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TIlE country's econom- demand for scarce skills that will

ic managers are in an keep them ~~ the country,
upbeat mood predicting a thereby benefitIng the.econ~II?-Y'

G wth th If the pace of domestic acttVlty
stronger DP gro an picks up further, it could even
the target because of a attract the return of those who
better growth in agricw- had emigrated and settled
tural output owing to time- abroad.
ly rains and the impres- Moreove~, an extremely weak
sive rate of increase in human capItal base for the over-
industrial output They wh~lmingm8:jo~tyor ~al w?rk-. ers IS the major Impediment m a
have every reason to be switch-over to non-agricultural
pleased WIth themselves. jobs. To date the private returns

There is indeed good news all to basic education have either
round on the economic front. remained low or are accruing
GDP growth is on course to over a longer timefran1e com-
exceed six per cent, foreign pared with the time horizon of
exchange reserves have crossed those living at near subsistence
$ 12.6 billion, inflation and inter- levels. This has kept the social
est rates are at their lowest in demand for education (even for
recent memory and the stock functional literacy) suppressed,
market has not only surged to as reflected in the weak partici-
unprecedented levels, it is also pation and enrolment rates at all
maintaining itself at such dizzy- levels of education.
ing heights. However, the growing opportu-

Even though a significant con- nities from higher growth rates
tribution to industrial progress could eventually raise the
has been made by sub-sec-
tors in which Pakistan does
not have a comparative
advantage (for instance,
automobiles, electronics,
sugar, etc.), nevertheless
development in these sec-
tors is pushing up demand
for goods and services,
fuelling overall growth.
Based on these facts,
should we make forecasts
about the future by extrap-
olating the growth rates of
the recent past? Can the
growth in industrial output
sustain itself on this elevat-
edpath?Andistherean
economic rationale for
being optimistic about the
country's future economic
prospects?

To begin with, let us note
that the much improved
growth rate, especially of
the manufacturing sector,
is essentially because of the
decline in interest rates. The fall
in interest rates has boosted
growth by stimulating both con-
sumption and investment. This
raises the question whether we
~h"nlt! h.. nnt!..,...,;nn;na "n7'

Moreover, the contribution of
economic and political institu-
tions (in the shape of a stable
polity, reasonable rule of law and
protection of property rights)
that play an important role in
influencing long-term growth
rates, in view of their poor state,
continues to be lower than their
potential.

The institutions critical for
matters of governance estab-
lished by the state for developing
markets (rule of law and protec.
tion of property rights), regulat.
ing markets (to address issues of
market failure), ensuring stabili.
ty of markets (the State Bank and
SECP for regulating financial
markets) and creating legitimacy
(through democracy, a free
media, social safety nets for the
disadvantaged groups) have
been weakened over time (with
the honourable exceptions of the
State Bank and the media), as
reflected in the deterioratinglaw
'and order conditions, the growth
- inpendingcasesincourts,

. . political instability owing
Sust3.1nable growth reqUITeS to the continuing role of

h
.

b h d
.

d the military in running the
t at It e anc ore In pro uc- country, liel'ghtened cor.
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tivity to per capita growth sion-making and govern-ment procedures and the

has not been high. Much of greater vibrance and vigi-.. lance of the media (as a
the Increase In output has result of the increa~ in
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.Ii both the quantity an(l.,qual.
come rom Improve utI za- ity of it), which has sub-

tion of Previously installed jected the g?ver:nm~t .and
. representanve lDStitutions

capacities. to greater public scrutiny.
Although the accounta-

- bility of public functionar-
ies may not have improved in
tandem with the .increase in
transparency, the gap is narrow-
ing, the presence and intrusive-
ness of NABnotwithstanding.

The policyon deregulation and
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returns from education, thereby
pushing up the demand for edu-
cation (especially that facilitat-
ing the acquisition of technology
based skills) on a more enduring
basis.



raises the question whether we
should be underpinning our
strategy for a more durable high-
er growth path on lower interest
rates, considering this is one of
the more vulnerable economic
parameters, dependent on a vari-
ety of factors, both internal and
external.

Sustainable growth requires
that it be anchored in productivi-
ty gains. Although it may be too
early to assess Wha.t"isMppening
to productivity, it appears that so
far the contribution of total fac-
tor productivity to per capita
growth has not been high. Much
of the increase in output has
come from improved utilization
of previously installed capacities.

A high level of human capital is
an important prerequisite for a
meaningful exploitation of mod-
em technology. Not only is the
lack of an adequately skilled
manpower a key constraint to sus-
tain high levels of industrial
growth, our efforts to create such
a force continue to be half-heart-
ed. The continuing neglect of edu-
cation and the migration abroad
of the bulk of the limited stock of
high quality human capital devel-
oped in the countr,yhave placed
limits on the rates of growth.

It remains to be seen if the
events of September 11 have
reduced overseas demand for
Pakistani skills and increasing
opportunities withfu the country
as a result of higher growth rates
are creating an adequate

basis. The policy on deregulation and
The growth of a sector creates liberalization has also weakened

a demand for the inputs required the degree of a~rseimpact of
by the sector, thereby increasing corruption and poJitical patron-
incomes and demand for goods age, although the pace of privati"
and services provided by the rest zation agenda now looks to be
of the economy. Although the for- much too ambitious for the sup-
m!Jl industrial sector contributes porting institutionsorproductive
a relatively small share of total capability of the economy, taking
domestic product, it can play an into consideration the social and
important role in lifting the rest income distribution impacts.
of the economy through its for- _This is. demonstra4=d by, the
ward'and "'backWard'" lfukages "re"ocnt~lej!QttrlS'~ ~
with the informal sector (both poor performance, ifnoti'rtele-
buy and sell goods and services vance, of the regulatory authori-
to each other). ties in balancing the interests of

The externalities of develop- investors (in terms of fair returns
ment of the informal sector's and a stable environment) and
managerial and organizational consumers (in terms of prices
skills, combined with the spill- and quality of service) raises
over benefits of new skills in doubts about the fate of con-
service sectors like finance and sumers after the privatization of
telecommunications, making an Wapda, KESC and PTCL. The
overall contribution that is more utter failure of the PTA in per;
significant than would be expect- forming its regulatory functions
ed based on the size of the sector with respect to the pricing and
and its direct contribution to the quality of service provided by
GDP. mobile phone companies and of

However, despite the decline Nepra in regulating electricity
in the contribution of agriculture tariffs (with the government aha
to GDP to below 25 per cent, its the multi1ateraJlendilig agencies
role, owing to the nature and in fact dictating lariff levels)
strength of forward and back- amply illustrattjthe point.
ward linkages, continues to be Finally, the feel-good factor
critical for the expansion of will be instrumental in stimulat-
industrial output and thereby for ing investor sentiment to sustain
the overall performance of the 'the current growth rates, a sub-
economy. And today the size of ject that needs tw.& discussed
agricultural output is as much a separately.
gamble on the weather and mon-
soons as it was at thebeginnfug
of the 20th century.
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