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' olitical government's
biggest challengeis to ex-

I ploit the gains of rnacroe-

!

conomic stability achieved
.during the pastthreeyearsat much
1cost to the middle classfor sustain-
ablehigher economicgrowthwhich

I shOuld ultimately benefit the
masses.The latter point is at least
equ81lyimportant as is achieving

" sustainablehigher growth rate.
What options doesth~ government
have?It is one of the most crucial
questionsbeing debated presently.
Divergent views exist on the sub-

, ject.
. The government's economic

policies are merely an extensionof
the previous military-led govern-
ment because of the political con-
straints in which the present politi-
cal set-up is to operate. Yet, as the
~cs ofanyeconomy demon-
strates, there is change in the ex-
ternal and internal economic fac-
tors in the country which if
exploited With economic acumen
should help achieving higher eco-
nomic growth rate of 6-7 per cent
within next 2-3 years. Such a *.

growth rate is essentialto achieve PKR 156.6 billion, an increase of
to address multi-faceted economic 0.06 per cent: It is somethingposi-
and Social problems faced by the tive against PKR 135.56 billion col-
people and government. leered during the first five months

\ of last fiscal year, tax revenue col-
I Macroeconomic stability lection so far is 15 per cent higher.

Statistics of a nwnber of macro- In case the current trend of hitting
I economic indicators related to the the monthly and half-yearly targets
I first five months of current fiscal were met, the possibilityof hitting

~ years are the best guide to ascertain the annual target - perhaps for the
I better side of macro-economic sta- first time after past many years will

bility. Tax revenu~, exports and be a quite a positive achievement.
FDI, stocks and forex reserves are Nevertheless it would be short by
the indicatorswhich count quite a about PKR 140 billion from the
lot in ascertainingn1acro-economic ideal tax-to-GDP ratio of 20 per
stah~ ~ cent of GDp,which shouldfetch

Taxrevenuecollectionis one of more than PKR600billion.Willit
the sour points. The previousgov- be poosibleto hit the annualtarget?
ernmentsucceededto raisetax rev- Onemustkeep optimismaliveeven
enue collectionfrom around PKR against a fewodd ground realities
300 billion in 1999 to about PKR whichmiWltraisetheir head during

- - f/4Jl..,U4>. ft~ 30./'<.',2
the remaining period of the fIScal Growth and exports are un-
year. likelyto showa positivetrend With-

Thrilled by the 16 per cent in- out increase in domestic and for-
crease in exports earning during eigninvestment.Thishas been the
past five months of current fiscal weakestarea duringthe past three
year over the earnings of corre- years. During the last fIScalyear,
spondingperiodof lastfiscalyear, domesticinvestmentwasPKR30
awaveofoptimismhasovertaken billionagainsta targetof around
the scepticismof, the past three PKR96billion.SirnilarlyFDIwas
years on the grounds that double $446 rnilIionagainst a target of
digitexportsearningmightbecome $600 million.Thisyear's target for
a reality. In case it happened, for domestic investment is PKR96.7
which the possibility cannot be billion and for FDI, it is $1.0 bi!-
ruled out, it would be breaking lion. FDIincreased to $462.1 mil-
stagnated exports of $8 to 9 billion lion during July - Novemberp~
overpast a few years. It is to be ap- riod against $161.6 million dllI'irig
preciated that 16 per cent increase

... the 'corresponding period of the

.1

r-
-'0 last financial year. The increase is

186 per cent.
IThe Iruijor areas which have at-

tracted FDI are; financial business,
chemical, oil and gas, transport,
trade and textile - in the same
order of priority. Major FDI in-
vestors are UAE (37.3 per cent),
UK (21.8 per cent), USA (22.6 per
cent) and Saudi Arabia (4 per cent).
The present trend is likely to persist

and might get further impetus de- I;
pendingupon the policiesto be I

pursued by the new government.
There are indications that the gov-
ernment is serious to create envi-
ronment for attracting investment.
Without increase in domestic and
foreign investment, growth and ex-
ports might not pick-up up to the

IIdesired level.
KSE 1O0-share index crossed

the 2600 p6ints barrier. It was nine-
year high. It has added around'PKR
150 billion to the market captional-
isation that has s<>1U'edtoPKR564
billionwhich is less by PKR 46 bil-
lion from the high market, capitali-
sation of PKR 610 billionachieved
in March 1995 when KSE 100-
share m hit 2662 point. PKR
150 billionin in market cap-
italisation indi s that market is
showing confidence in investment.
Excess liquidity is making invest-
ment attractive. Forex reserves

;).
400 billion in 2002. An average in-
creaseof 33 per cent,whichwas no
mean achievement, particularly
during the period when the econ-
omy wasrecessed.But,it fellshort,
each year from the target that was
fixed in the budget. The revenue
targetunderwentnot onetime,but
at least 2 to 3 times revision.Cur-
rent fiscal year's target is PKR
457.8 billion has been revised
downward from PKR460 billion
against PKR404 billion collected
duringthe last fiscalyear.Taxrev-
enue collection during July -
Novemberperiod stood at PKR
156.7billionagainsta target of

has been recorded against many
odds such as falling value of US
dollar against rupee, fall in unit
priceof exportedconunodities,tex-
tiles and garments. The fall in
prices in cotton, textile and gar-
ments is because of prevailingre-
cession in the US, Europe and
Japan - our main export markets.
Increase in exports is a positive
sign becauseWBand some of ana-
lysts have pleaded export - led
economic growth as the most suit-
able and viable option for Pakistan.
Can the trend be sustained Withac-
celerated impetus? It must happen
so because this is the need of econ-
omy and of the country. Pakistan
needs to register at least 10 per
cent increase in its exports earn-
ings duringnext fiveyears. I

have crossed $9.5 billion. It is yet
another positive macro-economic
indicator to bang on.

The other side of macro-eco-
nomic stability

There are always two sides of a
pictur~. In case macro-economic
indicators highligh1;edin preceding
paragraphs show J?Ositiv~side of
economy, the other of the economy
there, where rnacro,.economic indi-
cators 1001<:'passive spectators'.
They also count a lot to assess over-

all ec~nomic performance of the

-



outgoing government. A number of
indicators such as increase in un-
employment (8.7 per cent accord-
ing to a conservative estimate), 20
per cent increase in cost of utilities
over last three years, shrinking in-
come level particularly of poor,
lower and middle classes, low eco-
nomic growth,. high subsidy for
banks, KESC and WAPDA, high fis-
cal deficit (7 per cent during last
year) and low PSDP expenditure
Le., 3.1 per cent of GDp'around 7
per cent increase in the poverty
level in the country during past

three years despite loud claims of
the government to alleviate poverty
with WBlIMF financial assistance,
raise a number of questions about
the efficacy of exclusive macro-eco-
nomic ~tability economic policy.
The cry for benefitiilg from gains in
current,account, high forex reserve
and sta}Jlecurrency, 'excess liquid-
ity available with the banks is not
withottt genuine reason and con-
cern. The question is about: how to
benefit? What arethe optionS for
the go~ernment? !

- Continuedonpage19
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Debate about options

There is a gene~consensus
among financial anaJystS,executives
and economists that despite gains in
macro-economic indicators, people
in general have suffered mostly on
account of all those factors which
represent 'the other side' of the
macro-economic stability. There is
also consensus that further eco-

M nomicsqueezeis least desirable.In
fact the time to provide relief to the
people has ,come. The government
is' also itcbing for it as her declara-
tion and decisions to decrease
power tariff by PRsO.12 paisa per
unit for all consumers reduction in

!the price of essential drugs and the

promise to lower the price of gas
and oil irlllica,~es. It is imperative
,that the relief measures should be
libacked by a high and sustainable
',economic growth rateand}ts bene-
fits should trickle down to the grass-
root level. Without this, relief mea-

"sures will be isolated acts, which
,would negatively affect fragile
macro-economic stability. So far the
government has not come forward.wit!). a comprehensive road map to
give impetus to economic growth
.by ~loiting tl).egains made by the
-preViousgovernment.

Investment, increase in PSDp,
'pro-poor' growth strategy, reducing
subsidy for white elephants of econ-
omy likeWAPDAand KESC and the
Chinese-,modelor export-led growth
model are being hyped as the es-
sentials to break the vicious cycle of
economic stagnation in the country.
The otl).er essentials are good eco-
nomic governapce, efficient func-
tioning of CBRiand effective micro

level poverty alleviation pro-
granunes.

Economy needs substantial
amount of domestic as well as for-
eign investment in manufacturing,
SMEs and value-addition to give
boost to exports. The existing in-
vestment rate of around 12 per
cent, is too low to give impetus to
higher economic growth rate. The
parameters for private investment
such as de-regulation of petroleum
and energy sectors, lower import
tariff, market based interest rate, ex-
cess liquidity available with com-
mercial banks, stable rupee and
rupee-dollar parity, monetary stabil-
ity and taxation reforms, are
favourable for attracting invest-
ment. But, in an economy like ours,
where private investment is yet to
take roots to establish itself as main
vehicle of growth, it looks upto pub-
lic sector investment for re-assur-
ance. PSDP that presently stands at
3.1 per cent of GDP needs to be in-
creased to around 5-6 per cent of
GDP in next 4-5 years along with
substantial increase in social spend-
ing. This willcertainJy encourage
high private domestic and'foreign
investment.

The government <luring90s and
past three years Iwl'lJeen reducing
'public expenditure out of sheer ne-
cessity of reducing fIScal deficit to
around 3 to 3.5 per cent of GDP
which she never achieved to oblige
IMF.She must review such a policy
because higher revenue can be gen-
erated only through higher growth
rate. The fIScal deficit bottom-line
fixed by lMF is extremely difficult to
achieve and subsequently adhere to.
Even EU member states who have

joined the Euro-zone are finding ex-
tremely difficult to adhere to a sim-
ilar standard. A higher fiscal deficit
of around 5 per cent should be ac-
ceptable to IMF for Pakistan. India
is following it whose overall fiscal
deficit inclusive of fiscal deficit by
the provincial states is much higher.

Whereas parametres for private
investment have improved, the need '

to create environment to facilitate
investment and to win investor's
confidence such as effective 'one
window' operation, prompt avail-
ability of services and utilities and
good governance at micro-level are
yet to show up. It is one of the sour
points of domestic and foreign in-
vestors that deters them to invest.

Private - public partnership to
boost investment has been pleaded
as one of the viable options by some
of the analysts and economists. It
might not work ,wellin our environ-
ment for various reasons. In any
such partnership, the private side of
the partnership will be seriously
handicapped to move upward be-
cause of drag of public partnership.
The two are likely to form an un-
equal and imbalanced partnership
for economic revival. One must,
therefore, look upto separate roles
and areas of operations for the pri-
vate as well as public investment.

Stepping into the Chinese model
Despite the green patches of

macro-economic stability, the econ-
omy suffers from serious infrastruc-
tural imbalances that impede de-
sired level of economic growth.
Some of the grey areas of economy
include high cost of utilities particu-
larly such as gas, electricity and. ......

transportation. They have to be
cheap to reduce the production cost
of products and commodities for
domestic and foreign markets, sub-
sidies being provided to power sec-
tor (WAPDAand KESC) and nation-
aIised banks, a debateable monetary ,.
policy being pursued by the SBp,

w\rlch anal~ts observe is not.s~-
tB.inable,negiect of SMEs and agn-
culture sectors and lack of pro-poor
economic policies which are creat-
ing serious distortions among dif-

~1:~~~~t~fs~~:%~~~~e~~'
,

' "

"

,

~
,,

~Ift~~thtcW;;;;mod:;-;e" U
",

; ;c~n~my.Asa f;~st;:'~~
must attain GDPgrowthrate of :killfulandknowledgeablecheap istanmuststriveto establishoneor
aro

,

un

,

c,!&:

,

,,7per C
,

ent within' next 2-3~

~

"1umanre so

,

ur ce capable 0fproduc7 tWOE

,

pzs

"

successfully and

"..,..,

its ex-
years. This will,not come throughng high-techutilityitems;availabil- ports shouldoutstripimports.
unlessinfrastructural inadequacies of cheappowerand other infras- ~.
were a(\dressed, human resource' cture at door steps, one-window ConclusIon '
developm~ntwas giventop priority I peratj,pnfor investors, totally de- Macro-economici,stability,do-
and investmentwas made in a big regulate,!!forex rules and regula- mestic and externaieconomic fac-
way in sectors such as a,griculture, tions and labour 13:wswithinEPZs tors have created envirofiI\\entfor
manufacturingvalue-additionand whichfavol1rinvestors.Pakistanis exponential growth of investment
SMEs,whichhaveappetitefor it. 1O00milesbehindChinato pursue providedbureaucratic bottlenecks

The Chinese model based on her model. Nevertheless,if the ex- were addressedto facilitateinvest-
massive production of garmentS, port-ledmodelis pursued diligently ment.,Equallyimportant to attract
electronicand other utilityitemsill and with commitment, it can put investmentis to addressinfrastruc-
exportfreezonesexcluSivelyforex- Pakistan on the map along \\jth turlfl and human resource inade-
ports is being advocated for,Pak- thos~ Southeast Asian countries quacies that exist at pres~nt. Ex-
istan ,bysome of the analysts and which have performed economic port-led growth model is a tested
WB officials.The government has miracle. Exports-led growth over one as proved by the Asian tiger
been advisedby,WBspecialists to past one and a half-a-decade has economies and by Greater China.
adopteJC.P<;>J,1;-ledgrowthpolicyfor also made the economyof Greater ~iut,the modelwillbe successfulin
economicturnaroundand seek for- China i.e. mainland China, Hong' Pakistanonlyif itspre-requisitesin-
eign iii.v~stmentin dynamic and KongandTaiwan,the largestworld cludingthe changein mindsetof in-
productivesectors rather than pur- economy with $7.8 trillion GDP vestors,government functionaries,
suingmega-infrastructureproducts. after EU ($9.3 trillion)and the US mid-level executives and, labour
She should also get the economy ($10.4 trillion).It is estimatedthat were met on priority.Canthe gov-
ready for the next round of trade after 5 years from now, Greater 'ernment, which is now to accom-
and industrial expansion through Chinaeconomywillbe the second pUshthe task of achieving'higher
export led growth because export largest economyof the worldwith economic growth, meet the chal-
sector grows faster than the real $12.4trillionGDPafterthe USwith lenge? It should otherwise,fragile
economy. $13.7 trillionGDP.It willbe poised macro-economicstabilitywill lose

Pre-requisitesfor fruitfullyben-.r,to bridge the gap and overtakethe its lustre.
~., ~,.,- -~'e "," '~"'~""--""'" <" ,.


