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Introduction to the Series 

The Pakistan Institute of Development Economies has compiled a 
series of Readings on various aspects of the development problems of Pakistan. 
These Readings consist of important studies relevant to the subjectmatter 
to which the different volumes in this series pertain. It is hoped that the 
studies presented in these volumes will go a long way to fill in the lacunae 
in the field of economic literature for Pakistan. 

All of the studies included in this volume were originally published in 
the Institute's quarterly journal, The Pakistan Development Revieiv. The 
Institute has now been in existence for over a decade and The Pakistan 
Development Review is in the tenth year of its publication. During this 
period, the Institute has made very significant contribution in various fields 
of applied economic research. The studies carried out at the Institute 
have been of immense value to the planners, researchers and academics. 
Most of these studies were published in one form or the other in The Pakistan 
Development Review which is widely recognized, both in Pakistan and 
abroad, as one of the outstanding journals in the field of Development 
Economics. 

In recent times we have been receiving suggestions from outside and 
have been increasingly becoming aware ourselves of the desirability of 
compiling in a number of volumes the significant contributions of the 
Institute in particular areas of research in development economics. We have 
come to recognize that this would be of significant use not only to those 
planners and researchers who would like to have important pieces of ana-
lyses in any particular area to be collected in a single volume, but also 
to the teachers and students at the advanced levels at the universities who 
have been handicapped in the teaching of courses in economics of Pakistan 
because of the lack of analytical and empirically oriented studies. It is in the 
hope of fulfilling these needs that we have embarked on. the project of com-
piling books of readings selected from the studies published by the Institute. 

It may be noted that we have confined ourselves to the studies actually 
undertaken by the members of the research staffat the Institute. The Pakistan 
Development Review regularly attracts contributions from eminent econo-
mists outside the Institute, both national and international. Many of these 
contributions are highly competent and relevant. But we have found it 
useful to confine ourselves to the studies carried out at the Institute because 
one of our purposes is to highlight the contribution of the Institute in 
specific areas of applied economic research. 

Nurul Islam 
Director 

Pakistan Institute of Development Economics 





Introduction 

Taufiq M. Khan 

The present volume, entitled the "Studies on National Income and 
Its distribution", is the fifth in the new series on Readings in Development 
Economics and consists of five selected articles written by the members of the 
staff of the Pakistan Institute of Development Economics. All of these 
articles have been previously published in the Institute's quarterly journal, 
The Pakistan Development Review. The studies included in this volume 
examine and analyse the functioning of the economy by measuring its 
gross national product and structural change over time and devote con-
siderable attention to the problems of income distribution among the various 
factors of production and especially the wage-earning classes. 

The various aspects of national income measurement and distribution 
covered in these articles are of vital importance for a developing country 
like Pakistan. During the past two decades, the country's economy has 
passed through two distinct stages of growth. The first decade from 1949/50 
to 1959/60 was marked by a stagnation in the economy and the per capita 
income stayed at more or less the same level throughout the period. The 
rate of growth in gross national product was the same as the rate of growth 
in population and, hence, the per capita income did not register any gain. 
In the second decade, 1959/60 to 1969/70, the gross national product rose by 
about 5.5 per cent per year and the per capita income by about 2.5 per cent 
per year. The benefits of the rising national income did not, however, 
reach the poorer sections of the society because of a development strategy 
which emphasised a redistribution of income in favour of the high-saver 
groups. 

During the 1950's, the prices of agricultural commodities were kept 
relatively low which discouraged higher investments in agricultural sector. 



The rate of growth in agriculture did not even keep pace with the growth of 
population, and the resulting gap in the availability of foodgrains had to be 
filled in by an increasing quantity of foodgrain imports. However, from 
the late 1950's onward, the terms of trade began to move in favour of 
agriculture which exercised a beneficial effect on agricultural incomes. In 
recent years, the introduction of new varieties of wheat and rice seeds, 
availability of more and better fertilizers, and increased supplies of water 
have resulted in improved crop yields which have stimulated the pace of 
growth in the economy. Instead of emphasizing industrialization at every 
cost, the development strategy became more balanced and attacked agri-
cultural development from the supply side. 

The first article by Taufiq Khan and A. Bergan presents the national 
and provincial income estimates for 1949/50 to 1963/64 and measures the 
structural change which took place in Pakistan's economy during this period. 
Their figures clearly indicate two distinct periods, namely, 1949/50 to 1959/60 
when the per capita income remained at more or less the same level, and the 
period 1959/60 to 1963/64 when the growth patterns seemed to have changed 
and the per capita income showed an appreciable increase year after year. 
The higher growth rate was achieved both in agricultural as well as non-
agricultural sectors. However, there were marked differences in the growth 
rates of agricultural and nonagricultural sectors. The latter grew at a rate 
which was twice as high as that of agriculture and as such the contribution of 
nonagricultural sectors to gross national product gained in relative weight 
year by year. The structural change in the economy is reflected by the fact 
that agriculture's contribution to GNP gradually decreased from 60 per ccnt 
in 1949/50 to 49 per cent in 1963/64. 

The authors have also estimated the provincial products of East and 
West Pakistan. Since the two provincial economics are distinctly different 
in composition and enviro timcnt^ tii c comparison of their gross products 
or per capita incomes is subject to all those well-known difficulties which 
are inherent in comparing two economies. The limitations of such com-
parison ^rc further increased by the paucity of data which may vary in accu-
racy from province to province, year to year, and sector to sector. Again, 
the purchasing power of rupee and the extent of exchange economy in the 
two provinces may be diiferent which may render a comprehensive com-
parison more difficult and less meaningful. Perhaps a better way to over-
come these difficulties is to compare the rates of growth in the two provinces 
over the period under study. During the first decade, 1949/50 to 1959/60, 
the gross provincial product of East Pakistan showed an increase of 1.4 per 
cent per year but since population was increasing at an annual rate of 2.4 
per cent, there was a decline in per capita income of 1 per cent per year. 
As a contrast, the gross provincial product of West Pakistan rose by 3.5 per 



cent per year and the per capita income by i . i per cent. The trends during 
1959/60 to 1964/65 show that the average rate of growth in East Pakistan 
was the same as in West Pakistan. Since East Pakistan had comparatively a 
lower rate of growth, this meant a higher acceleration in East than in West 
Pakistan. Because of the uneven rates of growth in the earlier decade, the 
disparity of income between the two provinces grew wider upto 1959/60 
and then remained constant over the period from 1959/60 to 1964/65. 

I11 the next article, Asbjorn Bergan has undertaken a study of personal 
income distribution in 1963/64. In spite of the fact that the study is con-
fined to one year only and that the data used for obtaining conclusions are 
weak, it throws some light on the distribution of personal income in Pakistan. 
The situation obtaining in the year under study may not be radically different 
from other years and as such it broadly indicates the existing patterns of 
distribution. It will, of course, be interesting to know the changes in income 
distribution as a result of economic development over a period of time. 

A few important conclusions of this study are summarized here as 
they shed some light 011 the composition of the economy. Of the total 
personal incomes, the share of rural areas was 81 per cent and that of the 
urban areas only 19 per cent. In East Pakistan, the urban share was one-
twelfth only compared to one-third in West Pakistan. The average rural 
per capita income was only two-thirds ofits urban counterpart. The average 
urban per capita income was more or less the same in East and West Pakistan 
but East Pakistan had 18 per cent lower per capita rural income than West 
Pakistan. 

Bergan has worked out the concentration ratios for rural and urban 
areas of the two provinces. The urban areas of East Pakistan show a greater 
incoUeilitv 111 iiicoinc distribution tlisn orbciii. ciiest of the other province. 
For the country as a whole, however, there is a greater inequality in urban 
areas than in rural areas. 

The article by Azizur Rahman Khan on the movement of real wages 
of industrial workers examines the trends in the average standard of living 
of workers by deriving an index of real wages. He also looks into the 
problem of "real cost of labour" from the employer's viewpoint for which 
he deflates tlie index of money-wage rates by the index of the price of the 
product of the industry concerned. The other related measures which he 
has obtained are the regional differences in wage rates and the relative position 
of the workers in the scale of income distribution. 

Unfortunately, the limitations of the existing data were of such a 
serious nature that Khan had to put in a great deal of effort in reconciling 



the various available scries all of which were deficient in coverage and 
accuracy. Many of the sudden and sharp changes in both directions in 
average wage rates were found to be due to the differences in coverage from 
year to year. The earlier censuses of manufacturing industries (CMIs) were 
grossly deficient in coverage and accuracy. It appears that the compilers of 
these data did not give much attention to the needs of the economic analyst 
and did not explicitly warn him of the limitations of the data. The earlier 
CMIs did not even show the percentage of the enterprises covered in each 
industry and one may, therefore, question the representativeness of these 
data for the industry as a whole. These were the years when industrialisa-
tion was just starting in the country and the omission of a few big firms ol-
factories from the coverage because of nonresponse could introduce a very 
substantial factor of error in the results. It is in this background that 
Khan's efforts to compilc data which may lead to worthwhile results assume 
considerable importance. 

The results obtained in. the study by a careful sifting of facts confirm 
the hypothesis that in a surplus labour economy real wages tend to stabilize 
around a subsistence level and the fluctuations remain confined more or less 
to adjustments with the movement in cost of living. The wage level of 
industrial labour in Pakistan is not disproportionately greater than the 
"average wage" in agricultural activities because of the availability of surplus 
rural labour which can be attracted to industries at a fairly low incentive 
differential. 

The article by Swadesh Bose is an exploration of the trends of real 
income of the poorer sections of the agricultural population of East Pakistan 
consisting mainly of the landless labourers. Here again the paucity of 
historical data of the requisite quality has played its part in curtailing the 
intended scope of the study. However, utilizing direct and indirect factual 
evidence, Bose has been able to show that real-income level of the poorest 
stratum of rural population of East Pakistan declined in the 1950's and did 
not rise significantly in the 1960's. The major causes contributing to the 
decline of real incomes of agricultural workers were a fall in the crop area 
per head of population mainly because of a rapid growth in population, 
adverse terms of trade for agriculture in the 1950's, and a lowering of 
nominal wages in some years of 1950's. 

In a surplus labour economy, the level of wages is likely to remain at 
a level which is just enough to provide means of subsistence to the wage 
earners. A further decline in the wages or incomes of the poorest section 
would affect this class most adversely. In fact, it will be difficult to survive 
at a wage which does not even provide the minimum physiological require-
ments of the working class. Bose is conscious of this apparent inconsistency 



in his results and the above hypothesis. He is, however, inclined to think 
that the subsistence level means the conventional minimum standard of 
living and not the minimum calories and the minimum clothing required 
for survival. As such, a temporary reduction in the level of consumption 
is possible. 

The last paper by Abdul Ghafur compares the purchasing power of 
industrial wages in East and West Pakistan. Using the official data for cost 
of living indices, Ghafur determined a bundle of binary and unique goods, 
i.e., goods common to the bundles of goods consumed in East andWest 
Pakistan and commodities not common to both the bundles, and evaluated 
the binary commodities at the prices obtaining in East and West Pakistan 
separately. Since the weights ofbinary commodities in the bundles of goods 
constituted a high percentage, the comparison led to meaningful results. 



Measurement of Structural Change 
in the Pakistan Economy: A Review 
of the National-Income Estimates 
1949/50 to 1963/64 

Taufiq M. Khan and Asbjorn Bergan 

This chapter originally appeared as an article in the Summer-1966 
issue of The Pakistan Development Review and is the result of research carried 
out in 1966 when the authors were Research Director and Research Advisor 
respectively, at the Pakistan Institute of Development Economic, Karachi. 

Dr. Khan is at present Joint Director of the Institute and is on sabbatical 
leave at Tokyo and Dr. Bergan is now Director of the Price Directorate, 
Government of Norway. 
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The relative East-West disparity in per capita personal income turns 
out to be as follows: 

Rural 
areas 

Urban 
areas 

Combined 
rural & 
urban 

G N P per 
capita 

1963/64* 

East Pakistan in percentage of West Pakistan 82 

...per cent ) 

99 7 8 78 

• A t 1959/60 factor cost. 

It may be noticed that the overall disparity between the provincial per 
capita income is much higher than any of the partial disparities shown in our 
figures. There is almost no disparity between urban East and urban West, 
and for the rural areas separately, the per capita income in East is 18 per cent 
below that of West Pakistan but when we combine the rural and the urban 
areas, the overall disparity rises to 22 per cent. The higher overall disparity 
is a result of the rural areas' much larger share of the provincial income in 
East than in West Pakistan and the much higher per capita income in the 
urban than in the rural areas in both provinces. 

The rural-urban disparity in personal income per capita, according to 
the estimates, works out as below: 

East Pakistan West Pakistan All Pakistan 

Rural per capita income as % of urban 60 72 65 

The rural-urban disparity in factor income per capita would be higher, 
because gross profit of corporations, which is included in GNP but not in the 
personal income, except for dividends, accrues primarily to the urban areas. 
Interest on national debt, which is included in private income (personal and 
corporate), but not in GNP, may have some offsetting effect. 

Keith B. Griffin has, in his article [3, Pp. 606-608 and p. 628], related 
gross value added in agriculture to the rural population and called it rural 
income per capita, which then came to only 16 per cent of urban per 
capita income. He, thus, assumes that either no income accrues to rural 
population for their activities in nonagricultural sectors or that the rural 
population does not take any part in those activities12. This is incorrect. 
In fact, nonagricultural sectors, e.g., transport, trade, small-scale industry 
and others, contribute substantially to the income of rural population. 

12Griffin has mentioned cottage industry as the only sector that has been omitted. 
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The table also shows that a much higher degree of inequality exists in 
the turban areas than in the combined rural and urban areas. The inequality 
is higher in urban East than in urban West Pakistan. Out of the total urban 
personal income in the country, only one-fifth goes to the lowest half of the 
households, whereas the top 5 per cent get more than one-fourth. 

When making comparisons of this kind between urban and rural 
areas, or between the two provinces, one should keep in mind the regional 
differences in average income per household. Thus, even though the 
bottom half of the urban households get only 21 per cent of the urban 
personal income, whereas the bottom half of the rural households get 26 
per cent of the rural income, the former are, on the average, better off than 
the latter. Similarly, with the same relative share of the provincial total, 
the bottom half is on a lower level in East than in West Pakistan. 

One implication of regional differentials in average income is that 
when combining two (or all the four) areas, the income distribution in the 
combined area may be more unequal or less unequal than the distribution 
within any of the two (or four) areas. 

Figures 1, 2 and 3 are graphical illustrations, in terms of Lorenz 
curves, of the income distribution shown in Table VIII. The cumulated 
household frequencies are measured along the X-axis and the corresponding 
cumulated, income shares along the Y-axis. 

By definition, we have got perfect equality if every income-receiving 
unit gets the same income. In this extreme case, the Lorenz curve will be a 
straight line coinciding with the diagonal. If there is any inequality, then 
the curve must, at least from a certain point, lie below the diagonal. Parts 
of the curve may still be straight lines, which would illustrate equal distri-
bution within the corresponding ranges. 

Our notion of inequality can be rationalized in a simple way by 
defining the degree of inequality as the area between the curve and the 
diagonal divided by the whole area below the diagonal, the so-called 
concentration ratio or Gini coefficient. This ratio is to be regarded as an 
index of inequality shown in the curve and in the relevant columns of Table 
VIII. 
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tion and the distribution of their personal income. To phrase it differently, 
her study is concerned with the shape of those parts of the urban curves in 
Figures i, 2 and 3 which, measured horizontally, run from 95 to 100, and 
her concentration ratios, etc., relate only to those parts. Relating her cover-
age to the combined rural-urban, the range she is concerned with goes from 
99 to 100 only. Any conceivable distribution within the range 95 to 100 
(cum 99 to 100) would be compatible with any conceivable distribution 
within the range 0-95 (0-99). Therefore, a comparison of her findings with 
those of the present study, which is concerned with the range 0-100, would 
be meaningless and misleading. So also is any comparison between her 
results and income distribution in other countries if the latter cover much 
more than the upper 5 per cent of the urban population, whatever reserva-
tions one makes. 

G. M. Farooq's mon6graph [2] contains figures on distribution of 
families in Karachi city by family income in 1959. Assuming that the 
income-receiving unit " family" roughly corresponds to the household 
unit as defined in the Quarterly Survey, the income distribution pattern in 
Karachi, according to Farooq's findings, is not in conflict with the results of 
the present study. But that is all we can say about it. As he has pointed 
out in his paper, high income families have probably been missed out, so 
that the results with regard to inequality as well as to the median income 
per family are most likely too low. 

Considerably more attention should be drawn to a comparison of the 
present study with studies of the same kind in other countries, preferably 
countries with similar economic and social structures. 

A study undertaken by Ojha and Bhatt on the personal income 
distribution in India for the years 1953-57 was based on a household survey 
similar to the Quarterly Survey, but supplemented by a variety of other 
sources [10 ; 1 1 ] . The personal income concept in the Ojha-Bhatt 
study was supposedly almost identical with that used in the present study, 
except that it may be net of depreciation. The Ojha-Bhatt study ended 
up with a much more equal income distribution for the rural as well as for 
the urban households in India compared to our findings for Pakistan. In 
terms of concentration ratios, their results were 0.31, 0.40 and 0.34 for rural, 
urban and All-India, respectively, compared to our 0.36, 0.45 and 0.38 for 
Pakistan. 

The method used by Ojha and Bhatt for estimation of income has, 
however, been subject to criticism [9]. Contrary to the Surveys used in the 
present study, the Indian household survey did not provide income figures 
explicitly. Ojha and Bhatt have assumed that the household expenditures 
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A substantial part of the unspecified "other sources", which count 
for more than one-fifth of the total income for the country as a whole, 
should most likely have been allocated to the other four sources. Recalling 
the discussion in Section II about the various income components, we 
suppose that, e.g., "regular contributions from sons and daughters staying 
elsewhere" to a large extent consist of wages and salaries which did not 
show up as such in the survey. These regular contributions may partly 
explain the high figures for "other sources" in the rural areas compared to 
the urban. In addition, we suppose that in case there has been some doubt 
whether an income should be regarded as wages or self-employment 
income or something else, it has wrongly been put into "other sources". 
Transfers from the government should probably have been the main item 
left under "other sources", if the allocation were done correctly. 

The wage component, as shown in Table X I , may, for these reasons, 
have been grossly understated. But even with a proper adjustment, the 
wage component would still have been low compared to the wage com-
ponent in more industrialized countries, and perhaps still almost three times 
as high in the urban as in the rural areas. A comparison of the wage com-
ponents in Pakistan with those in a number of other countries appears in 
Appendix Table A- 17 . 

Appendix Tables A - 1 0 to A- 16 show the personal income by source 
for each income group, separately for each area. As should be expected, 
the wage component is relatively much larger in the lowest income groups 
than in the middle and high groups, particularly in the rural areas. 

IX. SAVINGS 

Personal saving is by definition disposable (i.e., post-tax) personal 
income less consumption expenditures. The gross personal-income figure 
in the present paper is not disposable income, but personal income before 
taxes. The household expenditures as they appear in the Quarterly-Survey 
schedules include direct taxes (they are included in miscellaneous expen-
ditures). So, if we deduct from our personal-income estimates the house-
hold expenditures, and add "gifts and assistance" which were excluded 
from the income (see Section VI), we should get gross personal savings17. 

Expressed in savings rates the amount of savings should be related to 
disposable income and not to personal pre-tax income. Since the inform-
ation available does not allow that, the savings rates we have worked out 
relate to income before taxes18. If related to disposable income, the rates 
would have been a little higher. 

17Net of taxes, but gross of depreciation, if any. 
I81ncluding gifts and assistance. 







Bergan: Personal Income and Savings iti Pakistan 79 

However, even if urban savings have been grossly understated in our 
calculations, the rural areas would still appear to have contributed at least 
three-fourths of the total private savings in the country. East Pakistan with 
its much lower total income has, according to these figures, saved at least as 
much as West Pakistan in absolute amount and more than West in terms of 
savings rates. 

The most striking feature, which calls for further examination, is 
the high savings rate in the poorest of all the four areas, namely rural East 
Pakistan. One possible explanation is that 1962/63 was a bad crop year 
and also a year of natural disaster, whereas 1963/64 was a very good crop 
year, which enabled the farmers to build up again inventories, livestocks, 
wells, implements, etc19. In other words, their savings may have been 
extraordinary high in 1963/64 in order to meet reinvestments which were 
badly needed for their future subsistence. This possible explanation under-
lines the warning that the results for one year cannot be applied to other 
years. 

A proper study on private savings should, of course, include an analysis 
of savings rate by income groups, and other important details. The 
Quarterly-Survey data could have been arranged in such a way that savings 
could be estimated separately for each income group, but it would have 
required time and resources beyond the limit we had to set for the present 
study. 

By adding government savings to gross private savings in the country 
we get total gross domestic savings. This total related to the GNP at market 
price (GNP at factor cost plus indirect taxes net of subsidies) would show 
the overall gross domestic savings rate for the country. Because of the 
unexplained balance in the reconciliation account shown in Section IV, 
the personal-income estimate must be raised by 2.7 per cent and the personal-
savings figures be increased correspondingly before we add up the total 
savings and relate it to GNP. An examination of government savings and, 
thus, also of total savings is beyond the scope of the present paper20. If we, 
for illustration, adopt the Planning Commission estimate of government 
savings for 1964/65, 1.7 per cent of GNP at market price, and also the ratio 
of G N P at market price to GNP at factor cost for 1964/65 implicit in the 
Planning Commission figures [14, Pp. 62 and 64], and apply these ratios 
to 1963/64, our estimate of the overall gross domestic savings rate would be 
12.5 per cent of GNP at market price, compared to the Planning Commis-
sion's estimate of 10.3 per cent. 

19This point was made by Dr. T. M. Khan. 
20Government saving in Pakistan is not an unambiguous concept, because the definition depends 

on the distinction between current (noninvestment) and investment development expenditures. 
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T A B L E A-9 

A L L P A K I S T A N R U R A L A N D U R B A N A R E A S C O M B I N E D 

P E R S O N A L - I N C O M E D I S T R I B U T I O N , 1963/64 

Monthly income 
per household 

in rupees 

Number of 
households by 

income size 

Share of income Shares of ordinal groups 

Percent-
age 

Cumulat-
ed per-
centage 

Percentage Cumulated 
percentage Households Income 

Below 50 6.9 6.9 1.4 1.4 Bottom 5 % get 1 . 0 % 

50 upto 100 27.5 34-4 12.6 14.0 Bottom 1 0 % get 2 . 5 % 

100—150 24.6 59-0 18.2 32.2 Bottom 2 0 % get <5-5% 

150—200 16.5 75-5 17 . 1 49-3 Bottom 3 0 % get " • 5 % 

200—250 9-2 84.7 12.4 61.7 Bottom 4 0 % get 1 7 - 5 % 

250—300 5.6 90.3 9.1 70.8 Bottom 50% get 24.5% 

300—400 4.9 95-3 10.0 80.8 Bottom 60% get 33.0% 

400—500 1.9 97.2 5-3 86.1 Bottom 7 0 % get 4 2 . 5 % 

500—700 1-7 98.9 5-9 92.0 Bottom 80% get 55-0% 

700—900 0.5 99-4 2.5 94-5 Bottom 90% get 70.0% 

900 and above 0.6a 100.0 5.5* 100.0 Bottom 

Bottom 

9 5 % get 

100% get 

80.0% 

100.0% 
Totals 100.0 100.0 

Concentration r a t i o = 0 . 3 8 1 3 

R s . 326 crores 

Rs. 3,912 crores 

20,660 

Rs. 165 

Rs.1980 

5.5 persons. 

Rs. 42,85 . 

Rs. 357 

<>0.9 of which has been added on the basis of income-tax data. 

610.0 of which has been added on the basis of income-tax data. 

Total personal income per month 

Total personal income per year 

Total number of households in thousands 

Average income per household per month 

Average income per household yer year 

Average number of persons per household 

Average income per capita per month 

Average income per capita per year 
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T A B L E A - i o 

E A S T P A K I S T A N R U R A L A R E A S , 1963/64 

D I S T R I B U T I O N O P P E R S O N A L I N C O M E B Y S O U R C E 

97 

Wages 
and 

salaries 

Self-employment in 
Rent, 

interest, 
dividends 

other 
sources Monthly income per 

household in rupees 

Wages 
and 

salaries agri-
culture 

nonagri-
culture 

Rent, 
interest, 

dividends 

other 
sources Total 

(... ) 

Below 50 42.9 14.8 1 1 .6 7.4 23.3 100 

50—100 42.7 25-9 8.6 7.4 15.4 100 

100—150 23.x 39-8 11.5 6.1 19-5 roo 

150—200 12.9 47.7 7.9 5-9 25.6 100 

300—250 7.3 49.6 9-2 5 4 28.5 100 

250—300 4.9 52-3 9-3 5-7 27.9 100 

300—400 6.8 53-2 6.6 5-5 27.9 100 

400—500 5-6 51.6 10.5 4.1 28.2 100 

500—700 6.4 55-0 5.6 5-2 27.8 100 

700—900 13.2 63.3 3-3 0.0 20.2 100 

Above 900 6.6 5 3 4 4.5 2.2 3 3 3 100 

All groups 18.2 43-3 9-0 5-9 23.6 100 
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T A B L E A - i 2 

W E S T P A K I S T A N R U R A L A R E A S , 1963/64 

D I S T R I B U T I O N O F P E R S O N A L I N C O M E B Y S O U R C E 

Wages 
and 
salaries 

. Self-employment in 
Rent, 

interest, 
dividends 

other 
sources Monthly income per 

household in rupees 

Wages 
and 
salaries agri-

culture 
nonagri-
culture 

Rent, 
interest, 

dividends 

other 
sources Total 

( npr cent . . . ) 

Below 50 36.7 18.1 13-6 7.7 23.9 100 

50—100 35-3 25.4 13-0 S-T 21.2 100 

100—150 24.5 38.6 10.5 3-5 22.9 100 

1050—200 17.7 48.8 7-8 4-5 21.2 100 

200—250 11.0 54-5 5.2 4.2 25.x 100 

250—300 11 .4 56.9 3-9 3-2 24.6 100 

300—400 8.j 57-8 6.0 3.1 24.8 xoo 

400—500 4-3 58.7 6.4 4.9 25.7 100 

500—700 8.6 56.1 4-8 5-2 25.3 100 

700—900 10.0 43-7 5.1 13.0 28.2 100 

Above 900 4.2 53-1 0.0 22.6 20.1 xoo 

All groups 15.1 49.2 6.9 4-9 23.9 100 
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What has been Happening to 
Real Wages in Pakistan? 

Azizur Rahman Khan 

INTRODUCTION 

It seems unnecessary to prepare an elaborate case emphasizing the 
need for some knowledge about the movement of real wages. Such 
knowledge would help confirm our ideas about the supply of labour and its 
abundance or scarcity, shed light on the mechanism of transfer of labour 
from the traditional sector to the modern sector by highlighting the incentive 
differential between wages in these two sectors and its change over time, and 
provide insight into the question of the distribution of incremental income. 

In view of the obvious importance of the subject, it seems unfor-
tunate that practically no enthusiasm has been shown by researchers in 
estimating the course of this variable in Pakistan. Certainly, part of the 
explanation lies in the inadequacy of statistical information. Over the vast 
agricultural sector, wage labour is not the dominant mode of production. 
Whatever wage-labour relations exist there and in the services sectors are 
not systematically reported by the data-collecting machinery in the country. 
Inevitably, one is, therefore, limited to the examination of the wage move-
ment in the manufacturing industries only. 

In this note we do not aim at a comprehensive analysis of the 
movement in real wages. Our aim is the more modest one of a) deriving 
indices of real wages in manufacturing industries in each of the two regions 
of Pakistan after a reasonably careful examination of the different sources of 
data, and b) obtaining certain related measurements, such as the regional 
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V. SOME QUALIFICATIONS 

Insofar as our concern is with the average welfare of the working 
class as a whole, we should compare the standard of living of an average 
worker today with that of an average worker in some base period (while 
allowing the average worker to change between the periods with respect to 
skill, age, sex, etc.) and not the standard of living of a worker of given skill, 
age, sex, etc., today as compared to that in some base period. For the 
purpose of measuring the change in the average wellbeing of the workers, 
it is just as important to know how workers have been moving between 
jobs of varying rates of skill and income as to know how specific rates have 
been changing. To illustrate, if nothing happens to the specific rates while 
all workers move to better-paid jobs due to increase in their skills, then it is 
right to say that the workers' standard of living has increased. 

If the above statement is correct then the only adjustment we have to 
make in our estimates is for changes in the number of hours worked per 
labourer. If, however, we are interested in measuring the wellbeing of a 
worker of given skill, age, sex, etc., then our estimates have also to be adjust-
ed for changes in skill, age, sex, etc., composition of the labour force. 

We may actually go one step further and argue that in a country 
like Pakistan it is the average earning per worker (irrespective of the number 
of hours worked per labourer) which is the relevant indicator of workers' 
welfare. In other words, it is our measure which is the ideal indicator of 
workers' standard of living. This claim is based on the reasoning that the 
marginal utility of leisure at the relevant level of employment and income 
is probably negligible so that the workers would still be better off (worse 
of f) if wage per hour declines (increases) but wage per worker increases 
(declines) due to an increase (decrease) in the number of hours worked per 
labourer. 

In the following, we comment on the possible effects of the disturbing 
factors while maintaining that if our argument above is broadly right, our 
index needs not be adjusted for any of these factors to measure workers' 
"welfare" or real standard of living. 

a) Skill Composition of Labour Force: With all the specific wage rates 
unchanged, the overall rate would change if the skill composition of the 
labour force changes. There are broadly two types of such change: first, 
change in the share of more skill-requiring industries in total employment 
and second, change in the proportion of skill-requiring jobs within individual 
industries. 
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while in East Pakistan there are fewer landless wage-earning labourers. 
Thus, the choice before a rural labourer in East is frequently not one between 
job in a rural area and a job in an urban area. It often involves giving up 
the status of a farmer partly owning his land and this has to be adequately 
compensated for. 
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T A B L E A-2 

C M I D A T A O N W A G E S A N D E M P L O Y M E N T O F P R O D U C T I O N 
W O R K E R S I N W E S T P A K I S T A N 

Year Employment Wages Money wage rat< 

(numbers) (thousand rupees) (rupees) 

All Industries 

1954 1,26,457 1,24,044(1) 980.9(966.2) 

1955 1,85,185 1,65,865(1) 895-7(882.3) 

1957 2,07,911 2,02,870(3) 975-8 

1958 2,34,568 2,29,936(2) 980.3(1,019.5) 

1959/60 2,65,828 2,84,610(3) 1,070.7 

1962/63 2,97,206 3,07,747(3) 1,035.5 

1963/64 2,86,118 3,17.369(3) 1,109.2 

Text i les 

1954 69,741 68,236(1) 978.4(963-7) 

1955 99,525 93,949(i) 944.0(929.8) 

1957 1.H.343 1,06,651(3) 957-9 

1958 1,30,696 1,21,762(2) 931.6(968.9) 

1959/60 1,42,872 1,46,055(3) 1,022.3 

1962/63 1,51,754 1,58,070(3) 1,041.6 

Notes: (1) Includes noncash benefits which are 1.7 per cent vide 1957 C M I and 1.2 per cent vide 1962/63 
CMI. We make a 1.5-per-cent downward adjustment. 

(2) Cash benefits are excluded; these are 7 per cent in 1959/60 and 4 per cent in 1962/63. We make 
a 4-per-cent upward adjustment. 

(3) Includes wages, dearness allowance and cash benefits which is our definition of "wages". 
Figures in parentheses are the adjusted money wage rates. 

1962/63 and 1963/64 figures include 5(1) factories while other years include only 2(j) factories. 
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SCOPE OF THE STUDY 

Pakistan's gross national product lias been rising over time. While 
G N P per capita remained practically unchanged during the 1950's, it in-
creased appreciably in the 1960's. The trend of per capita income does not, 
however, indicate whether, and to what extent, economic development had 
'trickle down' effects to improve the lot of the relatively poorer sections of 
society. Studies of intertemporal changes in inequality of income distri-
butions and in levels of income (consumption) could show what changes 
actually took place in their absolute and relative income positions. 

"Diminishing inequalities in the distribution of income" is one of the 
professed objectives of Pakistan's Third Five-Year Plan [24, p. 40]. This 
objective implies both an absolute and a relative improvement in the 
income level of the poorer sections of population. The two studies, which 
are known to have been made on income distribution in Pakistan, do not 
cover enough ground to indicate whether this was achieved in the past: 
the study by Mrs. Haq [10] is limited to personal income distribution in the 
high-income brackets (income-tax payers) in urban areas for the period 
1948/49 to 1960/61, and that by Bergan [1], although comprehensive, refers 
to a single year, 1963/64. 

It is, however, generally held that Pakistan's pattern of development 
has generated increasing income inequalities among classes (and also between 
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Since such series are not available for all items certain assumptions 
were used for our purpose: 

a) To ensure that the index does not overestimate the increase in 
prices, no price change has been assumed for certain food items 
—wheat, pulses, milk, fish, beef, mutton, chicken, eggs, which 
constitute 13 per cent of total consumption, and also for pan, 
betel-nuts and other nonfood items together representing 4.5 
per cent of consumption. 

h) For the items grouped together in the weights, the price of one 
important item in the group has been taken as representative of the 
group; e.g., saree for clothing, hidi for tobacco, kerosene for 
lighting, dry chillies for chillies and spices, onions for fruits and 
vegetables, and mustard oil for edible oil. 
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