n t h a t can be drawn from the analysis 

i s t h a t j u d g i n g the tax system from the e q u i t y p e r s p e c t i v e the a g r i c u l -

tura l s e c t o r i s o v e r t a x e d and bears a h i g h e r share o f the tax burdens than 

i t s c o u n t e r p a r t — the n o n - a g r i c u l t u r a l s e c t o r . 



ANNEXURE 

D I S T R I B U T I O N OF TAX BURDEN BETWEEN 
AGRICULTURAL AND NON-AGRICULTURAL SECTORS. 

The purpose o f t h i s note i s t o p r o v i d e i n f o r m a t i o n on the 

a l l o c a t i o n o f the commodi ty t a x e s s h i f t e d f o rward to the consumers between 

t h e a g r i c u l t u r a l and the n o n - a g r i c u l t u r a l s e c t o r s o f the economy, S i n c e 

m o s t o f the i n d i r e c t t a x e s are p r o p o r t i o n a l t o the e x p e n d i t u r e , the revenue 

h a s been d i s t r i b u t e d between the two s e c t o r s on the b a s i s o f t o t a l 

e x p e n d i t u r e on the taxed commodity , The t o t a l va lue o f e x p e n d i t u r e on a 

t a x e d commodity by the a g r i c u l t u r a l / n o n - a g r i c u l t u r a l s e c t o r i s o b t a i n e d by 

mul t i p l y i n g p e r c a p i t a e x p e n d i t u r e on the commodity by the a g r i c u l t u r a l / 

n o n - a g r i c u l tural p o p u l a t i o n * The main body o f the c h a p t e r o u t l i n e s s h i f t i n g 

a s s u m p t i o n s o f v a r i o u s d i r e c t and i n d i r e c t taxes and p r o v i d e s d e t a i l s 

r e g a r d i n g the e s t i m a t i o n o f a g r i c u l t u r a l and n o n - a g r i c u l tura l p o p u l a t i o n . 

The consumer e x p e n d i t u r e data were c o l l e c t e d from the Household 

I n c o m e and Expendi ture S u r v e y , 1979, The g e o g r a p h i c a l c o v e r a g e o f the 

S u r v e y was a l l rura l and urban areas o f Pak is tan e x c l u d i n g T r i b a l A g e n c i e s , 

S p e c i a l Areas o f Peshawa1" and 0 , 1 , Khan D i v i s i o n s and Malakand D i v i s i o n 

i n t h e N„WeFsPc A c c o r d i n g t o 1972 P o p u l a t i o n Census the p o p u l a t i o n o f 

t h e s e exc luded areas i s about 6 , 7 p e r c e n t o f t o t a l p o p u l a t i o n o f P a k i s t a n . 

D a t a on consumer e x p e n d i t u r e were c o l l e c t e d from 1400 sample h o u s e h o l d s o f 

w h i c h 603 were urban and 792 were r u r a l . The Survey p r o v i d e s d e t a i l e d 

i n f o r m a t i o n on the consumption e x p e n d i t u r e p a t t e r n o f rural and urban 

h o u s e h o l d s . I t c o n t a i n s 37 i tems under f o o d , 6 i tems under a p p a r e l , 



- 1 6 1 -

t e x t i l e and f o o t w e a r , 14 i t e m s u n d e r f u e l and l i g h t i n g , 6 items under house 

r e n t and h o u s i n g , 5 i t e m s u n d e r f u r n i t u r e and f i x t u r e and 13 items under the 

c a t e g o r y o f m i s c e l l a n e o u s i t e m s . Commodity t a x e s a r e l e v i e d on a l a r g e 

number o f c o m m o d i t i e s . Data a r e a v a i l a b l e on t a x c o l l e c t i o n from Central 

E x c i s e D u t e i s and I m p o r t D u t i e s c l a s s i f i e d by 45 and 33 broad c a t e g o r i e s o f 

c o m m o d i t i e s r e s p e c t i v e l y . The main p u r p o s e f o r u s i n g Household Income and 

E x p e n d i t u r e S u r v e y d a t a was t o f i n d o u t the p e r c a p i t a e x p e n d i t u r e on 

d i f f e r e n t c o m m o d i t i e s . The t a x on t h e c o m m o d i t i e s f o r wh i ch consumption data 

were a v a i l a b l e f r o m t h e S u r v e y was d i s t r i b u t e d b e t w e e n the two s e c t o r s 

a c c o r d i n g t o t h e c o n s u m p t i o n p a t t e r n . F o r t h o s e c o m m o d i t i e s f o r which 

c o n s u m p t i o n d a t a w e r e n o t a v a i l a b l e e i t h e r t h e c o n s u m p t i o n pat tern o f 

s i m i l a r c o m m o d i t i e s was u s e d o r a r b i t r a r y a s s u m p t i o n s on the b a s i s o f 

in fo rmed j u d g m e n t w e r e made t o d i s t r i b u t e t a x r e v e n u e between the a g r i c u l -

tural and t h e n o n - a g r i c u l t u r a l s e c t o r s . Tax c o l l e c t i o n s from commodity 

t a x a t i o n has b e e n a s s i g n e d t o t h e two s e c t o r s i n t h e f o l l o w i n g manner: 

CENTRAL. EXCISE DUTIES 

(1 ) T e a . Revenue f r o m t h i s s o u r c e was d i s t r i b u t e d b e t w e e n the a g r i c u l t u r a l 

and n o n - a g r i c u l t u r a l s e c t o r s i n t h e p r o p o r t i o n o f e x p e n d i t u r e on t e a . (2 ) Vege-

t a b l e N o n - e s s e n t i a l O i l . The r e v e n u e was d i s t r i b u t e d be tween the two s e c t o r s in 

the r a t i o o f e x p e n d i t u r e on t h e c o n s u m p t i o n o f e d i b l e o i l . ( 3 ) Vegetable Produc 

The s e c t o r a l d i s t r i b u t i o n o f r e v e n u e f r o m V e g e t a b l e P r o d u c t s was made on the 

b a s i s o f e x p e n d i t u r e on v e g e t a b l e s . ( 4 ) B e v e r a g e s . Revenue from e x c i s e duties 

on B e v e r a g e s was d i s t r i b u t e d i n t h e p r o p o r t i o n o f e x p e n d i t u r e on f o o d and drinks 

( 5 ) S u g a r . The r e v e n u e was d i s t r i b u t e d i n t h e r a t i o o f combined expenditure 

on r e f i n e d ( i . e . m i l l e d ) and d e s i - s u g a r , ( 6 ) T o b a c c o . Revenue from Tobacco v 
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d i v i d e d between t h e a g r i c u l t u r a l and n o n - a g r i c u l t u r a l s e c t o r s on t h e b a s i s 

o f expendi ture on c i g a r e t t e s and c i g a r s . ( 7 ) Cement . Most o f t h e h o u s e s 

in the rural a r e a s o f P a k i s t a n a r e " K a t c h a " h o u s e s , T h e s e h o u s e s a r e made 

o f mud, g r a s s , s t o n e s , e t c . A m a j o r i t y o f r u r a l p o p u l a t i o n s e l d o m b u y s 

cement. Although t h e number o f " P u k k a " h o u s e s ( h o u s e s made o f c e m e n t , 

b r i c k s , e t c . ) have i n c r e a s e d i n t h e r u r a l a r e a s due t o i n f l u x o f f o r e i g n 

remit tances y e t t h e s e a r e v e r y s m a l l i n number r e l a t i v e t o t h e number o f 

houses in urban a r e a s . I t was assumed t h a t 90 p e r c e n t o f t o t a l r e v e n u e f r o m 

the source comes f r o m t h e n o n - a g r i c u l t u r a l s e c t o r w h i l e the r e m a i n i n g 10 

per cent from the a g r i c u l t u r a l s e c t o r . ( 8 ) S a l t . R a t i o o f e x p e n d i t u r e on 

s a l t was used t o d i s t r i b u t e the r e v e n u e b e t w e e n t h e a g r i c u l t u r a l and n o n -

a g r i c u l t u r a l s e c t o r s . ( 9 ) N a t u r a l G a s . R a t i o o f e x p e n d i t u r e o n g a s c o n s u m p -

t i o n was used to d i v i d e t h e r e v e n u e b e t w e e n the two s e c t o r s . ( 1 0 ) P e t r o l i u m 

Gases. Same r a t i o as i n t h e c a s e o f ( 9 ) was u s e d . ( 1 1 ) . F u r n a c e O i l . I t i s 

mainly used f o r c a s t i n g i r o n . Same r a t i o as i n t h e c a s e of" ( 7 ) was u s e d 

to d i s t r i b u t e r e v e n u e b e t w e e n t h e a g r i c u l t u r a l and n o n - a g r i c u l t u r a l s e c t o r s . 

(12) High Speed D i e s e l O i l . E x p e n d i t u r e on t r a n s p o r t and t r a v e l l i n g was 

used f o r s e c t o r a l d i s t r i b u t i o n o f r e v e n u e f r o m h i g h s p e e d d i e s e l o i l . 

(13) L ight speed d i e s e l o i l . T h i s i s m a i n l y u s e d i n t h e a g r i c u l t u r a l 

s e c t o r . S e c t o r - w i s e p a t t e r n o f i t s c o n s u m p t i o n , g i v e n i n E n e r g y Y e a r b o o k o f 

Pak i s tan , r e v e a l e d t h a t i t i s d i v i d e d i n the r a t i o o f 95 : 05 b e t w e e n t h e 

a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l s e c t o r s , r e s p e c t i v e l y . ( 1 4 ) K e r o s e n e 

O i l . Rat io o f e x p e n d i t u r e on K e r o s e n e o i l was u s e d t o d i v i d e t h e r e v e n u e 

between the a g r i c u l t u r a l ana n o n - a g r i c u l t u r a l s e c t o r s . ( 1 5 ) M o t o r S p i r i t 

( i n c l u d i n g j e t f u e l ) . R a t i o o f e x p e n d i t u r e ori t r a v e l l i n g and t r a n s p o r t was 

used , ( 16 ) P e t r o l i u m G r e a s e , P e t r o l i u m l u b r i c a n t o i l , S o l v a n t N e p t h a , 

Asphal t and Other P e t r o l i u m P r o d u c t s . T h e s e f a l l i n t h e b r o a d c a t e g o r y o f 



- 1 6 5 -

P e t r o l i u m o i l and l u b r i c a n t p r o d u c t s . No i n f o r m a t i o n i s a v a i l a b l e from 

the S u r v e y d a t a on t h e c o n s u m p t i o n p a t t e r n o f t h e s e i t e m s . The items appear 

as i n t e r m e d i a t e i n p u t i n t h e p r o d u c t i o n o f c r o p s , g r a i n m i l l i n g , sugar 

r e f i n i n g and mos t o f t h e m a n u f a c t u r e d i t e m s . I t was assumed that revenue 

from t h e i t e m s i s d i v i d e d i n t h e p e r c e n t a g e o f 75 and 25 between the non-

a g r i c u l t u r a l and t h e a g r i c u l t u r a l s e c t o r s r e s p e c t i v e l y , (17 ) P o l i s h e s 

and Creams . Same r a t i o as i n t h e c a s e o f (7) was u s e d , (18 ) Paints and 

V a r n i s h e s . T h e s e a r e m a i n l y u s e d t o p a i n t h o u s e s , f u r n i t u r e and d i f f e r e n t kinds 

o f wooden and meta l p r o d u c t s . Most o f t h e h o u s e s i n t h e rural areas are 

made o f mud, Rura l h o u s e h o l d s r a r e l y use p a i n t s and v a r n i s h e s . I t was 

assumed t h a t t h e r e v e n u e i s d i s t r i b u t e d i n t h e p r o p o r t i o n o f 85 :15 between 

the n o n - a g r i c u l t u r a l and t h e a g r i c u l t u r a l s e c t o r s r e s p e c t i v e l y , ( 19 ) Cosmatics, 

I t i s b e l i e v e d t h a t a l a r g e p r o p o r t i o n o f t h e r e v e n u e comes from the non-

a g r i c u l t u r a l s e c t o r . T h e r e f o r e , 80 p e r c e n t o f t o t a l revenue was a l l o c a t e d 

to the n o n - a g r i c u l t u r a l s e c t o r and t h e r e m a i n i n g 20 p e r cent was d i s t r i b u t e d 

in the p r o p o r t i o n o f e x p e n d i t u r e on p e r s o n a l c a r e , ( 2 0 ) Soap and Detergent , 

Rat io o f e x p e n d i t u r e on p e r s o n a l c a r e was u s e d , ( 2 1 ) Soda Ash, Rat io o f 

e x p e n d i t u r e on l a u n d r y and c l e a n i n g was u s e d , ( 2 2 ) P l a s t i c Produc t s , I t was 

assumed t h a t t h e r e v e n u e i s d i v i d e d i n t h e r a t i o o f 20 : 80 between the 

a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l s e c t o r s r e s p e c t i v e l y , ( 2 3 ) Tyres and Tubes. 

Revenue f r o m t y r e s and t u b e s comes f r o m two main s o u r c e s v i z . non-commercial or 

p r i v a t e v e h i c l e s and c o m m e r c i a l o r p u b l i c s e r v i c e v e h i c l e s . A small 

p r o p o r t i o n o f a g r i c u l t u r a l p o p u l a t i o n owns p r i v a t e m o t o r s and p u b l i c 

t r a n s p o r t s e r v i c e i s a l s o c e n t e r e d i n t h e urban a r e a s due t o b e t t e r 

a v a i l a b i l i t y o r r o a d and o t h e r i n f r a s t r u c t u r e . I t w a s , t h e r e f o r e , assumed 

that 85 p e r c e n t o f t o t a l r e v e n u e i s g e n e r a t e d f r o m t h e n o n - o g r i c u l t u r a l 

s e c t o r w h i l e t h e r e m a i n i n g 15 p e r c e n t was d i v i d e d be tween the a g r i c u l t u r a 
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and the non -agr i cu l t u r a l s e c t o r s i n t h e p r o p o r t i o n o f e x p e n d i t u r e on 

t r a v e l l i n g and t r a n s p o r t . ( 2 4 ) R u b b e r P r o d u c t s . Same r a t i o as i n t h e case 

o f ( 22 ) was used t o d i s t r i b u t e r e v e n u e f r o m t a x e s on Rubber P r o d u c t s . ( 25 ) Tanned 

Leather . Rat io o f e x p e n d i t u r e on f o o t w e a r was u s e d . ( 2 6 ) P a p e r and Paper 

Board. The Survey does- n o t p r o v i d e i n f o r m a t i o n on t h e s e c t o r a l c o n s u m p t i o n 

pat tern of the i t em. H o w e v e r , t h e S u r v e y p r o v i d e s i n f o r m a t i o n on e x p e n d i t u r e 

on educat i on that i n c l u d e s e x p e n d i t u r e r.:i p a p e r and s e l e c t e d p a p e r p r o d u c t s . 

Expenditure on e d u c a t i o n was used t o d i s t r i b u t e r e v e n u e b e t w e e n t h e s e c t o r s . 

( 2 7 ) . Bank Cheques. The r e v e n u e was d i v i d e d i n the p r o p o r t i o n o f 05 : 95 

between the a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l s e c t o r s . ( 2 8 ) C o t t o n Yarn 

and F a b r i c s . The r e v e n u e was d i s t r i b u t e d i n t h e p r o p o r t i o n o f e x p e n d i t u r e on 

c l o t h i n g , (29) M a n - M a d e - F a b r i c s . Same r a t i o a s i n t h e c a s e o f ( 2 8 ) was used 

to d i s t r i b u t e the r e v e n u e b e t w e e n t h e a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l 

s e c t o r s . (30 ) Matches . R a t i o o f e x p e n d i t u r e on m a t c h e s was u s e d . ( 3 1 ) Man-

Made-Yarn. Same r a t i o as i n t h e c a s e o f ( 2 8 ) was u s e d . - ( 3 2 ) E l e c t r i c B a t t e r i e s . 

Use o f e l e c t r i c b a t t e r i e s i s v e r y r a r e i n t h e r u r a l a r e a s o f P a k i s t a n . Tax 

on e l e c t r i c b a t t e r i e s e n t e r s as c o s t i t e m in t h e m a n u f a c t u r e o f g o o d s . The 

revenue was assumed t o be d i s t r i b u t e d i n t h e p r o p o r t i o n o f 05 : 95 b e t w e e n 

the a g r i c u l t u r a l and t h e n o n - a g r i c u ] t u r a ! s e c t o r s . ( 3 3 ) E l e c t r i c B u l b s and 

Tube L i g h t s . Use o f e l e c t r i c b u l b s and t u b e s i s a n e c e s s i t y u n l i k e t h e 

e l e c t r i c b a t t e r i e s . A l a r g e p r o p o r t i o n o f a g r i c u l t u r a l h o u s e h o l d s do n o t 

use e l e c t r i c bulbs due t o t h e o b v i o u s f a c t t h a t e l e c t r i c i t y has n o t r e a c h e d 

to t h e i r houses , The r e v e n u e w a s , t h u s d i v i d e d b e t w e e n t h e a g r i c u l t u r a l 

and the n o n - a g r i c u l t u r a l s e c t o r s i n t h e p r o p o r t i o n o f e x p e n d i t u r e ori 

e l e c t r i c i t y . ( 34 ) E l e c t r i c F a n s . Same r a t i o as i n t h e c a s e o f ( 3 3 ) was 

used, ( 35 ) Caust i c S o d a . R a t i o o f e x p e n d i t u r e on L a u n d r y and c l e a n i n g , 

was used. ( 3 6 ) . Glass and G l a s s w a r e . R a t i o o f e x p e n d i t u r e on c r o c k e r y was 

used. (37 ) S e r v i c e H o t e l s . Same r a t i o as i n t h e c a s e o f ( 2 7 ) was u s e d . 



( 3 8 ) W i r e s and C a b l e s . R a t i o o f e x p e n d i t u r e on e l e c t r i c i t y was used* 

( 3 9 ) K n i t t i n g Yarn,, Same r a t i o as i n t h e case o f ( 2 8 ) was used , ( 4 0 ) Woollen 

Yarn and F a b r i c s » Same r a t i o as ir, t h e c a s e o f ( 28 ) was used . ( 41 ) Metal 

C o n t a i n e r s . R a t i o o f e x p e n d i t u r e on d u r a b l e household e f f e c t was used to 

d i s t r i b u t e the r e v e n u e , ( 4 2 ) M i l d S t e e l P r o d u c t s . Rat i o o f e x p e n d i t u r e on 

d u r a b l e i t e m s o f c r o c k e r y and c u t l e r y was used , ( 4 3 ) Wires and C a b l e s , 

Same r a t i o as i n t h e c a s e o f ( 3 3 ) was u s e d , ( 4 4 ) Jute Manufac tures , Same 

r a t i o a s i n the c a s e o f ( 2 2 ) was u s e d , ( 4 5 ) M i s c e l l a n e o u s I tems , Expenditure 

on t h e s e i t e m s was used t o d i s t r i b u t e r e v e n u e from m i s c e l l a n e o u s i t e m s , 

IMPORT DUTIES 

( l l MPrit Fl'cta anH f h u i r 1 Pv-aparsi+'i'rsric Tho vouonuo wae 

d i s t r i b u t e d i n t h e r a t i o o f e x p e n d i t u r e on meat and f i s h . ( 2 ) M i l k , B u t t e r , 

Cheese and Honey . The r e v e n u e was d i s t r i b u t e d in the p r o p o r t i o n o f 

e x p e n d i t u r e on m i l k and m i l k p r o d u c t s . ( 3 ) F r u i t s , Nuts and V e g e t a b l e s . 

The r e v e n u e was s p l i t b e t w e e n t h e a g r i c u l t u r a l and the n o n - a g r i c u l t u r a l 

s e c t o r s i n the r a t i o o f e x p e n d i t u r e on f r u i t s and v e g e t a b l e s . ( 4 ) C o f f e e , 

Tea and S p i c e . The revenue was d i s t r i b u t e d in the p r o p o r t i o n o f expenditure 

on c o f f e e , t ea and s p i c e . ( 5 ) O i l - s e e d s and M i s c e l l a n e o u s F r u i t s , The 

revenue was s p l i t i n t h e p r o p o r t i o n o f combined e x p e n d i t u r e on e d i b l e o i l 

and m i s c e l l a n e o u s f r u i t s . ( 6 ) S u g a r and C o n f e c t i o n a r y . Expenditure on 

the combined c a t e g o r y o f G u r , S u g a r c a n e p r o d u c t s , honay and sugar p r e p a r a t i o n 

was used t o s p l i t t h e r e v e n u e b e t w e e n t h e a g r i c u l t u r a l and the n o n - a g r i c u l t u r a l 

s e c t o r s . ( 7 ) Animal and v e g e t a b l e f a t s and o i l s . Revenue was 

d i s t r i b u t e d in t h e r a t i o o f e x p e n d i t u r e on e d i b l e o i l . ( 8 ) B e v e r a g e s , 

s p i r i t s and v i n e g a r . The S u r v e y p r o v i d e s no i n f o r m a t i o n on the consume 
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pattern o f the i t ems . I t was assumed t h a t t h e r e v e n u e i s d i s t r i b u t e d in the 

p r o p o r t i o n o f 15 :85 between t h e a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l s e c t o r s . 

(9 ) Tobacco . The revenue was d i s t r i b u t e d b e t w e e n the s e c t o r s a c c o r d i n g to 

consumption expendi ture p a t t e r n o f c i g a r e t t e s and c i g a r s . ( 1 0 ) M i n e r a l F u e l s , 

O i l s and t h e i r P r o d u c t s . The r e v e n u e was s p l i t a c c o r d i n g t o t h e e x p e n d i t u r e 

on kerosene o i l . ( 11 ) C h e m i c a l s and C h e m i c a l P r o d u c t s . The S u r v e y does not 

prov ide in f o rmat i on on the e x p e n c i t u r e p a t t e r n o f c h e m i c a l s and c h e m i c a l 

p roduc ts . I t i s b e l i e v e d t h a t a l a r g e p r o p o r t i o n o f t h e r e v e n u e comes from 

the n o n - a g r i c u l t u r a l s e c t o r . The r e v e n u e f r o m t h e s o u r c e was d i s t r i b u t e d in 

the p r o p o r t i o n o f 15 : 85 b e t w e e n t h e a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l 

s e c t o r s r e s p e c t i v e l y . ( 1 2 ) P h a r m a c e u t i c a l P r o d u c t s . The r e v e n u e was 

d i s t r i b u t e d in the p r o p o r t i o n o f e x p e n d i t u r e o n m e d i c a l c a r e . ( 1 3 ) P a i n t s 

and Varnishes , I t was assumed t h a t t h e r e v e n u e i s d i s t r i b u t e d i n t h e 

p r o p o r t i o n o f 15 : 85 between t h e a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l 

s e c t o r s r e s p e c t i v e l y . ( 1 4 ) P e r f u m e r y Soap and T o i l e t P r e p a r a t i o n s . The 

revenue was d i s t r i b u t e d in t h e r a t i o o f e x p e n d i t u r e on p e r s o n a l c a r e . 

(15) Matches and Other E x p l o s i v e s . The r e v e n u e was d i s t r i b u t e d i n t h e 

p r o p o r t i o n o f expendi ture on m a t c h e s , ( 1 6 ) P h o t o g r a p h i c and C i n e m a t o g r a p h i c 

Products . The revenue was s p l i t a c c o r d i n g t o e x p e n d i t u r e on g o o d s and 

s e r v i c e s r e l a t i n g to read ing and r e c r e a t i o n . ( 1 7 ) R u b b e r and R u b b e r 

Products . The Survey p r o v i d e s no i n f o r m a t i o n on t h e c o n s u m p t i o n p a t t e r n 

o f the i tems . S ince n o n a a g r i c u l t u r a l s e c t o r u s e s more i n t e n s i v e l y t h e 

products r e l a t i v e to the a g r i c u l t u r a l s e c t o r , i t was assumed t h a t t h e 

revenue i s d i v i d e d in the r a t i o o f 20 : 30 b e t w e e n t h e a g r i c u l t u r a l and 

the n o n - a g r i c u l t u r a l s e c t o r s r e s p e c t i v e l y . ( 1 8 ) L e a t h e r A r t i c l e s and 

Footwear. The revenue was d i s t r i b u t e d i n t h e p r o p o r t i o n o f e x p e n d i t u r e on 

F o o t w e a r . ( 1 9 ) W o o d , P u l p , P a p e r a n d S t a t i o n e r y . R a t i o o f 
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e x p e n d i t u r e on e d u c a t i o n was u s e d t o d i s t r i b u t e t h e revenue between thfe 

s e c t o r s . ( 2 0 ) S i l k , Yarn and F a b r i c s , The r e v e n u e was d i s t r i b u t e d in 

the p r o p o r t i o n o f e x p e n d i t u r e on c l o t h and i t s a c c e s s a r i e s . ( 2 1 ) . Glass 

and E a r t h e n w a r e . R a t i o o f e x p e n d i t u r e on c r o c k e r y was used t o d i s t r i b u t e 

the r e v e n u e . ( 2 2 ) . P r e c i o u s m e t a l s , .' t o n e s , p e a r l s and immitation j e w e l l e r y . 

I t was assumed t h a t t h e r e v e n u e i s d i s t r i b u t e d in t h e p r o p o r t i o n o f 5 : 95 

between t n e a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l s e c t o r s r e s p e c t i v e l y . 

( 2 3 ) E l e c t r i c a l M a c h i n e r y and E q u i p m e n t . The r e v e n u e was d i s t r i b u t e d in the 

p r o p o r t i o n o f e x p e n d i t u r e on e l e c t r i c i t y . ( 2 4 ) I r o n arid Stee l and t h e i r 

p r o d u c t s . I t was assumed t h a t 70 p e r c e n t o f t h e revenue comes from the 

n o n - a g r i c u l t u r a l s e c t o r w h e r e a s t h e r e m a i n i n g 30 p e r cent was d i s t r i b u t e d in 

the p r o p o r t i o n o f e x p e n d i t u r e on d u r a b l e h o u s e h o l d e f f e c t s . (25) T e x t i l e 

A r t i c l e s , C a r p e t s , M a t t i n g , L a c e and o t h e r F u r n i s h i n g F a b r i c s , Yarn and 

F a b r i c s o f Mari-Maae Y a r n , F a b r i c s o f Wool F l a x , r e m i c metal and vegetab le 

goods and C o t t o n Yarn and F a b r i c s . The r e v e n u e f r o m a l l o f these c a t e g o r i e s 

was d i s t r i b u t e d i n t h e p r o p o r t i o n o f e x p e n d i t u r e on c l o t h and i t s a c c e s s a r i e s . 

( 2 6 ) . C u t l e r y t o o l s and o t h e r a r t i c l e s o f b a s e m e t a l . The revenue was 

d i s t r i b u t e d i n t h e r a t i o o f e x p e n d i t u r e on d u r a b l e i t ems o f c u t l e r y and 

c r o c k e r y . ( 2 7 ) M a c h i n e r y and M e c h a n i c a l A p p l i a n c e s . Same r a t i o as in the 

case o f ( 2 4 ) was u s e d t o d i s t r i b u t e t h e r e v e n u e . ( 2 8 ) Motor and Other 

V e h i c l e s , A s m a l l p r o p o r t i o n o f a g r i c u l t u r a l h o u s e h o l d s owns o r uses motors 

o r o t h e r v e h i c l e s , t h e r e f o r e , the b u r d e n o f s u c h t a x e s on rural household 

i s i n s i g n i f i c a n t . I t was assumed t h a t 80 p e r c e n t o f t o t a l revenue comes 

from t h e n o n - a g r i c u l t u r a l s e c t o r and t h e r e m a i n i n g 20 per cent was d i s t r ibuted 

in t h e p r o p o r t i o n o f e x p e n d i t u r e on t r a n s p o r t and t r a v e l l i n g . ( 2 9 ) Sh ips , 

boats and a i r c r a f t s . Rural p e o p l e r 3 r e l y t r a v e l on s h i p s , boats o r a i r 

c r a f t s . I t was assumed t h a t 80 p e r c e n t o f t h e r e v e n u e comes front the non-
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a g r i c u l tura l s e c t o r t h e r e m a i n i n g 20 o e r c e n t was d i s t r i b u t e d i n t h e p r o -

p o r t i o n o f e x p e n d i t u r e on t r a n s p o r t and t r a v e l l i n g . ( 3 0 ) C l o c k s , Watches 

and t h e i r P a r t s . R a t i o o f e x p e n d i t u r e on m i s c e l l a n e o u s i t e m s was u s e d to 

d i s t r i b u t e the r e v e n u e . ( 3 1 ) R a i l w a y a n d Tramway P l a n t and R o l l i n g S t o c k . 

I t was assumed t h a t 50 p e r c e n t o f t o t a l r e v e n u e comes f r o m t h e n o n - a g r i -

c u l t u r a l s e c t o r w h i l e t h e r e m a i n i n g 50 p e r c e n t was d i s t r i b u t e d i n t h e 

>fij 

p r o p o r t i o n of e x p e n d i t u r e on t r a n s p o r t and t r a v e l l i n g . ( 3 2 ) T o y s , Games 

and S p o r t s Goods. The r e v e n u e was d i s t r i b u t e d i n t h e p r o p o r t i o n o f 

e x p e n d i t u r e on m i s c e l l a n e o u s i t e m s . ( 3 3 ) M i s c e l l a n e o u s I t e m s . R e v e n u e from 

taxes on m i s c e l l a n e o u s i t e m s was d i s t r i b u t e d i n t h e r a t i o o f e x p e n d i t u r e f o r 

these i t e m s , 

SALES TAX ON DOMESTIC AND IMPORTED GOODS 

Data on c o m m o d i t y - w i s e c o l l e c t i o n o f s a l e s t a x on i m p o r t s , s a l e s 

tax on manufactures and s a l e s t a x on e x c i s e a b l e i t e m s a r e a v a i l a b l e f o r the 

years 1972/73 to 1975 /76 w h e r e a s a g g r e g a t e f i g u r e s f o r s a l e s t a x c o l l e c t i o n are 

a v a i l a b l e f o r remaining y e a r s o f t h e s t u d y . Revenue f r o m e a c h o f t h e taxes 

was d iv ided between the a g r i c u l t u r a l and t h e n o n - a g r i c u l t u r a l s e c t o r s on 

the bas is of consumption p a t t e r n . The b a s i s f o r s e c t o r a l d i s t r i b u t i o n o f 

revenue were the same as those , f o r i m p o r t d u t i e s and c e n t r a l e x c i s e d u t i e s . 

An average percentage s h a r e o f e a c h o f t h e s e c t o r s was c a l c u l a t e d and used 

to d i s t r i b u t e the revenue f o r o t h e r y e a r s o f t h e s t u d y . 

PROVINCIAL EXCISE 

The revenue comes m a i n l y f rom i n t o x i c a n t s , a ' l c h o l i c b e v e r a g e s and 

n o n - a l c n o l i c beverages . I t was d i s t r i b u t e d b e t w e e n t h e s e c t o r s i n t h e r a t i o o f 

s e c t o r a l expenditure on f o o d and d r i n k s . 



CHAPTER VII 

MET F I S C A L BURDEN ON AGRICULTURAL, PRODUCERS 

1. INTRODUCTION 

The f i n d i n g t h a t t h e a g r i c u l t u r a l s e c t o r in Pakis tan i s overtaxed 

r e l a t i v e t o the n o n - a q r i c u l t u r a l s e c t o r would be a c o n v e n i e n t t a l k i n g o o i n t 

f o r the a g r i c u l t u r a l l o b b y t h a t i s always i n t e n t on b l o c k i n g any measures 

f o r the i n c r e a s e d t a x a t i o n o f the a g r i c u l t u r a l s e c t o r . The case f o r h igher 

o v e r a l l t a x a t i o n i s b u i l t on the deve lopmenta l r e q u i r e m e n t s o f r e sources in 

the p u b l i c s e c t o r . The high income i n e q u i t i e s and the high l e v e l s o f 

e x p e n d i t u r e by the r i c h in both r u r a l and urban areas imply the e x i s t e n c e o f 

t a x a b l e caoac i t .y measured in a b s o l u t e terms on bo th s e c t o r s o f the economy. 

Adherence t o the p r i n c i p l e o f " e q u i t a b l e " t a x a t i o n i s always an important 

c o n s i d e r a t i o n i n an e v a l u a t i o n o f any tax s y s t e m . From t h e vantage p o i n t o f 

the development p r o s p e c t s o f any economy, i t i s a l s o important to have an 

idea o f the d i r e c t i o n and e x t e n t o f r e s o u r c e t r a n s f e r f rom a s e c t o r . The 

t r a n s f e r i s a measure o f the o v e r a l l i n c e n t i v e s b e i n g p r o v i d e d t o a s e c t o r . 

The purpose o f the c h a p t e r i s t o d e s c r i b e the open and c o n c e a l e d taxes and 

s u b s i d i e s which a f f e c t P a k i s t a n ' s a g r i c u l t u r e and t o e s t i m a t e t h e i r 

magnitude f o r the p e r i o d 1972 /73 t o 1 9 8 3 / 8 4 . 

2 . OPEN TAXATION OF THE AGRICULTURAL SECTOR 

Two d i f f e r e n t t a x e s a f f e c t t h e farmers d i r e c t l y w h i l e there are 

a number o f i n d i r e c t t a x e s on a o r i c u l t u r a l commodi t ies t h a t a f f e c t p r i c e s 

r e c e i v e d by a g r i c u l t u r a l p r o d u c e r s . Tab le 7 . 1 p r e s e n t s the p i c t u r e o f 

open t a x a t i o n o f f a r m e r s . 





Of t h e d i r e c t t a x e s , l a n d t a x g e n e r a l l y known in Pakistan as 

land r e v e n u e i s t h e o l d e s t a g r i c u l t u r a l t a x . A g r i c u l t u r a l income tax 

i s a l s o a m i s n o m e r as i t i s n o t a t a x on a g r i c u l t u r a l incomes as 

c o n v e n t i o n a l l y u n d e r s t o o d . I t i s a g r a d u a t e d s u r c h a r g e on land 

r e v e n u e w i t h a h i g h e x e m p t i o n l i m i t ana low r a t e s . The y i e l d from 

land r e v e n u e , or. t h e j f e r h a n d , i s much l a r g e r t h a n i s the case 

w i th the a g r i c u l t u r a l i n c o m e t a x . The y i e l d f r o m t h e land revenue 

g o e s up f r o m R s . 168 m i l l i o n i n 1 9 7 2 / 7 3 t o R s . 286 m i l l i o n in 1981/82 

but d e c l i n e s t o R s . 169 m i l l i o n i n 1 9 8 3 / 8 4 . The i n c i d e n c e o f d i r e c t 

t a x e s p e r c a p i t a c r p e r h e c t a r e i s l o w and f l u c t u a t e s o v e r a narrow 

r a n g e . D i r e c t t a x e s as a p r o p o r t i o n o f g r o s s d o m e s t i c p r o d u c t 

o r i g i n a t i n g f r o m t h e a g r i c u l t u r a l s e c t o r have shown a d e c l i n i n g trend 

o v e r t h e p e r i o d o f s t u d y . 

The i n d i r e c t t a x e s c o m p r i s i n g e x p o r t d u t i e s on c o t t o n 

and r i c e and p r o f i t s o f r i c e and c o t t o n e x p o r t c o r p o r a t i o n s are by 

f a r more i m p o r t a n t r e v e n u e r a i s i n g d e v i c e s than t h e d i r e c t t a x e s , o n 

f a r m e r s . The r e v e n u e f r o m t h e i n d i r e c t t a x e s i s , h o w e v e r , an i n s t a b l e 

s o u r c e f o r t h e p u b l i c t r e a s u r y . E x c e p t i n g t h e y e a r 1980/81" , the r a t i o 

o f t a x e s t o a g r i c u l t u r a l o u t p u t show< a d e c l i n i n g t r e n d as i t goes down 

from 3 . 3 8 p e r c e n t i n 1 9 7 2 / 7 3 t o 0 . 9 6 p e r c e n t i n 1 9 8 3 / 8 4 . 

3 . CONCEALED TAXATION OF AGRICULTURE 

The a g r i c u l t u r a l p r o d u c e r s i n P a k i s t a n h a v e a l w a y s been s u b j e c t 

to c o n c e a l e d t a x e s . D u r i n g t h e 1960s and 1 9 6 0 s , a g r i c u l t u r a l e x p o r t e r s 

s u f f e r e d an i n c o m e l o s s t h r o u g h an o v e r v a l u e d e x c h a n g e r a t e . A f t e r 

d e v a l u a t i o n i n 1 9 7 2 , t h i s s o u r c e o f c o n c e a l e d t a x a t i o n was r ep laced by-

open t a x e s i n t h e f o r m o f e x p o r t , d u t i e s and p r o f i t s f r o m government 



ror.opoly t rad ing c o l o r a t i o n s . In a d d i t i o n t o t h e open t a x e s , f a r m e r s pay t a x e s 

( o r r e c e i v e s u b s i d y ) i f t h e p r i c e s f o r t h e i r p r o d u c t s a r e k e p t l o w e r ( h i g h e r ) 

than those that p r e v a i l i n t h e i n t e r n a t i o n a l m a r k e t . The s i z e o f t h e t a x ( s u b s i d y ) 

to producers i s measured by t h e d i f f e r e n c e b e t w e e n t h e v a l u e o f o u t p u t a t 

domestic p r i c e s and t h e v a l u e o f o u t p u t a t w o r l d p r i c e s . ' v 

iS« u 0 

Table V I I . 2 p r e s e n t s e v i d e n c e on t h e e x t e n t o f c o n c e a l e d t a x e s f o r 

wheat, Basraati r i c e and I r r i r i c e . C a l c u l a t i o n s f o r o t h e r c r o p s have n o t b e e n 

made. Sugarcane i s o f t e n c i t e d as an e x a m p l e o f a c o m m o d i t y r e c e i v i n g huge 

unbudgeted s u b s i d y , F o r t h e t h r e e c r o p s f o r w h i c h c o n c e a l e d t a x e s have b e e n 

e s t i m a t e d , i t i s c l e a r t h a t p r o d u c e r s h a v e s u f f e r e d a l a r g e c u t i n t h e i r i n c o m e . 

S imi lar c a l c u l a t i o n s f o r o t h e r c r o p s and f a r m a c t i v i t i e s have n o t b e e n made . I t 

is not p o s s i b l e to g e t an o v e r a l l i d e a o f t h e e x t e n t o f c o n c e a l e d t a x a t i o n o f 

farmers as a group. Need f o r d e t a i l e d r e s e a r c h i s o b v i o u s and u r g e n t . 

T a b l e V I I . 2 . — 

Concealed T a x a t i o n o f t h e A g r i c u l t u r a l S e c t o r f o r S e l e c t e d C r o p s 

Years Wheat 

( M i l l i o n 
RUpftPs) 

Basmati 
ri c e 

(Mil . R s . 

I r r i 
r i c e 

[ M i l . R s , ) 

Normal P r o t e c t i o n C o e f f i c i e n t s d e f i n e d as R a t i o 
o f D o m e s t i c t o i n t e r n a t i o n a l P r i c e s Years Wheat 

( M i l l i o n 
RUpftPs) 

Basmati 
ri c e 

(Mil . R s . 

I r r i 
r i c e 

[ M i l . R s , ) 
C o t t o n Basmat i 

r i c e 
[ I r r i - 6 
| r i c e 

Wheat 

1973/74 -4700 - 718 - 1 9 8 5 c 0 . 6 2 0 . 4 6 0 . 3 5 0 . 3 4 
1974/75 -2105 - 1 7 1 9 - 7 1 8 - 0 . 9 0 0 . 4 1 0 . 4 6 0 . 5 8 
1975/76 -2517 - 892 - 235 1 . 0 2 0 . 6 1 0 . 7 7 0 . 5 6 ' 
1976/77 -14Q8 - 136 - 1 3 8 0 . 8 2 0 , 9 9 0 . 9 7 0 . 7 2 
1977/78 - 1 6 0 8 . - 137 876 1 . 1 7 0 . 9 3 0 . 7 5 0 . 8 5 
1978/79 -2618 - 1 9 4 9 - 435 1 . 3 0 0 . 5 2 0 . 7 5 0 . 7 3 
1979/80 -3788 - 1 7 0 2 - 1 0 9 4 • 0 . 9 7 0 . 5 6 0 , 7 4 0 . 6 1 
1980/81 -3593 - 926 - 1 1 6 4 0 . 8 7 0 . 6 5 0 . 7 0 0 . 6 4 
1981/82 -4548 - 2 0 5 4 18 1 . 1 3 0 . 6 6 0 . 9 4 0 . 7 5 

Source: Kee-Cheok Cheong and Emmanuel H . D ' S i l v a , P r i c e s , Terms o f T r a d e , 
and the Role o f Government i n P a k i s t a n ' s A g r i c u l t u r e , W o r l d Bank 
S t a f f Working P a p e r s No . 6 4 3 , t h e W o r l d B a n k , USA. 

Note: - - s i g r r i n d i c a t e s t a x a t i o n and ( + ) s i g n i n d i c a t e s s u b s i d i z a t i o n o f 
the producer t h r o u g h t h e p r i c i n g o f t h e c o m m o d i t y . 
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4 . OPEN SUBSIDIES TO FARMERS 

P u b l i c p o l i c y i n P a k i s t a n has p r o v i d e d i n c e n t i v e s t o farmers through 

budgeted s u b s i d i e s on a number o f a g r i c u l t u r a l i n p u t s . S t a r t i n g in the ear ly 1950r 

the g o v e r n m e n t has p r o v i d e d a s u b s i d y on l a n d i m p r o v e m e n t s , w e l l s , s o i l conser -

vat ion and land c o n s o l i d a t i o n . L a t e r a d d i t i o n a l s u b s i d i e s were given f o r 

f e r t i l i z e r , t u b e w e l l s , p l a n t p r o t e c t i o n , p e s t i c i d e s and s e e d s . Data on some 

o f t h o s e s u b s i d i e s a r e h a r d t o a s s e m b l e b u t f o r m a j o r i n p u t s that account f o r 

a dominant p r o p o r t i o n o f o p e n s u b s i d i e s d a t a a r e e a s i l y a v a i l a b l e . Table VII .3 

g ives an i n d i c a t i o n o f t h e e x t e n t o f s u b s i d i e s r e c e i v e d by farmers f o r the use 

o f f e r t i l i z e r and p e s t i c i d e s and i n s t a l l a t i o n o f t u b e w e l l s . 

y \ . . r t h 

T a b l e V I 1 . 3 

Open S u b s i d i e s on A g r i c u l t u r a l I n p u t s 

( i n Mi 11 ion Rupees) 
Years F e r t i l i z e r T u b e w e l l s P l a n t P r o t e c t i o n ATI 

and P e s t i c i d e s Inputs 

1972 /73 207 22 116 345 

] 9 7 3 / 7 4 278 10 6 3 351 

1974/75 326 16 112 452 

1975/76 6 0 7 24 381 1012 

1976 /77 381 48 485 914 

1977 /78 6 1 7 20 523 1160 

1978/79 1692 24 267 1983 

1 9 / 9 / 8 0 2 4 5 4 22 218 . 2694 

1980/81 2457 20 0 2477 

1981/82 1794 24 0 1818 

1982/83 1948 24 0 1972 

1983/84 1690 0 0 1690 
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The amount o f t o t a l s u b s i d i e s i n c r e a s e s f r o m R s . 345 m i l l i o n 

in 1972/73 to Rs. 2594 m i l l i o n i n 1 9 7 9 / 8 0 and d e c l i n e s t o R s . 1690 

m i l l i o n by 1 9 8 3 / 3 4 . F e r t i l i z e r a c c o u n t s f o r t h e m a j o r s h a r e o f t h e 

t o t a l subs idy b i l l . In t h e e a r l y y e a r s f e r t i l i z e r was d i r e c t l y s u b s i -

d i zed by about 50 p e r c e n t . The r a t e o f s u b s i d y has b e e n g r a d u a l l y 

reduced o v e r t ime . The g o v e r n m e n t i s c o m m i t t e d t o e l i m i n a t i n g t h e 

subsidy on f e r t i l i z e r by 1 9 8 5 . D e s p i t e t h e d e c l i n i n g r a t e o f s u b s i d y 

on f e r t i l i z e r , t h e e x p a n d e d use o f f e r t i l i z e r had r e s u l t e d in a g r o w i n g 

subs idy b i l l t i l l 1 9 8 0 / 8 1 . 

The s u b s i d y on p e s t i c i d e s i n c r e a s e d f r o m R s . 1 1 6 m i l l i o n i n 1 9 7 2 / 7 3 

t o Rs.523 m i l l i o n i n 1 9 7 7 / 7 8 and d e c l i n e d t o R s . 2 1 8 m i l l i o n i n 1 9 7 9 / 8 0 . 

The subs idy was w i t h d r a w n i n 1 9 8 0 / 8 1 . The s u b s i d y on t h e i n s t a l l a t i o n o f 
• >Ci i ftfr. K< > • • . I i i * v . i o i -M'V; / 

tubewe l l s was modest i n amount r e l a t i v e t o t h e s u b s i d y on f e r t i l i z e r and 

p e s t i c i d e s . The s u b s i d y on t u b e w e l l s was a l s o w i t h d r a w n i n 1 9 8 3 / 8 4 . 

The main m o t i v a t i o n o f t h e g o v e r n m e n t i n e l i m i n a t i n g o p e n 

s u b s i d i e s on p e s t i c i d e s , t u b e w e l l s and f e r t i l i z e r has b e e n t h e c o n c e r n 

with the budgetary i m p a c t . Farmers a r e now aware o f t h e a d v a n t a g e s 

o f these i n p u t s . T h e r e i s some e v i d e n c e t h a t s u g g e s t s t h a t t h e 

rates . o f return on tHia u s e o f t h e s e i n p u t s remain h i g h a f t e r i n p u t 

p r i c e s increase as a r e s u l t o f t h e remova l o f s u b s i d i e s . 

5 . CONCEALED SUBSIDIES 

The c o s t o f o p e n s u b s i d i e s t o the t r e a s u r y can b e s e e n e a s i l y . As 

p o i n t e d out in the p r e v i o u s s e c t i o n , p u b l i c p o l i c y t o r e d u c e t h e e x t e n t 

o f open s u b s i d i e s was i n s t i t u t e d when i t be came e v i d e n t t h a t t h e 

s u b s i d i e s were no l o n g e r r e q u i r e d f o r t h e i r p r o d u c t i o n i m p a c t and w e r e a 
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burdert on t h e e x c n e q u r e . The c o n c e a l e d s u b s i d i e s a r e d i f f i c u l t to 

measure as i n c o m e t r a n s f e r t a k e s p l a c e b e t w e e n d i f f e r e n t economic 

agents in an i m p l i c i t manner . Such s u b s i d i e s a r e n e v e r t h e l e s s important 

d e t e r m i n a n t s o f i n c e n t i v e s . The a g r i c u l t u r a l p r o d u c e r s have r e c e i v e d 

c o n c e a l e d s u b s i d i e s t h r o u g h t h e s u p p l y o f c h e a p c r e d i t , i r r i g a t i o n 

w a t e r and e l e c t r i c i t y . The r a t e o f s u b s i d y p e r u n i t could be d e f i n e d 

as the d i f f e r e n c e b e t w e e n t h e p r i c e a t w h i c h an i n p u t f o r which 

s u b s i d y i s b e i n g m e a s u r e d w o u l d s e l l w i t h o u t p u b l i c i n t e r v e n t i o n and 

the p r i c e c h a r g e d by a p u b l i c a g e n c y a f t e r t h e government i n t e r v e n t i o n , 

Pos ing t h e e s t i m a t i o n p r o b l e m t h i s way shows c l e a r l y that any measure-

ment o f t h e s u b s i d y w o u l d b e s u b j e c t t o l i m i t a t i o n s o f data and the 

method o f a n a l y s i s . In v i e w o f t h e l a r g e m a g n i t u d e o f i m p l i c i t 

s u b s i d i e s an a p p r o x i m a t e measurement i s a l s o an i m p o r t a n t p i e c e o f 

i n f o r m a t i o n . 

S• 1 • S u p p l y o f l.o',v I n t e r e s t Loans 

The i n s t i t u t i o n a l c r e d i t t o f a r m e r s i s s u p p l i e d through 

A g r i c u l t u r a l D e v e l o p m e n t Bank o f P a k i s t a n , d i r e c t government, lending 

through T a c c a v i l o a n s , c o m m e r c i a l banks and c o o p e r a t i v e s . These sources 

« f c r e d i t c h a r g e l o w e r than marke i n t e r e s t r a t e s . Some o f the loans 

y t ' : e s e i n s t i t u t i o n s a r e a l s o n o t r e p a i d by a g r i c u l t u r a l borrowers 

which i m p l i e s u n i n t e n d e d s u b s i d y in t h e f o r m o f d e f a u l t e d l oans . 

The a v e r a g e i n t e r e s t r a t e on t h e i n s t i t u t i o n a l s o u r c e s o f c r e d i t in 

1 9 7 2 / 7 3 was 8 . 1 6 p e r c e n t p e r annum w h i l e t h e i n t e r n a l rate on non-

i n s t i t u t i o n a l s o u r c e s was 1 5 . 3 4 p e r c e n t V Assuming t h a t the opportuni ty 

c o s t o f c r e d i t f o r t h e i n s t i t u t i o n a l s o u r c e s i s t h e r a t e p f i n t e r e s t 

! / " S a r f r a z " K." Qure"s1i'i , Ka"lbe""Abbas, A h r e d Naeem S i d d i q u i and Ejaz Ghar 
I R u r a l Cred i t , and Rural D e v e l o p m e n t : Some I s s u e s " . Pakistan D e v e l o p 
R e v i e w . V o l . X X I I I , Summer-Autumn 1 9 8 4 . 
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charged by tne n o n - i n s t i t u t i o n a l s o u r c e s , t h e s u b s i d y on c r e d i t i s 

about 7 .18 per cent p e r y e a r . 

Table V I I . 4 c o m p u t e s t h e s u b s i d y on c r e d i t by a s s u m i n g t h e 

subs idy ra te a t 5 p e r c e n t p e r y e a r . We i g n o r e t h e s u b s i d y v i a 

d e f a u l t e d loans and u s e a c o n s e r v a t i v e e s t i m a t e o f t h e r a t e o f 

s u b s i d y . We a l s o i g n o r e t h e s u b s i d y g i v e n t o f a n n e r s t h r o u g h i n t e r e s t -

f r e e loans from the c o m m e r c i a l b a n k s . The s u b s i d y on c r e d i t , w h i c h must 

be the lower bound, i n c r e a s e s f r o m R s . 15 m i l l i o n i n 1 9 7 2 / 7 3 t o 

Rs. 521 m i l l i o n in 1 9 8 3 / 8 4 . 

T a b l e V I I . 4 

SUPPLY OF AGRICULTURAL CREDIT BY SOURCE AND 
ESTIMATES OF SUBSIDY ON AGRICULTURAL CREDIT 

( i n M i l l i o n Rupees) 

Years 

A g r i c u l t u r a l 
Development 
Bank o f 
Pakistan 

C o - o p e r a -
t i ves 

T a c c a v i Commerc ia l 
Banks 

- J 

T o t a l 
Annual 
C r e d i t 

Estimated 
Subsidy 

H ) ( 2 ) ' (3) ( 4 ) J 
( 6 ) ( 7 ) 

1972-73 168.80 4 2 , 0 2 1 0 . 2 3 " S O D — 3 0 6 . 7 5 15 ' 

1973-74 415.20 1 4 3 . 7 2 6 7 . 5 0 2 8 6 . 4 0 9 1 2 . 8 2 45 

1974-75 395.50 8 1 . 5 4 1 2 . 1 3 5 2 0 . 9 0 1 0 1 0 . 0 7 50 

1975-76 532.20 9 1 . 8 4 2 5 . 6 7 8 0 8 . 1 0 1 4 5 7 . 8 1 73 

1976-77 637 .90 9 5 . 4 5 1 3 . 1 4 9 7 0 . 1 0 1 7 1 6 . 5 9 86 

1977-78 429 .80 1 3 8 . 0 4 9 . 0 0 1 2 9 0 . 9 2 1 8 6 7 . 7 6 93 

1978-79 416.94 4 1 3 , 7 8 1 1 . 9 6 1 3 8 1 . 1 1 2 2 2 3 . 7 9 111 

1979-80 711.55 7 0 8 . 6 4 6 . 2 0 1 5 8 7 . 4 0 3 0 1 5 . 7 9 195 

1980-81 1066.62 1 1 2 6 . 2 5 8 . 3 0 1 8 2 6 . 7 7 4 0 2 7 . 9 4 286 

1981-82 1557.38 1 1 0 0 . 8 0 1 0 . 3 4 2 4 3 6 . 1 0 5 1 0 4 . 6 2 299 

1982-83 2310.44 1 3 2 0 . 9 3 2 . 6 9 2 6 8 0 . 8 9 6 3 1 4 . 9 5 379 

1983-84 3131.67 1 4 4 9 . 8 9 9 . 3 0 4 0 8 8 . 7 0 8 6 7 9 . 5 6 521 

S o u r c e : Pakistan Economic S u r v e y , 1 9 8 4 - 8 5 , f o r c o l u m n s 2 t o 5 . 



5.2 Low J r r i q a t i on Water R a t e s 

There i s a huge u n b u d g e t e d s u b s i d y b e i n g g i v e n t o farmers as t h e y a r e 

b e i n g c h a r g e d low i r r i g a t i o n c h a r g e s o n a c c o u n t o f w a t e r be ing supp l i ed through 

p u b l i c c a n a l s . In a c o m p e t i t i v e m a r k e t , the p r i c e o f a p r o d u c t i s the c o s t of 

s u p p l y i n g t h e m a r g i n a l u n i t . The a l t e r n a t i v e t o w a t e r s u p p l y through canals is 

w a t e r pumped f r o m t u b e w e l I s . T h e r e a r e s t u d i e s t h a t document the marginal c o s t 

o f - w a t e r s u p p l i e d by t u b e w e l l s . T h e r e a r e a l s o s t u d i e s t h a t r epor t the market 

p r i c e o f tubewe l 1 w a t e r . The s u b s i d y on w a t e r c o u l d b e c a l c u l a t e d by comparing the 

p r i c e o f w a t e r c h a r g e d by g o v e r n m e n t w i t h e i t h e r t h e marg ina l c o s t o f tubewel 1 

w a t e r o r the m a r k e t p r i c e o f tubewe l I w a t e r . C a l c u l a t i n g t h e subs idy in t h i s 

way shows t h e enormous e x t e n t o f s u b s i d y on i r r i g a t i o n w a t e r . S ince we do not 

w i s h t o e r r on t h e h i g h s i d e , we have e s t i m a t e d t h e s u b s i d y on water as the 

d i f f e r e n c e b e t w e e n t h e o p e r a t i o n and m a i n t e n a n c e e x p e n d i t u r e incurred by the 

g o v e r n m e n t on p u b l i c c a n a l s and t h e i r r i g a t i o n r e c e i p t s , 

T a b l e V I I . 5 p r e s e n t s s u b s i d i e s on i r r i g a t i o n w a t e r . I t i s found that 

t h e sma l l s u r p l u s i n t h e y e a r s 1 9 7 2 / 7 3 and 1 9 7 3 / 7 4 s o o n turns i n t o d e f i c i t and 

i n c r e a s e s t o R s . 926 m i l l i o n f o r t h e y e a r 1 9 8 3 / 8 4 . 

T a b l e VI 1 . 5 

S u b s i d y on I r r i g a t i o n Water S u p p l i e d t h r o u g h C a n a l s 

( i n M i l l i o n Rupees) 
Y e a r s ' G r o s s I r r i g a t i o n 

R e c e i n t s 
E x p e n d i t u r e on O p e r a t i o n T Net I r r i g a t i o n 
M a i n t e n a n c e o f C a n a l s j Rece ipts ... 

1 9 7 2 - 7 3 3 0 8 . 5 2 7 1 . 0 37.5 
1 9 7 3 - 7 4 3 7 7 . 2 3 0 1 . 4 75 .8 
1 9 7 4 - 7 5 3 4 1 . 1 4 1 9 . 4 ( - > 7 8 . 3 
1 9 7 5 - 7 6 3 7 0 . 9 5 0 7 . 0 ( - } 1 3 6 . 1 
1 9 7 6 - 7 7 3 8 4 . 8 5 3 4 . 9 ( - ) 1 5 0 . 1 
1 9 7 7 - 7 8 4 9 7 , 3 6 1 8 . 0 ( - ) 1 2 0 . 7 
1 9 7 8 - 7 9 4 9 6 . 3 7 2 7 . 2 { - ) 2 3 0 . 9 
1 9 7 9 - 8 0 5 7 5 . 7 9 3 6 . 7 ( - J 3 6 1 . 0 
1980-81 6 3 5 . 9 1 1 5 2 . 4 ( - 1 5 1 6 . 5 
1 9 8 1 - 8 2 3 8 4 . 1 1 4 8 6 . 1 ( - ) 6 0 2 . 0 
1 9 8 2 - 8 3 9 7 4 . 1 1 6 6 9 . 0 ( - ) 6 9 4 . 9 
1 9 8 3 - 8 4 1 0 2 7 . 3 1 9 5 3 . 5 ( - ) 9 2 6 . 2 



The f a r m e r s i n P a k i s t a n g e t e l e c t r i c i t y a t a c o n c e s s i o n a l r a t e , 

Certain c o n c e s s i o n s a r e a l s o g i v e n t o f a r m e r s on i n s t a l l a t i o n and 

minimum use c h a r g e s . Data on t h e s e t y p e s o f c o n c e s s i o n s a r e n o t 

a v a i l a b l e . H o w e v e r , an e s t i m a t e 0 1 s u b s i d y on a c c o u n t o f a f a v o u r a b l e 

ra te .an be made. 

Table V I I . 6 p r e s e n t s the d a t a f o r t h e c o m p u t a t i o n o f s u b s i d y . 

The c o s t ^ o f s u p p l y i n g e l e c t r i c i t y t o t a r m e r s i s a l w a y s h i g h e r t h a n t h e 

average s a l e p r i c e o f e l e c t r i c i t y f o r a g r i c u l t u r e . The s u b s i d y on 

e l e c t r i c i t y goes up f r o m R s . 42 m i l l i o n i n 1 9 7 2 / 7 3 t o R s . ? 7 5 m i l l i o n 

in 1983 /84 . 

T a b l e V I I . 6 

Es t imated S u b s i d y on . E l e c t r i c i t y S u p p l y t o 
t h e Agr1 c u l tu"rai ' S e c t o r 

Years E l e c t r i c i t y C o s t p e r A v e r a g e S a l e S u b s i d y E s t i m a t e d 
Consumption K w h / P a i s a P r i c e f o r P e r Kwh S u b s i d y 
in t h e A c r i - A g r i c u l t u r e ( P a i s a s ) ( i n M i l l i o n 
c u l t u r a l P a i s a / K w h R u p e e s ) 
S e c t o r 
(M.Kwh,} 

1972-73 1170 1 3 . 5 9 9 . 9 6 3 . 6 3 42 

1973-74 1131 1 6 . 9 1 1 0 . 7 1 6 . 2 0 70 

1974-75 1531 2 3 , 1 4 1 1 . 9 9 1 1 . 1 5 171 

1975-76 1386 2 6 . 6 2 1 5 , 5 3 1 1 . 0 9 154 

1976-77 1400 2 9 . 9 5 1 5 . 7 1 1 4 . 2 4 109 

1977-78 1717 2 7 . 4 1 1 4 . 3 7 1 3 . 0 4 2 2 4 

1978-79 1666 2 8 . 2 3 2 0 . 4 2 7 . 8 1 130 

1979-80 2056 3 1 . 7 6 2 7 . 8 5 3 . 9 1 80 

1980-81 2125 3 3 . 2 6 3 1 . 1 6 2 . 1 0 45 

1981-32 2357 4 1 . 4 5 3 4 . 6 6 6 . 7 9 160 

1982-83 2546 4 5 . 5 2 3 6 . 0 1 9 . 5 1 242 
1983-84 2750 4 8 . 5 0 3 8 , 5 0 1 0 , 0 0 275 

Source : "Power System S t a t i s t i c s " E i g h t h I s s u e , P l a n n i n g D e p a r t m e n t . 
Power Wing, WAPDA, Nov . 1 9 8 3 . 



6 . NET FISCAL BURDEN ON FARMER-PRODUCERS. 

A c o n s o l i d a t e d p i c t u r e o f a g r i c u l t u r a l t a x e s and s u b s i d i e s g i v e n i n 

T a b l e V I I . 7 shows up a number o f i m p o r t a n t c o n c l u s i o n s w h i c h a r e b r i e f l y 

l i s t e d . F i r s t l y , an u n s a t i s f a c t o r y p e r f o r m a n c e r e g a r d i n g r e s o u r c e m o b i l i -

z a t i o n i s s h a r p l y b r o u g h t o u t as n e t t a x e s a r e p o s i t i v e f o r 1 9 7 2 / 7 3 , 1 9 7 3 / 7 4 

and 1 9 7 4 / 7 5 and n e g a t i v e f o r a l l the r e m a i n i n g y e a r s . I t s h o u l d , h o w e v e r , 

be p o i n t e d o u t t h a t c o n c e a l e d t a x a t i o n o f f a r m e r s has n o t b e e n i n c l u d e d in t 

c o m p u t a t i o n o f t h e n e t f i s c a l b u r d e n . On t h e o t h e r h a n d , i t s h o u l d a l s o 

be n o t e d t h a t we have g r e a t l y u n d e r - e s t i m a t e d t h e c o n c e a l e d s u b s i d i e s 

on c r e d i t and i r r i g a t i o n w a t e r . S e c o n d l y , t h e i n c i d e n t o f 

t a x e s f o rms a s m a l l p r o p o r t i o n o f g r o s s d o m e s t i c o u t p u t f r o m a g r i c u l t u r e . 

T h e r e i s a d e c l i n i n g t r e n d i n t h e t a x b u r d e n . I t i s c l e a r t h a t t h e a g r i c u l -

t u r a l s e c t o r has n o t c o n t r i b u t e d much t o t h e r e s o u r c e s r e q u i r e d f o r 

f i n a n c i n g d e v e l o p m e n t . T h i r d , t h e y i e l d f r o m t a x e s on c o m m o d i t i e s 

shows a l a r g e e l e m e n t o f i n s t a b i l i t y w h i l e t h e y i e l d f r o m d i r e c t t a x e s i s 

s t a b l e . F i n a l l y , open s u b s i d i e s on a g r i c u l t u r a l i n p u t s a r e b e i n g 

e l i m i n a t e d . H o w e v e r , c o n c e a l e d s u b s i d i e s on i n p u t s a r e i n c r e a s i n g w i t h 

t h e p a s s a g e o f t i m e . 
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CHAPTER V I I I 

P O L I T I C A L ECONOMY OF LAND T A X E S 

1. INTRODUCTION 

T a x a t i o n o f the a g r i c u l t u r a l s e c t o r i s a m a j o r instrument f o r 

m o b i l i z a t i o n o f t h e s u r p l u s t o f i n a n c e d e v e l o p m e n t p r o j e c t s w i th in the 

a g r i c u l t u r a l s e c t o r a n d / o r t h e r e s t o f t h e e c o n o m y . For many years the 

need f o r a h e a v i e r t a x a t i o n o f a g r i c u l t u r a l l a n d has formed part o f the 

c o n v e n t i o n a l w isdom a b o u t the ways t o e x t r a c t t h e a g r i c u l t u r a l 

surp lus and t o i n c r e a s e the tempo o f a g r i c u l t u r a l d e v e l o p m e n t in poor coun-

t r i e s . Land t a x e s have b o t h e q u i t y and e f f i c i e n c y p r o p e r t i e s t h a i 

g ladden t h e h e a r t s o f e c o n o m i s t s and v o c a l p o l i t i c i a n s be long ing to urban 

areas a l i k e . T a x e s on l a n d p r o m o t e e f f i c i e n c y i n t h e a l l o c a t i o n o f scarce 

r e s o u r c e s by c r e a t i n g i n c e n t i v e s f o r f a r m e r s t o i n c r e a s e t h e i r e f f o r t and 

reduce t h e i r c o n s u m p t i o n , e x p a n d i n g the amount o f a g r i c u l t u r a l produce 

a v a i l a b l e t o t h e n o n - a g r i c u l t u r a l s e c t o r s o f t h e e c o n o m y . A tax on land 

has an i m p o r t a n t . ^ d i s t r i b u t i v e f u n c t i o n b e c a u s e i t s i n c i d e n c e f a l l s 

s q u a r e l y on t h e l a n d l o r d and i s n e i t h e r s h i f t e d f o r w a r d to consumers nor 

backwards t o s u p p l i e r s o f a g r i c u l t u r a l i n p u t s , n o r d o e s i t in t roduce 

d i s t o r t i o n s in t h e a l l o c a t i o n o f p r o d u c t i v e r e s o u r c e s . 

The c o n v e n t i o n a l w isdom h a s , had a d i f f i c u l t time in 

becoming c o n v e n t i o n a l p r a c t i c e . The s h a r e o f l a n d t a x e s in t o t a l tax 

revenues i s g e n e r a l l y l o w i n d e v e l o p i n g c o u n t r i e s and i t s share has been 

d e c l i n i n g , In P a k i s t a n , t h e s h a r e o f l a n d t a x e s in t o t a l taxes has f a l l e n 

front 16 p e r c e n t i n 1960 t o 6 p e r c e n t in 1 9 7 0 , t o 2 p e r c e n t in 1975 and 
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f i n a l l y to j u s t .5 p e r c e n t i n 1 9 8 2 . As a s h a r e o f t o t a l a g r i c u l t u r a l 

incomes, land taxes h a v e shown a s i m i l a r downward t r e n d . The d e c l i n e 

stems in part from t h e f a c t that, r a t e s and a s s e s s m e n t s have n o t k e p t 

pace with the growth o f a g r i c u l t u r a l i n c o m e s , b u t i n some c a s e s t h e taxes 

on land are e i t h e r b e i n g a b o l i s h e d o r r e n d e r e d i n e f f e c t i v e by e x e m p t i o n s 

and a r c h a i c assessment p r o c e d u r e s . In I n d i a , some s t a t e s have s i m p l y 

e l iminated the land t a x . In P a k i s t a n , t h e l a n d t a x has r e c e n t l y b e e n 

s e r i o u s l y d i l u t e e by t h e e x e m p t i o n o f i r r i g a t e d l a n d h o l d i n g s b e l o w 1 2 . 5 

a c res and u n i r r i o a t e d h o l d i n g s b e l o w 25 a c r e s . 

The growing gap b e t w e e n t h e o r y and p r a c t i c e has i t s r o o t s i n the 

ba lance o f p o l i t i c a l f o r c e s t h a t d e t e r m i n e t a x p o l i c y in d e v e l o p i n g 

c o u n t r i e s . I t i s a x i o m a t i c t h a t i n t e r e s t g r o u p s w i l l a t t e m p t t o 

s h i f t the burden o f t a x a t i o n t o o t h e r s w h i l e r e a p i n g , t o t h e maximum 

e x t e n t p o s s i b l e , the b e n e f i t s o f g o v e r n m e n t e x p e n d i t u r e . S i n c e t h e 

a g r i c u l t u r a l s e c t o r i s t h e d o m i n a n t p o l i t i c a l f o r c e in many o f t h e 

p o o r e s t deve lop ing c o u n t r i e s , the e r o s i o n o f l a n d t a x e s in p a r t i c u l a r and 

taxes ori rural incomes i n g e n e r a l i s a l m o s t an i n e v i t a b l e o u t c o m e i n a 

world where v o t e r s and p o l i t i c a l l e a d e r s a c t on t h e b a s i s o f p e r s o n a l 

b e n e f i t - c o s t c a l c u l a t i o n , as e l o q u e n t l y a n a l y s e d by A n t h o n y Downs / 2 Q _ 7 . 

In c o u n t r i e s where rural i n t e r e s t g r o u p s p r e d o m i n a t e , the r e l e v a n t 

q u e s t i o n i s then how f a r can the a g r i c u l t u r e s e c t o r s h i f t t h e b u r d e n o f 

t a x a t i o n on t o o t h e r g r o u p s . 

The r e c e n t e x p e r i e n c e o f P a k i s t a n o f f e r s some i n t e r e s t i n g 

p e r s p e c t i v e s on the p o l i t i c a l e c o n o m y o f a g r i c u l t u r a l d e v e l o p m e n t 

because the b e n e f i t s o f g o v e r n m e n t d e v e l o p m e n t e x p e n d i t u r e s t o t h e 
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rural s e c t o r have u n d e r g o n e a d r a m a t i c c h a n g e i n the p a s t two decades . 

In the e a r l y 1 9 6 0 s y i e l d s began t o r i s e a s a r e s u l t o f t u b e w e l l - s u p p l i e d 

i r r i g a t i o n w a t e r and i n c r e a s e d f e r t i l i z e r a p p l i c a t i o n s , bo th h e a v i l y 

s u b s i d i z e d by g o v e r n m e n t , ln the s e c o n d h a l f o f t h e d e c a d e o f the 1960s , 

these new i n p u t s were j o i n e d by new s e e d v a r i e t i e s , w h o s e m u l t i p l i c a t i o n 

arid d i s t r i b u t i o n w e r e a l s o the r e s p o n s i b i l i t y o f g o v e r n m e n t . One would 

e x p e c t , t h e r e f o r e , t h a t , t h e f a r m e r s ' r e s i s t a n c e t o l a n d t a x e s o r o t h e r forms 

o f d i r e c t t a x e s w o u l d have w e a k e n e d . 

But t h e s h a r e o f t a x e s in P a k i s t a n ' s GNP ana the rural s e c t o r ' s 

share o f t h o s e t a x e s have shown no t e n d e n c y t o r i s e . One e x p l a n a t i o n f o r 

t h i s p h e n o m e n o n , a t l e a s t in the c a s e o f P a k i s t a n , s t e m s from another 

Oownsian p r i n c i p l e , namely t h a t i t i s t h e p e r c e i v e d b e n e f i t s and c o s t s 

which a r e r e l e v a n t t o v o t e r s i n d e c i d i n g how t h e y w i l l c a s t t h e i r b a l l o t s , 

From t h e p o i n t o f v i e w o f the r u r a l v o t e r , a t a x on h i s land i s d i r e c t and 

real w h i l e t h e b e n e f i t s a r e d i f f u s e , s o m e t i m e i n t a n g i b l e , and f r e q u e n t l y vary. 

If the p e r c e i v e d p r i v a t e r e t u r n s t o g o v e r n m e n t e x p e n d i t u r e s could be r a i s e d , 

i t f o l l o w s t h a t t h e t a x a t i o n o f l a n d m i g h t b e c o m e n o t o n l y p o l i t i c a l l y 

p a l a t a b l e b u t e v e n a c t i v e l y s o u g h t by f a r m e r s a s a mean o f r a i s i n g 

t h e i r i n c o m e . 

2 . THE SYSTEM OF LAND TAXES IN PAKISTAN 

The p r e s e n t l a n d t a x s y s t e m i n P a k i s t a n has i t s o r i g i n s in the 

B r i t i s h t a x s y s t e m i n t r o d u c e d t o t h e s u b c o n t i n e n t in t h e 18th and 

19th c e n t u r i e s . The B r i t i s h s y s t e m was b a s e d on t h e c l a s s i c economic 

p r i n c i p l e t h a t r e n t o r t h e n e t o u t p u t o f l a n d ( i . e . t h e d i f f e r e n c e 



between g r o s s output and c o s t s o f t h e v a r i a b l e i n p u t s ) i s an u n e a r n e d 

source o f income f o r l a n d l o r d s and car, b e t a x e d w i t h o u t any a d v e r s e 

e f f e c t on p r o d u c t i o n . O v e r the c e n t u r i e s , t h e B r i t i s h d e v e l o p e d an 

e l a b o r a t e a d m i n i s t r a t i v e m a c h i n e r y f o r a d m i n i s t e r i n g the l a n d t a x s y s t e m . 

Cadastral surveys w e r e p a i n s t a k i n g l y c o n d u c t e d t o m e a s u r e l a n d p r o d u c -

t i v i t y . Data on c r o p p r i c e s and c u l t i v a t i o n c o s t s w e r e c o m p i l e d f o r 

d i f f e r e n t g e o g r a p h i c a l s u b - u n i t s . The a s s e s s m e n t o f l a n d r e n t a l v a l u e s 

( g e n e r a l l y known in t h e s u b c o n t i n e n t a s s e t t l e m e n t ) was f i r s t made by t h e 

B r i t i s h in the second h a l f o f t h e 1 9 t h c e n t u r y and have b e e n p e r i o d i c a l l y 

r e v i s e d s i n c e than. A g e n e r a l r e a s s e s s m e n t , was c a r r i e d o u t i n t h e 1 9 2 0 s 

and 1930s and s p e c i a l r e a s s e s s m e n t s have s u b s e q u e n t l y b e e n p e r f o r m e d i n 

some d i s t r i c t s - E x c e p t f o r a f e w a g r i c u l t u r a l l y p o o r d i s t r i c t s i n t h e 

Baluch is tan p r a v l n c ® , N o r t h e r n a r e a s and s o m e o f t h e f o r m e r p r i n c e l y s t a t e 

V i r t u a l l y a l l a res t 1rLfJj&1f . tan h a v e b e e n s u r v e y e d a t l e a s t o n c e f o r 

land tax purposes , 

Two main sys tems o f l a n d t a x a s s e s s m e n t have e v o l v e d . The 

Punjab system 1s a p p l i c a b l e t o t h e p r o v i n c e s o f P u n j a b , N . W . F . P . , 

and roost o f B a l u c h i s t a n . F o r t h e p u r p o s e s o f a s s e s s m e n t , e a c h 

d i s t r i c t i s t r e a t e d s e p a r a t e l y . The d i s t r i c t i s f u r t h e r s u b - d i v i d e d 

in c l u s t e r s o f much s m a l l e r a r e a s f o r the p u r p o s e o f a s s e s s m e n t . In 

p r i n c i p l e , the a s s e s s m e n t a r e a - — o r P a t w a r c i r c l e , as i t i s commonly 

known — i s supposed t o b e r o u g h l y homogenous w i t h r e s p e c t t o t h e 

general a g r i c u l t u r a l c o n d i t i o n s , and an e q u i t a b l e a s s e s s m e n t r a t e i s f i x e d 

f o r a l l land l y i n g w i t h i n t h e a r e a . The f i e l d s w i t h i n t h e p a t w a r c i r c l e 

are measured and c l a s s i f i e d a c c o r d i n g t o s o i l t y p e . The t a x r a t e f o r 

each p l o t o f land i s t h e n g e a r e d t o t h e q u a l i t y o f t h e s o i l and 

expressed as a m u l t i p l e o f t h e a s s e s s m e n t r a t e f o r t h e ar<=a. The b a s i s 



o f the a s s e s s m e n t i s n e t p r o d u c e a c c r u i n g t o t h e l a n d o w n e r . The g r o s s 

value o f o u t p u t on e a c h f i e l d i s a s c e r t a i n e d by m u l t i p l y i n g the y i e l d 

per a c r e , a v e r a g e a c r e a g e u n d e r e a c h c r o p and the a v e r a g e p r i c e f o r each 

crop 1n t h e v i l l a g e m a r k e t . The n e t p r o d u c e ( r e n t a l v a l u e ) i s ob ta ined 

by d e d u c t i n g t h e s h a r e g o i n g t o t h e t e n a n t and c o s t s i n c u r r e d in 

c u l t i v a t i o n by t h e l a n d o w n e r f r o m t h e g r o s s v a l u e o f p r o d u c t i o n . 

The a s s e s s e d v a l u e s r emain f i x e d b e t w e e n t h e s e t t l e m e n t s t h a t are 

g e n e r a l l y made i n e a c h d i s t r i c t a t 4 0 y e a r i n t e r v a l s , i n the three d i s t r i c t s 

of L a h o r e , f a i s a l a b a d and S a h i w a l , t h e a s s e s s e d l a n d v a l u e s are reduced 

i f the p r i c e o f t h e main c r o p i n t h e d i s t r i c t f o r any y e a r i s lower than 

the p r i c e a t w h i c h t h e p h y s i c a l o u t p u t was v a l u e d d u r i n g t h e y e a r o f tax 

s e t t l e m e n t . I f t h e p r i c e i s h i g h e r , t h e a s s e s s e d v a l u e s remain a t the 

l e v e l f i x e d in t h e s e t t l e m e n t . 

The r a t e o f t a x i s f i x e d a t t h e t i m e o f t a x s e t t l e m e n t . This 

rate i s a p p l i e d t o t h e r e n t a l v a l u e o f c u l t i v a t e d l a n d and land l e f t 

u n c u l t i v a t e d d o e s n o t i n c u r any t a x l i a b i l i t y . 

In a r e a s o t h e r t h a n t h e o n e s c o v e r e d by t h e P u n j a b System, a 
i 

s l i g h t l y d i f f e r e n t method known a s the S i n d S y s t e m i s a p p l i e d f o r f i x i n g 

the a s s e s s e d l a n d v a l u e s . T h i s s y s t e m i s c l o s e r t o t h e R i c a r d i a n d o c t r i n e 

o f land t a x a t i o n . The t a x s e t t l e m e n t s a r e more f r e q u e n t as compared with 

the Pun jab S y s t e m . F o r c o t t o n , paddy and w h e a t t h e r a t e o f assessment 

per a c r e v a r i e s w i t h c r o p p r i c e s i n b o t h t h e r i s i n g and f a l l i n g 

phases o f p r i c e c h a n g e s . F o r o t h e r c r o p s , t h e a s s e s s m e n t s remain 

f i x e d f o r t h e p e r i o d b e t w e e n the two t a x s e t t l e m e n t s . In t h e o r y , the 

Sind System i s r e l a t i v e l y more i n c o m e e l a s t i c than t h e P u n j a b System. 
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An outcome o f t h e e f f o r t s by t h e B r i t i s h t o a s s e s s l a n d f o r 

t a x a t i o n has been a l e g a c y o f an e l a b o r a t e s y s t e m o f l a n d t a x a s s e s s m e n t 

and c o l l e c t i o n and m a i n t e n a n c e o f r e c o r d s o f l a n d r i g h t s . The a d m i n i s -

t r a t i v e advantages o f t h i s l e g a c y a r e o b v i o u s f o r s t r e n g t h e n i n g t h e l a n d 

tax system in P a k i s t a n . 

3 ; ANOMALIES IN THE LAND TAX SYSTEM 

The a d m i n i s t r a t i o n o f t h e l a n d t a x s y s t e m i n P a k i s t a n c o n t a i n s 

a number o f a n o m a l i e s , t h e f i r s t and m o s t i m p o r t a n t o f w h i c h i s t h e 

i n f r e q u e n t r e v i s i o n o f t h e a s s e s s m e n t r a t e . T h e r e has b e e n no g e n e r a l 

r e v i s i o n in land a s s e s s m e n t s s i n c e the 1 9 3 0 s a l t h o u g h i n some d i s t r i c t s 

changes in the a s s e s s m e n t r a t e s a r e made a n n u a l l y . In L a h o r e , 

F a i s a l a b a d , and S a h i w a l d i s t r i c t s i n t h e p r o v i n c e o f P u n j a b , a s s e s s m e n t 

va lues are reduced i f t h e p r i c e o f t h e main c r o p i n t h e d i s t r i c t d u r i n g 

the tax year i s l o w e r t h a n t h e p r i c e o f t h i s c r o p i n t h e y e a r o f t h e 

o r i g i n a l tax a s s e s s m e n t . T h i s p r o c e d u r e i s n o t s y m m e t r i c a l s h o w e v e r , 

and h igher crop p r i c e s d o n o t a f f e c t t h e a s s e s s m e n t r a t e . In S i n d , 

the tax a d m i n i s t r a t o r s h a v e a t t e m p t e d t o r e v i s e t a x a s s e s s m e n t s more f r e -

q u e n t l y by tak ing i n t o c o n s i d e r a t i o n t h e f l u c t u a t i o n s o v e r t i m e i n t h e 

p r i c e s o f the p r i n c i p a l c r o p s grown i n t h e i r p r o v i n c e . Such e f f o r t s h a v e 

proved d i f f i c u l t b e c a u s e l a n d o w n e r s t h e r e c o n s t i t u t e an e v e n more 

powerful p o l i t i c a l f o r c e than e l s e w h e r e i n P a k i s t a n . 

A second anomaly o f t h e s y s t e m i s t h a t the r a t e and t h e t a x b a s e 

are f i x e d a t the same t i m e . A v a r i a b l e t a x r a t e w o u l d b e o n e way t o 

compensate f o r annual f l u c t u a t i o n i n c r o p p r i c e s . N e v e r t h e l e s s , t h e 

B r i t i s h f i x e d a s t a t u t o r y t a x r a t e i n t h e o r i g i n a l l e g i s l a t i o n t h a t 

e s t a b l i s h e d the l a n d t a x s y s t e m and t h e t a x r a t e c a n n o t b e c h a n g e d 
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without amending t h i s l e g i s l a t i o n . P r i o r t o 1 8 7 1 , t h e r a t e o f taxat ion 

was f i x e d a t t w o - t h i r d s o f t h e a s s e s s e d r e n t a l v a l u e , and the Land 

Revenue A c t o f 1871 r e d u c e d t h i s r a t e t o 50 p e r c e n t . In the 1920s 

the tax r a t e was r e v i s e d a l o n g w i t h t h e a s s e s s e d e v a l u a t i o n s , and the rate 

was r e d u c e d f r o m 50 p e r c e n t t o ? 5 p e r c e n t . 

An a d d i t i o n a l anomaly in t h e p r o c e d u r e s f o r e s t a b l i s h i n g 

assessment r a t e s i s the l e g a l c e i l i n g on i n c r e a s e s i n the assessment 

rate f o r i n d i v i d u a l f a r m s i n the Patwar c i r c l e . The Land Revenue Act 

o f 1928 s t i p u l a t e d t h a t no a s s e s s m e n t c o u l d b e r e v i s e d upwards by more 

than t w o - t h i r d s f o r any s i n g l e p a r c e l o f l a n d o r by more than one quarter 

f o r the a s s e s s m e n t a r e a a s a w h o l e . T h i s l i m i t a t i o n wou ld not prove to 

be a s u b s t a n t i a l b a r r i e r i f t h e r e were more f r e q u e n t r e v i s i o n s in land 

a s s e s s m e n t s . But the t e n d e n c y t o r e v i s e l a n d a s s e s s m e n t s a t f o r t y year 

i n t e r v a l s and the s e c u l a r i n c r e a s e in a g r i c u l t u r a l p r i c e s v i r t u a l l y 

assure t h a t l and t a x e s w i l l n o t r i s e as f a s t as i n c r e a s e s in a g r i c u l t u r a l 

income i n P a k i s t a n . 

A n o t h e r anomaly i s t h e n a r r o w d e f i n i t i o n o f t h e n e t produce o f land 

used in e s t a b l i s h i n g the a s s e s s m e n t r a t e . No a t t e m p t i s made to inc lude 

the income g e n e r a t e d by l i v e s t o c k o r o t h e r o n " f a r m a c t i v i t i e s . Revenue 

from t h e s e a c t i v i t i e s e s c a p e s a l l t a x a t i o n b e c a u s e a g r i c u l t u r a l income i s 

exc luded f r o m payment o f income t a x e s . 

4 . EQUITY ASPECTS OF LAND TAXES 

I t i s g e n e r a l l y b e l i e v e d in P a k i s t a n t h a t l a n d t a x i s a r e g r e s s i v e 

and an i n e q u i t a b l e l e v y . I t i s a r g u e d t h a t s i n c e t a x s e t t l e m e n t s 

were done a t d i f f e r e n t t i m e s i n d i f f e r e n t a r e a s , i t i s l i k e l y that wide 

v a r i a t i o n s in e f f e c t i v e r a t e s p r e v a i l . The h o r i z o n t a l and ver t i ca l 
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i n e q u i t i e s in the land t a x a r e a s c r i b e d t o t h e o u t d a t e d a s s e s s e d l a n d v a l u e s . 

The o p p o s i t i o n t o i n c r e a s e s i n l a n d t a x e s has a r g u e d t h a t t h e d e s i g n 

and a d m i n i s t r a t i o n o f a p r o g r e s s i v e l a n d t a x i s a d i f f i c u l t t a s k and t h e 

present system i s i n e q u i t a b l e t h e r e f o r e t h e b u r d e n o f t h e l a n d t a x s h o u l d not. bo 

in c reased by ad hoc i n c r e a s e s i n r a t e s a n d / o r a s s e s s e d l a n d v a l u e s . 

In f a c t , the argument has o f t e n b e e n made t h a t s i n c e f l a g r a n t i n e q u i t i e s 

are t o l e r a t e d only when the t a x i s l i g h t , t h e r e i s a n e e d f o r l o w e r i n g 

the land tax r a t e s in P a k i s t a n . 

No empi r i ca l s t u d y on t h e i n c i d e n c e o f l a n d t a x e s has t e s t e d the 

hypothes i s o f t h i s tax b e i n g a r e g r e s s i v e o n e i n P a k i s t a n . The l a n d t a x 

system in Pakistan i s b a d l y i n n e e d o f r e f o r m i f i t i s t o p l a y any 

s i g n i f i c a n t r o l e in the g e n e r a t i o n o f g o v e r n m e n t r e v e n u e s . G i v e n t h e 

c o n f i g u r a t i o n o f p o l i t i c a l f o r c e s i n P a k i s t a n , o n e i m p o r t a n t c o n s i d e r a t i o n 

in any re form o f the land t a x s y s t e m w i l l be i t s i n c i d e n c e . G i v e n t h e 

anomalies d e s c r i b e d a b o v e , i t i s i m p o s s i b l e t o s a y on a p r i o r i b a s i s w h e t h e r the 

land tax system i s p r o g r e s s i v e , r e g r e s s i v e o r n e u t r a l . A d i r e c t t e s t 

o f the p r o g r e s s i v i t y o f P a k i s t a n ' s l a n d t a x s y s t e m c a n be made by e x a m i n i n g 

the share o f taxes in the i n d i v i d u a l i n c o m e f o r l a n d o w n e r s o f d i f f e r e n t 

income c l a s s e s . However, i n t h e a b s e n c e o f a p p r o p r i a t e h o u s e h o l d i n c o m e 

data f o r landowning f a m i l i e s , i t i s n e c e s s a r y t o u s e m o r e a g g r e g a t i v e 

data 0 To determine tax p r o g r e s s i v i t y , t h e s h a r e o f l a n d t a x e s i n e a c h 

d i s t r i c t ' s income has b e e n r e g r e s s e d a g a i n s t t h e p e r c a p i t a a g r i c u l t u r a l 

income of 37 d i s t r i c t s o f P a k i s t a n , , 
\ , • . V ' 

i • • * « • " • *. : • • .' • _ y ̂  \ 

The data needed f o r t h e a n a l y s i s a r e : ( 1 ) t a x c o l l e c t i o n s by 

d i s t r i c t s , ( 2 ) a g r i c u l t u r a l income by d i s t r i c t s , and ( 3 ) a g r i c u l t u r a l 

labour f o r c e by d i s t r i c t s . B e f o r e we p r e s e n t t h e r e s u l t , a b r i e f a c c o u n t 

o f the data sources arid t h e i r q u a l i t y i s g i v e n * 





e l a s t i c i t i e s o* r ; - , o r 1 - u i f . ' •it t ! - - a r t 

presented In the t a b l e . 

Equations 1 end 2 r e l a t e t o t h e 37 d i s t r i c t s o f P a k i s t a n , The 

c o e f f i c i e n t s a te h i g h l y s i g n i f i c a n t and p o s i t i v e , i'he v a l u e s o f t h e 

e l a s t i c i t y are h igher irr . - . \ V r i f h i g h l y p i x ^ r e s s i t / e as 

between d i s t r i c t s . The p r o p o r t i o n o f v a r i a n c e e x p l a i n e d i s a l s o q u i t e 

n i g h . 

We t e s t e d 3 y a i r i s t t h e p o s s i b i l i t y t h a t t h e p r j g r i s s i v i t y 

found in the land tax may be j u s t a s t a t i s t i c a l a r t i f a c t . A s c a t t e r 

diagram between the p e r c e n t a g e o f i n c o m e in t a x e s and d i s t r i c t p e r c a p i t a 

income d id not show any d i s t i n c t c l u s t e r s b e t w e e n h i g h and l o w i n c o m e 

d i s t r i c t s . N e v e r t h e l e s s , we d i v i d e d t h e d i s t r i c t s i n two c a t e g o r i e s 

those above o r below t h e mean d i s t r i c t p e r c a p i t a i n c o m e . 

A separate equat ion was e s t i m a t e d f o r e a c h c a t e g o r y o f d i s t r i c t s . The 

r e s u l t s are presented i n e q u a t i o n s 3 , 4 , 5 and 6 . The c o e f f i c i e n t s a r e 
* 

s i g n i f i c a n t and p o s i t i v e f o r e a c h t y p e o f d i s t r i c t . T h e e l a s t i c i t i e s 

are g r e a t e r than o n e . 

Separate e q u a t i o n s t o r d i s t r i c t ? b e l o n g i n g t o t h e S i n d and t h e P u n j a b 

Systemseff land t a x a t i o n w e r e e s t i m a t e d . The r e s u l t s a r e p r e s e n t e d i n 

e q u a t i o n s 1. 8 , 9 and 1 0 . The c o e f f i c i e n t s a r e p o s i t i v e and s i g n i f i c a n t 

f o r both systems. The P u n j a b S y s t e m i s r e l a t i v e l y more p r o g r e s s i v e than 

the Sind System. This i s i n c o n t r a d i c t i o n w i t h t h e o r e t i c a l 

e x p e c t a t i o n . This f i n d i n g may be e x p l a i n e d by the n a t u r e o f t h e a d m i n i s t r a t i o n 

o f land taxes as we l l as t o d i f f e r e n t p o l i t i c a l p o w e r s t r u c t u r e s i n t h e 

two r e g i o n s . The Sind S y s t e m may be a d m i n i s t e r e d i n a way t h a t l a r g e 

land-owners pay r e l a t i v e l y l o w e r t a x e s t h a n u n d e r t h e P u n j a b 

System. This probably e x p l a i n s t h e r e v e r s i o n t o t h e S i n d S y s t e m i n t h e 
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S l n d p r ^ ' l n r ? a f t e r the break -up o f one u n i t in West Pakis tan ir> 1968/69 . 

I n the new p r o v i n c i a l Assembly in S i n d , the Sindhi landowners cou ld and 

H 1 3 i s l a t e r e v e r s i o n t o II": ind S 

S . EFFICIENCY ASPECTS OF LAND TAXES 

Economists o f t e n s t r e s s the b e n e f i c i a l e f f e c t s o f i n c r e a s e d 

1 a n d t s x e s on a g r i c u l t u r a l output but the p o l i t i c i a n s g e n e r a l l y argue 

t h a t a d d i t i o n a l t a x a t i o n a d v e r s e l y a f f e c t s a g r i c u l t u r a l p r o d u c t i v i t y . 

T i m s s e c t i o n examines the e f f e c t s o f an incre&se i n -;he. burden o f land 

t a x , g iven the l e v e l o f government e x p e n d i t u r e b e n e f i t i n g the 

a g r i c u l t u r a l s e c t o r , on a g r i c u l t u r a l p r o d u c t i o n in P a k i s t a n , The c r o s s -

s e c t i o n data o f d i f f e r e n t d i s t r i c t s in Punjab f o r f o u r y e a r s are ana lysed . 

W e have r e g r e s s e d land tax per c u l t i v a t e d a c r e (X-j) and t h r e e a l t e r n a t i v e 

p r o x y v a r i a b l e s (X ? o r X^ o r X,,) f o r government e x p e n d i t u r e on the value 

o - f a g r i c u l t u r a l o u t p u t per c u l t i v a t e d a c r e . The data s o u r c e s f o r va lues 

o f a g r i c u l t u r a l o u t p u t , t a x e s and c u l t i v a t e d area were d e s c r i b e d in 

t h e p r e v i o u s s e c t i o n . No data are a v a i l a b l e f o r government e x p e n d i t u r e 

o r * a g r i c u l t u r e on a d i s t r i c t b a s i s . We have used t h r e e proxy v a r i a b l e s . 

T h e government has p r o v i d e d s u b s i d i z e d c r e d i t t o f a r m e r s t o buy f e r t i l i z e r 

• i n s t a l l t u b e w e l l s and purchase t r a c t o r s and o t h e r i tems o f a g r i c u l t u r a l 

m a c h i n e r y . I n s t i t u t i o n a l c r e d i t in each d i s t r i c t as a p r o p o r t i o n o f 

t o t a l i n s t i t u t i o n a l c r e d i t advanced to f a r m e r s in Punjab (X^) and 

I n s t i t u t i o n a l c r e d i t p e r a c r e in each d i s t r i c t ( X 3 ) a r e proxy v a r i a b l e s 

f o r - government e x p e n d i t u r e b e n e f i t t i n g t h e a g r i c u l t u r a l s e c t o r . The 

r e l a t i v e a c r e a g e under high y i e l d i n g c r o p v a r i e t i e s i s p o s i t i v e l y 

r e l a t e d t o government e x p e n d i t u r e on s u b s i d i z e d w a t e r , c r e d i t , f e r t i -

l i z e r a n d , p r o b a b l y , a g r i c u l t u r a l m a c h i n e r y . Acreage under h igh y i e l d i n g 

v a r i e t i e s o f wheat as a p e r c e n t o f t o t a l wheat a c r e a g e i n each 
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d i s t r i c t (X^) i s a proxy v a r i a b l e f o r government expenditure i r 

y e a r 1970/71 and 1 9 7 2 / 7 3 . 

Table V H I - 2 presents the regress ion r e s u l t s . The land 

v a r i a b l e i s p o s i t i v e l y and s i g n i f i c a n t l y r e l a t e d to the a g r i c u l 

output per acre for a l l four year in a l l e q u a t i o n s . Governmen 

e x p e n d i t u r e s on a g r i c u l t u r a l development are p o s i t i v e l y arid s i g 

c a n t l y c o r r e l a t e d w i t h the a g r i c u l t u r a l output per acre f o r e i g 

of ten equat ions . For the two equations the v a r i a b l e s are r e l a 

p o s i t i v e l y but the government expenditure v a r i a b l e i s s t a t i s t i c , 

i n s i g n i f i c a n t . I t i s thus Safe to conclude that upward r e v i s i o r 

t h e l e v e l of land tax would help to i n c r e a s e a g r i c u l t u r a l produ 

T h i s b e n e f i c i a 1 e f f e c t would be r e i n f o r c e d i f the revenue from i 

l a n d taxes i s spent on a g r i c u l t u r a l development v i a increased go 

e x p e n d i t u r e b e n e f i t t i n g the a g r i c u l t u r a l 1 s e c t o r . 

6 . POLITICS OF LAND TAXES 

The archa ic and i n f l e x i b l e land tax system i n P a k i s t a n c. 

traced to the p o l i t i c a l dominance of the landowning c l a s s who, a' 

as a matter of p r i n c i p l e , have r e s i s t e d any reforms i n the land 1 

system. More than 40 per cent of the v o t e r s in P a k i s t a n own a g r i 

t u r a l l a n d but t h e i r r e p r e s e n t a t i o n i n e l e c t i v e bodies has always 

more than proport ional to t h e i r numbers because of the i n f l u e n c e 

t h e y e x e r c i s e over tenants and l a n d l e s s a g r i c u l t u r a l l a b o u r . The 

p o l i t i c a l power of l a n d l o r d s was apparent iri the e a r l i e s t days of 
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w a s made up o f t h e r e p r e s e n t a t i v e s o f the major l and -owning c l i e n t s in each 

v i l l a g e . With the advent o f the B a s i c Democrac ies sys tem, t h e b a l a n c e 0 1 p o l i t -

power s h i f t e d in form but n o t in s u b s t a n c e . The cha irmanship o f the union conn 

e l l was g e n e r a l l y r o t a t e d among the l a r g e s t l a n d l o r d s w h i l e the membership 

was made up 0 f s m a l l e r l andowners . 

land owners n o t o n l y c o n t r o l l e d the a d m i n i s t r a t i o n o f the land tax 

system through the p o l i t i c a l p r o c e s s but they t h e m s e l v e s a r e f r e q u e n t l y 

the a d m i n i s t r a t o r s . At the l o w e s t l e v e l , t h e l o c a l o f f i c i a l r e s p o n s i b l e 

Tor the c o l l e c t i o n of the land tax i s the Namberdar who i s , i n a lmost 

every c a s e ^ h e l a n d l o r d owning the l a r g e s t amount o f land in the v i l l a g e . 

At h igher l e v e l s the tax o f f i c e r s a t t h e d i s t r i c t , d i v i s i o n a l , p r o v i n c i a l 

and f e d e r a l l e v e l s are c i v i l s e r v a n t s , the g r e a t m a j o r i t y o f whom have 

t i e s t o the landowning c l a s s e s * Because o f the h i s t o r i c i n e q u a l i t i e s 

in the e d u c a t i o n sys tem, the sons o f the l a n d l o r d s have had e a s i e r a c c e s s 

t o h igher e d u c a t i o n than sons o f o t h e r rura l c l a s s e s and were a b l e to 

e n t e r the c i v i l s e r v i c e more r e a d i l y than any o t h e r g r o u p . S i m i l a r l y , the 

m i l i t a r y , which a t t imes has been a dominant p o l i t i c a l f o r c e in P a k i s t a n , draws 

i t s o f f i c e r c o r p s mainly from the landed c l a s s e s . Even though Pakistan 

was endowed a t the time o f i t s c r e a t i o n wi th a c i v i l s e r v i c e in which 

rank was based on m e r i t and n o t s o c i a l b a c k g r o u n d , the f a c t t h a t so many 

government o f f i c e r s had d i r e c t f a m i l y t i e s to the landed c l a s s e s has made 

e f f e c t i v e r e f o r m and implementat ion o f land tax laws d i f f i c u l t t o a c h i e v e . 

The tendency on the p a r t o f a l o c a l tax o f f i c e r s t o min imize 

tax l i a b i l i t i e s on land can be seen from a r e c e n t c a s e s tudy o f the 

o p e r a t i o n ^d r u J tax system in Multan d i s t r i c t £ 10.7 . 
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s e t t l e m e n t o f f i c e r in 1956 u n d e r e s t i m a t e d the p r i c e s and 

y i e l d per The - e a . u r e m e n t o ' matured area in the c i r c l e was 

a c c u r a l : , The c o s t s o f c u l t i v a t i o n were u n d e r - e s t i m a t e d . The u n d e r -

e s t i m a t i o n of p r i c e s , cost- : a n d p h y s i c » o u t p u t c a n n o t be e x p l a i n e d 

because r e l i a b l e data on t h e s e a s p e c t s a re a v a i l a b l e f rom 

othe- ? ••••• >-.t igeru-.ies. i e y i e * data p u b l i s h e d by the government 

o r i c - : t e s with re. e n u e o ••> M s who are a l s o r e s p o n s i b l e f o r t h e 

s e t t l e m e n t o p e r a t i o n s . The extent, of u n d e r e s t i m a t i o n i s m a s s i v e . 

The g r o s s va lue o f c r o p o u t p u t in 1966 s e t t l e m e n t f o r the assessment 

c i r c l e was 12 m i l l i o n r u p e e s . An a l t e r n a t i v e e s t i m a t e based on more 

a c c u r a t e p r i c e and y i e l d data r a i s e s the v a l u e o f g r o s s o u t p u t t o 

Rs. 33 m i l l i o n . Net income i s s i m i l a r l y u n d e r e s t i m a t e d , The t h e o r e t i c a l 

uppe>* U m i t f o r land tax p e r matured a c r e was Rs , 14 ,16 in 1966 

s e t t l e m e n t . An a l t e r n a t i v e e s t i m a t e based on r e a l i s t i c f i g u r e s o f 

y i e l d s and p r i c e s would have y i e l d e d the tax o f R s , 3 1 . 0 9 p e r a c r e . 

The ra te per matured a c r e a c t u a l l y f i x e d in 1966 s e t t l e m e n t war o n l y 

Rs. 3 . 6 4 . T h i s is much l ower than the t h e o r e t i c a l l i m i t as c a l c u l a t e d 

by the s e t t l e m e n t o f f i c e r h i m s e l f . I n t e r e s t i n g l y enough , the a c t u a l 

assessment 1966 i s the same as in 1921. 

Two main f a c t o r s e x p l a i n the una^r -assessment o f the Urni 

t a x . The narrow and l e g a l i s t i c f a c t o r c o u l d have p r e s c r i b e d the 

l i m i t s beyond which the assessment on the c i r c l e ar.d v i l l a g e l e v e l 

cannot be i n c r e a s e d between two c o n s e c u t i v e s e t t l e m e n t s . This 

exp lanat i on i s no t r e l e v a n t t o the 1966 s e t t l e m e n t in Multan as the 

s e t t l e m e n t o f f i c e r d i d r.ot p r o p o s e any i n c r e a s e w the assessment 

o v e r 1921 l e v e l . T h i s e x p l a n a t i o n does n o t have much w e i g h t as a 



CHAPTER IX 

C O N C L U S I O N AND P O L I C Y I M P L I C A T I O N S 

The f o r e g o i n g a n a l y s i s p e r m i t s us t o p i n p o i n t s e v e r a l i n t e r e s t i n g 

and u s e f u l p o l i c y i m p l i c a t i o n s . T h e s e a r e b r i e f l y summarized b e l o w : -

1. A t e n d e n c y t o w a r d s a r e d u c t i o n i n i n c o m e i n e q u i t i e s during 

the 1960s — g e n e r a l l y h e r a l d e d i n P a k i s t a n as t h e Green R e v o l u t i o n 

p e r i o d — and an i n c r e a s e i n i n c o m e i n e q u i t i e s d u r i n g t h e 1970s i s 

c l e a r l y e v i d e n t . On t h e e t h e r h a n d , t h e i n c i d e n c e o f r u r a l poverty shows an 

i n c r e a s e i n t h e 1960s and a f a l l i n t h e 1 9 7 0 s . I n c r e a s e d wage employment, 

non- farm e m p l o y m e n t and l i v e s t o c k a r e a s s o c i a t e d w i t h a r e d u c t i o n in 

income i n e q u a l i t i e s . R e m i t t a n c e s f r o m o v e r s e a s m i g r a n t w o r k e r s have 

a l s o r e d u c e d t h e i n c i d e n c e o f r u r a l p o v e r t y b u t have a l s o p a r a d o x i c a l l y 

r e s u l t e d i n i n c r e a s e d i n c o m e i n e q u a l i t i e s . 

2. The b a r t e r t erms o f t h e a g r i c u l t u r a l s e c t o r h a v e shown an 

upward t r e n d o v e r the e n t i r e p e r i o d f r o m 1 9 5 1 / 5 2 t o 1 9 8 3 / 3 4 . However, 

t h i s t r e n d c o n c e a l s i n i t p e r i o d s o f c o n s i d e r a b l e d e c l i n e , c o n s i d e r a b l e 

i n c r e a s e and l a r g e f l u c t u a t i o n s i n t h e n e t b a r t e r t erms o f t r a d e . 

There was a d e c l i n i n g t r e n d i n t h e 1 9 5 0 s , a s h a r p upward t r e n d in the 1960s, 

l a r g e f l u c t u a t i o n s a r o u n d a r i s i n g t r e n d i n t h e 1 9 7 0 s and a d e c l i n i n g trend 

s i n c e 1 9 7 7 / 7 8 . 

3 . The e x t e n t o f i m p r o v e m e n t i n t h e p u r c h a s i n g p o w e r o f 

a g r i c u l t u r e as e v i d e n c e d by c h a n g e s i n i n c o m e t e r m s o f t r a d e and s i n g l e 



f a c t o r a l terms o f t r a d e s i n c e 1 9 5 3 / 5 6 i s l a r g e . F a r m e r s ' a b i l i t y t o 

pay taxes and t h e i r c a p a c i t y t o pay f o r modern i n p u t s has i m p r o v e d 

c o n s i d e r a b l y . T h i s f a c t s h o u l d be n o t e d i n d e b a t e s on r e d u c i n g 

farm s u b s i d i e s o r i n c r e a s i n g t h e tax b u r d e n on a g r i c u l t u r e . In an a b s o l u t e 

s e n s e , the t a x a b l e c a p a c i t y and t h e p u r c h a s i n g p o w e r o f t h e a g r i c u l t u r a l 

s e c t o r has c e r t a i n l y shown a c o n s i d e r a b l e i m p r o v e m e n t . H o w e v e r , t h e 

l i m i t a t i o n s o f any t e r m s o f t r a d e i n d e x may be n o t e d as i t can be 

argued that t h e p u r c h a s i n g p o w e r o f a g r i c u l t u r e may w o r s e n i n r e l a t i v e 

terms i f o t h e r s e c t o r s show a move r a p i d g r o w t h i n t h e i r o u t p u t 

o r p r o d u c t i v i t y . 

4 . Government p o l i c i e s on p r i c e s f o r c r o p s and i n p u t s h a v e 

been based on a number o f f a c t o r s . A mere g l a n c e o v e r t h e terms o f 

r e f e r e n c e o f t h e A g r i c u l t u r a l P r i c e s Commiss i on w o u l d show t h e v a r i e d 

nature o f c o n s i d e r a t i o n s g u i d i n g t h e p o l i c y m a t t e r i n t h i s a r e a o f 

p u b l i c p o l i c y . The n e e d t o p r o v i d e i n c e n t i v e s f o r a d o p t i o n o f i m p r o v e d 

t e c h n o l o g y , the n e e d t o e n s u r e e f f i c i e n t u s e o f r e s o u r c e s , t h e i m p a c t o f 

p r i c e s on d i f f e r e n t a g e n t s i n t h e e c o n o m y and t h e need t o t a k e i n t o 

account the changes i n t h e t e r m s o f t r a d e b e t w e e n c r o p s , b e t w e e n 

output p r i c e s and i n p u t p r i c e s and b e t w e e n g r o s s i n c o m e and i n p u t p r i c e s 

are some o f the b a s i c c o n s i d e r a t i o n s t o b e k e p t i n v i e w by t h e Commiss i on 

a t the time when i t e v o l v e s i t s r e c o m m e n d a t i o n s f o r a p p r o p r i a t e p r i c e s 

f o r d i f f e r e n t c o m m o d i t i e s . 

5. I t i s o b v i o u s t h a t t h e c o s t o f p r o d u c t i o n n e e d s t o b e c o v e r e d 

by the f i x e d p r i c e i f t h e f a r m e r i s t o be p r o v i d e d an i n c e n t i v e t o 

produce the c r o p . C u r r e n t d a t a on t h e c o s t s o f p r o d u c t i o n o f d i f f e r e n t 
¥ 

crops are too p a t c h y t o be o f much u s e f u l n e s s f o r p o l i c y p u r p o s e s . 
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I t would b e h e l p f u l t o be c l e a r about the c o s t c o n c e p t t o be a d a p t e d 

as a b a s i s f o r p r i c e d e t e r m i n a t i o n . * I t would a l s o be u s e f u l t o dec ide 

the l eve l o f a g g r e g a t i o n a t which c o s t s are t o be e s t i m a t e d . The i s s u e 

•it stake i s whether the a p p r o p r i a t e l e v e l f o r data e s t i m a t i o n i s the 

p r o v i n c e , c ountry o r a r e g i o n o f homogenous c r o p mix. 

In tha c a s e o f the p a r i t y a p p r o a c h , we have shown t h a t the gross - income 

input p r i c e s index shows a d e t e r i o r a t i o n in the e a r i y t o mid 1970s 

but has s u s t a i n e d a r a p i d r i s e s i n c e 1 9 7 8 / 7 9 , Government p o l i c i e s on 

p r i c e s o f i n p u t s and c rops h a v e , among o t h e r t h i n g s , b e e n based on the no t i on 

o f a f a i r r e turn t o f a r m e r s . Changes in i n p u t p r i c e s are o f t e n f o l l o w e d 

by adjustment in o u t p u t p r i c e s in the same d i r e c t i o n . An i n c r e a s e in the 

farmers ' income no ted by us e a r l i e r , i s a l s o e v i d e n t f rom the t rends 

in the g r o s s i n c o m e - i n p u t p r i c e s index p a r i t y . In view o f the 

shortage o f p u l s e s and o i l s e e d s i n the c o u n t r y , a c a s e can be made 

aga inst the p r e s e n t p o l i c y o f m a i n t a i n i n q a high g r o s s income p a r i t y in 

favour o f wheat v i s - a - v i s gram and o i l s e e d s . In genera l an a p p r o p r i a t e 

r e l a t i o n s h i p needs t o be mainta ined between c o s t s and p r i c e s o f and the 

income f r o m . d i f f e r e n t c r o p s i f s p e c i f i c t a r g e t s o f p r o d u c t i o n by crops 

are to be f u l f i l l e d . 

7. The impact o f p r i c e s on the c o m p o s i t i o n o f o u t p u t and on the 

t o ta l output, o f the a g r i c u l t u r a l s e c t o r i s p e r v a s i v e . The e m p i r i c a l 

ev idence t h a t the a c r e a g e s o f d i f f e r e n t c r o p s vary s y s t e m a t i c a l l y in 

response t o i n t e r c r o p p r i c e movements i s abundant and shows 

that c ropp i^n p a t t e r n s a r e a f u n c t i o n o f p r i c e s . The p r i C e 

e l a s t i c i t i e s f o r f o o d c r o p s are l o w e r than t h o s e fo t cash, c r o p s , but 

even in t h e i r c a s e s , a p o s i t i v e p r i c e r e s p o n s i v e n e s s i s i n d i c a t e d . 
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could expla-jn ĥe market supp ly o f f o o d g r a i n s . 

Although supply r e s p o n s e , e s p e c i a l l y a c r e a g e response 

i s a r e a s o n a b l y w e l l r e s e a r c h e d a r e a , no s t u d i e s r e l a t i n g 

aggregate farm o u t p u t t o terms o f t r a d e are a v a i l a b l e f o r P a k i s t a n . 

Some r e s e a r c h e r s have noted in passing t h a t they had t r i e d t o e s t a b l i s h 

a s t a t i s t i c a l r e l a t i o n s h i p between terms o f t r a d e and va lue added 

in a g r i c u l t u r e . The r e s u l t s were dismal a n d c o n t r a r y t o the a. p r i o r i 

e x p e c t a t i o n s and were n o t r e p o r t e d . We have e s t i m a t e d an a g g r e g a t e 

output response f u n c t i o n . The e s t i m a t e d r e s u l t s show a p o s i t i v e and 

s i g n i f i c a n t ( a t 15 p e r c e n t s i g n i f i c a n c e l e v e l ) r e l a t i o n between 

\ a g r i c u l t u r a l o u t p u t and l a g g e d terms o f t r a d e . The s h o r t - r u n p r i c e 

e l a s t i c i t y o f 0 . 1 8 was e s t i m a t e d . The s h i f t e r v a r i a b l e s , l i k e an 

index o f i r r i g a t i o n and the time t r e n d , w e r e a l s o found to be h i g h l y 

s i g n i f i c a n t . The p o l i c y i m p l i c a t i o n t h a t emerges f rom the 

ana lys i s c a l l s f o r a f a v o u r a b l e p r i c e env ironment f o r a g r i c u l t u r e 

and a t e chno logy p o l i c y aimed a t b o o s t i n g o u t o u t . In f a c t r i s i n g 

f a c t o r p r o d u c t i v i t y in a g r i c u l t u r e can l e a d t o i n c r e a s i n g p r o f i t a b i l i t y 

even when terms o f t r a d e do n o t r i s e very much. 

8 . The impact o f a g r i c u l t u r a l p r i c e p o l i c i e s , o n b o t h the o u t p u t 

and inout s ides*or i income d i s t r i b u t i o n has i n t e r e s t i n g and u s e f u l p o l i c y 

i m p l i c a t i o n s . That h igh farm p r i c e s b e n e f i t l a r g e p r o d u c e r s i s 

o b v i o u s . We have a l s o found some s u p p o r t f o r the n o t i o n t h a t h igh farm 

p r i c e s a l s o b e n e f i t small farmers and l a n d l e s s l a b o u r . The f a r m e r s ' c a p a c i t y 

\ 
t o h i r e l a b o u r a f u n c t i o n o f farm p r i c e s . B e n e f i t s f rom 

s u b s i d i z e d inputs tend t o a c c r u e in l a r g e measure t o l a r g e p r o d u c e r s . 
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c o m p o s i t i o n . I t w o u l d c o n t r i b u t e t o r e s o u r c e g e n e r a t i o n and would 

riot in ar.y m a j o r way w o r s e n t h e i n c o m e d i s t r i b u t i o n . Wnat i s 

required i s n o t l ow p r i c e s o f i n p u t s f o r s m a l l f a r m e r s b u t an 

equal and a s s u r e d a c c e s s t o t h e i n p u t s a n d s e r v i c e s f o r s m a l l farmers 

but an equal and a s s u r e d a c c e s s I f a c c e s s t o t h e I n p u t s and s e r v i c e s 

i s not a s s u r e d f o r t h e s m a l l f a r m e r s , t h e b e n e f i t s o f any t e c h n o l o g i c a l 

innovat i ons w o u l d a c c r u e m a i n l y t o t h e l a r g e f a r m s e c t o r . 

11. The n a t u r e o f g o v e r n m e n t f i n a n c i a l s u b s i d i e s t o 

a g r i c u l t u r e changed d u r i n g t h e d e c a d e o f t h e 1 9 7 0 s . The 

a g r i c u l t u r a l s e c t o r was t a x e d much more than i t was s u b s i d i z e d in the e a r l y 

part o f t h e 1 9 7 0 s . H o w e v e r , t h e n e t f i s c a l b u r d e n became n e g a t i v e 

as s u b s i d i e s o u t p a c e d t h e t a x r e v e n u e . D e s p i t e t h e s t a t e d 

government p o l i c y o f e l i m i n a t i n g o p e n s u b s i d i e s on f e r t i l i z e r and 

p e s t i c i d e s , t h i s s i t u a t i o n has r e m a i n e d s e r i o u s and w i l l c o n t i n u e u n l e s s 

unbudgeted s u b s i d i e s on w a t e r , c r e d i t and e l e c t r i c i t y a r e r e d u c e d d r a s t i c a l l y . 

12. We h a v e p r e s e n t e d some e v i d e n c e on t h e e c o n o m i c s u b s i d i e s o r 

taxa t i on i m p l i c i t , i n c o m m o d i t y t r a n s a c t i o n s due t o t h e d i v e r g e n c e between 

domestic and i n t e r n a t i o n a l p r i c e s f o r a f ew s e l e c t e d c r o p s , in the 

absence o f s i m i l a r c a l c u l a t i o n s f o r a l l c r o p s , t h e s i t u a t i o n f o r the 

e n t i r e s e c t o r c a n n o t be e s t a b l i s h e d . We h a v e n o t e d t h a t 

d i s t o r t i n g p r i c e s o f c o m m o d i t i e s has d e f i n i t e i m p l i c a t i o n s f o r the 

e f f i c i e n t a l l o c a t i o n o f r e s o u r c e s . The c o m p u t a t i o n o f e c o n o m i c 

s u b s i d i e s assume t h a t p r o d u c e r s and c o n s u m e r s do n o t c h a n g e t h e i r 

behaviour as a r e s u l t o f c h a n g e d o n c e s . In t h i s s e n s e , t h e computed 

magnitudes o f e c o n o m i c s u b s i d i e s o r t a x a t i o n may b e b i a s e d . 



13. The d i f f i c u l t i e s c u r r e n t l y b e i n g f a c e d w i t h r e s p e c t t o r e s o u r c e 

generat i on and the u r . a e s i r a b l e i m p a c t o f r e l y i n g on c o m m o d i t y t a x a t i o n 

as a s o u r c e o f government r e v e n u e has l e d us t o a p p r a i s e t h e p o t e n t i a l 

o f land taxes in P a k i s t a n . The d e t a i l e d a n a l y s i s o f t h i s t a x h i g h l i g h t s 

i n t e r e s t i r - g i m p l i c a t i o n s f o r pubi c p o l i c y . The e v i d e n c e t h a t t h e 

tax i s p r o g r e s s i v e i n i t s i n c i d e n c e and n ? s d e s i r a b l e p r o p e r t i e s w i t h 

r e s p e c t to a l l o c a t i o n o f r e s o u r c e s : h o u ' d b e k e p t i n v i e w . A m a c h i n e r y 

to c o l l e c t the tax f r o m m i l l i o n s o f f a r m e r s i s i n p l a c e and knows t h e 

rural scene very i n t i m a t e l y . The m a m s t u m b l i n g b l o c k , i n the e n h a n c e d 

t a x a t i o n f>osn t h i s s o u r c e , h a s b e e n the power o f t h e l a n d e d c l a s s * w h o have 

always succeeded i n b l o c k i n g any t a x r e orm p r o p o s a l s t h a t w o u l d h u r t 

them. We have shown a way t o l e s s e n t h e e f f e c t i v e n e s s o f t h e l a n d e d 

l o b b y . I t i s proposed t h a t t h e t a x r e v e n u e g e n e r a t e d f r o m l a n d t a x a t i o n 

be spent on p r o j e c t s b e n e f i t t i n g t h e a g r i c u l t u r a l s e c t o r o n l y . Once 

th i s p r a c t i c e takes h o l d , o p p o s i t i o n t o t h i s t a x s h o u l d v a n i s h . We 

a l s o recommend that the p r e s e n t s t r u c t u r e o f t h e t a x b e k e p t as s i m p l e 

as p o s s i b l e . To begin w i t h t h e l a n d a s s e s s m e n t s and r a t e s o f l a n d 

tax could be i n c r e a s e d on an ad h o c b a s i s t o a l e v e l t h a t g e n e r a t e s 

s i g n i f i c a n t , revenue. 
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