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 ‘DON’T throw the baby out with the bathwater’ is an apt expression that signifies the need to exercise caution in pursuing collective solutions. 

The origins of this weird advice refers to a time when family members took turns to bathe in the weekly hot-water tub, starting with the senior most and ending with the baby immersed in pitch-black water. Hence, the need for caution — do not empty the tub with the baby still in it. Something the government would have done well to learn from in the matter of the mindless abandonment of state-owned structures that were set up to promote industrialisation. 

The Pakistan Industrial Development Corporation and the project finance sisters, the Pakistan Industrial Credit and Investment Corporation (PICIC), Industrial Development Bank of Pakistan (IDBP) and the National Development Finance Corporation (NDFC) served as effective institutions for the rapid industrial growth of the 1950s and 1960s in a country that, at partition, had virtually no industrial base. 

At a time when the budget deficit exceeds 50 per cent of our GDP and the strategy for long-term growth is perilously attached to massive borrowings from the international community, this is a plea to return to the basics in order to create a sustainable economic policy, not subject to the vicissitudes of economic fashion. 

By what logic is escalating hard currency indebtedness financing non-productive assets considered a catalyst for sustained growth? Policymakers conceiving of policies for sustainable growth need to focus on the promotion of industry, specifically manufacturing and agro-industries. 

There is a crushing demand on our limited resources so why should industrial development take centre-stage in the competition for funds? Simply put, because manufacturing industries generate productivity faster than services and because industry, whilst contributing 22 per cent to the GDP, provides over 50 per cent of tax revenues. Even where there is scope for service-sector development such as IT or banking and financial services, the principal demand for these services, domestically, will be from manufacturing industries. As the latter flourish so will the former. 

Policy planning of the 1950s and 1960s, a time that we are constantly reminded of as a period where Pakistan was the star in the World Bank firmament, focused on industrial (here meaning manufacturing) development with emphasis on import substitution, rigid foreign currency control and international debt taken for industrial projects, on hard infrastructure development and later to a limited extent, on agriculture (green revolution). 

Why then did this early success not translate into sustained growth propelling us into a richer category? Many a thesis has attempted to analyse this. Here I attempt to highlight the need to revitalise the manufacturing sector and to re-establish an institution that would meet capital costs. 

For several years under the aggressive influence of the developed world, we have followed a free-market ideology ceding government control in nearly all areas of industrial activity. Has this been even a qualified success? Did this create the Birlas, Tatas, Reliance or Mahindras? Other than Engro and Nishat, who else has diversified into anything close to a conglomerate status? Where are the IPOs, the prospectuses inviting public subscriptions — what are the inhibiting factors when all government policy purportedly supports private enterprise, where labour action is stifled, and when fortunes in cash have been made? 

The first point to accept is that long-term sustainable economic growth requires development of a strong industrial base. The argument that a country can skip over the phase of industrial development directly to a service-based economic growth is specious and no convincing example for this can be produced; the corollary then is what industries should be promoted and how to promote industrial activity. 

The neo-liberal, free-market activists will ridicule the obvious answers — put policy into reverse gear — protectionism through tariff barriers even in this age of WTO, cosset infant industries, put state investment into industries that have long gestation, where initial returns are low or non-existent and where exist technology development opportunities. 

Without reinventing the wheel, let planners focus on first-generation manufacturing in fields where we have a competitive advantage, expertise and experience — combine this with good ideas such as the Medical City proposed by Shahid Burki in this newspaper. New, more exciting ideas will emerge and diversification will follow if the environment is seen as supportive. 

Practically all of today’s developed economies had eschewed neo-liberal policies, protected their manufacturing base through a combination of colonial power, tariffs and a restriction on free trade. A history that is in direct conflict with ideology is currently enforced on the LDCs. The tigers of Asia combined careful government support and intervention to first promote traditional non-tech industry, encouraging exports through labour cost arbitrage, simultaneously nurturing and promoting ambitions of high technology capabilities — hence their current dominance in the production of automobiles, ship-breaking, microprocessors, electronics etc. In the case of Korea, this is a quantum leap in 50 years from a country whose major export in the 1950s was human hair. 

How then do we build a manufacturing capacity faced as we are with inadequate power, scarce long term-financing, tax disincentives and a non-constructive environment? Once the fundamental commitment to promote manufacturing industries is made with a single-minded purpose, policy prescriptions follow automatically. Engage the whole country, including civil service and political institutions devolving to the nazim levels. 

That which is in the power of the policymaker is the revitalisation of the PIDC. Launch PIDC 2.0 and IDBP 2.0 as revitalised and properly funded, in the hands of private-sector management on market compensation. The problems for the original institutions were the infiltration of the usual national blend of incompetence, avarice and megalomania inherent in the then public-sector management. 

After a while, no sane person was interested in dealing with them. Let’s learn from these earlier failures and not chuck out the baby with the bathwater. Introduce private-sector management with solid government funding and a 10-year plan. Sacrifices are inescapable but my older generation that has failed the nation so persistently now needs to focus on investing in optimal strategies so our future generation will look back at us with pride and not justifiable scorn.

