World Bank’s focus on youth

By Sultan Ahmed

GERMANY led by Chancellor Angela Merkel is initiating a move to promote a free trade area between Europe and the US — the world’s largest if it materialises. Called the Trans-Atlantic Free Trade Area (Tafta) it will be the economic equivalent of Nato in the military sphere.

If Nato was created against the Soviet Union in the post-World War II era, the Tafta is aimed at seeking protection from the expansionist economic policies of China with its undervalued Yuan that promotes large exports.

The western countries, particularly the US are interested in revaluation of the Yuan which can reduce its exports by making them more costly, but the Chinese are not willing to do so despite persistent pressure of the West on Beijing to help it out of its commercial stress.

China, which has foreign exchange reserves of $941 billion apart from Hong Kong’s $128.9 billion, recorded a trade surplus of $18.8 billion in August. And its industrial production increased by 15.7 per cent than in the same month last year — the highest rate of increase among the world’s major industrial powers.

At the same time, Euro zone’s industrial output increased by 4.3 per cent and that of the US by 4.9 per cent. And yet a foreign investment of $86.5 billion is expected this year in China. In addition, Hong Kong will receive $37 billion foreign investment. It is interesting to note that foreign investment is flooding into China at a time when it is cutting down its own investment to prevent overheating of the economy as such large inflows along with domestic investment are bound to increase industrial production and exports.

In fact most of the foreign investment in China is meant for production and then for exports. Hence, the western world as well as major developing countries are feeling the impact of the inflow of Chinese goods at low prices.

If a country like Germany with one of the highest rates of unemployment in Europe — 10.6 per cent — is resenting such imports that hurt its industry, that is understandable. The western countries led by the US want China to increase the exchange rate of the Yuan so that Chinese imports into their markets become costly. But China is in no mood to revise the Yuan’s value or even mention a date for doing so. The G7 finance ministers meeting in Singapore called for the readjustment of the Yuan. But China prefers to increase its bank lending rate and make investment capital more costly. But that is not aimed at reducing Chinese investment significantly, while foreign investment remains very high. In the last quarter of the current financial year China produced a GNP growth of 11 per cent to the embarrassment of the Beijing’s policy-making elite which wanted a lower rate.

But unlike many other countries, Pakistan’s exports to China went up last year by 38 per cent, says Pakistan’s ambassador Salman Rasheed. That is the outcome of the Early Harvest programme which has preceded the conclusion of a free trade agreement between the two countries, negotiations about which are under way.

Pakistan has great scope for higher exports as in terms of highest production it is the fourth country in the world for cotton and fifth country for silk and has the largest coal mine at Thar, says the ambassador. To add to that President Musharraf says Pakistan is the sixth country in the world for milk. People who have to pay very dearly for milk find it hard to believe that.

Prime Minister Shaukat Aziz says Pakistan’s negotiations with China for the use of Thar coal for power production has been slow. And they will now be speeded up. Pakistan needs a great deal of power from a cheap source and coal is one of the cheapest sources of power. China has also agreed to invest a total of $50 billion in and around Gwadar port and for the setting up of a petro chemical complex and for the creation of energy corridor to carry gulf oil to China.

Meanwhile, the World Bank has reversed its decision in respect of not providing aid for major infrastructure projects. The bank president Paul Wolfowitz says the bank has decided not to provide infrastructural loans as they were very costly and that corrupt practices in the recipient countries vitiated the use of the aid. But now in view of the urgent need for water and power projects in many developing countries the bank has reversed that decision. But the bank will not provide aid for elections, he says.

The donors approach on the question of large dams has also changed. It was earlier believed that large dams created more problems than they solved, including uprooting of millions from their traditional habitat. But in view of the water and power shortage in many developing countries, the bank has come out in favour of big dams such as the Kalabagh dam which it has been backing for long.

Pakistan has now approved five large dams including the Basha dam to begin with to be followed by Kalabagh. An initial 25 billion dollars are needed for the projects and a great deal of that is expected to come from the World Bank which wants Pakistan to finalise the details of the project fast. But Pakistan has to make sure that no element of corruption was practised at any stage of the building of the dams and that the cost is not inflated later much in excess of the original estimate.

At the same time the Asian Development Bank has reportedly decided not to provide soft loans for water projects. Pakistan was hoping to get a great deal of assistance from the ADB and would like this decision to be revised in view of the importance of water and power for the Pakistan economy and the fact that the interest rates have been rising around the world.

The World Bank’s latest annual report — the World Development Report — focuses on the 1.3 billion youth of between 12 and 24 years in the developing countries. The bank wants the developing countries to make the best use of their youth and provide them with the requisite education and create opportunities for the development of skills. A significant recommendation is that the youth who missed their first chance in respect of acquiring education and job training be given a second chance. If they could not continue their studies, they must get another chance to resume and complete them. And if they have deviated from the normal course of life by turning to drugs or similar addictions, they should be provided a second chance to return to normal life.

It says, a constructive or rehabilitative approach to life can reduce poverty and crimes in the developing countries as well as warp the main springs of terrorism.

The World Bank now wants not only the rich countries to double their aid to the developing countries and achieve their target of giving 0.7 per cent aid to their GNP but that the middle income countries should also help the developing countries as well as fight poverty around the World.

The middle income countries are too many in number by now and some of them are rich and resourceful and they need to assist the developing countries and they can afford to do that. Let every country do its bit to help the poor of the World and underprivileged, so that the World becomes less iniquitous and not be content with achieving the millennium goal of the UN which seeks to wipe out poverty only by a half by 2015.

Meanwhile some 20 Pakistani companies listed on the Karachi Stock Exchange are said to be floating their shares in the UAE stock market. The ground work for such a flotation has already been done.

With too many companies making up to 100 per cent profit in a year, the Gulf investors will find the shares of Pakistani companies very attractive. Whether the companies will be able to maintain such a high rate of profit for long remains to be seen. Will the government come under pressure from the public to reduce such profiteering and make the rate of profit normal or reasonable?

Meanwhile the government has come to the rescue of the stock exchanges and raised the CFS cap for bank lending to the KSE brokers to Rs55 billion so that more funds could be available for buying shares with interest capped at 18 per cent.

While the Share prices are high reflecting the high profits, inflation has touched a new peak of 11 per cent in August from 7.44 per cent a month earlier. Such a sharp rise before Ramazan raises fear that prices can rise much higher in the holy month despite official assurances and preparations to check such hikes including appointment of a battery of price magistrates.

The Rozgar Pakistan scheme which is to provide Rs100 billion in five years as cheap loans to promote self-employment has produced the usual crop of scandals. Bribes or “speed money” for qualifying for such loans from the National Bank has vitiated the birth of the scheme announced by the president. The local officials are trying to make quick profit from the scheme soon it starts. Although the scheme was launched on September 6, it has yet to become fully operational even after the National Bank has distributed one lakh application forms.

Corruption has become so widespread and deep rooted that even the corrupt traffic police use every opportunity to make money and people have to pay to them because they have no other optional. The evil has to be checked effectively otherwise it will become further widespread and much too vexatious.

