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he geovernment this year has
i announced the budger with a tri-
winphant air. There is little doubt
that the indicators for the state of
finance have shown a marked improve-
ment. The exchange rate has heen sta-
bilised. the debi-servicing burden has
been brought under control, and the fis-
cal deficit has been reduced to z level
that gives comfort to the IMF.
Whatever the role of external factors,

the ‘government deserves full credit.foi

these achievements. However, it is iffpor-
tant to realisé that financial stability may be
anecessary but is not a sufficiont condition
for either sustainable growth or poverty
alleviation. In this article w wiil examine
the budgetary initiatives in the context of
what the zovernment itself now admits is a
challenge of the future: High GDP growth
and poverty reduction.

Let us starr by idemtifving two crucial
economic relationships that may help in
understanding the level and type of growth
required to reduce poverty. These are: (1} The
level of GDP growth is determined by the
investment rate while (2) the impact of ‘GDP
growth on poverty reduction is determined
by the distribution of national income.

Amidst the indicators of success in the
financial sphere, it should be a sobering
-thought that investment as a percentage of
GDP has remained at about 15.5 per cent last
vear. This is far below the 23 per cent level
that is required to push GDP growth above
the seven per cent level, so crucial for pover-
ty reduction, It is also significantly below the
mvestment rate of 16.8 per cent achieved
during the Ziaul Hag period (1978-87) and
the 18 per cent achieved during the early
democratic period after Zia (1988-93).

Willi investment stagnating at such a
léw level, eventhe relatively low 5.1 per
cent GOP growth may not Be s ble.
bserved nrcrcasu in th GLP growth
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government and
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e

cent last year is essentially due to a sharp
increase in agricultural growth (4.5 per
cent) assocjate *d with a geod harvest and
better utilisation of existing capacity in
industry. Therefore the critical economic
factor that will detcrmine Pakistan’s eco-
nomic destiny and the welfare of its people
will be the ahility to substantially increase
investment and hence GDP growth.

It is now well established that the
higher the degree of income inequality in
a :uuml’}' Eh: higher is the level of GDP
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growth required to reduce poverty. Given
the existing high inequality in Pakistan. a
GDP growth rate of at least seven per cent
on a sustained basis is required to make a
significant dent into poverty. If the GDP
growth rate is less than seven per cent
and if inequality increases, then poverty
can be expected to increase. This is in
fact what has happened over the last few
years in Pakistan.

The question is, what has the budget
done this vear to address the urgent need of
sharply increasing investment and GDP
growth? The government claims that there
has been an unprecedented increase in its
development expenditure (from 120 billion
rupees last year to 160 billion this \e'*r) et
the fact is that the level of devel
expenditure as a percentage of GDF 15 sull
4.1 per cent, which is far below the histori-
cal level of seven per cent and significantly
lower than what is rcqum.d to stimulate
economi¢ growth. It is a case of too little
rather laté in the day.

Therefore it can be argued that the
budget this year is not growth-oriented
but is still connacnon:ry in nature
because the government is continuing to
implement the IMF mantra of a further

uction in the budget deficit. Of course,
cvm when adequate resources are devot-
ed to stimulate economic growth the gov-
ernment must face the imperative of
improving the institutional efficiéney of
the public sector so that increased devel-
opment expenditure can actually lead to
increased development.

When the government is constrained
in terms of the scale of public sector
investment, it is clearly impartant for the
private sector investment to rige sharply if
the level of GDP growth required for
poverty reduction is to be achieved. Here
four institutional factors constrain private
sector growth, which the government is
bcwm zm_;__ to address but has so fur made

T

litle progress on the ground.
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&ry allocation. Here again budgetary
‘tllocations bear no relationship with
(e scale of the problem.
Lt us now consider whether the budg-
it s aligned with the govemnment's
lundoubtedly commendable policy of
poverty reduction through such meas-
uies as food support programme and
the provision of micro finance.
According 1o the budget document the
Jvernment is seeking to reach 1.2
million households hn-ougli its food
s bsidy programme. There are two
froblems here:
dhe level of subsidy
(45.2,400 per household per year) to
emble the beneficiary l"uusc]{olﬂs to
#.ach even a minimum level of con-
samption for all household members
laverage household size ‘s about
4even). This comes to about Rs. 11 per
Jioor person per month, whieh is quite
madequate to meet a person’s mini-
mum food requirements. :
“he number of houscholds that this
Hudgelary provision atlcmpts to reach
. s only 1.2 million usmpmd to about
{.w.ht million houqelm]ds in Pakistan
That are going hungry
The government has mk.li_commcud—
able [nitiatives in supporiing the Pakistan
Poveity Alleviation Fund established earli-
eratid in setting up the Khushali Bank. The
form (et institution provides mi€ro finance to
T‘-G( s for h.udmg to the poot while the lat-
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dide micro finance
rs. While the PPAF
2,805 beneficiaries
provided loans to
This comes to a

ter is attempting to
directly to poor borr
has provided loans t
the Khushali Bank
75,000 poor borrow:
total of about 158,
both institutions. In
million people are in
the coverage of bot
together bears no relati
of the problem.

My resedrch for the National F
Development® Report shows that @
per cent of the poor pepulation is
ing money at all and of these more than 80
per cent of loans borrowed are from
friends and relatives. NGOs as a whole in
Pzkistan are providing only one per cent of

the loans borrowed by the poor in the
urban areas and 0.8 per cent in the rural
areas. C1arly therefore the | of funds

made available for micro finanee dozs not
address the scale of the proble ;bﬁ

The strategic objeciivcs of the budget
(stated in the bud; et.’fiocum nt) of aooedl%r-
ating growth and poverty reduction are
laudable. However, it appears from our
analysis that the actual budgetary ailoca-
jons are out of syne with the stated objec-
. Pakistan's economy has come a long
way over the last three years for which its
economic managers can tah& due credit.
Yet. as the current budget indl%, and the
erowth performance’ last yﬁ’su ?
Palistan continues to be faced with finan-
cial constraints of the govemment and
structural problems in the real economy.
(These problems have been identified and
analvsed in my earier articles in these
columns). It is these problems that need to

be addressed in the ahead, if poverty/
is to be reduced andy:\

istainable high GDP
growth achieved. f
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