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INTRODUCTION

A system of effective quantitative restrictions on the supply of imported
commodities will raise domestic prices of imports to levels well above their
landed cost, i.e., price plus taxes, tariffs, and a normal markup. In 1965, Pal
estimated the magnitude of such scarcity premia for a number of important
commodities for East and West Pakistan [1;2]1. His study has proved very
useful both in measuring the influence of quantitative restrictions on the price
of imports and, equally important, in showing the structure or incidence of
restriction-induced profits—their distribution among consumption, intermediate
and capital goods and their incidence relative to import policy.

Pal’s study was unavoidably static in nature and does not allow us to trace
the changes over time. The purpose of the present paper is three-fold: first, to
provide a comparison with Pal’s study using data collected after two years and
after a number of changes in Pakistan’s import policies.  This part of the
analysis is based strictly on Pal’s commodity list. Second, in order to examine
the impact of changing import composition, we shall recompute the scarcity
premia on the basis of a new list of commodities and a changed set of weights

- (value of imports). Finally, we shall analyse the significance of the results for
import control policy. - ‘

II. A DIGRESSION ON THE OPERATION OF BONUS SCHEME

A major change in the import policy between -the period of Pal’s study
(1964) and the present one (1966/67) has been that a substantially large number
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debted to Professors Gordon C. Winston, N. Islam, and Stephen R. Lewis Jr., Research Adviser,
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on an earlier draft. He is particularly grateful to Prof. Winston without whose encouragement
this work could never have been completed.- The author is also thankful to Mr. A. Ghafur, a Staff
‘Etonomist at the Institute, for his helpful suggestions and comments at each stage of the work, -

- 1In this paper, the terms “scarcity premium” and “scarcity markup” will be used inter-
“ changeably. o Y
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of items have been shifted from licence to bonus, and in certain cases the com-
modity is imported under both licence and bonus. This has two very important
aspects: one is the impact of bonus scheme on the domestic price of the com-
modity concerned; the other is the effect on income redistribution.

When a previously licensed item is put on bonus, given the demand for
it, three things can happen: a) price rises and quantity supplied declines, b)
price and quantity supplied remain the same, or c¢) price declines and quantity
supplied is increased. This can be illustrated by Figure 1. Let DD and PS
represent the demand and supply curve of an imported commodity in the
domestic market. If OX, is the permissible amount of imports on licence then
the prevailing domestic market price would be OP,. As the commodity is
shifted to bonus it does away with the quantitative control that was applicable
to it previously. Importing on bonus, however, will lead to an upward parallel
shift in the supply curve as the cost to the importer rises. Assuming duty and
tax to remain the same the rise in cost would equal the bonus premium (price of
bonus voucher).

Hence, it follows that the position of the new supply curve will be deter-
mined by whether bonus premium is greater than, equal to, or less than the
previous licence-created profit margin. If the bonus premium is greater than
the licence-created profit margin, then we get a supply curve like P,S,; if equal,
then we get PoS,; and if less, then we get P3S;. The exact position of P;S,
and P;S; will depend on the magnitude of difference between bonus premium
and previous licence-created profit (not on differences in bonus premium). If
P,S, is the new supply curve, then the new post-bonus market equilibrium is
reached at a price OP, which is higher than the pre-bonus price (OP;) and
quantity traded declines from OX, to OX;. On the other hand, if PoS, be .
the new supply curve, shifting of the item to bonus will not affect the equili-
brium price and quantity. Finally in the case, when P3S3 is the new supply curve,
the price prevailing would be OP3, which is less than pre-bonus price and the
quantity imported will increase from OX, to OX,.
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Figure 1.

There is redistribution of income in the above utilization of the bonus
scheme. As is well known this scheme involves a “surcharge” on imports—
borne by importer, consumer, or both—and a transfer of income in favour of the
exporters who earn bonus vouchers. Exporters gain to the extent of the bonus
voucher premium. In terms of Fig. 1 above, in the first case where post-bonus
price exceeds pre-bonus price, PP, measures the total amount of income trans-
ferred to exporters per unit of import. In this case the burden of transfer is
shared by the importer and the user. The importer’s share is PP, and user’s
share is P,P,. In the second case when the equilibrium price and quantity
remain unchanged even after the commodity is shifted to bonus, the amount
of transfer equals PP, per unit and the whole of it is borne by the importer.
Finally, when the price of the commodity declines as a result of shift to bonus,
transfer takes place in two directions (both from the importer) to exporters as
bonus (PP;) and to consumers in the form of reduction in price per unit of the
commodity (P, P3).

Certain licensed items, especially those earmarked specified for industrial
users only, are also allowed to be imported on bonus. This introduces some
complications in our analysis of bonus imports. This is illustrated in Fig. 2
where for the same commodity two supply curves exist — one for licensed
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importers and the other for bonus importers who have to pay a higher price for
their imports. Let PS be the supply curve for licence importers and LX, the
licence constraint.
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It is evident that there will be additional imports on bonus only if the
bonus supply curve P;S, lies below the level P,T where P, is the equilibrium
price when the commodity is imported only under licence. When this condition
is satisfied, as is shown in our diagram (Fig. 2), the effective supply curve of
the commodity is PQRS,. Hence market equilibrium is reached at a price
OP, with OX; as the quantity supplied, of which OX, is imported on licence
and X,X; on bonus. This is analogous to case three above, where income is
transferred from importer to both consumer (in the form of reduced price) and
exporter (bonus voucher premium). However, there is a difference in this case.
Although consumers gain over the whole range of bonus imports, importers
now retain some of their licence-induced scarcity profit, PQRP,. In the absence
of exact information about the proportion of bonus and licence import in such
cases, we treated them as licensed items and calculated the scarcity premium
accordingly. '

Fan



Alamgir: Domestic Prices of Imports 39

1. METHOD OF ANALYSIS

In the following pages we computed the scarcity markup—the excess of
domestic wholesale price over the landed cost of imports—for both Karachi in
West Pakistan, and Chittagong in East Pakistan during the period November
1966 to February 19672. Commodities were selected first, on the basis of the ’
commodity list used by Pal and then, in order to provide an “improved” study
reflecting changed import composition, on the basis of a new list of more recent
imports commodity. Landed cost includes c.if. price, duty, sales tax, defence
surcharge, and other minor charges, viz., clearing charge, licence fee, banking
charge, wharfage cost etc., payable by the importer3. On bonus items we have
also to include the premium paid by the importer for bonus vouchers. Com-
modities have been classified both by use category and by import control policy.
While computing average scarcity premia for different groups of commodities
(by use or by import policy) we used Pal’s set of weights—based on import
volume—for his list of commodities and for the new list we changed the set of
weights according to value of imports during July-December 1966.

Selection of Commodities and Weights

L For direct comparison with Pal’s study we used the same list of com-
modities as that used by Pal, except for some items now banned and a few others
for which we could not collect necessary data. After these deletions we re-
computed the average for his study. These are reported as his. In this portion
we used the same import quantity weights as Pal (value of imports during
October 1964 to January 1965), in aggregating commodities both by use and
by input classification.

Selection of items in our “improved” study is based on the composition
of imports for 1964/65 used in the four-digit commodity classification of the

2 More precisely, for items not on bonus, data were collected on domestic wholesale price
(Pa), ¢ and f price ( Pw ), tax (&) and tariff (t) rates. Landed price (PL) was then computed as:
1) PL = Py + (1.25)Pw + (1.25) & [Pw + (1.25)Pw] + .045 Pw.
So this is the sum of ¢ and f price, tariff (including the 25 per cent defence surcharge), tax (on
value including tariff and with 25 per cent defence surcharge), and (the last term) a 4.5 per cent
addition for handling and insurance. The markup §, then, was simply

Pa — P
@y =——

For items on bonus, landed cost includes the cost of foreign exchange on bonus vouchers—
i.e., the price 7 (as a per cent) of bonus vouchers timesc and f.  So landed cost was:

3) P = Py + (1.25)Pw + (1.25) 2 [Pw + (1.25) Pw] + .045 Pw +7Y Pw/100
The niarkup is then computed as in (2).  Note, however, that this computation tends to bias —
the markup downward for bonus items since it increased the denominators and decreases the
numerator.

3 Since landed cost should be less than domestic wholesale price by the extent of the ware-
housing, storage, overhead, ezc. costs of the wholesaler, some portion (depending upon the dis-
tributive processes involved) of the scarcity markup will in fact be attributable to the whole-
saler’s margin. This should be kept in mind in using the results of this study.
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Central Statistical Office. Thus, like Pal’s, our import list predates the period
of the present study by only a few years. In general, we have included those
four-digit groups whose value of imports during 1964/65 exceeded 5 million
rupees although, in the intermediate goods group, we included a few items which
did not satisfy this absolute volume criteria but were relatively important within
the group. Specific items within each four-digit group were selected according
to highest relative value of imports in Foreign Trade Statistics (July-December
1964), published by the Central Statistical Office. Values of imports of four-digit
commodity groups during July-December 1966 have been taken as weights to
compute average markups. When there was more than one item within each
group, the value of imports has been divided by the number of specific items.

Collection of Data

The basic data involved in this study are domestic wholesale prices of
selected commodities, C & F price, rates of import duty and sales tax. The
difference between prevailing wholesale price and landed cost (c.i.f. price plus
duty and taxes) expressed as a percentage of landed cost is the scarcity premium.

For domestic wholesale prices there are few published sources. We
carried out an extensive price survey in Karachi and Chittagong where prices
were collected by interview mainly from wholesale and import markets. This
may, in general, have introduced some error due to misreporting by the importers.
We took two measures in order to reduce this possible error. First, where
possible, we compared our prices with those quoted in Karachi Market Bulletin
and by official agencies such as the Central Statistical Office, Office of the Food
Controller, East Pakistan Bureau of Statistics, efc. Secondly, we checked with
different official and non-official purchasing departments on prices they paid
for different imported commodities purchased from the local market4. Except
for a few cases we averaged various reported prices.

Collecting C & F prices raised different problems, the most important
of which is that importers usually consider them as trade secrets. A few, how-
ever, volunteered information about the C & F price of some commodities.
There is, of course, the real possibility of overstatement of cost in those sources.
C & F prices were also collected from official records of government and
semi-government organizationsS, published bulletins issued by different govern-
ment departmentsé and trade journals of foreign exporting houses?.

4 In this respect most helpful were Department of Investment Promotion and Supplies of the
Government of Pakistan, PIDC, WAPDA, PCSIR (Pakistan Council of Scientific and Industrial
Research), Atomic Energy Centre, and several other large business and industrial concerns.

" 5 Department of Investment Promotion and Supplies, PIDC, WAPDA, Office of the Chief
Controller of Imports and Exports.

6 Fortnightly bulletin of the Office of Iron and Steel Controller, Government of Pakistan,
and “Daily List of Customs’ issued by Customs Houses, Karachi and Chittagong.

7 Peter Justesen & Co. Catalogue—Denmark, Osterman Catalogue Denmark and Andrews
Catalogue—Hongkong.
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Rates of duty and sales tax were obtained from the Pakistan Customs
Tariff [10] and The Law of Sales Tax [9]. Gazette of Pakistan—Extra-
ordinary gives the change from time to time.

The Classification Scheme by Use

In Pal’s 1964/65 study, commodities were classified into four broad
groups: consumption goods, raw material for consumption goods, raw material
for capital goods, and capital goods. However, division of intermediate goods
into raw material for consumption goods and raw material for capital goods is a
dubious procedure at best, and becomes more so as inter-industry flows become
more complex.” In the absence of sufficient detailed information, we have
dropped this distinction and treated all intermediate goods in a single category.

The Comparison with Pal’s Study

Had nothing changed since Pal’s study except, say, the scarcity premia
earned by individual goods, the comparison of our results with his would be
straightforward and unambiguous. Any observed change in the pattern or level
of scarcity premia for any group of commodities could only be the result of
changes in individual margins for individual commodities. But in fact, many
changes will have an influence on imports and the differences between Pal’s
aggregated results and ours will reflect changing scarcity premia, treatment of
goods in import policy, and composition of imports. So, a direct comparison
of our results with Pal’s, while very meaningful in terms of overall movements,
fails to show why our results differ—what specific changes account for the
movements over time.

To separate out the influence of each of these dimensions of change
between the two studies we will present the comparison with Pal in three stages.
The first captures only changes in composition of each import category—licence,
free list and bonus; the second isolates the influence of changes in scarcity premia
on individual goods; and the third includes changes'in composition of imports.

More precisely, in Pal’s study of 1964/65 data, the average scarcity pre-
mium for a particular broad category of goods, say the n imported goods in
East Pakistan, was computed as:

4)) El Weai Posi

where each Wgy; is the proportion of the i-th commodity (group) in total East
Pakistan imports during October 1964—January 1965 and Pg4; is the markup
per unit of i-th commodity. Since this set of observations was further sub-
divided into use categories—consumption, intermediate and capital goods—a
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second type of index would report the scarcity premium for, say, the m con-
sumption goods in East Pakistan imports as:

@) izlw'w Pgyi

where Wi is now the proportion of the i-th commodity in East Pakistan con-
sumption goods imports. Finally this set is further subdivided into groups of
commodities receiving the same treatment under the import policy. So, for the
k bonus consumption items, for instance, the average scarcity premium is:

k
3) iE:IW"W Pgai

where W''g4; is the proportion of the i-th commodity in bonus consumption
imports into East Pakistan.

While these are quite clear in the original study, difficulties of comparison
arise when, in the present data for 1966/67, the set of goods in each import
category, the scarcity premia, and the weights attached to these goods all have
changed8. First, we shall correct for changes in the set of goods in each-cate-

Continuing with our bonus commxample, we recompute
the average scarcity premium (using Pal’s adjusted data throughout) by altering
the bonus consumption list to conform to the 1966-67 import classification, but

—valuing consumption items on bonus at the later date at their 1964-65 prices.
i~ In other words, we now have a set of k' consumption goods for which we have
“.i computed what the average scarcity premium would have been in 1964.

k’
@ El W64 Pegi

Compared with Pal’s (3), this expression shows the influence of reclassification
of goods as bonus items. If, for instance, (4) were 10 per cent lower than (3),
then it would be clear that the different commodities, k’, that make up the bonus
group in the 1967 data carried lower premia even in the period of Pal’s data and
that that much of the decline in the average scarcity premium for bonus con-
sumption goods as a whole is due simply to moving low premium items into
that - import category.

The next stage in the comparison separates out the influence of the change

in scarcity premia of individual commodities between the two periods. Im:“

we use our commodities (groups) and 1964-65 weights but the 1966/67 scarcity
premia. This index is ‘ )

) k’
®) El W"64i Peri
. and when compared to (4), it shows how much of the total decline (or increase)

8 We have not reclassified goods by use.
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in the scarcity premium is due to decline (or increase) in the scarcity premium
on individual items.

Finally, an entirely “new” index which uses weights and commodities
appropriate to the present import composition® would yield:

k”
(6) i§1 Weri Pgoi

This is presented as the best possible current estimate of the level and structure
of scarcity premia (betweei groups-of -commodities, geographieal areas and

- import categories) even though its direct comparability with either Pal’s or our
own earlier indices is limited since everything is changed—the set of consumption
goods, the weights, and the individual scarcity premia.

This, then, is the rationale of the comparisons of the next section. Part
A deals with changes since Pal’s study due to changed composition of import
categories—changed treatment of individual commodities—while Part B shows
the changes in scarcity premia. Finally, Part C presents the “improved” study
based on more recent import composition, more recent weightings and the
scarcity premia of the present study.

IV. EMPIRICAL FINDINGS

The results of our study are summarized in Table I. It is based on
detailed figures given in Tables II through VII.

A. Changes in Import Classification

The first stage of the comparison with Pal (Cols. (2) to (4) of Table I)
shows the changes in average scarcity premia of different groups of commodi-
ties (by use or by import policy) due to change in import classification alone
(Cols. (5) to (7) of Table I). As a result no change takes place in the total
average of each commodity group (by use). Only the average markups of sub-
groups (according to treatment under import control policy) change.

In general, average scarcity premium on bonus items in each category
(consumption, capital and intermediate goods) has gone up very much. This
learly represents the movement of high items from the licensed and free-list
tategories into the bonus-list premium. The change is most sharp in bonus
consumption goods where the scarcity markup has gone up from around 7 per
cent to above 55 per cent.

9 Pal selected his commodities on the basis of detailed statistics of 1960/61 (assuming that
they continue to be important during 1964, the period of his study), which was just the beginning
of the Second Five-Year Plan. Many basic changes took place within the economy as the Plan
progressed. Both the rate of investment in industrial sector and the structure of industries changed
considerably. This necessitated the selection of a new set of commoditics appropriate for the
requirement of present period.
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In contrast to bonus items, average scarcity markup on licensed and
free-list iterns under each use category has changed very little except for licensed
consumption goods. - From above 55 per cent, it has gone down to around 25
per cent. This indicates that the average scarcity markup on items withdrawn
from licence was much above the subgroup average in Pal’s study. So not
only has a significant group of consumption items been moved from licence to
free list to bonus, but these items had above average scarcity markup even when

 in the licensed and free-list categories.

B. Changes in Scarcity Premia

At this stage we introduce average scarcity premia that have been cal-
culated on the basis of present survey (Cols. (8) to (10)). The list of commodi-
ties in each category remains the same as that of Pal’s study, while the import
categories reflect present policy. This is index (5) above and it isolates the
effect of changes in scarcity premia of individual goods. We shall first compare
the results of this stage with those in (A) and then move on to make a direct
comparison with results obtained from Pal’s study.

IB ‘Pakistan as a whole the position according to import category suggests
that licensed items carry the highest average scarcity premium. This is also true
for both East and West Pakistan. When we classify items into different groups
by use, the above conclusion about the relative average scarcity premium by
import category holds good except in the case of intermediate goods in East
Pakistan where average is highest for free-list items. However, compared to
(A) in all cases, there has been an increase in average scarcity premium for
licensed items. It follows that compared to demand, licensing has been very
stringent over time,

Comparison with (A) reveals that in all cases average scarcity premium
on bonus items has declined sharply. In fact, according to our present study
in no category of goods (by use) did average scarcity premium on bonus items
exceed 19 per cent.  This strongly suggests that the bonus scheme has been
very effective in wiping out excess profits for importers!o.

Behaviour of average scarcity premium on free-list items is very interest-
ing. The average for the category as a whole has gone up over time, the maxi-
mum increase being in intermediate goods where average scarcity premia in East
and West Pakistan are as high as 87.and 50 per cent respectively compared with
21 and 34 per cent in (A). This supports the belief that free list has not been
very much of a success in liberalizing imports. We shall return to this in the

. 10 When an item, previously licensed or on free list, is put on bonus cost to the importer goes
up substantially, the exact magnitude being determined by the prevailing price of bonus vouchers
in the market. This obviously cuts down the profit margin of the importers.
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next section. Analysis by use category shows that intermediate goods carry
the highest average scarcity premium. The conclusion holds goods for both
East and West Pakistan,

Comparison with (A) suggests that in Pakistan as a whole average scarcity
1 markups on intermediate and capital goods have gone up but those on consump-
. tion goods have declined. A decline in the average scarcity premium for con-
sumption goods is very well explained by the fact that some of the most import-
ant items have been withdrawn from licence and put on bonus which, as we

observed above, has cut down their profit margins, thus pulling down the group
average.

Direct comparison with Pal (Cols. (2) to (4)) supports many of our con-
clusions above, viz. a) average scarcity premium on free-list items has gone up
(from 30 per cent to 43 per cent in Pakistan as a whole), intermediate goods being
most significant, and 5) comparison on the basis of commodity groups by use
leads to the same conclusion as our previous comparison where we considered
changes in import classification only (A).

A very important finding in our comparison of average scarcity premia
is that although for Pakistan as a whole the premium has changed very little
(from 43 per cent in Pal’s study to 44 per cent in our present study), there has
been significant change in the relative position of East and West Pakistan. In
contrast to Pal’s finding, scarcity premium is now higher in East Pakistan (51

per cent) than West Pakistan (41 per cent). It also reveals that over time the .

average scarcity premium on imported commodities has gone up in East Pakis-
tan and down in West Pakistan (comparable figures for Pal’s period are 41 per
cent for East and 43 per cent for West Pakistan).

C. Changes in Import Composition

As a final stage, this part describes the average scarcity premium on
imported goods using consistently the most appropriate current data
(Cols. (11) to (13) of Table I). Here the list of commodities, the weights and
the import classification all refer to 1966-67; hence all are different from those
of Pal’s study. Not all commodities of course are different between the two
studies. Here, however, we have selected those commodities which weigh
heavily the import bundle of 1966-67.

Using this newer import composition we find that the overall average
scarcity premium on imported commodities in Pakistan is 39 per cent. On the
basis of Pal’s commodity list the figure was around 43 per cent, and when we
used his commodity list and weights it was stable between the two periods.
Considering the two wings separately, the average scarcity premium in East
Pakistan is 45 per cent and that in West Pakistan it is 36 per cent, confirming

r



Alamgir: Domestic Prices of Imports 47

our earlier impression that the relationship between East and West Pakistan
scarcity markups has changed over time—the average for East is now higher
than that for West.

Considering commodities by use, the average markup is lowest in con-
sumption goods. This is true both in East and West Pakistan and it seems clear
that the importance of bonus imports in consumption goods group is
sufficient to pull down the average markup for the group as a whole.

Intermediate goods, on the other hand, carry the highest average markups.
The figures are 62 per cent in East and 58 per cent in West Pakistan. This
suggests\that there is a high demand for raw materials. Another possible ex-
planation for such a high markup on intermediate goods lies in the fact that
there are many commodities which are on licence or on free list for industrial
users only. In such cases transaction takes place only in unauthorized black
markets where buyers have to pay a very high premium. In this respect we
can cite such commodities as cocoanut oil (in East Pakistan), soda ash (in West
Pakistan), white printing paper, animal tallow, etc. This explanation, in cer-
tain cases, may also explain high scarcity premia on capital goods.

Taken according to import policy, the average scarcity premium in all
groups of commodities is highest on licensed items followed by free-list and
bonus items respectively. The one exception is intermediate goods in East
Pakistan where average markup is highest on free-list items.

One interesting feature is a rather high premium bonus on intermediate
goods both in East and West Pakistan (31 per cent in East and 25 per cent in
West Pakistan). The only plausible explanation seems to be that, at any specific
time, there may be temporary shortages of some items due to supply bottle-
necks. If so, it suggests caution in interpretation of our results.

Markup on Individual Items

While detailed presentation of individual items appropriately belongs in
the appendix, in our survey we came across some extreme values for scarcity
premium which need some explanation. Beer (536 and 917)11 and Whisky
(130 and 228) show quite high profit margin for importers, which indicates that
the value of total licence issued is way below the demand that would have existed
had there been no quantitative control. Radios (200 and 227) and transistors
(145 and 160), carrying very high scarcity premia, present a unique case. These
were on licence during Pal’s period but they have since been withdrawn from
licence, and the only means through which these two items find their way into
the country is personal imports. Persons travelling abroad may, once a year,

11 First figure indicates the markup in percentage terms in West Pakistan while the second
figure indicates the markup of East Pakistan.
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bring in one unit of these items free of duty and sales tax. A good proportion
of such imports is sold to dealers who in turn resell them to consumers. Here,
unlike any other case in our study, we compute the scarcity premia over c.i.f.
price so that it incorporates the importers’ margin as well as the dealers’
margin. With a very high demand existing for such items (more because of
people’s preference for foreign assembled products) it is not surprising that the
total scarcity premium on each of these items is very high.

Bonus items like domestic refrigerators (—9 and 15), motor jeeps (2 and 2),
motor scooters (1 and 3), bicycles (3 and 7) are characterized by very low scarcity
premium. Of particular interest are domestic refrigerators, which come out
with negative premium in West Pakistan. Again personal import (without tax
or tariff) appears to have an important role to play. Two sources, personal
import and bonus, supply the market, but with substantial difference in cost.
Whenever there is considerable inflow of such items from personal sources it
tends to depress the price, and calculation of scarcity premium on the basis of
bonus price may result in negative profits. In East Pakistan, however, there
is a positive profit margin for this item suggesting that the second source of
supply does not play as significant a role there. Low profit margin on other
bonus items could be a result of systematic over-invoicing (for a capital outflow)
of imports by the importers—a problem more severe for licensed imports but
perhaps not absent in case of bonus. '

Evidence obtained during our inquiry about specific items suggests that
high markup on other items can be explained by temporary supply bottleneck .
(glycerine—67 and 256; coal—negligible and 123), monopoly profit (duplicating
stencils—118 and 101), and unauthorised sale of raw materials by industrial
licensees (soda ash—136 and 67).

V. SIGNIFICANCE

In Section III we discussed scarcity premia on imports of different groups
of commodities in Pakistan. Now we will comment on their implication for
different aspects of import control policy. In addition, we shall briefly explain
our findings about relative scarcity premia in East and West Pakistan.

Interpretation of our results about scarcity premia on imported commodi-
ties necessitates a careful analysis of certain aspects of import control policy,
most importantly the free-list and bonus scheme, the two major elements in
recent import liberalization policy.

On the free list, several questions have been raised recently. The most
important of them relates to the question of whether the free list is really ‘free’.
A second and related question is whether it is performing its function properly.
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In an article in this Review, Thomas [5] suggests that answers to both questions
are in the negative. Numerous restrictions that go with the free list take away
much of the freedom that is implied in the name. It was found, however,
that in spite of several restrictions surrounding it in the initia] year (1964), the
free list had a very favourable effect on imports which grew substantially.
Prices of free-list items fell about 6.7 per cent, and industrial production increased
with more raw materials available. But results of our study suggest that the
situation has changed over time. The initial gains obtained from introduction
of free list seem to have disappeared soon. Although no direct comparison of
prices of free-list items between the two periods (1964-65 and 1966-67) can be
made, we can, on the basis of our comparison of scarcity premium between the
two periods, safely suggest how effectively import liberalization under free list
has been carried through. Such application of our results confirms the general
conclusions (as mentioned above) drawn by Thomas, that while average scarcity
premia on all items in Pakistan have remained stable at around 43 per cent be-
tween Pal’s study and our study, average scarcity premium on free-list items has
gone up from 30 per cent to 43 per cent, the most significant rise being in inter-
mediate goods (from 26 per cent to 67 per cent). This suggests that the market

for raw materials has become very Ttestrictive; substantial excess demand exists
at the low administered price.

The above result has some other important implications. a) Free-list
imports are mostly supported by aid. It seems apparent that recent slowing
down of the flow of aid has significantly affected the movement of scarcity
premia on free-list imports over time, as we have noted above. This undoub-
tedly confirms the belief that free list cannot continue to play its proper role
unless a continuous flow of aid in sufficient amount is ensured for a number of
years to come and/or a substantial amount of foreign-exchange earning is
diverted to support it. b) Regional breakdown shows that for intermediate-
goods category of free-list items the average scarcity premium in East Pakistan
has gone up very much between Pal’s study and ours (from 25 per cent to 87
per cent in contrast to a relatively moderate movement from 34 per cent to 49
per cent in West Pakistan). This probably reflects the fact that for free-list
imports, unlike licensed imports, there is no requirement for wing-wise alloca-
tion—no limit is set as to what proportion of the total import of a particular
item will take place in each wing. In contrast, for licensed imports, the autho-
rity fixes the amount of import of each commodity into a particular region.
This may very well lead, given the scope of market imperfections, to a particular
wing absorbing a disproportionately greater share of such imports. ¢) It has
been suggested that under free list, imports may be monopolised by persons ’
having bank support and storage capacityl2. Under the free-list system a parti-

12 Discussion with Chittagong and Karachi Chambers of Commerce and Industry reveals
that speculative hoarding of free-list items by big importers has become a very common pract:ce
recently. Credit restrictions and other measures like setting of maximum limit to which letter of
credit can be opened, which were specifically designed to check this, do not seem to have met with
much success.
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cular commercial bank is designated to handle the entire allocation for the
import of a certain item and, thus, the authority to select who should import is
shifted from the Chief Controller of Imports and Exports to the bank concerned.
Such selection is clearly influenced by the credit worthiness of the importers,
and this, in general, is said to favour the larger importers. This may, by way
of creating private monopoly in the import sector, contribute to the existence
of a very high scarcity premia on free-list items. However, in the absence of
data it is difficult to evaluate further the importance of this problem.

In view of the above, it can be pointed out that it is only under bonus
scheme that import liberalization has taken place according to both accepted
definitions of the term. On the one hand, for the items on bonus, there is re-
liance on market mechanism determining what is to be imported and to what
extent. On the other hand, as we have explained in Fig. I above, in certain
cases when an item is shifted from licence to bonus, more imports are possible.

Finally, we should comment on the movement of average scarcity premia
in the two wings of the country. As we noted earlier the relative scarcity premia
of the two wings has changed over time. In contrast to Pal’s finding, average
scarcity premium is now higher in East Pakistan than in West Pakistan. It
has gone up in the former and down in the latter. This change in the relative
position of the two wings could be a supply phenomenon or a demand phenome-
non, or a combination of both. On the supply side, a direct comparison of the
value of imports into East and West Pakistan over the period July-December
1964 and July-December 1966 shows that imports have declined in both wings.
However, it has declined more in East Pakistan (17 per cent) than in West (11

per cent)!3. On the demand side it seems that with the increasing high rate

of investment in nonagricultural sector and consequent high rate of growth of
income in East Pakistan during the Second-Plan period there has been a signi-
ficant shift upwards in the demand for imported commodities in that wing. So
supply and demand factors appear to have worked together to raise prices and
profit margins of imported commodities in the East Wing. The position of
West Pakistan is somewhat complicated. In the face of a decline in imports
we find that scarcity premium has also declined which seems paradoxical. If
we assume demand to have remained the same then scarcity premium should
have gone up. What seems to have happened is that demand for imports of
certain commodities has declined sharply and this is less than compensated by
an increase in demand in other sectors!4. Hence it seems that demand factors

13 Moreover, it can be pointed out that East Pakistan’s share in total imports into Pakistan
(defence import left out) declined from 33 per cent in Pal’s study to 30 per cent in the present

period.

14 In fact some important items of import of the earlier period are no longer imported into
West Pakistan since their demand is met domestically now, viz. sugar, cement (some import per-
haps takes place on government account), coal, efc. In addition to this, serious food shortage in
the recent period in West Pakistan might have had some dampening effect on the demand for
imported consumption goods. Distortions in certain part of the province due to war might also

have some role to play.

-
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have played an important role in reducing the average scarcity premium on
imported commodities in West Pakistan.

VI. SUMMARY AND CONCLUSIONS

In the preceding sections we have studied average margins on imported
commodities in Pakistan over the period November 1966 to February 1967.
We first systematically compared these results with study done earlier by Mati
Lal Pal.- Then we selected a new set of commodities and examined the current
situation. Some observations were made regarding the implication of our
empirical findings for import control policy.

The major conclusions that emerge from the above analysis are sum-
marized below: ‘

i) For Pakistan as a whole, there has been no change in average markup
on imported commodities. It has remained stable around 43 per cent despite
“import liberalization”. However our ‘improved’ study shows up a different
figure (39 per cent).

i) The overall relative position of East and West Pakistan has changed.
Average markup is now higher in East (51 per cent) than in West (41 per cent).

7i{) The bonus scheme has been very effective in wiping out the excess
profit margin of the importers.

iv) Licensed items still carry a very high markup (average is 62.8 per
cent). i

¥) One of the most striking features is the increase in average markup on
free-list items which shows a substantial upward movement (from 29.8 per cent
in Pal’s study to 43.0 per cent in our comparative study).
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TABLE

The Pakistan Deveiopment Review

v

RATES OF MARKUP ON IMPORTED CONSUMPTION GOODS AND
CONSUMER DURABLES IN KARACHI AND CHITTAGONG
‘(NOVEMBER 1966—FEBRUARY 1967) BASED ON
MODIFIED LIST OF COMMODITIES

Value of imports
. Markup (Nov. 1966—Feb. 1967)
Name of commodity g (000 rupees)
Karachi | Chittagong | gt payistan | West Pakistan
¢} ¢] | )] @ . (6))
LICENSED ITEMS
Wheat unmilled 23 30 82340 172739
Wheat flour . 14 2 0 344
Skimmed milk dry 35 42 648 898
Skimmed milk condensed 27 25 1837 482
Almond 34 39 3 523
Dates dried .. 26 44 3 508
Current & raisins 35 40 3 508
Citronella oil 100 20 21 1307
Kerosene oil 37 28 21096 83
Pistachio nut .. .. 26 17 3 523
Streptomycin & dehydrostrepto 35 35 173 2356
Antibiotic ointment 30 30 173 2356
BONUS ITEMS
- Copra 22 27 3 523 _
Cloves 3 11 58 2877
Cumin seed .. 20 25 58 2877
Chinaware tea cups & saucers 43 43 57 1211
Art articles of porcelain 30 35 57 1211
Domestic refrigerators 9 15 256 1507
Airconditioners 8 7 256 1507
Motor cars 8 8 3536 17365
Motor jeeps 2 2 3536 17365
Motor cycles 25 8 225 17865
Motor scooters 4 3 225 17865
Films .. 9 17 518 1487
Watches 31 30 246 1326
Vacuum flasks .. 20 16 183 3866
Safety razor & blades 4 32 183 3866
FREE LIST

Books 18 18 624 T ay

Source:

Cols. (4) & (5) from [14}.
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TABLE VI

RATES OF MARKUP ON IMPORTED INTERMEDIATE GOODS
IN KARACHI AND CHITTAGONG (NOVEMBER 1966—
FEBRUARY 1967) BASED ON MODIFIED LIST

OF COMMODITIES

Markup Value of imports
(July 1966—Dec. 1966)
Name of commodity (000 rupees)

Karachi | Chittagong | g pakistan | West Pakistan

) o ® @ ®)

-

LICENSED ITEMS

Cottonseed 0il .. . 19 47 0 5
Coconut oil .. . 9% 90 7410 8130
Motor spirit gasoline .. 21 19 3711 4021
Bitumen . . 61 54 672 650
Animal tallow .. .. 90 98 5761 8945
Soyabin oil . . 42 63 16915 16108
White printing paper e 100 80 1151 3189

FREE LIST ITEMS

Alizarin dye .. . 50 50 57 2067
Auramine .. .. i 125 57 . 2067
Wattle extract 37 23 904 7956
Ultramarine blue .. 64 47 257 2671
Lithopen . . 40 18 257 2671
Natural rubber 55 55 868 6484
Cotton yam .. . —_ 11 2461 —

X-Ray films & plates ~ .. 70 64 518 1487

BONUS ITEMS

Burma teak . . 34 16 46 14772
Plastic sheets . . 16 39 5137 9463
Art paper . . 12 10 1151 3189
Cotton yarn . . 13 —_ — 947
Artsilk yarn . .. 22 8 267 18460
Nylon yarn . . 19 19 967 15594
Aluminium foil .. 38 a5 1410 2138

(Contd.)
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TABLE VI—Contd.

RATES OF MARKUP ON IMPORTED INTERMEDIATE GOODS
IN KARACHI AND CHITTAGONG (NOVEMBER 1966—
FEBRUARY 1967) BASED ON MODIFIED LIST
OF COMMODITIES

Value of imports
Markup (July 1966—Dec. 1966)

Name of commodity (000 rupees)

Karachi | Chittagong | East Pakistan West Pakistan

6] @ ‘ 3) @ 1))

LICENSED ITEMS

Light diesel oil .. o 51 47 3362 3869
High speed diesel oil . 48 443 3362 3869
Lubricating grease .. 36 36 7466 10942
Paraffin wax .. . 4 57 262 470
Asphalt .. .. 76 90 672 650
FREE LIST ITEMS '

China clay .. .. 42 48 185 2211
Coal — 123 13470 —

Acetic acid 40 61 301 1302
Citric acid BT .. 59 69 301 1302
Sulphur .. .. 88 57 1013 1605
Caustic soda .. .. — 46 1615 -

Soda ash .. .. 136 67 1376 4363
Calcium carbide .. 54 61 124 33
Potassium chlorate .. 38 23 124 331
Machine leather belting .. 60 65 83 140
Firebricks .. .. 31 21 470 966
Pig iron .. S 10 18 6582 20235
Copper ingot .. .. 26 13 36 4425
Zinc ingot .. . 18 68 2315 6399
Tin ingot .. .. 20 45 1860 8003
Lead ingot .. . 47 58 340 981

BONUS ITEMS

Caustic soda .- .. 28 — — 1714
Sodium bicarbonate .. 58 68 1376 4363
Cement .. .. —_ 9 3032 —

Source: Cols. (4) & (5) from [14].
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TABLE VII

RATES OF MARKUP ON
CHITTAGONG (NOVEMBER 1

966 — FEBRUARY

61

IMPORTED CAPITAL GOODS IN KARACHI AND

1967) BASED ON MODIFIED
LIST OF COMMODITIES

Name of commodity

Markup

Value of imports
(July 1966 — Dec. 1966)

Karachi ‘Chittagong East Pakistan

(000 rupees)

‘West Pakistan
@ 0] ‘ €) 10 ®
LICENSED ITEMS
Diesel engine 97 80 1903 3165
Agriculture tractor 29 37 1672 12587
Flour mill machine 69 79 19783 14344
Grinding machine 86 92 4312 6973
Bulldozer 28 28 3679 11681
Centrifugal pump .. 116 109 4331 9128
Ball bearing 75 92 1086 3505
Electric insulated cables 29 26 2323 9242
Insulating copper wire 20 20 2323 9242
Generators 44 44 3320 14697
Electric motors 91 104 3320 14697
Transformers 107 126 3320 14697
Marine diesel engine 23 31 1903 3165
Electric welding apparatus © 48 43 344 1810
Condenser 171 168 344 1810
Instrument surveying 25 25. 780 2965
Balances 30 30 780 . 2965
Concrete mixture 29 "33 3679 11681
BONUS ITEMS
Batteries 14 19 1851 1689
Chassis 7 7 2663 34161
Electric welding apparatus 40 40 344 1810
Truck for lift 5 5 6855 16444

(Contd.) — ——
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TABLE VII—Contd.

RATES OF MARKUP ON IMPORTED CAPITAL GOODS IN KARACHI AND
CHITTAGONG (NOVEMBER 1966—FEBRUARY 1967) BASED ON MODIFIED
LIST OF COMMODITIES

|
Madup (Jul;, foas T fapo 1966
Name of commodity ‘ (000 rupees)
Karachi | Chittagong East Pakistan ’ West Pakistan
@ ) , (©)] @ ! &)
FREE LIST ITEMS

Mild steel billets .. .. 27 14 16691 39983
Mild steel foists .. 38 68 3452 21355
Mild steel flats .. .3 38 536 7437
Mild stee] angles .. . 14 18 1121 650
Black uncoated sheets .. 56 39 2734 8649
Galvanised plain sheets .. 51 49 2734 8649
G. C. sheets .. .. 54 31 2734 8649
M. S. plates . - 81 68 2734 8649
G. 1. wire .. .. 1 13 1090 4350
G. I pipe . . 30 31 1364 3210
Stainless steel pipe .. 119 67 95 6211
Copper sheets .. .. 16 34 245 4394
Brass sheets .. .. 15 67 245 4394
Aluminium sheets .. 29 61 1410 2138
Tin plate and sheets .. 16 32 32 3

. Source: Cols. (4) & (5) from [14}. -
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