A blend of bad management and bad economics
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THE present state of Pakistan’s economy invites the pressing question about the credibility of macroeconomic policies and the efficacy of complementary role of its management. 
The dramatic eclipse of economic growth in 2008, on account of balance of payments crisis and fiscal slippages, has resulted in high inflation and slow growth. Persistent inflation and low growth are just the symptoms of dismal performance of the
private sector which primarily determines the supply curve of an economy.

When economic challenges emerge from supply curve dents, there remains less room to make noises about the role of monetary policy.

The following graph reveals co-movement of real private sector credit and real growth which suggests three facts. First, depressing flow of credit to the private sector dents the aggregate supply curve and hence economic growth. Second, inflation is the inevitable product of disappointing aggregate supply to the economy when aggregate demand is not met, creating demand-supply gap. Third and final, the sluggish performance of the private sector is generating, in turn, low tax revenue, paving the way for heavy dependence of the government on bank borrowing which further heats up inflationary pressures.

Why is the private sector not performing? What has been done to fix the key issue of the private sector revival? The answer to the first question is simple: it is energy crisis. It has substantially diminished the banks’ confidence in private sector lending as banks’ profitability is linked with borrower’s performance which is dismal due to serious power supply constraints.

What led to energy crisis basically is the circular debt in the power sector. Why the circular debt issue, which has squeezed the entire economy for the last four years, has not been resolved so far?

Had the Term Finance Certificates been issued way back, it would have improved the aggregate supply curve, putting
economy back on track and inflationary pressures would have receded. Is it bad economics or bad management or both? The questionable delay in fixing the circular debt issue reveals the absence of good management and good economics.

It should be crystal clear that unless private sector comes back, no economic policy is going to work. We need strong commitment to an economic vision. Bottom line: to beat economic challenges, policymakers need to blend good economics with sound management.

