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Business leaders, bankers and economists share concerns with the State Bank of Pakistan (SBP) over the emerging challenges facing the national economy — a stubbornly high inflation, widening of current account deficit, sluggish export growth and mounting debt servicing liability — well-articulated in its 2006-07 annual report, released last week.

However, they do not draw the same level of satisfaction as expressed by the central bank on ‘’investment-led growth of seven per cent a year for the third consecutive year in 2006-2007,” simply because its sustainability is now a big question mark.

‘’Investment mainly flowed in services sector---banking, insurance and telecom---and is almost touching a saturation point’’, Asad Saeed, an economic consultant observed while expressing doubts whether more investment will come in these sectors in the coming days. The President of the Federation of Pakistan Chambers of Commerce and Industry, Mr Tanvir Sheikh wondered as to how the private sector’s demand for bank credit has fallen when investment is driving the economic growth.

‘ ‘It is because giant telecom companies, big banks and insurance companies have managed to get loans from lending consortia for their investment on a reasonably good discount rate on the basis of big volume of their business. But many of the textiles and other businesses could not obtain such concessions and hence a fall in private credit demand; the 14 per cent plus interest rate is too much,’’ Majyd Aziz, a former President of Karachi Chamber of Commerce and Industry explained.

The unusual high growth in services sector has emerged as a conspicuous factor in the economy that has attracted businessmen as well as economists. The SBP report points out that services sector has proved its significance in the economic growth during the past few years with its share reaching an all-time high of 53.3 per cent. But the bottom line of the report is, ‘’the data compilation process is not in line with the importance of the sector’’.

Not many businessmen and economists however draw any satisfaction from the fact given in the

SBP report that services sector is now 53.3 per cent of the national economy. It showed eight per cent growth in 2006-07 against a target of 7.1 per cent. It was more than 9.6 per cent in 2005-06. Industry was targeted to grow at 9.1 in 2006-07 against which it grew by 6.8 per cent. Agriculture was expected to grow by 4.5 but showed a growth of five per cent. In short, the commodity sectors were projected to grow by seven per cent but grew by six. The President FPCCI said that growth in non -commodity sector is always inflationary. It should be in consistence with the growth in real commodity sectors.

‘ ‘We have a hollow commodity sector’’, Asad Saeed observes while pointing out that India and China depend a lot on their commodity sector--agriculture and industry-for their sustainable growth. Bangladesh and Sri Lanka enjoy international community support and show good export growth. ‘’We have a demoralised business community, an expansionary fiscal policy and we do not enjoy that level of support from international community as being given to our neighbours’’ a business leader with known political affiliations with ruling Muslim League said.

‘’Ours is still a one-off economy’’ Asad remarked, quoting instances when a growth in livestock pulled up the entire agriculture sector in a year or privatisation proceeds helped balance off the payments in external sector. In 2006-07 it was 17.2 per cent growth in construction that gave some respectable growth number to industry. All these gimmicks put to doubt the sustainability of the economic growth.

‘ “One point of concern in the growth profile is the greater reliance on exceptional growth in key sub-sectors of the economy; ‘’ is how the State Bank has observed in its report on the performance of the national economy. In the services sector, banks and insurance contributed 18.2 in 2006-07 as against 33 per cent a year earlier-- in 2005-06. A growth of 6.9 per cent in public administration and defence is the other sub- sector which contributed in overall eight per cent growth of the services sector. This sub sector---public administration and defence---grew by 10 per cent in 2005-06.

In the five per cent growth of agriculture, major crops that include cotton, sugar cane, rice, maize and wheat contributed 7.6 per cent during 2006-07. But market sources question the growth figures of these crops. The

SBP report endorses government assessment of 23.5 million tons of wheat. But traders and millers put this figure at hardly 20 million tons as wheat supply has already become scarce and prices of wheat flour is Rs21 a kilogramme in the market. So is the case with other crops-- rice and cotton.

A conspicuous feature is the lower 6.8 industrial growth in 2006-07 and a negative growth in electricity and gas distribution. Electricity and gas distribution also showed a fall of 23.8 per cent in 2005-06.. In face of this marked depletion of energy supply, manufacturing grew by 8.4 in 2006-07 and by 10 per cent in 05-06. ‘’Call it economy of energy in the industry’’ a leader of SITE Association explained.

The SBP’s outlook for 2007-08 crops is ‘’positive’’. But reports emerging from different parts of the country do not support the central bank’s optimism. Two main crops-- cotton and rice-- are under pests and viral attack. The textile industry is thinking of importing hree million bales of cotton. The decline in rice crop will affect export and its price in local market is bound to go up.

Majyd Aziz hopes for some revival of value added textile sector from this month. According to him garment exporters have started booking some orders and he hopes more orders will follow. Fawad Ejaz of leather garments industry is somewhat hopeful as after months, the leather garments export showed improvement for the first time in September this year. The government offered six per cent research and development rebate to shoe makers in January last year. He hopes that this concession will start showing results. The industry is asking for same concessions for leather garments for which a representation has been made to the government.

There are doubts on harvesting a 24 million tons wheat crop next season. Fearing a further price spiral, the government on Wednesday put off the decision to offer Rs500 for 40 kilogramme wheat procurement price to growers. Farmers are demoralised and may not sow wheat in many areas..

On the food inflation, the SBP report has sounded a warning. It concedes the food inflation remained high throughout the fiscal 2006-07 due to a number of supply shocks in commodities such as wheat, sugar, vegetables. ‘’This stubbornly high food inflation has raised the suspicion that impact of supply shocks may bring about a permanent increase in underlying inflationary pressures---a phenomenon known as second round effect,’’ said the report. While launching the annual report at a press conference last Monday, the SBP Governor Dr Shamshad Akhtar did not mince words to warn about, ‘’further inflationary risks’’ in days to come particularly because of the rising international oil prices. Government circles say that the 2007-08 budget was drawn up on assumption of international oil prices at $57--58 a barrel. Now that it is fast approaching $100 a barrel. Analysts fear that government may have little choice but to pass on the impact of high international prices on to the consumers if petroleum development surcharge proves insufficient to keep prices stable.

Another alarming feature of the report is 10 per cent rise in the stock of debt and liabilities to more than Rs5 trillion. ‘’The major causative factors for this increase in the total debt and liability stock were the rising level of the current account deficit and a large fiscal deficit that raised the financing needs of the country’’, the report says. Euro bonds and ‘Sukuk’ were the convenient tools for government to offset the current account deficits which are approaching maturity period for repayment in next few years.

All these issues and concerns articulated in the SBP report have not evoked enough response from the government as electioneering is gradually setting in and businessmen and economists fear the economic situation might worsen if no contingency action plan is drawn up and put into operation in next few months.

