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MEASURENMENT OF REAL NATTONAL INCOME IN PAKISTAN
By
o
ABDUL GHAFOOR KHAN
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1. INTRODUCTION

A B . e s o St e e e Wt S

The official estimates of real national income of pakisgtan
by pakistan by industrial origin for the years 1949/50 to 1960/6.“%~2
are shown in the enclosed Table I. These have been computed by

The Central Statistical Office. The estimates are representing

the net national product at factor cost and at constant prices,

These estimates have been obtained in part by direct valuation of
the annual physical volume of primary industries, i.e. aggriculture,
livestock, fisheries, forestry and mining, at base year prices,

and in part by adjustment of base year values of manufacturing
industries by quantum indices. The contribution of other sectors
has been obtained either by extrapolating the bench mark values

by employment indicators or bu using current wages and salaries bill,
Thus the the result is a mixture of estimates at constant and current

brices; it does not adequately represent the real national income,
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gThe author gratefully acknowledges the expert guidance of Dr,
E.F. Szczepanik, Harvard University Adviser to Government of
Pakistan planning Commission, in Preparation of this paper,

*Published in the Statistical Bulletin, March-1962, issued by

the Central Statistical Office, P. 506, The Presentation of
these estimates has been Tecast in this paper to conform to
the U.N. pattern of industrial origin of net national product.,
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of estimating crops yields is rather subjective in character
and thus the reported production data contain an unknown margin

of error.

. B B S et e . . S

5. The estimates of nanufacturing are computed in two parts,
for large-scale and for small-scale industries. The main problem
in both, large and small-scale industries, has been that of non-
avallability of broduction data on a regular basis. The firsgt
Census of Manufacturing Industries in Pakistan was conducted in
1955, but it had & very limited coverage and therefore the value
added data yielded by that Census were not utilized to develop

estimates of large-scale manufacturing.

6. The results of the 1954 (Census of ianufacturing Indus-
tries, which had comparatively wider coverage, provided fairly
accurate value added data., These were used as bench marks after
méking due allowance for non-reporting industries. The 1954 bench
mark figures were in current prices, hence a wholesale price index-
of selected domestic manufactured products was prepared to deflate
the bench mark figures so as to express them in constant prices.
The estimates for other years, preceding and following, have been
obtained by adjusting the bench mark 1954 value of output with the
quantum index of industrial production., Unfortunately, the index
of industrial production is based on limited number of manufactured
products and therefore it does not reflect the true position in

the manufacturing sector, especially.-when the industrialisation -
is going apace. It is considered that the contribution for this
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sector is underestimated. The degree of underestimation 1s
being inﬁestigated.

Ve There are no banch mark value added data available fol
small-scale industries and therefore the employment in small-scale
industries reported in the 1951 population Census and the earnings
of employers, employees and self-employed persons engaged in small
scale industries was taken as basis for valuation of the contribe-
wbion of this sector for the year 1950/51. The estimates for
oﬁher years, preceding and following, have beel adjusted by the
rate of population growth, assuming that employment in this sector
has moved in proportion To increase in population. The estimates
are not satisfactory and need to be improved on the basis of some
firm bench marks becoming svailable from the national sample

surveys conducted by the Central Statistical Office.

e o e o T e S B e S T

8. In the official estimates, the contribution of this
sector has been included in the services sector. In my estimate,
the income originating in the construction industry has been
segregated from the estimabes of services and shown separately.
The basis of estimation are the employment data reported in the
population Census 1951 and the estimated earnings of the persons
engaged in the construction activitye. The estimates for the year
before and after 1951 have been arrived at by extrapolating the
bench mark 1951 data by +the rate of population growth., In view O
the brisk developmental activity both in public and private

sectors of the economy, the estimates based on changes in
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in population do not seem to be satisfactory, However, in the

absence of any data on construction, it has been very difficult
Go determine the nmagnitude of under-estimation,

Electriciggl_gasl water and sanitary Services

1 s s it st bt s ey —— e et et e et e e

9. In the official estimates the income originating in elect-~
ricity, water and sanitary services is included in "public admini-
stration and defence" as these Services are provided by the provi-
neial and local governments. Since thig Practice is contrary to
U.H.8, Principles of national income accounting, the contribution
of electricity, water and sanitary Services has been Segregated
from public administration ang defence and shown separately in

ny estimates., The income from the Production of natural gas is
included in mining and that of its distribution in wholesale ang

retail trade,

s st ot e o --—.--—.—.—-—.-—._-..-——.——.-—._—-..——_.—

10. The estimates of transport other than railways have been
obtained by extrapolating the bench mark value for 1950/51, based
on the employment Teported in the 1951 bopulation Censug and the

the number of transport Vehicles. The official estimates of rail-
Wways and communications (posts, telegraphs, and telephones, which
are public enterprises) are based on the annual wages and salarieg
Tepresenting current value estimates and therefore the contribution
of railways and communications is Overestimated to the extent of
Price changes occuring during the beriod. 1In ny estimate, the
contribution of railways and communications has been measured in
real terms by deflating the amount of wages and salaries with the
cost of living index,

_—-.—.-..-———.——.—-———.—.—-—._-.—.———-—-—
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of wholesale and retail trade aré'available. The number of persons
employed in the distributive trades as reported in the 1951 popu-
lation Census and the average estimated earnings of the persons
engaged in this sector have been taken as the basis of valuation
of the contributlons of Wholesalé and retail trade for the year
1950/51. The bench nark value for 1950/51 has been adjusted
backward and forward by changes in income origiﬁating in agric—
ulture, mining and manufacturing, as it is the product of these
indusbries which is distributed through trade channels.

Banking, insurance_ snd real estate

et e e . S P

12, In the official estimates the income originating in
banking and insurance has been measured by annual wages, salaries
and the operating surplus, and therefore the contribution of this
sector is expressed in current money termsy resulting in overestime
tion to the exbtent of price changes over time. My estimates have
been derived by deflating the current money value with the cost
of living index and this represents*real output of this sector.

A further improvement has been nade in my estimates by adding
the contribution by non—scheduled Ranks, which was not included 1
in the official estimates. The s&bésécﬁor mpegl estate" has
been included in tThe services sectols

Ownership of dwellings

13. The estimates of ownership of dwellings and other
buildings have first been produced for 1950/51 on the basis of
the number of houses (both dwellings and non-dwellings) reported
in the 1951 population Census and the estimated net rent per
house. The bench mark figures of 1950/51 have been extrapolated
packward and forward by the rate.of population growth, assuming
that the number of houses has incrgased_in~proportion to increase
in populations This assumptidnfhas been'coﬁfirmed by en intercen-
sal (1951 and 1961 Genstuses) study on the growth of pupulation

and housinge.
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Public administrgtionhgnd defence

14, The official estinates of income originating in the
public administration and defence ard computed on the basis of
annual wages and salaries, i.e. in Terms of current value angd
are overestimated to the extent of price changes occuring during
the period. In order to compute real income for this sector
current values accounted for in the official estimates have been
deflated by the cost of living index. In the official estimates
the contribution of electricity, water and Sanitary services ig
included in this sector, In my estimate the income form electricity,
water and sanitary services has been segregated from public adm—
inistration ang defence and shown Separately.

Services

R e ot b et Tt

estimated earnings of persons engaged in services., The 1950/51
estimates thus arrived at have been extrapolated by the rate of
population growth, assuming‘that employment in Services has moveq
with the growth in population. The slow developuent in the fields
of education and health (as compared to rapid growth in population)
does not substantiate thig assunption and therefore the contrib-
ution of this sector seems to be overestimated. In the official
estimates, the income originating in construction is included in +the
services sector » In my estinmate bresented in this Paper the

Cor 1s shown separately,

St s e ot et et s et i ey et ot o e it 22 s e s et e e

statistics. In order to express the contribution in real terms,
the current annual net investuent income/ Payments, has been
deflated by the import price index. I% 1g, however, felt that the
Present estimates are short of the awount of factor income Paynents
abroad, which are included in some other heads under the existing
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classification of balance of paymentsstatistics followed in Pakistan.
The degree of under—-estimation 18 being investigated.

TII. DEFLATION OF CURRENT SERIES

_._-._.._-_.-_..-_._u.-_.-.—.-—.—.-——.-—.-—.-—-a—-—

174 The Central Statistical Office in Pekistan prepared in

1955 1its first series of national income estimates in current prices
for the years 1949/50 to 1955/549, which are reproduced in Table
III. These estimates WeIre based on very scanty data and were later
on discontinued due to non-availability of the necessary current
information. I1n view of the weak nature of these estimates and .
non-availability of any firm price deflator, no attempt, whatsoever,
was made 1o convert them into real income estimates.

18 The author has made &l experimental attempt to derive
real lncome estimates from the current lncome series compubted
afpresh for the years 1949/50 Go 1960/61 and presented 1in Table IV.
The new estimates of national income at current prices have been
constructed partly by product and partly bu icome approach. The
contribution of agriculture, mining and large-scale manufacturing
has been computed on the basis of value added in these industries.
The estimates of panking, -insurance and public administration
and defence have been adopted from the official estimates where
the contribution of these sectors have been shown in terms of
current values. The estimates of wholesale and retail trade,
ownership and dwellings and services have been derived DY adjusting
their real product .shown Tables II by price changes indicated by
the cost of 1living indexe.

19. Subsequently, the agregates of the current income series
have been deflated under single operation by the cost of living
index which is the only of fficial price deflator available in the

e S e e o S i S

$Published in the Bakistan Statitical Year—Book 1955, igsued by
the Central Statistical Office, Government of Pakistan, Karachi.



~1ncome in constant brices contained in Table II, These resutlts
have been further compared with an independent estiuate of
national expenditure of Pakistan for the Jear 1960/61 prepared
by lir. l.A.H, Khandkar of the Planning Gommission¥under the
supervision of Dr. E.F. Szczepanik., Thesge two estimates show
only a very narrow difference.

20 he cost of living index useg to deflate the current
series is by no mesans ail appropriate price deflator, becauge
the scope and coverage of this index is Very narrow, in the
sence that it represents only industrial workers of five
selected centres. But however crude the deflator way bej this
simple experiment has paved the way for deriving national income
at contant prices from the estimates of national income
current prices.

2l. Official estimates of national lncome in current Prices
are now being prepared. Simultaneously work is alsgo being done
on the expansion and lmprovewent of the existing cost of living
index and the construction of a comprehensive wholesale price
index. It is hoped that in near future 1t will possible to
complete official estliuates in current Prices and then the
real income will be derived by using the improved brice deflator.
This ig in conformity with the Teport of the Committee of Experts
on National Accounts of Pakistan, which has recommended to
construct first firnm estimates of national income at current
Price and then to derive the real income estiuates by applying a
national income deflator.

$Khandkar, bio.AHey "A method of estinating naticnal expenditure
of Pakistan" a pa&per read at the CENTO Conference on National
Income Accounting held at Murree (Pakistan from 7th to 17th May,
lye62, :
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