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The low quality of education and skill
mismatch, has the return on human
capital, thereby reducing the role of educa-
tion in poverty reduction. About 26 per cent
children of sdm;g:ing age §fmmam out ug
the school system cent of the 5
tion has no access wpgrasic health g?'?*im
while 50 per cent has no access to sar".ation.
According to the NHRD study, mentioned
major factors people into poverty.

Moreover, essentially bccausepO:fﬁt)I(ae
eg;udimm squeeze between 1990 and
1999 the net enrolment rates for the pri-
mary stage of education declined to 42 per
cent from 46 per cent, with the gross enrol-
ment rates for boys for the middle level
grades declining from 58 per cent to 48 per
cent over the same period.

The poor outcomes in the social sectors
has been seriously impacted by inappropri-
ately selected sites, poor maintenance of
installed i , inadequate number
and skill mix of staff at the service delivery
sites, somewhat indiscriminate compression
of expenditures to adjust for resource short-
falls, lack of timely provision of comple-
mentary non-salary inputs, equipment and
consumables critical to service delivery
(with audit related hindering timely
disbursements) and continued weaknesses
in mechanisms for holding service
providers, like teachers, paramedical staff
and doctors accountable for even failing to
turn up for duty let alone get them to pro-
vide good quality services..

government’s economic policy is
today narrowly focused on a me-itgz?l gm—
da, the control of the budget deficit. This
g]?:guc aﬂﬁmm to macrno;“mnumic sta-
x : tion not automati translate
conventional measures of income poverty, intoecommicgmwthinfutmeyea:s, The
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The government’s
economic policy is -
today narrowly focused
on a one-item agenda,
the control of the
budget deficit. This
dogmatic adherence to
macroeconomic
stabilisation will not
automatically translate
into economic growth

cannot be an objective per se. Nor can the
government simply continue to argue that
criticism of its economic strategy that is
contributing to the increase in poverty is
being made by misguided do-gooders. And
the government cannot insist that address-
ing the worst manifestations of poverty
through micro-credit and Zakat pro-
grammes with their limited outreach is an
adequate response.
Poverty alleviation has to be an integral
part of an overall strategy for economic
development. Similarly, po reduction
cannot be achieved from just additional allo-
cations for social services, as is envisaged in
t}l}e IJ]IMF'S l:;rﬂverlrfy Growth Reduction
acility, especially if provinces, responsible
for imt;o‘fwi:gﬂwyeﬂ'lciency of social servic-
es, continue to be starved of funds through a

turn of
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patently unjust NFC Award and the harsh
and ndiculous budget deficit ceilings
imposed by the IMF. The provinces are
seemingly bearing almost the entire cost of
structural adjustment.

The economy is like a machine and not
a house. And this is not a machine that can
be switched on and off whenever we like. If
sluggish demand (domestic or extemal) or
rapid reduction of impert tariffs results in

closure of some enterprises, andfor loss of

production capacities and markets and low-
ers the trajectory of growth it is not possible
to quickly return to the earlier path and from
there push the economy onto a high.r
durable growth trend.

Since industrial production (and particu-
larly that of small and medium manufactur-
ing enterprises) has strong forward and back-
ward linkages it can stimulate growth all
round. Growth in natural resources generally
cannot create this momentum. Investment in
industry brings in capital and new technolo-
gies, enhances the human capital base and
creates new markets.

With a large amount of slack or under-
utilised industrial capacity and a low rate of
inflation a moderate increase in the deficit to
finance public sector investments should be
affordable as it is not likely to unduly disturb
the inflation rate and macroeconomic stabil-
ity. This stimulus is urgently required.
However, one is not advocating fiscal reck-
lessness, since large injections will, in the
medium- to long-term, have to come from
expenditure reprioritization and a major shift
of scarce resources from defence that has
been crowding out productive investments.

Much of the fiscal space for poverty
reduction expenditures in education, health
and nutrition and development-related
spending in public works and infrastructure
which augment the supply side of private
investment would have to come from the
recent rescheduling and re-profiling of debt,
the reduction that has taken place in the
interest rates on domestic public debt, pri-
vatisation or closure of public sector enter-
prises that continue to soak up at least Rs. 50
billion a year of hard earned tax payers’
money and cuts in defence expenditures

Development surcharges and excise
duties that raise the cost of production and
affect competitiveness of domestic industry
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should be quickly phased out and replaced
by GST. GST should be withdrawn on sub-
sistence level consumption of utilities like
electricity, gas and water.

The private sector’s cost of doing busi-
ness should be reduced through policy and
rule application consistency, predictability
and transparency, further deregulation to cre-
ate a more comprehensive environment and
a revamping of the regulatory environment.

A policy package that stimulates invest-
ment in urban housing and related construc-
tion should be developed. In view of its high
employment elasticity and large forward and
backward economic linkages this sector can
stimulate economic activity.

Poor maintenance of the irigation sys-
tem has affected agricultural growth through
the loss of almost 35 per cent of water from
the canal head to the field (25 million acre
feet of water), reducing its availability at the
farm gate. Since the potential for bringing
additional land into cultivation has largely
been exhausted, sustaining higher levels of
agricultural growth will require a major reha-
bilitation of the system to improve irrigation
efficiencies. Hence, the need for the devel-
opment and maintenance of irrigation and
drainage systems, lining of watercourses and
storage of water for irrigation.

The development of the livestock sector
can improve milk yields, which can then be
exported to potential markets in Central and
South East Asia. Similarly, huge potential
exists for developing marine fisheries.

There is a need to rectify dysfunctional
land administration and judicial processes
and reduce conflicts over ownership of land
(false records and forcible occupation of
land). Provision of secure property rights will
help conv% assels Otfhe the poor into viable
collateral, by making them fungible.

Good governance through better man-
ageminf} and im_pu_-(iwed' deli\-rengce systems in
areas civil soci , judiciary
and adnumgnimtiun) and zysu(g.lonam]'u:&mms
are important for creating a favourable
investment climate and critical for the effec-
tive delivery of basic social services, like
education and health, to the poor.

Shahid Kardar is an economist. This is the

second of a two-part series. The first part
was published on Sunday, July 5, 2003
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