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THE prime minister and his economic team have expressed satisfaction on the state of the economy in recent weeks. This confidence appears to be premature and misplaced. Not for the first time has a government declared that the economy is at a `take-off` stage when it has merely partially stabilised. While the economic stabilisation post-2018 crisis and the recent momentum in economic activity post-Covid first wave are remarkable, both given the severity of the crises as well as the relative performance to countries around the world, it should be clear that neither are entirely policy-induced nor are sustainable.

The rebound in economic activity is a feature of recovery from sharp output contractions, and is on display around the world. For Pakistan`s economy to grow sustainably in both the short as well as long run, it has to overcome some serious constraints to growth.

In the medium term, external debt repayments remain elevated and are likely to necessitate a return to the currently suspended IMF programme, as well as a successor Fund programme. With an `uncorrected` programme design that is unsupportive of a quick transition to growth after a period of stabilisation, the IMF programmes will keep the growth trajectory depressed in the medium run.

In the longer term, some features of Pakistan`s secular growth performance over the past four decades underscore the challenges.

The economy`s long run growth rate (as measured by a 10-year moving average) has exactly halved between 1970 and 2020, from 7.2 per cent to 3.6pc; Since 1980, Pakistan has recorded the lowest per capita income growth among South Asia. In nominal US dollar terms, Sri Lanka`s has increased by a multiple of 14, Bangladesh`s by 8.3 times and India`s by 7.7 times. Pakistan`s per capita income has risen 4.2 times in this period.

Bangladesh`s per capita income in nominal US dollar terms is now 144pc of Pakistan`s (having overtaken India`s as well this year).

While there is little doubt that Pakistan has had to face exogenous factors that have been unique such as the large spillover effects of the `war on terror`, and internal instability promoted by hostileneighbours and `frenemies` many of its performance shortfalls are endogenous or self-created.

These include the mishandling of the energy crisis since the 1990s, a crumbling fiscal framework, and an unchecked slide in productivity.

A common undercurrent in these failures is something that successive governments have paid little attention to since the 1990s: poor economic governance and management. Successive governments have dropped the ball on exports, energy, domestic resource mobilisation, productivity, promoting export-enhancing FDI, as well as managing myriad policy trade-offs. At the same time, regional competitors such as India and Bangladesh (and other dynamic economies such as China and Vietnam) took full advantage of the first globalisation wave.

A weak institutional framework hangs like a dead albatross around the neck of the state, imposing substantial `deadweight` costs. It produces untenably large inside and outside lags in policy formulation and implementation, leading to a state which is unresponsive both to internal requirements as well as to a rapidly changing external environment.

Added to the structural plus institutional factors is unbridled policy uncertainty and inconsistency.

Whether generated by the executive or institutions such as the Supreme Court and NAB, investors have had to face a litany of uncoordinated, ad hoc actions by state organs that have been economic valueand investor-confidence destroying. To make the situation more testing, Pakistan faces emergent and emerging new challenges from tricky geopolitics to a changing global economic and industrial landscape. These challenges stem from shifting sands in the Gulf, the possibly diminished role of China in the world economy going forward due to reconfiguration of global supply chains, and the advent of the `fourth industrial revolution`.

What does Pakistan need to do to meet the growth challenge? In the short to medium term, fixing the tax system such that it supports rather than penalises investment and commercial activities of the formal sector is one of the most critical imperatives.

Efforts to ease the energy constraint and address affordability for industry will pay dividends. This is an area where the present government`s efforts arecommendable and far ahead of the unidimensional response of previous administrations which focused only on adding power generation capacity. Pakistan also needs to better leverage CPEC as a potent growth driver, especially with regard to using it as an economic diplomacy platform viz Turkey, Qatar, Iran, Russia and the Central Asian states.

Another growth driver initially, especially when Pakistan is facing challenges with its external account, is agriculture. Extracting growth from agriculture has multiple advantages, not least that it generates growth without import-dependency. It can provide exportable surpluses as well as opportunities for import-substitution, besides giving a boost to farmer and rural household incomes.

In the medium term, reducing the footprint of the public sector will free up space for private firms and competition as well as innovation, while better management of cities such as Karachi, Lahore, Faisalabad, Peshawar and the `golden triangle` (as well as urbanisation more generally) can be a robust potential growth driver.

Central to the policy response has to be improved economic governance and management. This can only be ensured via meaningful institutional reforms, especially with regard to reconfiguring as well as reinvigorating the civil service, FBR and the Planning Commission (including the provincial planning and development departments). A portfolio of projects will provide a short-term impulse but is unlikely to improve Pakistan`s growth trajectory on its own. Better governance is the 1(ey to unlocking growth.

In short, a full-spectrum `back to basics` approach that focuses on largely absent building blocks of growth (literacy, productivity, innovation, private investment, a growth-supportive tax system, and institutional quality) is required. While it will be a tall order to lay a more solid foundation, the silver lining is that given the low baseline, any meaningful effort on this front is bound to release a strong and sustained growthimpulse.� The writer is a former member of the prime minister`s economic advisory council, and heads a macroeconomic consultancy based in Islamabad. 

