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Introduction

Ambassador (R) Sohail Amin,
Muhammad Hanif, Maria Syed and Muhammad Nawaz

aki stands economy has not been doi
number of factors are responsible for this situation.

Firstly, due to global financial crisis, Palesb s exports have
substantially. During the past few years, floods have also caused a loss of
billions of rupees. External i nfl ows
economy. Acute power shortages have slowed down economidyaatiei
consequently economic growtlnsufficient revenue generation and lax
collection have been old woes that continue to constrain the gross numbers.

ng

de

F

Since the onset of t he o6war on terror 6,

have incurred a huge loss of approximately US$ 100 billion. Add to this the
liability of the poor performing Statewned enterprises.

Economic planning is crucial for development efforts. Think tanks
which observe the performance of the economy from tisidsiand are in
a position to make objective assessments can offer their analyses and
intellectual inputs to the government for any correction that the course of its
policies might need. Thistwday nati onal conference
Economic Growth ofPakistad |, hel d 0 n23, @014,ovme r 22
organised by the Islamabad Policy Research Institute and the Hanns Seidel
Foundation with this objective in view. Renowned economists and policy
experts of Pakistan attended it and deliberatedhencurrent state of the

countryds economy to chart ouThe a roadnm

conference analysed the underlying reasons for the poor state of the
economy and discussed the challenges it faces and the strategars.to

This book contains the 11 papers presented at the conference. It is
organized into two parts. The first part includes the welcome address by
President IPRI, Ambassador (R) Sohail Amin, opening remarks by Mr.
Kristof Duwaerts, Resident RepresentatiASF, Islamabad, inaugural
address by the Chief Guest, Dr. Asad Zaman, Vice Chancellor, Pakistan
Institute of Development Economics (PIDE), Islamabad, and the concluding
address by Prof. Dr. Eatzaz Ahmed, Vice Chancellor, QuaAzhm
University, Islamabad. The second part contains the papers presented at the
conference.

I n his p &mwmomic Reiformarmrce in Recent Past Dr.

Imran Sharif Chaudhry states that Pakisténs economy has suf

various internal and exteal shocks since 2001 yet it has shown resilience.
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He then analyss the economic performance of the country through the
criterion of eight macroeconomiadicators: sectoral growth, investment
and saving; inflation; fiscal sector;ublic debt trade and payments;
infrastructure development; and human resource. He highlights major
achievements of the outgoing fiscal ye¢hat include improvement in tax
collection, reduction in fiscal deficit, flation contained at single digit,
improvement in economic growtinecord rise in worker remittances, grant
of GSP plus status by EU, launching of Euro Bond, auctioning of long
pending 3G and 4G licenses, significant increase ieidar exchange
reserves, strengthening of Pakistani Rupee and creation of new history in
stock market. He is of the view that development in social sector would
follow achievement of short and long term economic goals.

Dr. Vagar Ahmed i n hi s pFisgde Challeoges afid

Responsé expl ains the two specific i ssue
directly impact the growth process: low capacity of the state to raise public
sector revenues and inability to cut (o

takes up the issue a@hx reformand explains how various forms of tax
exemptions, lack of capacity in tax administration and the missing political
will to broaden the tax base have marred the revenue situation. He analyses
the structural issues impeding the eetiveness of development
expenditures in the country. He puts forth some policy recommendations on
improving revenue collection and effectiveness of government
expenditures.
Prof. Dr. Naheed Zia Khanb s p a Preblem®and Frospects of
Foreign Direct Investment in Pakistand anal ysedermt he | on
implications of FDI on sustainable development. She examines the
gualitative changes in Pakistars s oci ety by analysing th
and environmentaimpact of FDI. She is for FDI inflows provided the
governance issues are addressed to redress the imbalances in distribution of
gains. Her paper identifies the market and government forces which
together can improve the cyanphostiti venes:
country for FDI.
Il n her peetngthe Emergy Requirementd Dr. Rehana
Siddiqui explains that rising population, higher energy intensity of output
growth and mismanagement in demand and supply has led to energy crisis
in most developingountries, particularly in South Asia. Power shortage in
Pakistanis adversely affecting the production systems (the output losses
varying between 380 per cent) and the quality of life of the population.
Her study calls for efforts taesolve the current crisis both on demand and
supply side. The focus of the demand side efforts should be to improve
energy efficiency and energy conservation. The supply also needs to be
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increased through an appropriate energy mix which is cost effeciive a
that can meet the short term and long term energy needs of the country.
Dr. Ashfaque Hasan Khani n hi s paper Wimat t he sub,
Ails Pakistand s P kilmhcest gi ves an extensive over
and holds thafiscal discipline is essential for preventing macroeconomic
crisis and realizing full growth potential and social development of the
country. However, fiscal profligacy and failure to mobilize adequate
resources to finance evgrowing public expenditure have emerged as the
key economic issues of the country. For the past several years, the gap
between budgeted revenue target calculated by the Federal Board of
Revenue(FBR) and the actual revenue colied has been increasing. He
notes that during budget planning, expenditures are finalized first,
particularly development expenditure by making sure that projects of
influential leaders receive adequate funding in the budget; and revenue is
treated as aesidual divorced from the level of economic activity or GDP
He suggests that in order to have financial discipline, expenditure should be
treated as a residual and the chances of slippages should be minimized.
Prof. Dr. M. Arshad in his papero n Strategies for Enhancing
Agricultural Growth and Food Securityd st ates that food pr
security for the ever increasing population is becoming a great challenge for
scientists and policy makers. Increased crop production in Palksstan
great challenge along with improvement in producing quality and
controlling the adverse impact of agricultural practices on natural resources
and environment. Anticipating climate change and adjusting agricultural
practices and technologies aodingly can assure food security for future
generations. In this context his paper lays great stress on advancing research
and developing adaptable technologies.
Dr . Bashir Alpraead r Whieidkipng Sirectural
Reforms and Reform of Public Sector Enterprise® f ocuses on pub
enterprises and the privatizatioprocess in PakistanExplaining the
rationale behind privatization process he holds teatelopment through
private enterprises remairthe mainstay of public policy. The privatization
commission has been created for this purpose. It is hoped the privatized
units will achieve the desired profitability.
Dr. Allah Bakhsh Noon andMuhammad Shafeequein their paper
o n Impact of Water Management and Climate Change on Economic
Growthd stress upon adopting water manag
water availability and productivityat the farm. These practices include
mainly watercourse improvement, precision land levellingd Iplanting,
and high efficiency irrigation systems, which have the potential to save
water in the range of 20 to 70 per cent, increase crop yields by 20 to 30 per
cent and increase farmersod6 net income b



4 Roadmap for Economic Growth of Pakistan

success of thes practices, however, lies in creating awareness among
farmers, providing baclkp support and on the field intensive training to
farmers. They warn that Pakistas most vulnerable to climate change
facing glacier retreats, floods, droughdnd rise in temperature ot by
2050, which may result in severe reduction in river flows in the coming 40
years of the order of 40 to 50 per cent.

Dr. Bushra Yasmini n  her Tappm@the Haman @Gapitald
says that human capitatcumulation and research and development (R &
D) have been recognized not only as engines of growth but together as a
sector that attracts other stimulating factors likes physical capital and
investment beside serving as a positive externality thstraias the
diminishing returns to scale due to its spill over effects. Conclusively, the
effective use of physical capital depends on the quality of human capital for
which technically, professionally and administratively trained people are
required. Tapimg the human capital in Pakistdoy stimulating various
contributing factors is a dire need. The budgetary allocatioeducation as
percentage of GNP has remained very nominal i.e., around 2 per cent in the
current decade. From the investment perspective, due attention is needed to
be paid to gender and regional disparity in school attainment, quality of
education, the missing link of industagademia linkages, employability
and tapping the labour force ophmities for youth that captures an
overwhelming population proportion in Pakistan.

Dr . Us ma n pMupsetra ff aocApguopriate Deveatopnient
Strategy and Role of Private Sectod . The paper anal yses
policies ove the years, discusses the constraints to private sector
development and strategies to overcome these problems. The paper further
emphasizes the role and significance of 3Ps projects, their risks and ways of
their successful implementation. He holds thasibess by PubliSector
Enterprises is a recipe for disaster. Pakigtanmitnessing the inefficiencies,
overstaffing and tremendous financial losses in the enterprises run by
Government. They have become liabilities andomler to run them
government is bearing millions of rupee

I n hi s ‘pappng Potemtial SeGtors of Growtld Prof. Dr.

Ather Magsood Ahmed reviews thesectoral performance in Pakistan
historical perspectivéo identify the possible avenues of growth. He thinks
that Pakistan has been an undehiever in all the three sectors of the
economyi agriculture industry, and services. The agriculture sector has the
potential to grow provided the is investment in human capitahd
appropriate technology is acquired and used. The manufacturing sector
requires diversification of the base, its opening up to international trade and
use of technological advances in the field.eTdgrowth potential of the
services sector can be exploited if there is a holistic review of the numerous
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services and the regulatory and taxation structures are streamlined
accordingly.

Prof. Dr. Abdul Saboor, in his papero n Polity Imperatives of
Trade Liberalization and Regional Integration for Pakistan discusses
how the comparative advantage in trade and regional integratidowan
consumer costs, increase efficienagcelerate growth and alleviate poverty
in a country ike Pakistan With the changing dynamics of international
trade policies and their implications on agricultgestor, several research
interests have emerged to assess the comparative and competitive
advantages amongedding countries of SAARdncluding Pa ki st ands
comparative advantage in farm exports over a period of three decades. The
paper concludes that as per indexing specifications, Pakistan has significant
comparative and competitive advantage in trade of cattolrice followed
by India and Bangladesh. India may attain top position in cotton, lint and
rice. Pakistan would have to struggle to achieve the targets followed by Sri
Lanka and Bangladesh. The dream of sustainable productarity
agriculture growth can only be materialized if public policy keeps track of
the competitive and comparative configurations of major crops in South
AsiaA
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Welcome Address

Ambassador(R) Sohail Amin
President IPRI

Dr. Asad Zaman, Vice Chancellor, Pakistastitute of Development
Economics,

Mr. Kristof Duwaerts, Resident Representative, Hanns Seidel Foundation,
Excellencies,

Distinguished Scholars,

Ladies and Gentlemen

Good Morning

welcome Dr. Asad Zaman, Vice Chancellor, Pakistastitute of

Development Economig¢svho has kindly accepted our invitation to be

the Chief Guest at this conference. | also warmly comle the
distinguished scholars and economitsn various centres of excellence
who are participating in this conference as speakers

It is a matter of great pride for Islamabad Policy Research Institute
and our partner Hanns Seidel Foundafionhaving been able to arrange
such a gathering ajutstandingscholars and economic expefiie timing
of this Conference is very appropriate since the government as well as the
people of Pakistarare focused on the measures being taken for the
economic development of Pakistan.

Pakistaris an important South Asian country with a vibrant society of
180 million people To become an internally strong democratic welfare
state and to play an important role for peace and developmtd iegion,
Pakistameeds economigrogress.

According to some economists, our economy has not been developing
as desired, due to various factors. In the aftermath of the global financial
crisis, Pakistads ex por t s h a vvath sshsthntiad dedine int oget her
Foreign Direct Investmeninflows. Persistent power shortages have been
slowing down economic activity, depressing output levels and substantially
reducing the growth rate. The chronic insu#ficcy of revenue generation
continues to deprive the economy of any internal support. It is estimated
t hat Paki sterarisid efforts dlaven taesed Pakistan economic
losses of mee than 100 billion US dollars.
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Ladies and Gentlemen,
Despite thesaserious constraints, the prospects of the economy reviving in
t he future | ook good. According to B
Pakistab s economy has t he "Hargeseardnongbf t o bec
the world by 2050 from its curred™ position. The signs of economic
recovery are also being seen positively by the rest of the world. One
positive indicator i's the response of
i ssuance of Eurobonds, reflecting rene
ecahomy. Inflation has slowed down. The value of rupee has appreciated
against the dollar. Economic growth has been projected at 4.témethe
highest growth rate ithe last six years. During current fiscal yeRs. 157
billion havebeen allocated for the Pakistan Development Funds.

There is consensus among economists that Pakistdts to enhance
its economic growtlat a faster pace by addressing four main issues:

(i) Restoration of law and oed,

(i)  meeting energy requirements,

(i)  developing infrastructure, and

(iif)  efficiently utilizing our human capital

This will help in attracting foreign investment, increasing value added
industrial and farm output, increasing revenueegation and enhancing
exports.

It is necessary therefore that Pakistivelops a longerm vision of
economic growthand formulates a perspective plan of action with
identifiable goals. The present government whesiacipal agenda is
economic growth would certainly appreciate policy inputs from the
countryo6s Wehope therefoe nhiat ghis conference which has
been organised with this end in view would come up with useful
recommendations for policy makers.

Ladies and Gentlemen,

| once again thank the speakers gadicularlythe speakers who would be
acting as Chairpersons to preside over the four sessions of the Conference,
spread over two days. Papers read here will later be compiled in the form of
a ook which Islamabad Policy Research Institute will publish after the
conference.

Thank youA
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Opening Remarks

Kristof W. Duwaerts,
ResidenRepresentative, HSF, Islamabad

aki stands economy i"outof @88 natioms asb a d
per the IMF listing, in terms of GDI 2013. In the past, Pakistars
economy has proved to be resilient. This courtias not facedis
many financial and economibardshipsas other Asian nations during
repeated waves of recession or international financial crises over the past
decades. At a population growth rate of ned@rfyercent per year, Pakistan
has the 5 highest number of new citizens per year in the world in absolute
terms after India, China, Nigeria and Indonesia. Therefore a comprehensive
strategy is needed to address the challenges of population growth.

Many cauntries often face a dilemma whether a strong economy is a
prerequisite for sustainable peace, or sustainable peace is a prerequisite for
a strong economy. Obviously the two are mutually dependent and
reinforcing, but a gradual strengthening of the econ@myore conducive
for stable peace. For example Federal Republic of Germany through its
concentration on economic stabilization in the immediate-\astyears,
managed to become one of the economically stable nations in the world.
Since then, Germany hasntinued to be the economic powerhouse of the
European Union (EU) despite many setbacks in the recent past.

Pakistanfaces many challenges. At the forefront stands the low
literacy rate, energy deficiency, unemployment, as well as tbhdusxof
young educated elites. Still, any of this is reversible. It is hoped that the
conference would contribute towards formulating a roadmap. Pakistan has
the potential of becoming the ".8trongest economy in the world by 2050.
The country has vast seurces, the potentidbr attracting major national
and international investments, ahasa huge powerbase which is made up
of its young populatior

r

a
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Inaugural Address

Dr. Asad Zaman
Vice Chancellor, Pakistanstitute of Develoment Economis
(PIDE), Islamabad

r. Asad Zaman, Vice Chancellor, Pakistastitute of Development

Economis (PIDE), QAU Campus Islamabad, was the chief gaést

the inaugural session of the conference. He thankBd dRd HSF
for inviting him to this important conferencebnhe countripds econo
his presentation heaidthat it was not difficult to identify the solution®
Paki st anods e cWhatovas needed avisavellscearted out
strategy. Basicall yxyoonshe apnobbematwere
constraintso for economic deVvienlcd pundesrdt .
energy, security, industry, technology, FDI, and exports, wikiile
Asoft war & drmtarmanityt baged human development. If the
efforts were made only on hardware developments and software
developments were ignored, this policy would not be very effective.
Therefore, both these aspeateeded to be addressddr economic
developmentDr. Asad asserted thagechnological or physical constraints
did not prevent Pakistan from development and proghesgre the mental
constraints whictslowedprogressBut it was possible to devise a proper
strategy by putting efforts in the right direction. The root problem was lack
of selfconfidence athenaional level.

Dr. Asad rejected the idea of some economists on which both
Marxists and Capitalists seemed to aghes development was just a matter
of accumulation of capital. In faowvhat was neededvas simultaneous
coordination at various fronts for ewamic development.He also
contested the prevailing concdapiat economic growthwas imperative to
reduce povertythrough its trickledown effect What happenediuring
economic growtlwas thatwealthtended tcaccumulate in the has of few.
He believedthat improving human livesesulted indevelopment which led
to sustainable economic growsiince people then become the drivers of
growth. The government had to facilitate people to &veignified life.In
turn, people would prode ingredients for development and growth. He
stressed that the importance of human development was visible from the
fact that the first pillar of AVision
of the view that the most effective way to develop the potepfiahe
people of Pakistarwas through addressing their basic neeudrition,
health and education. These issues were not beyond the capacity of Pakistan
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to handle but the problem was lack of knowledge and political Wiére
was a needfor cheaper and feasible intervention, which cobidng
dramatic improvement in tHeves of the people as well as the economy.

Dr. Asad cited the findings of a team of economigBuflo and
Banerje¢ who hold thapovertyis not @ne big probled b eombination
of a thousan small ones. As such no single item plaould wipe out
poverty,whetherforeign aid,somemega projectprivatizationetc. Poverty
had to be attacked fromifferent frontswhich it was not possible for a
government or the private sector to do managiy thousands of small
projects, he only viable solution was the allocation of adequate resources to
the people for undertaking small projects which would tiedpnto address
poverty. This was not being doiir third world countries, although large
amounts of resources were not required. For example about $40 billion was
needed for basic education, clean water, sanitation, basic health and
nutrition globally. It was a small amount to spend on, whereas, ironiclly
3 trillion wasspent only during the Iraq war and more than a trillion spent
to bail out the financial institutions. In the light of this, despite existing
financial constraints, Pakistaould allocate the required resources to solve
the poverty problem by encouraging and supporting small businesses to be
carried out by the people themselves.

He saidmalnutritionwas one of the biggest problentishad a huge
effect on low income segment&sulting in low height, low physical
strengh and IQ level The problemalso lay with people whapent
extravagantlyon optional items like weddisgand funerad, unhealthy rich
food and tobacco. In case of Pakistauer the past decadioughinfant
mortality had gone down in lewith national standards, neonatadrtality
hadremained stable or increased. To achieve the Millennium Development
Goalswe neecdfocus ona n i nstinaval tn the first month ofts birth.
Unskilled midwives whodeliver babies outside hospitaleed necessary
skills. Dr. Asad also explained hownicro nutrition problems could be
tacked at a very low cost through provisioniofline and iron supplements
to the mothersSimilarly, coarse grains were also a cheaprirention that
provided a lot of calories and proteins, which were also affordable by the
pooras inThailand, China, Brazil and Vietnam

Dr. Asad noted thatife style changes were necessémy injecting
awareness among people as lack of information basic reason of
numerous problems. In this regard, Commudlitiyen initiatives need to be
encouraged and government should provide background help to facilitate
and support these projectde cited the example girojects like Akhtar
Hameed Comilla proj, Orangi Pilot project and othemBeopleare told
those were theiproblem andthey had to solve them byhenselves
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governmentwould only provide assistancBesultantly, capacity building
of communities would change the social fabric.

He also idenfied some problems in the health sedb@en out of
ignorance Effective and cheap preventive maesscould be adopteduch
as improvingwater supplyquality to avoid diseases thpblluted water
causes.

Dr.Asad concluded that tiorhganadver nment
NGOb6s initiatives alone were not suf fi
change the prevailing bad social norms about poverty, health and nutrition.

He emphasized that vision, inspiration and motivatwere neededat
pditical level to solve health, social and development isgues.
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Concluding Address

Prof. Dr. Eatzaz Ahmad,
Vice Chancellor, QuaiitAzam University, Islamabad

rof. Dr. Eatzaz Ahmad, Vice Chancellor, Qu&idzan University,

Islamabadwho was Chief Glestat the concluding sessipthanked

IPRI and HSF for inviting him tohe conferenceand saidthat there
were two basic tems of economic growttwhich included savings and
productivity. Savings not only praged more resources for productivity but
could also be invested to build human and physical capital. Once the
resources were generated for productivity, it was important to understand
the utilization of these resources. He explained that growth degenmd
accumulation of physical capital, labour, and human capifareover
variableslike human capital, physical capital, energy inputs, governance,
finance, law, corruption, religious values and politiesre also factorsin
growth theries and growth models.

He further stated that in spite of inflation in Pakist&ione compared
the per capita income of today with the per capita income during@95@ s

in terms of standard of |daptaincgme it was
had substantially improvetiving standards But it did not mean that
poverty had been eliminated but one ha

type of poverty was different as compal
thel 96 06 s o0 n e outfood pbaverty, wherkas tday, people were
ready to live without enough food but could not live without mopfiienes
and transport. So these things had bectimeanecessity of lifeand show
better living standardsThusf r om t odayd6s pwasth@ecti ve p
though its quality had changed.
Moreover, he noted that when growtok place, it also changethe
composition of the economy. For instance, duringl 96 0 6 s 6Ba ki st an
economyhadmore than 40 per cent share of agricultaigout 30 per cent
of manufacturing, and less than 30 per cent of services. Butheshare
of agriculture was about 20 per cent, manufacturin2@er cent and
services about 557 per cent. However, the quality of consumer goods
(food) had not been increased as much as availability of services. This had
made Pakistani economy more vulnerable to shobks Eatzaz further
stated that financial sector had developed due to economic ghuito
sustain that moreffective monitoring and coordination was required in
managing the economy.
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Dr. Eatzaz identified bad governance and corruptisrthe main
cause of the present economic woesf Pakistan He recommended
implementationof the models suggéed by the economists for economic
growthand devel opment . He was hopef ul t hat
economy would grow in the future as wall.
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Recommendations

Recommendations: Deliberations duringhte conference brought forth a
number of recommendations which are summarized below:

A

To become a progressive economy and an internally strong
democratic welfare state, Pakistanust improve its law and order
situation, address the energyisis, enhance human development
and develop infrastructure.

Pakistan should take initiatives for sustainable economic
development addressing the issues of lack of education and
population growth. National and international efforts areiredun

this respect.

Element of excessive spending at the societal level needs to be
discouraged and norms of simple living need to be adopted.

In order to enhance economic efficiency simultaneous coordinated
progress is required on many fronts like therdware of energy
security, industry, technology, FDI, exports etc. and the software of
economy such as human development and poverty alleviation.

The government should invest in health and education sector by
increasing the number of public schools anoviwing clean water

to the people. The purpose should be to improve the quality of life
of citizens which will in turn increase their productiviand help in
poverty alleviation.

More funds should be allocated to social developmenthe last
budget, very little was allocated to social development; 0.5 per cent
to health and less than 2 per cent to education. To increase the
living standards and the quality of population should be the real aim
of economic growthThere is also a need to look into the alarming
situation arising out of population growth, specially the increase in
urban population.

The tax systemnmeeds to be reformed. Taxes are imposed on/and
collected from the poor, while thech hardly pay any tax. This
practice needs to be curbed and an unbiased tax system should be
enacted. A similar policy should govern the public and private
sectors. All multinationals must be made to pay taxes. The policy of
exemptions and picking favdtes must end.

Budgeting policies must have continuity. The legislation must
ensure that policies once announced remain valid for more than the
life-span of a government and are introduced and changed only
after a public debate before a select committebheParliament.
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A

The practice of taking loans (from foreign/international donor

agency) should be made transparent. Loans to start mega projects
should be made public and should be accepted after a debate has

been conducted and consensus reached. A dedtaiald be
initiated on the utility of Planning Commission of Pakistdime
Planning Commission should not approve those projects for which
funding is not available or which are not economically viable.
Pakistan needs to twaden its tax base and also debate the
agriculturetax on large land holdings while protecting the small
and medium land holdings. Government should create an
investment friendly environment in order to boost the economy and
industrialactivity. Pakistan needs to create space for the growth of
new entrants in the private sector by removing the hurdles in their
entry and their smooth operation.

Fiscal indiscipline needs to be minimized. There is a need to
introduce responsibility to sporeckless spending, do away with
discretionary powers at all levels and ensure appointments on merit.
Forecasting budgetary targets is essential for sound fiscal
management. FBR should improve its ability to counter the

budgetary flaws. To further strelge n t he i nstitut.

the culture of political appointments/nepotism needs to be
eliminated.

The current practice of treating revenue as residual must be
reversed. At present, the forecast of revenue earnings for budgetary
purposes is done oa hypothetical basis to match the funds
required for development projects. In fact, projects should be
prepared keeping in view a realistic target of revenue collection.
Government should create an investment friendly environment in
order to boost the enomy and industrial activity. In this regard,
laws should be made conducive and encouraging for foreign
investors and to attract FDIs.

A relatively underdeveloped infrastructure means that investment
opportunities are abundant. If managed properly tiroturrency
swaps and bilateral trade deficit retention agreements, these could
quickly bring in the much needed Foreign Direct Investniebt).

In FDI Pakistarshould give priority to enhancing its teahogical
capacity rather than just focusing on acquisition of technology.
There is a need to introduce technologically advanced methods for
producing energy. Aging power plants have resulted in lower
efficiency; they need to be improved/or replaced. Gowvemt
should consider inviting foreign expertise in converting coal into

onods
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energy, adopting an integrated energy model, trained manpower
and should follow the Korean model.

There is a need to find an appropriate energy mix which is cost
effective and can n&t the short term and loAgrm energy needs of

the country. Further reduction in power losses can be achieved by
keeping a check on the illegal use of power.

The yield gap between the potential and the present level of
agricultural productivityshould be made up through acceleration of
seed production, timely supply of inputs, introducing innovative
products and following best agronomic practices. The value
addition of agriculturgoroduce can lead to improving notly the
economy but also food security.

Pakistanshould take all necessary measures to save erosion of soll
and provision of rich fertilizers to make up deficiencies of soll
created by effects of climate change such as loss of orgatierm
and rich top soil to increase crop production.

Private sector participation must be encouraged at all levels. The
objective is to have a conducive environment wherein both the
public and private sectors can function side by side, and contribute
towards the development of the country.

Water management practices of laser land levelling, bed planting,
water course improvement have the potential to save water in the
range of 20 to 40 per cent and increase in net return to the farmers
by 20 to 30 per centSuch management practices should be
encouraged.

Rainwater harvesting in urban as well as in rural areas needs to be
promoted for irrigation and for recharging groundwater.

Pakistanhas been ranked as th& gnost vulnerable country to
climate change effects. Climate change will have tremendous
effects on its water resources especially the Indus river flows
originating from melting glaciers. Building of water reservoirs and
developing heat resistant crop varieties can help mitigate the
climate change effects on agriculture

Tunnel farming offers good opportunity to the farmers especially
having small land holdings. They can earn their living comfortably
even from one acre of land if they can grow-sghson vegetables

If proper marketing is guaranteed this technology can offer a lot of
employment opportunities in the rural areas along with
improvement of their livelihood.

The economic benefits are significant if the harvested rainwater is
properly used to rechargeagindwater, grow vegetables and field
crops.
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A A skilled and globally competitive labour force is required for
economic development. If the potential of the large young
population is properly harnessed the advantages can be numerous
like availability of chap labour, entrepreneurship development,
involvement of Pakistamns di aspor a, devel oping
support programmes, and long term skill development. Technical
education should also be made easily accessible. Further, research
organzations like universities must develop linkages with the
industrial sector.

A Inconsistencies and weak implementation regarding policy and
planning needs to be addressed. Demdmgn and skilled
manpower of international standard should be developed.

A Agriculture, Industry and Services are the engines of economic
growth Agriculture sector has been resilient and strong throughout.
This strength must be incorporated into the national industrial grid.
This will bring about greater rels. In addition, investment in
human capitahlong with the application of appropriate technology
would also be useful.

A The manufacturing sector requires investment in human capital
international trade transtimns, financial development of the
economy, and the use of technological advances in the field.

A Pakistanneeds to focus on revival of comparative and competitive
advantages. Policies relating to trade and regional integration
should be malgamated to form a good mix of various policies such
as monitory policy, fiscal policy, investment policy and trade
policy. A
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CHAPTER 1
Economic Performance in Recent Past
Dr. Imran Sharif Chaudhry
Abstract

The performance of Pakistars economy has
volatile and fluctuating since its inception. The rider clause
of our economic history is that éheconomy has been
suffering from shocks of different nature and intensities
albeit it has survived due to inbuilt resilience.eTaim of

this paper is to analgs t he perfor mance
economy in the recent past from 2001 to 2014. Eight socio
econanic indicatorshave been selectedor this purpose.
Theperformanceatterns and trendse established through
descriptive and graphical analyses. In addijt@rthorough
analysis of the primary sectors of the econaimyndustry,
agriculture and services, has also been carried outwith
findings. At the end, policy implications have been listed for
chalking out a roadmap fét a k i setoaomi@ growth

been very

of

Keywords: Economic performance; Growth; Inflation; Pubtiebt; Trade

and Payments; Pakistan

Introduction

T

he economy of Pakistas the 26th largest in the world in terms of
purchasing power parity (PPP), and 44th largest in terms of nominal
GDP. Howeve, Pakistan has a population of over 186 million (the

worldé 6th largest) making its GDP per capita as $3,149 rantkiag
country140th in the world (Ahmed, 2010). Pakistaasranked as 146th on
HDI in 2014. Pakistan is a rapidly developing country amane of the

eleven declared countries that have e@ahigp ot ent i al

t &

Paki st

become

largest economies in the 2tentury. However, after decades of internal
securitysituationand social instability, as of 2013, serious deficiencies in
basic servicesuch as railway transportation and electric power generation
had developed. A sound and sustained economic performance in an
economy depends on balanced sectoral growth and right economic policies.
The growth rate also depends on internal and external @unmnshocks,
political stability and internal law and order situation in a country (Fischer,
1993). Besides thathe demand management policies based on sound
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public financeplay a primary rolein supporing economic growthSound
public finance minimize the distortion in taxation nets, ensure price stability
and enhance the rate of return on investment by lowering the real interest
rate all these factarultimately promote economic growth (Barro, Robert &
Gordon, 1983).An economy withunstable fiscal position can recover by
taking corrective measurés drengthenthe external sector conditions by
reducing the deficit and volatility of exchange rd#alik & Ahmed, 2010)

No doubt, the macroeconomperformance of a country helps the policy
makers to find out the sluggish economic indicators and to design an
effective policy to enhance tingoperformance. This study wifbcus on the
powerful macroeconomic indicators as shown in figureo hnalysethe
economic performance of Pakistartherecent past.

Figure-1

Major Macroeconomic Indicators for the Analysis of
Economic Performance

To examine thdrendsof sectoral growthagriculture manufcturing and
services sectorshave been considered. For resource mobilization
investment and savings behawichave beerexamined. To observe the
price stability orninflation rate, the study will examine the GO&flator and
Consumer Price Index (CPI(King & Mervyn, 1997). To examine the
effectiveness of fiscal sector, the study will examine the trends in revenue,
expenditures and overall account deficit. The performance of trade and
payments will be »amined by observing exports, imports, work
remittances, trade deficit and current account deficit. To smathie
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performance of human resources the study will consider population growth
rate, labour force and employment. Finally, social sector develdpmkn
be examined by using the performance of education and health
determinants. To measure the macroecongaitormance this paper will
give a brief review of existing economiedicators agollows;

The scond section will give a brief summary of major
macroeconomieéndicators in PakistarThe hird section will shed light on
the performance dthe financial sector.The fourth and fifth sections will
describe price stability and performandetloe fiscal sector respectively.
The current situation of public debill be discussed irthe sixth section.
Trade and payments and infrastructure development will be reviewed in
section seventh and eighth respectively. The performanic human
development and social development indicators will be explained in section
ninth and tenth. Finally, eleventh section will provide some concluding
remarks.

A Review of Macroeconomic Performance in Pakistan

Historically, Pakistn®s overall economic output (GDHas grown every
year sincethe 1951 recession. Despite this retasf sustained growth,

P a k i s d¢cenandy had, until a few years ago, been characterized as
unstable and highly vulnerable taternal and internal shocks (Alahdad,
2012). However, the economy proved to be unexpectedly resilient in the
face of multiple adverse events concentrated into recent years (2001 to
2014) as shown in figure 2.

Figure-2

Shocks to Pakista® s Ec on o my
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In Pakistanthe economic performance of major economic indicators
during the sixties relied on the initiative of sound economic management
and on the inventiveness thie private sector. The role of public secteas
increasedduring the period of seventies by the shifting of management
towards nationalizationThe period ofthe eightiessaw structural reforms,
liberalization, privatization and stabilization measures (Alesian &
Summers, 1993). Even the eighties, Pakistan was considered among the
higher macroeconomi@erformance economies in South Asia with an
average growth ratef over six percent (Khan& Senhadiji, 2001).
However, in the early ninetiesthe performance of macroeconomic
indicatorsworsenedunprecedentdd in low level of investment, double
digit inflation rate, poor tax to GDRatio, poor governance of institutions
and poor social sector indicators. Whilethe second halfof the decade
economic sanctions and tension on Afghanistan border were the major
reasonghat hitthe performance of major macroeconomic indicators (Malik
& Shahid, 2006).

The structural reforms which were introduced tire 1990s were
continued in 2000dor recovey of the macroeconomidndicators A
numberof bold andunpopulardecisiors weretaken by the government like
increasein petroleumprices andwithdrawal of anumber of subsiies to
balance the fiscaituation(Kukreja, 2003)Despite that, in the early period
of 2000s the improvement in macroeconomic performance remained short
lived due to external and fiscal imbalances #relwar on terrod after the
event of September 11. In addition, unemployment and poverty remained
maja challenges to Pakistanrs economy ( Ahmed, 2011).

In 2001 to 2004 a three yeérstandby agreement for Poverty
Reduction and GrowtRacility was executed to fulfithe conditions ofhe
IMF. In addition, different structural reforms comagi@g privatization
restructuring the financial sector, bank reforms, deregulation of the
economy and liberalization were introduced to put the economy on the road
to recovery (Uppal, 2011). Major emphasis was given to the libetiatiza
of foreign exchange regime and privatization of telecommunication,
banking and energy secsorAll these efforts improved macroeconomic
stability which made thestock marketattractive and developed the
confidence of foreign inators (Meltzer, 1987). As a result huge public
sector investment especially in housing and physical infrastructure and in
water and power sector was observitier the event of September 11 the
alliance of Pakistani forces with American forces to fighdiagt terrorism
also helpedhe economy. For instance, the vimig off of various external
debts, approximatelyyS $1.5 billion annual relief in debt service charges
and rescheduling of 12.5 billion multilateral and bilateral external debts
rescued thenegre macroeconomic indicators (Faisal, 2004). The access to
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Europeancount r i es and United Statesd marke
exports and balance of payments. To examine the macroeconomic
performance the study wilbcus onthe financial sector, priceadtility, the

situation of fiscal policy, public debts, trade and payments, infrastructure
development and social sector development in the country.

Sectoral Growth, Investment and Saving Behaviar
Sectoral Growth Rate

The outgoing year witnessed globalcogery and the global outlook
indicatad some signs of optimism during the second halk@f3 In South

Asia, Pakistads economic performanchas beerimproving guantitatively

and qualitatively and hamadethe highest achievement sinced2@9. The
economic growtlof Pakistan depends on all sectors of the economy. Major
achievements of the outgoing fiscal y@&1314 include improvement in

tax collection, reduction in fiscal deficit, inflatiamontained at single digit,
improvement in economic growth, worker remittances touch new height,
achieving of GSP plus status by EU, launching of Euro Bond, auctioning of
long pending 3G and 4G licenses, significant increase in foreign exchange
reserves, s¢ngthening of Pakistani Rupee and creating new history in stock
market. Inclusive growth is one of the top agenda of the present government
to reinvigorate the economy, spur growth, maintain price stability, provide
jobs to the youth and rebuild the keyfrastructure of the economy. The
GDP growth accelerates to 4.43 pegnt in 201314 as compared to last
year growth which was 3.70 peent. All sectors of the economy have
shared the economic growth (Pakistan Economic Survey:-20113

Agriculture Productivity

The contribution of agricultureector in GDFs almost 21.0 pecent and

this sector is creating almost 45 pmmt employment opportunities. The
sector has growth rate of 2.1 pecent against the gwth of 2.9 percent

last year. The main reason for decline in its growth rate was the reduction in
cotton production and other minor crops due to unfavourable weather
conditions but somehow compensated by the better output of rice,
sugarcane, wheat and & crops. The important crops include all major
crops like wheat, maize, rice, sugarcane and cotton which registered growth
at 4.44 pecent, 7.27 pecent,22.79 percent, 4.27 pecent and {) 2.00 per

cent respectively (Pakistd&cononic Survey; 201314). The gowth rate of
Livestock is 2.88 petent against 3.99 peent last year. The growth rate of
the Forestry suksectorwasat 1.52 percent as compared to 0.99 prmnt

last year.The Fisheries sulsector has 2.03 pecent contribubn in
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agriculture it registered gwth at 0.98 percent as compared to 0.65 per
cent last year (Pakistan Economic Survey; 2048
Manufacturing Sector

The major source of tax revenues for the government is the industrial sector
which significantly cornibutes in provision of employment opportunities to
the labour force. Its contribution is 20.8 pmmt in GDP Revival of the
industrial sector started with remarkable growth of 5.8cpat as compared

to 1.4 percent last yeaas a resulof theimplementation of comprehensive
policy measures on fast track to revive the economy. Manufacturing is an
industrial sub sector contributing 64.92 pent production of the overall
industrial sectowith the present growth of 4.55 peent compared tthe
growth of 3.53 pecent last year (Pakistd&tonomic Survey; 20134).

Services Sector

The growth rate ofhe Servicessectoris 4.3 percent as compared to 4.9 per
cent last year. The performancgthis sectorhas beersatisfactoy and all
components of services i.e. general government services, finance and
insurance, housing services, transport, storage and communication
wholesale and retail trade and other private services filayed apositive

role in its growth. Pakistalike other developing countries is a consumption
oriented society. In nominal terms the private consumption expenditure
reached 80.49 parent of GDPwhereas public consumption expenditures
stood at12.00 percent of GDP. Total cagumption expenditures have
reached to 92.49 peent of GDP in outgoing fiscal yeaompared to 92.14

per centin thelast fiscal year. Sectoral growth rate is shown in figure 3.
The increase and decrease in the growth rate of GDRovgnsim figure 4
(Pakistan Economic Survey; 2013).

Figure-3
Growth Rate (at Constant fc) Per cent
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Figure-4
Percentage Increase/Decrease in GDBrowth Per Annum

GDP Growth (%)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2000 20101 2012 2013 2014

Yemr

Investment

During the last few years Investment has baénhard by inernal and
external factors. The growth rate of total investment is 14.8cest as
compared to 14.6 pecent last year. Publignvestment recorded an
impressive growth rate at 3.5 pmnt as compared to 3.3 pEmt last year.
Total invesment which was recorded at Rs.3276 billion in 20382
increased to Rs.3554 billiom 201314. Public investment which was
recorded at Rs.748 billion in 20413 is reported at Rs.877 billion in 2013
14. Public investment as a pmnt of GDFRncreased to 3.5 peentagainst
3.33percent last year (Pakistédbiconomic Survey; 20134). A number of
initiatives are being taken by the present government to create investment
friendly environment in the country and various steps @ laeing taken

to overcome energy crisignd improve thdaw and order situationThe
auction of3G and 4G licenses, and other investment friendly incentives
have been given timvestors. During JuRMarch, 201314 credit facilities

to private sector imeased to Rs.335.8 billion as compared to Rs.139.8
billion in the comparable period last year (Pakistan Economic Survey;
201314).The tend in investment growth rate is shown in figure 5.



Roadmap for Economic Growth of Pakistan 25

Figure-5

Investment Growth Rates
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Foreign direct inestment (FDI) in Pakistarhas shown a sinusoidal
behaviouras shown in figure 6. Pakistan has achieved FDI of almost $5200
Million in the financial year 20008, which boosted the GD#® a great
extent (Haque, 2011). Foreignvastment had significantly declined by
2010, due to Pakistém political instability and weak law and order
situation. Foreign investorseem tohave lost their confidence iRakistan

and since 2011 improvement in this situation is awafed.restoratiorof

such confidence, the law and order situation needs to be improved. The
trend line indicates that with prevalence of existing conditions, the FDI
values will increase in the future but will remain within the moderate range
($4000 to $5000 Million). Theerformance of government with regard to
FDI depends on the investment environment (Gul, 200eWards tis end,
government has involved foreign firms in the latest initiatives. Few Chinese
and Turkish firms have started their initiatives in energy afrdstructure
sectors which will accrue economic dividends. However, more efforts are
required to attract more FDI for boosting the GDP of the country. In the
current year, FDI growth has increased by 3.58ceet from the previous
year.
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Figure-6
FDI Growth Rates
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Savings and Remittances

The government is making arrangements to explore new markets to export
its manpower and providing incentives for the increase in remittances to
enhance its growth. In terms of the largest recipient of remitsaimcéhe
world, Pakistanis ranked on 7 number in the world and is the second
largest recipient of remittances in South Asian region. Pakistan is also one
of the 20 countries of the world where remittances cover more than 20 per
cent ofimports and also remittances are equivalent to more than I@pier
of exports. The inflow of the remittances for the period of -Apyil 2013
14 stood at $ 1,289.46 million as compared to $ 1,156.98 million during the
corresponding period last year, whiis 11.45 percent higher over the
previous period (Migration and Remittances report, World Bank; 2014).
Historically, Pakistanhas had afairly comprehensive policy stand
particularly in terms of liberalization and integration withe thvorld
economy.But constantreliance on international financial institutions and
bilateral donors such as U.S., Japan, Saudi Arabia and Chinadudethe
policy makerstread a tight ropgath with little scope for indulgenceA
country with normal domdis savings rate of 15 peent of GDPand a tax
GDP ratio of 9 percent would alway$e constrained in pursuing a self
propelling growth trajectory. The i#itarred undesirable view of the private
sector, foreign investment, multinational corgtions and privatization
prevalent in the country would always kees below our potential. China
with 1.2 billion people, could have relied upon its bulky internal market but
has risen as the worl doés theulandes r one
beneficiary of foreign investment. The most urgent policy refoeded is
in the area of fiscal policyd both revenues and expenditues
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rationalization. As shown in figure 7, public saving of 5 to 6 qeart of
GDP has becomihe core source of low domestic savings. National savings
are 12.9 percent of GDP in 20134 against13.5 percent in 201213.
Domestic savingstandat 7.5 percent of GDP in 20134 comparedo 8.3
percent of GDP in 201-A3. Net foreign resource iwflvs are financing the
savinginvestment gap (Pakistan Economic Survey; 203pP Per capita
income grew at the rate of 3.5 pEmt in 201314 as compared to 1.4&r
centlast year which is shown in figure 8.

Figure-7

Savings Growth Rates
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Inflation in Pakistan

The inflation rateas showrby the changes in Consumer Price Index JCPI
averaged at 8.7 peent during JubApril 201314 against 7.7 perent in
the comparable perioddayear. The increase in food inflation during the
existing year has driven up the general inflaiiareaseOn aregular basis

in July-April 2013-14 it is assessed at 9.3 pwmtwhile nonfood stands at
8.2 percent, as against 7.1 peent and 8.2er cent in thecorresponding
periods last year. CPI food items hawhown adeclining tendency in the
prices of gram pulse, mash pulse, vegetable ghee, cooking oil and mustard
oil. The @re inflation on average basis during JAlyril 2013-14 stood at
8.3 percent against 9.9 parentin the previous yearThe rend of GDP
deflator and CPI is shown in figure 9 (Pakis&aoconomic Survey; 2013
14).

Figure-9

GDP Deflator and Consumer Price Index
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The Performanceof Fiscal Sector

The fiscal performance will be examined on the basis of fiscal development
which includes performance intax revenue, nctex revenue, current
expenditures and development expenditures.

Fiscal Development

The fiscal deficit persisted auvmd yearly average of 4fer cent of GDP
while the primary balanceeemained on the higher sid&he monetary
policy remainede x pansi onary during 2000606s

R
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years; however, decrease in debt servicing charges as a oéidibt
rearrangmentdid aid in reducing this fiscal deficit. This deficit was funded
by bank borrowing i.e. 5.per cent, norbank borrowing i.e. 62.per cent
and fran peripheral resources i.e. 81per cent. The current account
balance remained surgllaround an annual average of fied cent of the
GDP. The exports varied around 1&ér cent of the GDP per annum
However the imports continued liberal and rose at a faster rate i.ped0
cent yearly. The growing oil prices also raised the impolrtile trade gap
increasedbut everrising remittances since Sember11, 2001 kept the
current account balance the positive(PakistanEconomic Survey; 2060
01).

The arrent administration soon after coming into power in June,
2013, bok immediate measures to develop the fiscal condition through
expenditure management strategy and raising tax andamorevenues
during fiscal year201314. Under cautious expenditure management
strategy, several initiatives have hewken including 30 pecent cut in
existing budget ofministries except pay and allowances, phasing out of
electricity subsidies and announced restructuring of bleeding PSEs. In an
effort to increase resource utilization efforts in the country and isere
to GDPratio from the lowest level of 8.7 peent to 15 pecent in the next
few years, a widespread strategy is being created which encompasses three
broad categories: a) broadening of tax base, b) removing anomalies in the
taxation sgtem and c)ultivating tax compliance. As a result of these
efforts, preliminary gains started to appear as fiscal ddéftitto 3.2 per
cent of GDP during Julvarch 201314, against 4.7 pecent in the
analogous period of last year (PakisEzonomic Survey; 20134).

Total spending of Rs. 5,297.2 hillion was assessed for the full year,
comprising of Rs. 3,963 billion of current expenditure (74.8 qant of
total) and Rs. 1,334.3 billion of development expenditure and net lending
(25.2 percent of total). Throughout Julylarch 201314, total expenditures
were controlled at 3.7 pecent against 20.4 perent growth in the same
period of 201213 (PakistanEconomic Survey; 20123). Total revenue
increased by 16.6 parent during JulyMarch 201314, and stood at Rs.
2,477.4 billionagainstRs. 2,124.9 billion in the same period of 2a12
Tax revenues amounted to Rs. 1,786.2 billion against Rs.1, 527.8 billion in
the same perioth the previous yearandthus dispatched growth of 16.9
per cent. Noteworthy growth in tax revenues was chiefly on account of
significant rise in federal tax collection by 16.3 memt. While nortax
revenues posted a significant growth of 15.8 @a&mt during JulyMarch
201314, which amounekto Rs. 691.2 billion against Rs.597.0 billion in
the same periodf lastyear. Fiscal accounexperiencegome interval on
account of reduced subsidies, which remained lower than last year as it
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reached Rs. 201.8 billion during JtMarch 201314 agaiist Rs. 270.0
billion in the similar period of 20123. Following a development of 24.3
per cent in rural tax revenues and 13.9 pent in federal transfers, the
provincial surpluses posted a higher growth and reached Rs. 257.9 billion
during JulyMarch 2013-14. During JulyApril 201314, FBR collected an
amount of Rs. 1,744.8 billion as provisional tax against Rs. 1,505.5 billion
in the analogous period of 2013, reflecting a growth of around 15.9 per
cent. Throughout the first ten monthstbé existing fiscal yeay among the

four federal taxes, utmost growttas witnessed in direct tax at 18.9 per
cent followed by sales tax at 18.8 mmmt and federal excise at 14.0 per
cent. Through JubApril 201314, direct taxes continueasa major source

of FBR tax revenue collection, subsidizing 37.7 pent of total FBR
revenues. Net collection was projected at Rs. 658.1 billion against Rs. 553.5
billion in the equivalent period of fiscal year 2012. Indirect taxes
increased by 14.2 peent inthefirst ten months of current fiscal year and
accounted for 62.2 parent of total FBR collection. Net collection was
estimated at Rs. 1,086.7 billion against Rs. 951.9 billion in the similar
period last year. The growth rate of fiscal revenushiswn in figure 10
while the assessment of expenditures is highlighted in figure 11. The fiscal
deficit against revenue and expenditures is shown in figure 12 (Pakistan
Economic Survey; 20134).

Figure-10

Growth Rate of Fiscal Revenue
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Figure-11

Growth Rate of Expenditure
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Growth Rate of Overall Deficit

ety

Years

Carawih Riate (%)

Wl Bevepne:  BTold Bxpendings 0 Owerall Defont

Public Debt in Pakistan

The externaldebt has increased to $37 billion in 2005 that is p@Gcent

of the GDPas related to 50.g@er cent of GDP in 2000. Publidebt stock
extendedto Rs.15,534 billion at the end of March 2014, representing an
increase of Rs.1,168 billion or 8 peent higherover last fiscal yearThe
primary source of growth in plib debt during first nine months ofhe
existing fiscal year was domestic debt that stood at Rs.10,823 billion
representing an increase of 14 pent over end June 201Bhe external
debtstoodat Rs. 4,711 billion by end March 20Xépresenting a reduction

of Rs.138 billion as compared to end June 2013. This waning in external
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debt during first nine months of current fiscal year is chiefly credited to net
repayments and appreciation of Pak Rupee against US Dollar (Pakistan
Economic Survey; 20134).

Government took subsequent measures to successfully accomplish its
public debtduring first nine months dhecurrent fiscal yearDeveloped its
first Medium Term Debt Managementr&egy (201418) to take informed
financing decisions based on the evaluation of-aekttradeoffs. Trading
of government debt devices weesortedto broaden the investor base and
have a liquid government securities market. Pakigiastively tapped
international capital markets after a gap of 7 years and elevated US$ 2
billion against the initial expectations of US$ 500 million. This operation
represented the largest ever international bond offering for Pakistan. With
amplified foreign inflows, the government was able to lessen the pressure
on domestic resources while strengthening the foreign exchange assets vis
avis improving exchange rate parity which alassisted inreduction in
externalpublic debt.

Figure-13
Trend of Public Debt
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Figure-14
Trend of Internal and External Debt
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Trade and Payments

Exports during the first ten months (J#ypril) of the currentfiscal year
touched U$ 20,997 million rising from US$ 20,143 million in the same
period last year thushowinga growth of 4.24 pecent. While imports
during the first ten months (JuBypril) showed a growth of 1.2 perent
associated with thesameperiod last year and reach&37,105 million
against $36,665 milliom thesame perioaf theprevious year.

Trade account balance noted a slightly higher deficit during- Jul
April 201314 compared to same period last year. Trade accdefitit
increasedby 2.8 percent in Jw-April 2013-14. Services account deficit
persisted higher and stood at $2,171 million during-2ydsil 2013-14, as
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compare to $931 million last year. Higher services account scarcity was
the result of lower receipts under alliance support fund duringAptil,
201314, compared to the same period last year. On the other hand, it is
expected thathe receipt of CSF amount of $375 million in May 2014 will
expand the current account deficit (PakigEonomic Survey; 20134).

Wo r k e r Gascesrpeesentddiealthygrowth of 11.5 pecent and
reached $2,894.6 million during JubApril 201314 as against $11,569.8
million in the analogous period of last year. Current account deficit
progressivelyrose during current financial year (JuApril) to $ 2,162
million (0.9 percent of GDR from $1,574 million during JytApril 2012-

13 (0.7 percent of GDP) due to higher deficit in the services account.
Capital and financial account developed amskby a substantial amount of
$4,998 nillion during JulyApril 201314 as compackto a deficit of $440
million in the sameperiodlastyear.

Figure-16

Growth Rate of Exports, Imports and Workers' Remittances
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Figure-17

Trend in Trade and Payments
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Infrastructural Development

Infrastrudural development will be analkyd by examining the situation of
energy sector, transport and communication in Pakistan

Pakistah s Ener gy Sector

In addition to human resource development Pakisieecent economic
downturn can also be partially ascribed to infrastructural deficiencies and
partially to energy shortages. In this case, it is not only inadequate
investment in physical infrastructure but also poor planning, flawed
incentive structure anghismanagement of the generation, transmission and
distribution companies in the power sector thateHad to load shedding

and unreliable supply to the industry. For example, Thal, an indigenous

and economical source of feedstock has not beenedtitiz augment power
supply in the country. The reforms that have been overdue in the power
sector for almost a decade have yet to be implemented despite many public
commitments.

Government discharged the circular debt (Rs 480 billion) directly
after takingoath which added 1752 MW of electricity into the system. In
order to resolve the dispute on perpetual basis, the government organized
National Power Policy (2013) which was announced to deliver an
affordable energy in the country through efficient getnena diffusion and
distribution system. It is anticipated that the policy will set Pakistara
flight of rapid economic growtlrand social development. The foremost
targets of this policy for year 2017 are: Tolyutxclude load shedding; To
decrease cost of generation from 12c/unit to 210c/unit; réduce
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transmission losses from 25 peent to 16 percent and to recover
collection of bills to 95 pecent

Throughout 20134 energy ingesting was 40,185 million TOE
compared to 40,026 million TOEs in 2013 showing a growth of 0.4 per
cent. The present fiscal yelaas observed so far much improvement in
economic activity due to better availdty for usage on account of
comparativelysmallerlosses in tramsissionand distribution as compared
to last year. During Juliviarch 201314, localcrudeextraction remained 23
million barrels while almost 44.9 million barrels were imported.

In the course of Jularch 201314, the total national produot of
coal continuecdht 2,125 million tons, while 1,712 million tons of coal was
imported. Pakist&hs ¢ o a | nor mal | y rbawumikoss. from | i
Coal ingestiorhas beervarying since 2000. About 39.1 peent of total
coal consurad in the country has been employed by brick kilns industry
and 56.1 pecent by cement factories, showing decrease of 3.4&qudr
and increase of 1.83 peent, correspondingly. More or lesise entire
cement industry hashifted fromfurnace oil to colbased heating, hence
utilization of ingenious coal is gaining momentum (Pakistan Economic
Survey 201314).

For the period JuWMarch 201314, the installed capacity of
electricity was 23,048 MW with hydro 6,858 MW, thermal 15,440 MW and
nuclear 750 MWThus the hydropower capacity accounts for 29.7cpet,
thermal 67.0 percent and nuclear 3.3 peent. Nonetheless, electricity
generation is almost 50 peent of installed capacity. There was a rise of 11
per cent in electricity generation during Juiypril 2013-14, compared to
thesameperiod last year.

Thirty-five wind power IPPs holding LOIs issued by AEDB are at
various stages of project development, while 49.5 MW by FFC Energy
Limited and 56.4 MW by Zorlu Enerji (Pvt.) Ltd in Jhampir, Districtatta,
Sindh have attaineccommercial operations date (PakistanEconomic
Survey 201314).

In solar energy, 24 LOls for growing capacity of almost 792.99 MW
on-grid solar PV power plants have been issuedl. Solar Village
Electrification Prgramme wa s or i gi nat ed uiildeer P MG s
thousandSolar Home Systems have been installed in 49 villages of district
Tharparkar, Sindh. Another 51 villages Sindh and 300 villages in
Balochistan have been permitted for electrification using setergy and
will be executed soon. The agenda for powerGameration has been
permitted by ECC for bagasse/biomass based sugar industry privjehts.
next twq three yeard 5002000 MW of power is expected to be generated
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Transport and Communicatio

Thebiggestshock to the economy, however, came in Algust this year
which has resulted in movement of 20 million people, damage or
destruction to 1 million houses, agt, railways, bridges, roads, irrigation
systemand power grids. The World Banrlsian Bank iitial calculation
shows the damages due to the floods have cost rougbhbiibn 6 a
burden that cannot be absorbed by a country of the resources that Pakistan
has. Of course, the enormous restoratind reconstruction program, if

partly financed by infusion of additional money from the international
community can kick start the economy and provide a badly needed stimulus
that will halt the erosion in the living standards, offer job opportunites
unemployed and help the internally displaced persons. How soon and
effectively this can happen depend upon the response capacity of the
government, private sector, civil society organizations and international
community.

Pakista® s | roadt network is around 263,7#ns which carries
over 96 percent of inland freight and 92 peent of passenger traffi¢he
length of NHA road network is around 12,131 kms conpyi®f 39
national highways, motorways, expressway and strategic roads.
Government of Punjab and the Federal government have mutually started
twin cities Rawalpindislamabad MetrdBus service project on March
23rd, 2014 with a total cost of Rs. 44.21 billiochhe Metro Bus Pojectis
expected to take 10 months to compldtee lengthof 8.6km of Metro Bus
corridor in Rawalpindi arewill be of elevated structure whereaskivs in
Islamabadwill run onground

The network of PakistanRailway encompasses 7,791 route
kilometres 423 locomotives, 1,700 passengayaches and 16,179 freight
wagons. Government is taking new initiatives to improve the routine of
Pakistan Railways by repairimairchasing locomotivesenhance HSD oil
reserves up to 12 days to streamline train opermatibar the duration of
financial yar 201314, 63 kms of track has been rehabilitadéedi 57 kms
doubletracked

Since 2002, the performance of Pakistiaiernational Airlines (PIA)
has been on downward trend. Government is taking initiatives/steps to
improve the performace of PIA by contracts feegotiation, route
rationalization, redeploying aircraft on more profitable domestic and
international routes (Pakistan Economic Sunafi314).

Pakistan National Shipping Corporation (PNSC) provides
transporation services for crude oil requirements of the coutitiyasnine
vessels of several kinds/size with a total deadweight capacity of 642,207
tonnes. During JulyMarch, 201314, PNSC companies earnadevenue of
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Rs.11.37 billion as against Rs. 8.21ibitl over the corresponding period of
preceding yeata growth of 38.5 petent.

Telecom revenues during yeMarch 201314, was amounting to
Rs.345.5 bhillion which made this sector very attractive for further
investment. Tele mass has been enhanced ailiti¢da have reached to 78
per cent of population and cover 92 peent of the total land area of the
country which is better in comped toregional countries.

The introduction of 3G/4G spectrum would help in expediting socio
economic progress of the watry. It is considered that auction of 3G /4G
spectrum is the major achievement of the government in Telecom Sector
and has earnatia revenue of $1112.8 milliorPTA has issued a licea to
CM Pak for Long distance International (LDI), Local Loop il a#
Telecom regions of Pakistaand Trans World Infrastructure Services for
Infrastructure growth.

For the period of Julvarch 201314, the Telecom sector receivedl
revenue of Rs.345.5 billion against Rs. 323.0 billion during-JMgrch
201213 Investment inthe Telecom Sector amounted to US $ 530 million
during JulyMarch 201314 against US $ 251 million during Jelyarch
201213 Cellular Mobile subscribersvere 136.5 million at the end of
March, 2014.

In the course of JulMarch201314, an amount of Rs. 161.37 billion
has been collected through Natioalving Schemes and Pakistanst has
received commission amounting to Rs.806.8 million (Pakistan Economic
Survey 201314).

Figure-18

Energy Generation from Different Sources
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Figure-19

Trend in Transport and Communication Development
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Human Resources in Pakistan

The biggest setback has, nevertheless, been the dearth of attention over the
past sixty years to human resource developmdhpointers of education,
health, nutrition, access to drinking water, sanitation, stiow a gloomy
picture. Only one half of the countryods
rate at 55 pecent and the primary school completion rate at 4eet ae
far below those achievday countriesof the region Only 4 percent ofthe
population has degree level education. Putpiending on education stands
at the bottom among South Asian peer group havihg lowest public
expenses that kka remained below 2.5 parent of GDP Health signs are
no better. Maternal mortality, infant mortality, child malnutrition are all
comparatively weak. Just like education, Pakisttamds at the bottom in
terms of public expentlire on healt® 0.55 percent of GDP. Only 35 per
cent of the population is using tap water for drinking while 25cpet uses
pumps.Only 59 percent of the population hagccess tsanitation. Such
poor indicators of human resource development plagen estronger
pressure on the capacity for reasonable and sustainable development.
Population growth rate has shown development afellifrom 1.97
percent in 2013 to 1.95 parent in 2014. Total population is projected at
188.02 million during the yea&2014.The Fertility Rate (TFR) declined to
3.2 children per womn in 2014 as compared to 3.3 in 2013. Infant
Mortality Rate decreased to 66.1 per thousand in 2014 from 67.0 per
thousand in 2013. Urban population has increased to 72.5 million in 2014
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from 69.8 million in 2013, despite the fact rural population has increased to
115.5 million in 2014 from 114.4 million in 2013.

The btal labar force has enlarged from 57.2 million in 2610 to
59.7 million in 201213 with 56 million employed during 20123. The
unemploymentateroseto 6.2 percent in 201213 as compared to 6.0 per
cent in 201611 (PakistarEconomic Survey201213).

The Prime Minister launcheda youth backing package which
comprisesf theInterest Free Loan Scheme, Buss&san Scheme, Youth
Training Scheme, Youth Skill Development Scheme, Free Laptop Scheme
and FeeReimbursement Scheme for Students from less developed areas.

Figure-20

Trend in Population of Pakistan
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Figure-21

Trend of Labour Force and Employment
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A lot is yet to be done for development in the social sector such as
education, health, employment and income. Pakistaanked 146 out of
187 countries on HDI as shown in figure 16. Pakistan is just above
Afghanistan n the South Asian Region. Government needs to focus on
improvement of HDI ranking by taking prudent measures in education,
health, employment and income sectors.

Figure-22
HDI Ranking of Pakistan

HIFl % sl

Caimiries

Social Development in Pakistan

Social development will be examined by observing the performance of
education and health outcomes in Pakistan

Education

According to the latest Pakist&@ocial and Living Standards Measurement
Survey 201213, the literacy rate (10 years and above) is projeete@®0
per cent as compare to 58 peent in 201112. Literagy remainedmuch
higher in urban areas than in rural areas and higher among Padgince
wise data suggest that Punjab leads with 62cpet; followed by Sindh
with 60 percent, Khyber Pakhtunkhwa 52 pegnt and Baluchistan 44 per
cent. Government of Pakistan is presently spending 2.0guerof its GDP
on education sector and is totally committed to incréa®e4.0 percentof
GDP by 2018.

Net Enrolment Rates (NER) at the national level during 2082
remained at 57 perent. Atthenational level, the total number of enrolment
during 201213 stood at 41.1 million as compared to 40.3 million during the
same period last yeaan increase of 2.0 peent. For the period of July
March 201314, a total of 6,677 youth received Vocational & Technical
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training under t he Pr e smedaach Prime Fanni
Mi ni sterés H u nPeogrammen while 2,68k are stith uander

training. HEC is also subsidizing different scholarship prognesnto

enhance academic qualification at various levels on merit basis in line with
specified criteria. During the period 20@8, a total number of 7,731
scholarships were anged under different programes of HEC.

The federal governmeémaslauncheda scheme to support the students
from less advanced areas. Under this innovative and special scheme, apart
from tuition fee, the federal government have paid other academic,
incidental, or mandatory fees charged by educational institutions asffone
or on a persemester basis of Masters, MBPhil and PhD students of
selected/backward areas. Under the progngnRs.1200 million will be
paid as fee for 35,000 students. The progpmssfolio of HEC, includes
129 ongoing development projects in the Federal PSDP 2@1&nd
Government of Pakistahas included 33 new development projects at an
estimated cost of Rs. 26.3 billion, having an allocation of Rs. 2.6 bithion
current year 201:34 (Pakistan Economic Surve01314).

Figure-23

Gender-wise Literacy Rate and Number of
Schools/Vocational Institutes
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Figure-24

Trend of Literacy Rate
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Figure-25

Trend of Public Expenditures on Education
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Health

There are 1,096 hospitals, 5,527 basic health units and 687 maternity and
child healthcentresand 5,310 dispensaries in Pakistard their number is

on the increaseThe number of doctors has improved to 167,759, dentis
13,716, nurses 86,183 and hospital beds 111,953 in the country during
201314 compared to 160,880 doctors, 12,692 dentists, 82,119 nurses and
111,726 hospital beds last year. The population and health services ratio
worked outat 1,099 persons per doctol3,441 persons per dentist and
1,647 persons per hospital bed. It was 1,123 persons per doctor, 14,238 per
dentist and accessibility of one bed for 1617 pessor201213 (Pakistan
Economic Survey 201213). A number of health progranes cover
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diseasedike Malaria, TB, AIDs and Food and Nutritiofror the current
year a total outlay for health sector is budgeted at Rs.102.3 billion which
covers Rs.27.8 billion for development and Rs.74.5 billion for current
expenditure which is equivalent to 0.40 pent of GDPduring 201314 as
compared to 0.35 peent in 201213.

Figure-26
Doctors andHealth Centres in Pakistan
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Figure-27
Trend of Expenditures of Health
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Conclusion

Pakistanhas recorded rapid economic growthere has beereduction in
unemployment and poverty until 2008. During this period, a number of
developments took place that changed the conditions conducive to
development. The increase in food and fuel prices, all over thedworl
spread over 2007 and 2008 were not adjusted in Pakistan at the extreme
level. The deficit was financed by monetary expansion particularly
borrowing from the Central Bank. Inflationary pressures increased and the
beginning of the circular debt set in.



Roadmap for Economic Growth of Pakistan 45

The transition from the previous government to the newly elected
government was not smooth atiere was politicatrisisin the wake othe
assassination of former Prime MinstBenazir Bhutto in December 2007
whose effects persistddr several months. e political uncertainty took a
heavy toll on the economy and resulted in capital flight which created
severe pressures on macroeconomianagement. Moreover, the newly
elected government instead of continuing with sound policiesaliedng
those which were not desirable in the past made public declarations that
confounded the investors. This unexpected split and complete dismissal and
rejection of the past policies accelerated the crisis of confidence. The
foreign exchange reservdémgan depleting at the rate of $1 billion per
month and exchange rate started depreciating at an alarmingnra@08
inflation reached its peak levehffecting fiscal and current accounts
Foreign investments fell sharply, i.e. by 51 pent in FY2009 on top of 35
per cent in FY2008. Access to international capital market disappeared.
The widening of current account and declining of capital receipts led to a
severe reduction in domestic liquidity, a further impetus to domestic
inflation and a furtkr depletion of the foreign exchange resergesicious
cycle set in. On the contrary, strong hands were required on the steering
wheel of the economy to get it out of the turbulent waters i.e., widening
macroeconomic imbalances and deteriorating liviegnditions. In
November 2008, a macroeconomic stabilization agreement was signed with
the IMF and the things began to improve.

Pakistanhas also been unfortunate suffering one shock after
another in the last decade. First, the contidbuin the war against terror
inflicted huge socieeconomic, financial, human and psychological costs on
the country. In simple economic terms, the inflowanf the US of about
$10 billion are only one fourth of the $43 billion of the losses to the
econony incurred so far. Thimoneyhas also come in dribs and drabs with
a lot of scrutiny, hesitation and with a sense as if charity was being
provided. Second, the 2007 global price climb in oil and commodities
caused a major blow to the economy. A thiad price hike in petroleum
products from $55 per barrel to $150 over a period of 12 months proved
devastating for the balance of payments situation of an oil importing
country such as Pakistan. As if this was not sufficient the global economy
went througha calamity and recession of the magnitude that has not been
witnessed since the depression of 1930s. Pathetic global demand and
deferment of capital flows did not help Pakistan in its mekaccounts.

Finally it is concluded that Pakistavas considered as one of the four
fastest growing economies in the Asian region with its 6cpat average
growth per year during 20e8007. As a result poverty rate was reduced by
onehalf, 13 million new jobs were created, debt burden was halvedgtiore
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exchange reserves were raised ameestors' confidence was restored.
While signing the agreement with IMF on November 20, 2008 PPP
governmentpointed tothe major economic transformatiathat had taken
placein the last deade (2000-2007) with areal GDP rise from $60 billion

to $170 billion and per capita income from $500 to over $1006@ status

of Pakistanwas uplifted from lowincome to middle income country
(Memorandum of Economic and Financial Policies (MEfeP)2008/09
2009/10).However, the growth rate of the economy had remained around 3
per cent during the five years period of the last government. As per the
revised estimates presently the growtherdas risen to 4.Jer cent.
Pakistan has the slowest economic performance in South Asia. This slowest
growth has brought back the bitter memories of thedest decade of
1990€when economic growtiplunged to between Per cent and 4per
cent, inflation was in double digits, poverty rose tq@&B8cent, and the total
public debtas percentage of GDP was the higihia the South Asia region

0 99.3 percent of its GDP nearly aroundthe entire GDP of Pakistan.
When the PPRissumedoower in 2008, the tato-GDP ratio was 10 per
cent and the target was 15 pent by 2013. At present, the ratio is less than
9 percentwhich may rank Pakistan among the worst in the world. In 2008,
investment to GDP ratio was 23 pmnt and at present it is 12.5 ment
which isthe worst for more than 30 years. Pubtiebt has doubled in the
last four years. Pakistanfigcing extreme energy crisis of its history and so
far no improvement is evident. The state institutions such as Pakistan Steel
Mill, the Railways, PIA and PEPCO are making huge lgsaksost Rs.

400 billion every year.

Policy Implications

Acceleratingprogress in human development remains the key underpinning
for sustained economic gains. The Net Enrolment Rates in education have
been increasing but still lag behind other South As@untries. Infant and
under five mortality rates represent a simildorg. Gender disparities
persist in education, health and all economic sectors. Pakiatanne of

the lowest female lalho force participation rates in the region. Nutrition
also remains a significant cresstting challenge, as 44 peent of children
under five are stunted. Despite the worrying state of education and health,
especially amongst the poor, resource allocation as a percentage of the GDP
hasremained low. Pakistan is ranked as one of the lowest spenders on
educdéion and health in the region (at aboup@r cent of GDP). At the
current rate of progress, it will be difficult for Pakistan to meet the MDG
targets on health and education by 2015.


http://www.imf.org/External/NP/LOI/2008/pak/112008.pdf
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Over the past couple of years, greater decision making authority has
been assigned to provincial governments. The Eighteenth Constitutional
Amendment has devolved a number of key functions to the provinces. In
total, functions in seventeen federal ministries have been devolved,
including Agriculture, Education, EnvironmentydaHealth. In addition a
greater share of revenues has been passed to the Provinces through the
National Finance Commission Award (NFC) in order to enable them to
perform these functions. As expected, the devolution has posed institutional
and capacity chienges at the provincial level, and meeting these
challenges will require concerted efforts to enhancenstilonal capacity
and institutional development, which varies across provinces. Moreover, the
devolution is yet to be transferred to gross rootlleve

Weak investment climate, infrastructure gaps, sovereign credit
worthiness concerns, and large fiscal deficits continue to pose obstacles to a
sustained improvement in investment activity and economic performance.
Electricity and gas shortages for thedustrial and agricultural sectors,
macroeconomichallenges including fiscal deficits and high inflation, and
security uncertainties, have hampered productive business activities. While
industrial activity had picked up in the previoguarter to 6.per cent
higher than a year earlier, inadequate electricity and gas supplies continue
to stagger this positive trend in the industrial sector.

The biggest worrying factor is the exponential growth of domestic
and external debt which hasen to Rs14.8 trillion. The IMF is expecting
a budget deficit between 7 and pé&rcent of the GDRn thecoming fiscal
year. That is 3 pecent higher than the target deficit and does not include
t he 6 gua s cit cdused byalds<ies i gublic enterprises, nor the
6fl oating debt dé& that creates gover nme .|
relatively high for PakistarWith the exchange rate spiia downwards,
we are looking at a situation with capifaght; inflows are drying up and
external liabilities setting in.

Keeping all these aspects in mind, the contours of the roadmap for
future can be chalked out as under

i. If potential of large young population is properly harnessed the
advantages can beumerous like cheap labig entrepreneurship
development, building on Pakistanforeign Diaspora, low cost
public support programes, long term skill development measures,
etc. In the future ahead, Pakistan needs to focus on human
developnent. Development in social sector will accrue achievement
of short and long term economic goals.

ii.  Relatively under developed infrastructure means that investment
opportunities are abundant. If managed properly through currency
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Vi.

Vii.

viii.

Xi.

Xii.

Xiii.

XiV.

swaps and bilateral trade fobt retention agreements, these could
quickly bring in the much needed Foreign Direct Investniebt).
Pakistanis the deast traded country on a per capita basis within
South Asia. While on one hantdi$ a concernon the other it is an
opportunity. Even a small increase in trade can bring about much
larger growth and employment implications.

The fiscal deficit though now quite high, is in reality mainly
confined over a relatively few areas. Fix Energnd a major
problem stands solved.

Pakistanis blessed with advantageous geographical location. Two
largest emerging economies, China and India, are our neighbo
Our position as a conduit to Central Asian and East European
access anth reverse to the warm waters is a major advantage. As
India shifts its focus from consumption to investment over the next
decade they need to trade and need Pakistani routes like never
before.

Agriculture has been resilient and strong throughout. Streoigth
agricultureneeds to be locked into the national industrial grid. This
will accrue greater results.

Pakistarhas immense strategimportance. The window is between
now and end 2014. We need to cash this oppoytunit

With a bit of help from our international Pakistani Diaspora and
friends the potential in the international financial markets is
significant.

The tax to GDPratio needs to be enhanced, it requires clear
thinking and a prudent strategy.

Import compression anekport push can have quick effects on the
current account deficit.

Improved security and law & order can bear quick economic fruits.
Restoring investorés confidence
stability.

A macro resolve is sentially required to ensure that our debt is
declining at a faster rat&elfreliancemeasures are required to be
instituted.

Our connectivity with the global markets is still low, which means
that solutions lie at looking inwards and not outwards. Amel
returns would in comparison be quicker.

We need to curb fiscal indiscipline, introduce responsibility, stop
reckless spending, do away with discretionary powers at all levels
and ensure appointments on merit.
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CHAPTER 2
Fiscal Challenges and Response

Dr. Vagar Ahmed
Background

aki standés fiscal bal anceoftiwekeg urrent | \
Pissuesnamelﬁlow capacity of the state to

revenues and inability to cut down government expenditures. With a
growing debt liability it is important to note that the additional costs of debt
servicing will also continugo be a burden on the Pakistanonomy in
terms of pressures arising from higher interest rates, overvalued exchange
rate and continuous upward pressure on consumer prices.

This issue is exacerbated by the low economic grdeutls seen in
Pakistansince 2007 (Box 1). The national income in the country has not
even grown at a rate which can absorb the growing number of labour force
in the country. This impacts the budget as the low levels of butply
depressed revenue collection and in turn reduced fiscal space to fund
governmends current and development expenditures. With afgang
IMF programme, Pakistan has committed to keep its deficit under check
and on several occasions since 200% ithe development expenditure on
infrastructure and social sectors that faces a cut in order to meet the deficit
targets set with the IMF.

Unlike the 1980s and 1990s Pakisthas financed the recent fiscal
deficit relatively more througdomestic sources of borrowing. The share of
external borrowing has been on a decline. Howetves has implications
for the domestic financial sector. The loanable funds that were supposed to
be available for the private sector for production and tratleitées were
acquired from the banking sector by the government. In fact the commercial
banks found lending to the government relatively less risky and remained
averse to lending capital to the private sector. The small and medium
enterprises were partiluly hit hard due to the difficulties in acquiring
funds for this working capital.
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Box-1

Economic Growth, Government Revenues and Expenditures
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In this policy note we look divo specific issues under fiscal policy
which directly impact the growth process. We will take up the issue of tax
reform in the next section and will explain how various forms of tax
exemptions, lack of capacity in tax administration ansismg political will
to broaden the tax base is keeping domestic resource mobilizediak
The third section wild/l then explain thi
where we will give particular attention to structuraluiss impeding the
effectiveness of development expenditures in the country. Finally we
conclude with some policy recommendations on improving revenue
collection and effectiveness of government expenditures.
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Tax Reforms

In 2013 the World Bank had noted ththe total revenue collected by tax
and other sources, was 13 pmmt of GDP 8 lowest across emerging
economies (Figure 1). Over §@r centof government revenues are earned
by imposing taxes. This is around 1 pent of GDP out of whicl® per
cent of GDP is collected through Federal Board of RevdRBRY &
lowest collection by any Federajovernmentexcluding oitproducing
countries (Ishtiaq 2013).State capacity to collect taxes has also weakened.
Thetax to GDP ratio declined from 14 peent in the miell980s to 10 per
cent.

Figure-1

Revenue to GDPRatio in Emerging Economies (2013)
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Source: World Development Indicators 2013

Despite increased fiscal administration powers with tl@ipces in a
post18" Amendment milieu, most provinces have struggled to increase
their own tax receipts in recent years. On average 0.4qrérof GDPis
collected by the provinces. Politicians at the provincial level do not wish to
see icreased taxes in their constituencies. Second, provincial tax collection
in rural areas lacks institutional capacity to audit incomes and wealth. This
in turn makes it difficult to validate the tax liability.

! World Development Indicators

2 Average of past 5 years. Fp01213 the FBR collected tax equivalent to 8.3% of
GDP

% |shtiag, Nohman (2013) Tax Reforms in Pakist®olicy Symposium on Tax
Reforms in Pakistan. Sustainable Development Policy Institute.
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Various governments in Pakistaallowed tax exemptions and
preferential treatments to select sectors and even organizations. These
exemptions were provided through Statutory Regulatory Order (SRO) by
the FBR. Independent studies have estimated the loss from such exemptions
to be aroud PKR 800 billion. If tax evasion, estimated to be 4qeert of
GDPis added to this amount, the leakage in revenues is equal to the annual
government borrowing.

The distorting aspect of SROs is that these are being issued without
parliamenary approval and can owverite the federal budget provisions
approved by the parliament at least for a temporary period. There is also no
binding to report value of these exemptions to the Parliament.

The process of tax collection has also been descriasedon
transparent and prone to resgeking. The Tax Administration Reform
Project started in 2005 has largely failed to achieve its objectives. Tax
administration continues to suffer from inefficient and fragmented human
resource, lack of automated sysis, and misuse of discretion by officials.

A weak tax monitoring also results in high levels of tax avoidance.

Another challenge is that of a narrow tax baSet of 58 million
work force in Pakistana meagre 2 million are registeredfayers, and in
2013 only 0.7 million had paid taxes. An unfortunate statistics is that 61 per
cent elected public representatives in the National and Provincial
Assemblies did not pay taxes in the year they contested the elections. There
were 51 pecentof Senators who did not pay tax and 62 pent Cabinet
Ministers who had not filed tax returns.

A key reason of elite not paying taxes is weak enforcement. There is
no example where someone convicted of not paying taxes in Paketan
ever gone to jail. FBR in 2011 had access3tmillion people who were
frequent foreign travellers, had multiple bank accounts, and multiple
vehicle and property registration in their names, however had not paid
taxes. Such cases have never been awardegegmunishment.

It is important to note that the manner in which the government raises
its revenues has implications for the poorest of the poor. We observe in
Figure 2 that the growth in direct taxes (supposed to be progressive and less
burdensome fopoor) has been much lower than the indirect taxes. Even
nontax revenues earned by the government are now posting a higher value
than direct taxes. The general sales tax is the main contributor to the
indirect taxes which makes this type of taxes alondp witntax revenue
measures, regressive and having a higher burden on the poor. This also
implies that the role of fiscal policy in mitigating inequality also diminishes.
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Figure-2

Composition of Consolidated Federal & Provincial
Government Revenues

PKR Billion

2006 2007 2008 2009 2010 2011 2012 2013

o Indirect Taxes ——— Direct Taxes

——— General Sales Tax Non-Tax Revenues
Source: Economic Survey of Pakistan

Government Expenditures

It remains a challenge for the government to balance the recurrent and
development priorities in the country. We see in Figure 2 that interest
payments have occupied a majprithare since 2006. While the defence
spending has been on a decline since the same year, hpitestit
occupies a little over 11 peent of the total government expenditure. The
subsidies allowed for commodity operations and energy has remained
volatile. A large amount of this outlay is politically motivated. The current
and past governments have not been able to fully eliminate the cidebia

in the energy sector. These expenditures collectively are responsible for
unplanned spending on infrasttuee and social sector priorities. It is
usually these sectors, which face a cut in their allocation or disbursements
owing to increases in governmedtdefence, administration or subsidy
related budgets.
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Figure-3
Government Expenditures
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The debt crisis is coming back into picture and IMF has asked
Pakistanto appoint a dedicated directorate to monitor debt levels and
restructure the expensive debt. Figure 3 indicates that aliiigstrcent of
total revenue is lost to repayment and servicing of external and domestic
debt. This is 40 percent of recurrent government expenditures. The
domestic debt to GDRtio is now as high as 43 paznt.

Figure-4
Public Debt Servicing 2014
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In the remaining part of this section we will limit our discussion to
the leakages in the public sector development progra@ma crucial
element for promoting human devetoent and inclusive growth in any
country. One of the key reasons for raptimal spending of development
budgets is the lack of monitoring and evaluation (M&E). Both technical and
human capacity to monitor projects is missing in federal and provincial
plaming and development departments. The entire planning machinery is
understaffed and technically undsapacitated. While the manifestos of all
governments talk about outcomes based budgeting, none have acted upon
this proposal. The result based manageroéptojects with emphasis upon
outcomes and long term impacts is missing.

The throw forward in development budget (i.e. approved projects
awaiting casHlow) should be reduced through alternate financing modes,
such as a) public private partnerships, Wijtlio operate and transfer, and c)
built to operate and own schemes. Throw forward in public sector
development programme (PSDP) is over PKR 3 trillion mostly because of
cut in PSDP, increased number of new schemes and lower resource
mobilization for projects. With the current rate, projects approved today
could on average take around 17 years to complete.

Bypassing of Planning Commission or the provincial planning bodies
in project approval and award has become a norm.eTisesin absence of
rigorous feasibility studies and appraisal in several major projects initiated
in political haste. What is missing here is a strong financial and technical
appraisal, b) social analysis reflecting beneficiary population, dislocation,
resettlement and livelihoods ¢) economic analysis, estimating EIRR, B/C
ratio, NPV and domestic resource cost, and d) risk analysis, including time
delays, cost variations, design and content modifications.

Policy Recommendations

On the taxation side there Bn immediate need to phase out exemptions
and related preferential treatment given to select sectors. The government
has already committed to the IMF that it will get rid of the SRO regime.
This commitment should be expediently implemented. Any futllRO®S
should be subject to the approval of parliament. This will allow public
representatives to monitor any loss accruing due to tax expenditures. The
value of such exemptions and preferences should be regularly calculated
and presented as part of the budge

On tax administration side FBR should be allowed full autonomy
including control over its human resource and management. The functional
expertise should be improved across all levels in FBR. A metkam
strategic plan should drive this department a&hdé plan should be
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monitored on the basis of wealefined key performance indicators. At the
provincial level, the revenue authorities should gradually take control of
functions currently exercised by excise, revenue and board of revenue
departments. Thie should be a specific focus on broadening of tax base
through agriculturgax, property taxes and taxing new sources of incomes
in services sectors.

On the expenditure side the social sector development is now a
domain of provincialgovernments. It istherefore important that the
provinces should avoid politically driven projects that lack any economic
reasoning. The priorities committee of the finance departmestsea that
duplication of new projectss avoided. As the Federalogernment
continues to fund some higher education initiatives and provide for vertical
progranmes of health and population, it is important that the inter
provincial coordination should be improved in order to ensure monitoring
and costeffective implemerdtion of such programmes across provinces.

There is also a need to minimize leakages in PSDP and projects under
provincial annual development plans. The project management costs in
public sector are high and should be rationalized by having human resource
from the private sector which is trained in project delivery. Dedicated
professionals must be appointed as project heads instead of civil servants
working on additional charge basis. The consultancy charges that largely go
to foreign counies should be lecked by the Economic Affairs Division
and must be rationalized. All public sector projects should have exemption
from the general sales tax.
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CHAPTER 3

Prospects and Problems of FDI in Pakistan

Prof. Dr. Naheed Zia Khan

Abstract
Foreign Direct InvestmentFDI) underscores the process of
globalization in present times. The outcomes of FDI for the
host countries, specifically in developing parts of the world,
are widely debated. This paper focuses Bakistai® s
experience as the host country for FDI. The most recent FDI
operdions in Pakistan are analysd using available
evidence. The analysis reflects on lenig implications of
FDI for sustainable development of Pakistan. The latter
encompasses the qualitative changes witneissed Pa ki st and s
society by analyag the economic and social and
environmental impact of FDI. It is argued that sksghted
compulsions of successive governments in Pakistan have
frequently overwhelmed strategipolicy decisions which
appear to have tilted the balance of pecuniary gains in
favour of foreign investors. This is specifically the case in
the power sector. However, while considering its economic
impact, the analysis largelfjavours FDI inflows proviced
the governance issues are addressed to redress the
imbalances in distribution of gains. The qualitative impact
of FDI on the other hand is considered to warrant serious
heart searching with long run economic viability, social
fallout and environmentalustainability in perspective. The
study identifies the market forces and government forces
which together can improve the competitiveness of
Pakistandéds economy as a host country f
help achieve sustainable development targets.

Introductio n

work on ths topic is empirical, relatingFDI inflows with
possibilities of increased economic growtif the developing
countries, almost everywhere eagemlcome foreign investors. The latter
on the other hand are understandably driven by prospects of increasing the

Voluminous literatte exists on FDI. A sizeableart of the published
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size of their industrial empires. Indeed, since ever the advent of neo
liberalist era,FDI everywhere exhibits a regimen governeditty rulesof

new trade theoryNTT) and new economic geograpyEG).! This study,
however, is not designed to incorporate theoregoghistications novin
vogue while writing on contemporargconomic issues. The approach
adopted in thiswork is direct and laypeos friendly, not requiring
acquisition of knowledge pertaining to the formal discipline of economics.

The literature on economics registers many hard currency effect of
FDI inflows to developing countries. Bhagw#li994) expected the host
country to leam new and more productive technologies by watching the
operations of multhational corporationdMNCs), in the presence of
favourable economic environment includingublic policy initiatives and
incentives. This argument appears to rest upon the noticcortfgion
effect of technical progress in the host countryinffay (1978)] made
possible byFDI. Similarly, Bengoa and Robld2003) considered FDI a
trustworthy stimulant for investment in research and developiiitb)
activities of recipient countries

On the other hand, a vaatray ofempirical studies hsprobed into
the relationship between FDI and economic groviliite a few studies
exist on the data for PakistaNmost of the works in this line have based
their findings on statistical analysis involving regression estimations and
other econometric techniques which provalguantitative measure of the
relationship of FDI with economic growth. Taken together, the suggestions
derived from inferential statiss, though operationally conclusive, appear
to be illusive. For example, while Ahmad al. (2003) suggest a significant
and positive relationship between FDI and economievth in Pakistan, a
negativeand insignificant relationship is reported betwdamtivo variables
by Falki(2009).

Notwithstanding the well documented and well known gimmick of
emperor clothing the author acknowledges the contribution made by
numerous other studies which have empirically estimated the relationship
between economic gngh and FDI in Pakistah That said, this work does

! NTT and NEG refer to developmeof new models of internationtde. The

two main focuses of NTT include role of increasing returns to scale and network
effects. On the other hand, models of NEG address the factors determining
spatial structure of an economy, largely by focusing e itterplay between
across space transaction costs and various forms of increasing returns to scale.
Paul Krugmanis credited with leading thdevelopment of both NTT and NEG
theorieswhich earned him a Nobel Prize in economics in 2008 [See, Krugman
(1979and 1998)].

2 Emperor clothings the term used for theoretically and/or analytically inconsistent
econometric models which only the so called highly accompligxpertscan
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not intend to follow the tautology of contemporary formal research writing

requiring toproduce a long list of empirical citations which variously beat

around thebush. Therefore, this studgroceeds toanalyse thesalient

featuresof FDI in Pakistan to helgonsider thdong run implications of

virtually unconditional invitation extended by the country to the foreign

investors. The argument is structured round foams. Part | provides an
overview of Pakistands positioning in t
major internal and external sector variables. Part 1l loakghe major

highlights of FDI in Pakistan. This fsllowed by Part 3 which analgs the

implications of FDI in top five sectors famed in Pakistan by the foreign

investors during the last two years. Finally, Part IV addresses factors
underscoringthe o mpet i ti veness of Pakistands ec

Part |

The first half of 1960s was perhaps the oeha inPakista® s hi st or vy

characteriseavith the strength coming tber economySubsequently, the

countryods economy has been | argely sut

national and international pundits. The economic history of Pakistan,

however, has recorded both upturns and downturns. Notwithstanding the

unique internal dynamics of Pakistan, inviting external vested interests of

various shapes and shades, the country appears to have fared well in terms

of economic performance. Table 1dad list the figures, pertaining to major

macroeconomiindicators, providing world ranking of internal and external

sectosof Paki stands economy respectively.
The information registered in Table draws upon the country

comparisos of nations around the worldPakistanfares respectable on

account of the size of her economy represented by the gross domestic

product(GDP), while the growth rate of the latter is also reported to be

satisfactory in comp#&on with the world league table. However, the

countryoés performance i n wwhicmis of per

partly explained byhe large size of her population, the variable occupying

highest rank among all internal and external macrogman variables

reported in Table 1 and natobal savings. Paki st

also appears to be very poor. Not only the country ranks quite low in the

world league table, its performance in terms of gross national saesg

formulate for theexpertsto understandike their counterpartsvise in the old
fableof emperoreds new cl oth

® The total number of countries varies with variable category. For example, rank
and size of GDPRand its growth rate is reported for 229 countries, while the
corresponding figures for gross national sgsiardisted foronly 155 countries.
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percentages of GDRIs far behind the corresponding figure of overpgo
centfor India and Bangladesh and nearlyd#&r centfor Sri Lanka.

Table-1
Pakistanbs Economy in Worl d
Internal Sector: 2013

Variable Rank Value/Count
GDP 27 574 billion US$
GDP Growth Rate 88 3.6%
Population 6 1.93 million
GDP per capita 177 31,00 US$
Gross national 8ving 120 12.7% of GDP
Public Debt 57 54.% d GDP
Taxes and otherd&¥enue 202 12.6% of GDP

Source: The World FactboeRIA.

The small size of natioh&avings, unfortunateltself provides the
justification for wooing the foreigimvestors who apparently dwt addto
the external debt obligations of the country. Finally, the abysmal
performance exhibited by Pakista)s economy i s the <countr
generate public revenue. Taxes and other revenue apée @ entof GDP
compare very poty with over 17 per centfor India, thus identifying
structural problems in the tax administratiand collectionsystem of
Pakistan. This aspect will be further probed while discussing the FDI in the
telecommunication sector of Pakistan.

Table-2
Pakistanbs Economy in World L
External Sector: 2013
Variable Rank Value (billion US$)
Imports 61 39
Exports 70 25
ForeignDebt 61 52.4
ForeignExchangeReserves 73 11.2
Stock of FDtabroad 74 1.7
Stock of FDthome 68 24.3

Source: The World FactboeRIA.
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Pakista®d s p e r findhe exéemal sector of her economy, relative
to the world league membeis,reported in Table 2. The two foreign trade
variables, imports and exports, register performance mareless
commensurate with the potential of a small open economy. This is also
largely true about the external debt and foreign exchange reserves variables,
notwithstanding the melodramatic statements in the highly sensational print
and electronic media ohé country. Similarly, the focus variable of this
study, FDI,appears to designate Pakistan as one of the many developing
countries of the world with much less operations abroad relative to the
willingness to welcome th&reenfield foreigninvestment hme. Thisis
particularlytrue in absolute termsince theoverseaslirect investmenbf
US$ 1.7 billion by Pakistani nationals poorly fares with US$ 24.3 billion
directly investedn the country bythe foreigners. NonetheleB,a ki st anb s
rankat 68 out ofL09 countries scarcely identifiegra favourite destination
for FDI. More importantly, the argument in the following reveals that there
is a lot more toFDI in Pakistan than what meets thge intermsof its
stocks in the country.

Part I

The courtsip between foreign investors and hgstvernments is well-
documentedphenomenon in developing countries. Pakistaowever,
appears to lead the league with headlong and heedless attentpts of
successivgovernments to attract FDThefollowing list of concessions for
FDI underscorethe generous leveragextended to the foreigmvestors in
Pakistart

1 Remittance of royalty, technology and franchise fee to projects in:

social service
infrastructure
agriculture

fag food chains

O O O ©o

1 Ownership of 10Qper centequity by the foreign investor in the
service sector for first five years of the project;

1 Perfect destination for money laundering as the Federal Board of
RevenugFBR) in Pakista has no concern with the sourafunds
for investment. However, the FBR will demand the requisite
income tax to be paid on each specific investment;

* This information is retrieved frorttp://masoodandmasood.com/foreiginect
investmentfdi-pakistanlaw-lawyer-consultanthelp/
(accessetlovember 5, 2014


http://masoodandmasood.com/foreign-direct-investment-fdi-pakistan-law-lawyer-consultant-help/
http://masoodandmasood.com/foreign-direct-investment-fdi-pakistan-law-lawyer-consultant-help/
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f Foreign investors can own 1@@r centequity in industrial projects
without any pernssion from the government;

1 Full repatriation of capital gains, dividends and profits permissible
to FDI in all sectors;

1 Facility for contracting foreign private loans with willingness to
invest in the sectors on priority list of the government;

f Facility to investors in the manufacturing sector for limitless
borrowing on the domestic market;

1 Facility for all other investors to borrow on the domestic market
equal to 5675 percent of their paid up capital including reserves;

1 Facility to open a bank aount without approval of the Board of
Investment.

Insofar as the reliability of the above list of concessions remains
doubtful because of the hazy source of this information, it might be
misguidng to suggest that Pakistas both a safdhaven and heaven for
foreign investors, a position unsupported by nieagresize of FDI stocks
in the countrylt is, therefore, important to carry out the analysgi$DI in
Pakistan atthe segregate level tbhave anidea of themajor investor
countriesalongwith their preferencefor investment. Thdatter, addressed
in Part Ill,is expected to help reflect on the long run implications of FDI for
sustainable development of the country. Figure 1 provides highlights of FDI
in Pakistan, in two years to 2814 (July 1, 2012 to June 30, 2014),
followed by Table 3 which listsop ten investor countries with largest
inflows over the same period.

The data made public by the State Bank of Paki¢&®BP), for
Financial Year(FY) 2013 and FY2014, provide theabsolute value of FDI
inflow/outflow in 35 economic sectorsof the country. The unit of
currency/count is US$ in million. The figures computed by the author
reveal an aggregate net inflow of US$ 3.1 billion, after adjusting for the
aggregateutflow amounting tdJS$ 2.2 billion. These figures also include
the investments reported in tléherscategory of the exhaustive nominal
scale of the economic sectors. However, the size of the net inflal in
other sectorsis only US$ 67.6 million, wih their total inflow and outflow
of US$ 105.2 million and US$ 37.6 million respectively. The highlights in
Figurel reveal thathetop tenof over 60 investor countries accounted for
83 per centof FDI inflow in FY 2013 and FY2014. This important aspec
is further explained by the figures listed in Table 3.

Of the top ten investor countries in Pakistlmited Kingdom(UK)
and China ranked orthe top in FY2013 and FY2014 respectivelhe
aggregate of the two years for both countriesgiger cent of the total FDI
inflow to PakistanThis aggregate figure, however, hides more than what it
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reveals when consi dergovergmentm&Y2@lB ange of
14 after general elections in May 2013. China, with 28 perafeiotal FDI

inflow to Pakistan in FY 20134, appears to favour more Pakistan Muslim

League Nawaz (PMIN) government than its predecessor, the Pakistan

Peopl esdo d@aretrynmePPP) On the other hand,
Pakistan registers a sharp deel in FY201314 both in absolute and

relative terms.This important aspect may also be explained in terms of
preferences of the incumbent governments in wooing the investor countries.

China, nonetheless, remains a significemtirce of FDI while considerg

Hong Kongos i nafsd panvof theoChiReaekinvestmenn Table

3 also reveals that all but three of the tem countries having FDI in

Pakistan belong to the Western world and account for about half of the total

inflows in two years to end of FY201B

Figure-1
Highlights of FDI in Pakistan (FY 2013 and FY 2014)

Over 60 investing 83% of FDI by top 10

3.1 billion US$ net inflow

Over 5.3 billion US$ total Over 2.2 billion US$ total
inflow outflow

Source: SBP
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Table-3

FDI Inflow to Pakistan: Top 10 Investor Countries

Country Value(US$ million) and% of Total Inflow
FY201213 FY201314 FY201214
US$ % USss$ % US$ %
United Kingdom 666 25 189 7 855 16
China 110 4 744 28 854 16
United States 319 12 271 10 590 11
U.AE 302 11 188 7 500 94
Switzerland 158 5 330 13 488 9.2
Hong Kong 245 9 228 9 473 9
Italy 200 8 80 3 280 5
Norway 75 3 76 2.9 151 3
Austria 53 2 64 2 117 2.2
France 35 1 73 2.8 108 2
Source:SBP
Part Ill
Figure 2 provides important insight

in Pakistan It is observedhat although 35 sectors invite almost all of the

FDI, the bulk is invested only in fiveectors which together record 72 per

cent and 66 per cent of inflow and outflow respectively in two years to end

of FY201314. Communication sector appears to overwhalmthers with

over one fifth of the inflow and over two fifth of outflow. These accounts

are highly revealing and warrant a closer analysis of the sectors favoured by
FDI in Pakistan Such an analysis begins with the information lisited
Table 4 on FDI infl ow and out fl ow
economy.

nt
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Figure-2
Highlights of FDI Sectors in Pakistan(FY 2013 and FY 2014)

_Over one 8" of inflow 98% of inflow into 35
into the communication sectors
sector alone

Top 5 sectors together
record 72% and 66% of
inflow and outflow
respectively

Telecommunication
sector alone records
42% of outflow

Over two 5" of
outflow from the
communication sector

Source:SBP

As mentioned earlier, the communication is the ilegdector for FDI
in Pakistan This sector includes telecommunications, information
technology and postal & courier servicdable 4 records a much larger
inflow in FY201314, compared to FY201P3. Although the opposite is
true for theoutflow from this sector, both absolute and relative size of
outflow remain very high also in FY20113!. A segregated analysis of the
communication sector provides even more revealing information, as the
telecommunication alone accounts for 94.5 per cedt@/.4 per cent of
this sectorés FDI inflow and out fl

® Telecommunication includesell phones; landline telephone connections;
wireless, payphone and internet services; and voice over IP.
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Insofar as communication is considered to help decrease market

distortionsby increasing informatioavailable to producers and consumers,

the FDI in telecommunication industry of Kfstan does not appearto

represent

t he

forei

gn

nvestorsbo

contrary, it isthe outcomeof their responsdo the niche in the market
offering sizeable producesurplus. Notwithstanding the unsustie levels
of outflow caused by the telecommunication sector, the arrangement suits
the cash starved Government of Pakistan, as this sector presently represents

one of the largest source of tax revenues, with 136.5 million subscribers for
mobile phones ahein March 2014That said, telecommunication remains

t he most
priority

i mportant

accorded

t o

sector

of t he

t hvitak strasegicamndo r

economic interests. Moreover, the digital divigewidely considered to

underscore the economic disparity between and within the nations in the
present world. The higher size of FDI in telecommunication sector of

respo

moder |
al so

Pakistan should be welcomed as long as it does not remain technological
acquisition only andhelps increase indigenous capabilities of the country
this and other sectors of the economy.

Table-4

FDI Inflow/Outflow: Top Five Sectors in Pakistan

Sector Inflow/Outflow(US$ million)
[% of total inflow/outflow]
FY201213 FY201314 FY201214
Inflo | Outflo | Inflo | Outflo | Inflo | Outflo
w w w w w w
Communication 192 574 933 350 | 1125| 924
[4] [26] | [18] | [16] | [22] | [42]
Oil and Gas 566 6 487 22 1053 28
Exploration [11] | [0.03] | [9] [0.1] | [20] | [0.13]
Financial Businesy 389 75 238 81 627 156
[7] [3] [5] [4] | [12] [7]
Food 498 5 107 20 605 25
[9] [0.02] | [2] [0.09] | [11] [0.1]
Power 163 136 230 184 393 320
(3] [6] [4] [8] [7] [14]

Source: SBP
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Oil and Gas exploration is the second highest priority sectdeDor
in PakistanThebr ei gn investorsodé preference to
country corresponds to efforts all over the world to tap in potential fossil
fuel reserve§. The gap ioihsupplp and defnand is constantly
increasing. According to estimatetherewill be more tharone per cent
increasein world oil demandby 2030, with most of it coming from
developing countries. Pakistan is finding it increasingly difficult to cope
with the challenge of high oil prices. High import bill of oil increases the
trade gapad of fsets the benefits accruing
remittances. The outflow in this sector is presently very small and its future
size depends on the succesgffibrts ofthe foreign investors to explore olil
and gas in Pakistan. Recentthie gpvernment of Pakistan hassued 50
provisional licenses for exploration of oil and gas to eight local and two
foreign firms having minimum investment commitment of US$ 371 million.

Of the new exploration block&1 are inBalochistan, 15 in Punjab, eigint
Khyber Pakhtunkhwa and six in Sindh.

The third largest sectoiavoured byFDI in Pakistanis financial
business. This sector is fast growing and it must be acknowledged that the
spillover effect of foreign firms in the financial sectof Pakistanhas
visibly improved the overall businessnvironment of the country.
Specifically, foreign firms have helped increasenpetition in the financial
sector of Pakistan by introducing moredvanced technology, better
supervision and regulationThe outflow from the financial sector is
understandably quite high both in absolute and relative terms. It is
suggested that research must be carried out to understand the motivations of
foreign financialfims toe nt er Pakistanbds ddyestic me
which they do so, and the impact they have on financial sector development
and stability in the count¥Such kind of research is particularly warranted
with respect to foreign banks because, as given in Table 5 and Tale 6,
relative size of theiroperation takenin termsof percentag®f total banks,
has been historically much higher iPakistan thanthat of the other

® According to Overseas Development Institute of UK, G20 natithat includes
the USA, China, India and the countries in the European Union, are spending
$88 billion annually on fossil fuel exploration.
http://thinkprogress.org/climate/2014/11/11/3591088/g@éndingon-fossil
fuel-exploration/(accessetNovember 302014.

’ http://www.dawn.com/news/1082218ccessed December 1, 2014

8 A sizeable body of literature extends support to the foreign banks in a country
for their role in enhancing domestic competition, increasing access to financial
services, improving financial and economic performance of borrowers, and
bringing greater financial stabilityClarke et al.(2003); Claessens (2006);
Chopra(2007)).
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countries in South Asia. However, more recent data shows that foreign
banks operations in Pakistan exhibit a sizeable detline.

Table-5

Foreign Banks as Percentage of Total Banks

Country Year

20 20 20 20 20 200 20 20 200 200
00 01 02 03 04 5 06 07 8 9

Bangladesh 3 3 3 3 3 3 3 3 3 3

India 8 8 9 9 9 10 11 12 12 12
Nepal 25 22 15 15 15 15 15 13 13 13
Pakistan 19 14 13 12 12 16 31 36 40 40
Sri Lanka 0O O 0 0 0 0 0 0 0 0

Source: Claessens and Horgt011).

Table-6

Percentage of Foreign Banks?©o

Country Year

2004 2005 2006 2007 2008 2009
Bangladesh 2 2 3 2 2 3
India 4 4 4 4 5 5
Nepal 22 14 20 16 14 13
Pakistan 29 23 48 50 51 53
Sri Lanka 0 0 0 0 0 0

Source: Claessens and Horé011).

The decrease in the foreign bank operations in Pakidéatifies the
inbuilt vulnerability of FDI in financial business. The literature on this
subject points out that foreign banks may wind up their operations in the
host country if its economic conditions thenger promisethe expected
return on their investment. Similarly, the economic difficulties in thmé
country of a foreign bank may also warrant windupy of foreign

° As of June 2013, only 7 of the 38 scheduled banks in Pakisenforeign ad
assets/liabilities of foreign banks registe@3125 per cent decrease.
www.sbp.org.pk/publicationst¢hedulebankgJune.../TitleReview.pdf
(accessed December 2, 201@ able 2 and Table 3).
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operations to help stabilize earnings at home. Another concern identified in
the literature is that foreign banks creank i m a devel oping co
financial market and take a disproportate share of the best of local
business away from domestic bank3his argument carries weight in the
perspective of Pakistands exopepari ence wh
centof all branches, foreign banks were able to attracpd9centof all
deposits and their profit was 6fer centof the pretax profit of the
c 0 u n entirg basking sectdt That said foreign banks have introduced
some major innovations in the banking sector of Pakistan. These
innovatiors have madeareer in banking merattractive fomany aspiring
young professional Mor eover, foreign banks have
external sector by bringing in the much needed foreign exchange. For
example, ABN Amro brought in over US$ 100 million in foreign deposits
between 199®2 and 85per cento f City Bankdés enor mous
was in foreign currency accouritsAdditionally, alongside pecuniary
benefits of foreign banks for a developing country like Pakistan, there is
hardly any doubt that negpecuniary beneficiakffects & foreign banks
translate into work-ethic spill over to domestic banks.Finally, the
prudential regulations in Pakistan must ensure that local commgnoént
foreign banks areufficiently strong and they do not dominate the domestic
market.
The food setor attracts the"%largest inflow of FDI** Almost all of
the FDI in the food sector of Pakistsdirected tder domestienarket and
is heavily concentrated on food processing aondnvenience food$
Processedood sectompromises hig dividends for FDI, asnly 6 per cent
of world processed foods argaded internationally whilghe industry
accounts fothreefourth of the global food sales witin estimatedalue of
US$ 3.5 trillion™ The two European firms, Nestlé and Unilever, tre
leading brands in the processed food sector of Pakistan. There are also quite
a few international fast food chains. Although food processing adds value to
the agricultural products, FDI in this sector should be considered from

10 http://www.econ2.econ.iastate.edu/faculty/bhattagdiforeignbankspaper.pdf
(accessed December 2, 2014

1 pakistanand Gulf EconomislanFeb, 1993).

12 pakistanand Gulf EconomislanFeb, 1993).

3 The reported size of FDI in this sectir exclusive of investmenmnifood
packaging, beverages, tobacco & cigarettes and sugar.

* Food processing can be divided into four major sectors including fruit and
vegetables; meat, poultry, and seafood; beverage and bottling; and dairy
operations. Convenience foods include iteiks, Ireconstituted fruits and juices,
instant dried soups and other sgibking meals.

15 http://Iwww.uaf.edu.pk/golden_jubilee/downloads/...1/dr.%20anjum.pdf
(accessed December 6, 2014
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multiple perspectives tmising on its economic, social and environmental
impacts.Research studies should be carried out to probe into the direct and
indirect productivityimpacts of FDI in the food sector of Pakistan including
the possibilities for enhancirthe participation of small and medium local
enterprises.Environmentally oriented research studies also need to be
conducted, as the less rigorous legislative and regulatory controls attract
many foreign investors to the food sector of countries likeseaki Insofar

as the health and safety of the consumers otmlie the fundamental
concerns ofhe food processing industry, there shduddncreased pressure

on both local and foreign producers to ensure the conformiityheir
activities with food safty standards. Moreover, both production and
consumption of processed foods addsthe productionof solid waste®®

The absence of proper methdds disposabf both biodegradable and rnon
biodegradable solidwaste resultsin serious environmental problems
including human health hazards.

Another critical line of research in the food sector is targetireg
socialimpact of FDI includingchanges irdiet and consumption patterns,
since theseinvestments promotarends favaring highly industrialized
globaldiets. The electronic media, now widelgcessible tthe populace in
Pakistan is adding utility perceptions as wels thestatus and glamour to
the processed foodsith serious implicationgor social psychology ina
developing countrylike Pakistan where poverty headcount is still very
large. In this context, research on the social impact of FDI in the bottled
drinking water is particularly importangs alarge number of rural and
urban population in Pakistan sill denied accesto safedrinking water.
Consumption of unhygieniavater is the major factor responsiblefor
causing a number of diseases in the country. According to one estimate, 80
per centof all illnessesand 40per centof deaths in Pakistaare causedty
waterborne balth problems$! Those who have the power and forums to
raise voice and exert influence for directing public funds to provide
universal access to safe drinking water can afford to purchase the bottled
water and therefore complacently ignore civic respalitgilof lobbying for
this important social cause.

The power sector is the last but not least aspect considered in this
paper for discussing the problems and prospects of FDI in Pakigtatd
Bank helped provide the foothold to FDI ireefricity generation industry
of Pakistan. Three large multinational companies, Intenmal Power Plc

'® Daily solid waste generation in Pakistemges between 0.283 and 0.612 kg per
capita and the waste generation annual growth rate is 2.4%
http://www.hepd.punjab.gov.pdlid waste(accessed December 6, 2014

Y6Waberne diseases mMlaws SaturdayeMaich 22, 2@14.r e at 0

n
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of Britain and AES Power and Walter Power of US, virtually control
electricity generation in private sector of Pakistamternational Power
Plc, the &rgest foreign investor, entered the power sector of Pakistan in
1994 with 17per centstake in HUBCOunder World Bank guarante&s.
With this modest beginning the British Company now ownd manages
unmatched share dhdependent Power Projects (IPPs)Pakistarf’ The
Companyo6s t e rpunchaseodgreement@BAs) signed with
Government of PakistafGOP), are highly secure and lucratipeoviding
assuranceof generous returns on equity in foreseeable fuffur€he
Co mp any 6 sReparh201Paoh Asn exposure records 1fer cent
increasein revenue from 1,598 to 1,784 million Euros, with @er cent
increase in adjusted current income, from 305 to 324 million Hiloan
(2014)]. The Report, however, does not list separate countryuats of
revene and incomebut contribution made binvestment in Pakistaoan
be inferred from universally unparalleled concessions granted by the GOP
andsheer sizeftheCo mp any 6 s indhe eounérnf?i on s

The US based AES Power is having only two IPPs, AESilLapd
AES Pakgen, and 30 years PPAs signed with GOP filitnewill have a
combined installed capacity of 1,900 MW by 2015, after completion of an
underconstruction 1,200MW IPP.2® The Walters Power International, also

18 AES stands for Applied Energy Services.

¥ Hub Power CompanyHUBCO), was the first of its size and kind in the entire
world (Gl Securities P. 12 The first HUBCO power plant is located at Hub,

Lasbela District, Balochistan. This is the first power @cojn the private sector
of PakistanlIt was initiated in 1985 and Within 12 years of its initiation, HUBCO
became fully commissioned in 1997.

®The Company6s annual report 2012 lists 36
Addu Power Cmpany (KAPCO), HUBCO, HUBCO Narowal and Uch power
plant respectively, while its shares in the under construction HUBCO Laraib and
Uch Il are reported to be 17% and 100% respectiiiéhan (2014)].

ZHUBCOb6s PPA commenced faommenialtopestiordiat e of it
1997 and will end in 2027. As per the terms of agreement, there are two main
components of tariff structure including the capacity purchase (@P&) and
the energy purchase pri¢EPP). The former covers the debt service element, the
insurance cost element and the fixed cost operating cost elermhbat.
Agreement s terms for EPP are even more g
for fuel cost element along with the rupee variable and foreign currency variable
operation and maintenance tefements which, among other things, also include
claimable custom duties on import of equipments on foreign currency variable
operation and maintenance cost elements. [{Bah4) ].

% For 2011, of a gross total of 7,899MW, Pakismrtainted for half of the
Companyds electricity generation-in Asia.
gdfsuez.com/assets/downloads/pdfsZA -RR-Asia.pdf accessed on
September 21, 2013, at 20:00 hrs.

2 http://www.pakboi.gov.pk/pdf/Success%20Stories/AES_SS.pdf
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based in US, is having ownership af least two public sector and six
private sector plants in Pakistan partnership with Pakistan Power
Resource$PPR).

The figures listed in Table 4 record the second highest level of
outflow from the power sector both in absoluteesand relative term which
is takenas the percentage of total outflow. In two yearsrd ofFY2014,
the outflow from the power sector is Jer centof the total outflow
recordedunder FDI accounts. This is becauke FDIin Pakistad power
sector ishavi ng t he Wor l d Bankds and ot her
I nst i tlEld) iguanarge@s worth billions of dalta Owing to these
guarantees, Pakistais obliged to submitto unprecedented termef
agreementsncluding repatriatiorof profits. The situation habeen made
worse in recent years by additige Rental Power Plant®kPPs) to an
already uneven equatiéhFinally, an overwhelming majority of IPPs in
Pakistanare oitbased thermal power plants and aralerperforming by
wide margns because of the lack of fifélindeed, the FDI in the power
sector of Pakistan has largely benefited the foreign investorskimteof
support these plants have been given by the G@Bns thathe public
sectorcarries risk while foreign investorenjoy guaranteed ratef return
on their investment.

Part IV

The latest figures made public by the SBP on FDI in Pakistatwo years

to endof FY 2014 indicate a low priority accorded by the foreign investors

to the largescale manufaating sector in Pakistan, asly the top five

sectors discussed above account fop&2cenbf total inflow. The analysis

in the foregoing indicates that mosttbe investment in the top five sectors
ensures prafits erathiero thandunderscoring the sustainable
development prospects of Pakistan. It may, however, be argued that risk
premium of FDIin Pakistaris likely to be higher becausaf thec ount r y 6 s

(accessed September 22, 2013

% Rental power technology offers to meet short term needs of electricity. The rental
period is five to seven years. The power generatirigcam be brought up in the
form of a kit and takes 4 to 6 months to i
incurs high fuel costs which keep on increasing. With a total capacity of 2734M,
about 19 RPPs currently listed in Pakistme eported to be inefficient and
obsoleteThe Karkey Karadeniz Electrik Uretum of Turkey is the most expensive
shipmounted power plant in the country, charging about 41 rupees per unit.
[ 6The Cr i Kerakl Juwyf8, 20¢8]I | 6,

% These plants provide mae than one third of total electricity generation in
Pakistan The comparable figures for the RPPs was only 5% of what IPPs were
producing in 2011[ICCI 2012].
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internal security situation and formidablenarket distortions. This linef
argument conformsvith the World Economic Forum(WEF) 2013, which
provides the Global Competitiveness Ind€6Cl) Report 20134,
ranking Pakistan at 133 in her overall competitiveness position. Table 7

provides the i nf @nmkingirt sonerof theemosPcaitical st and s

areas of competitiveness. The ranking in the first three areas fares better
than all others, though the overall competitiveness image appears to be
unwelcoming for FDI. The Report identifies lack of property rights
protection in Pakistan, as her public institutions are marred with
inefficiencies, corruption and patronagerlhis, added to thealarming
internalsecurity situation, takes itsll on prospects ohew businesse¥he
Report considers the widening public defitiigh level of inflation and low

l evel of domestic savings as major
rank in macroeconomigituation. Similarly, the infrastructure in the country

is highly inadequate to attract and retaia thusinesses. More particularly,
electricity shortages are causing serious operational problems to maintain
even the exting levels of industrial output. Furthermoreinsofar as
human resource development is widatpnsidered to underscore the
differenees in competitivenesshe quality of basic education is poor in

f act

Pakistanand t he count r iméns rateschre @laotamong thee nr o
| owe st in t he wo r | dur maFket rsaffers geriousPa ki st a

distortons, caused by many fdities and inefficiencies, along with low
female labar force participation.

Table-7
Global Competitiveness Index: 20134
Areas of Competitiveness Pakistartdb s Ran
Financial development pillars 67"
Innovations 77"
Business devepment pillars 85"
Access to ICT 118"
Infrastructure 121%
Publicinstitutions 126"
Electricity 135"
Basic education 137"
Labor market efficiency 138"
Female labour force participation 144"
Macroeconomic situation 145"

Source: World Economic Forur2013).
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Notwithstanding the existence of weaknesses in Pakistan e c o n 0 my ,
such as those identified by the GCI Report 2043 it is important to
understand that all such ranking is d&@son indirect and/or derived
measurements. Such kind of measurements universally suffer reliability
problems and even with maximum validity only provide approximate rather
than true value of the variables. Given the present global scenario, Pakistan
bashing is one of the faurite pastime of international agencies responsible
for publishing reports on country comparisons. That said, Pakistan certainly
needs to strengthen the strengths and weaken the weaknesses to attract
foreign investors on terms and ditions favarable to the sustainable
development prospects of the country.

Universally, market forces and government forces together determine
the level and quality of @ ount r y 6 sconpetitivenessi On the
market side, the host market attractiees largely depends on tal@hiven
innovations, inputs cost and availability, and suppliers network. On the
other hand, the government is expected to provide:

i Efficient financial system;

Judicious tax system

Adequate infrastructure;

Legal and regulatory system;

Investment in egalitarian education and healthcare systems.

= =4 =4 =4

Finally, even when both market forces and government forces are in
place, the theoretical argument of HomealMet Effect (HME) does not
favour a small economy like Rastard,sdespite virtually unconditional
support extended to FDI operatidisSpecifically, the size of the internal
market is the major attraction for FDI in the manufacturing sector.
Countries with relatively larger local demand mandgeattract larger
shares of FDI in manufacturing, subsequently becoming net exporters of the
goods thus produced [Krugmét080); Helpman and Krugmgmh985)].

Conclusion

Since after the advent of rndiberalist counterrevolution, FDI is in vogue,
specifially in developing countries like Pakistain the contemporary
world, FDI extends from the making of physical products to the delivery of

%% The phenomenon of HME refers to the tendency of large manufacturing firms,
producing under increasing returns to scale, to concentrate their operations in
large countries in order to save transport cost. Indeed, HME is considered one of
the major building blocks of NTT and NEG modfdee, Head et al.(2002)].
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services. This study examines the major underlying currents of FDI in
Pakistan. Properly understandithe sectoral dynamics of FDI in Pakistan

is essential to enacting policies favable to sustainable development
targets of the country. During the last two years, catapulting into the top
five positions in terms of attracting FDI inflow are the commation, oil

and gas exploration, financial business, food and the power sectors
respectively. Studies should be carried out to determine the FDI drivers in
these five and other maj or sectors of
that rather than going helang for all kind of Greenfield FDI, Pakistan
should be selective and must attract projects supporting technology
adoption, integration and transfer to help improve her competitive
advantage in the international market. Finally, there is no dearth of
entrepreneurial talent in Pakistan. Finding the niche in the market, the
indigenous entrepreneurs should be willing to invest in all those sector
favoured by the FDI even withalf of the incentives and suppadhiat GOP
extendgo the foreign investorA.
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CHAPTER 4
Meeting the Energy Requirements

Dr. Rehana Siddiqui

Abstract
The energy requirements of countries dependhersize of
the population ad the structure of the economy. Rising
populatbn, higher energy intensityof production and
mismanagement in demand and supplyehied to energy
crisis in most developing countries, particularly in South
Asian countries. The major crisis faced by Pakiss power
shortagewhich is adversely affecting the production systems
(the output losses varying between@&D percent) and the
quality of life of the population. Tif study indicates that
efforts are required to resolve the currensisf on demand
and supply side, both. The focus of the demand side efforts
should be on improving energy efficiency and energy
conservation. The supply also needs to be increased.
However, we need to find an appropriate energy mix which is
cost effectiveand canmeet the shosterm and longerm
energy needs of the country.

Introduction

he energy requirements of a country dependtlon size of its

population andts structure of economy. Rising population, higher

energy intensity of production and mianagement in demand and
supply has led to energy crisis in most develomiogntries includingthe
countriesin South Asia.All the South Asian countries are facing acute
energy shortage. Ehelectricity crisisthat Pakistanhas been fang in
recent yearshas adversely affeed the production systems (the output
losses varying between 8D percent (Siddiqui, et al.(20)) antie quality
of life of the population. Tis study focuses omhe demand and supply
sides, both, to resolve thisrisis. The demand side efforts should be to
improve energy efficiency and energy conservation while the supply also
needs to be increased, by improving the efficiency of the existing
infrastructure and by changing the energy mix which is cost effeatide
canmeet the shoiterm and longerm energy needs of the country.
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An analysis of the prevailing situation suggests that the energy crisis
requires immediate attention from the government. Various agreements
with neighbairing countries have already begut in place in order to meet
the countrybés energy demand tthe ough di |
international level, the IraRakistan (IP) gas pipeline and the
TurkmenistarAfghanistanPakistanindia (TAPI) gas pipeline projecare
already underway.

The shortage of energy is a majsstacle toeconomic growthand
the current global energy situation indicates a need to take urgent measures
to increase the supply and to man#gdgedemand to fill the gapnladdition,
efforts to conserve energy can play an important role in reducing the gap
between energy supply and demand. In this paper we focus on expected
future energy requiremesnbf the country. In this regard we focus on both
sides, e.g., issue of expding energy resource by increasing its supply and
the issue of energy mix to produce at a lower cost and improving access.
The issue of energy demand management is also critical to reduce the
existing shortage.

The energy sector has important linkagess provision affects
economic growthand it can generate employment as its employment
elasticity (electricity and gas) is 0.7 as compared to 1.12 for the transport
sector. Biddiqui (2004)] Therefore, the impact of petroleum proslust
expected to be larger on employment and consequently on poverty.

After the introduction, in this paper, we discuss the current trend in
energy supply and demand in Pakisitarsection 2. In section 3, we focus
on the expected futumnergy requirements. Section 4 gives the options for
achieving the desired targets. Section 5 concludes the paper.

Trends in Supply and Demand for Energy

The sources of energy are:
1 Petroleum Products including Aviation Fuels, Motor Spirit, HOBC,
KeroseneQil, HSD, LDO, and Furnze Oil;
Natural Gas
Liquefied Petroleum Gas
Coal
Electricity from Hydel, Thermal, Nuclear, Solar, Wind, Biofuels.

= =4 =4 =4

Energy use is low in Pakistaas compared to many developing
countries. The reasons could be loweailability, rising energy prices, and
rise in energy efficiency, regulatory environment, environment, and energy
policies. Table 1, reported below shows that energy has been expanding.
The highest growth rate was observed in the supply of natural daah
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This reflects increasing reliance on natural energy resources. Déspite
rise in supply of natural gas, the shortagesrigiag. Similarly, the rise in
supply of electricity does not meet the rise in demand resulting in long
hours of load sheddg in the country. Lack of policy implementation for
electricity generation from renewable resources and-datgd and
inefficient use of the existing power generating infrastructure are the main
reasos for slow growth in supply despitee huge potential

Table-1
Energy Supplies

Source 20012002 | 20102011 | 20122013 | Growth rate

(2001:2013)
Qil (m tonnes) 18051 21282 20403 1.11
Natural Gas 923758 1471591 1505841 4.44
(mcft)
Coal (tonnes) 4409 7717 6889 4.06
Electricity (GWh)| 72405 94653 96497 2.61
Hydel 18941 31811 29857 4.14
Thermal 51174 59153 61711 1.70
Nuclear 2291 3420 4553 6.24
Imported 0 269 375 16.61

The demand for energy responds to changes in income and prices. In
addition, the energy use is also influenced by the changes in the retroictu
the economy and by the changes in energy intensity as a result of
technological changes and reduction in losses. Over time the consumption
of energy has increased in Pakistahhe growth rates of energy
consumption are reported infAla 2 (petroleum products), Table 3 (natural
gas), and Table 4 (electricity), below.

The consumption of petroleum products was highest dutBgp
2002 and it slowed down significantly during the first decade of tfie 21
century. Table 2]. The reasons asbarp rise in oil prices, poor economic
growthand substitution of other sources of energy like natural gas and coal.
For example, the unit value of imports for petroleum products increased
indicating a sharp increase in pricegetroleum products which are linked
with their international prices. This resultediia rising sharein the total
import bill (i.e., from 23 pecent in 2005/6 to 33 peent in 2012/13)

The sectoral changes in the consumptiminoil and petroleum
products are reported in table 2. The demand for petroleum products
declined sharply, over time, in the agricultsector. In the power sector,
the demand for furnace oil declined mainly because of substitution of
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natural gas and coal &se main fuel. The demand in the transport sector
increased due to increase in the number of vehicles and shortage of gas.
Thus the change in the sectoral shares has afféctetbtal demand of
petroleum products.

Table-2

Growth Rates of Consumption ofOil and Petroleum Products

Years | House | Industry | Agriculture | Transport | Power | Total
holds

1990 -7.39 5.17 -0.40 5.22 9.80 5.72
2002

2002 | -15.12 -3.18 -16.70 0.78 2.06 0.62
2011

2011 6.77 0.86 -12.17 4.95 -2.45 | 1.32
2013

1990 -9.86 0.80 -9.22 3.07 5.04 2.90
2013

Note: Tot al includes 060t her Governmentod al s

The comparison of sectoral growth rates and change in the share of
each sector in consumptioof petroleum products, during 1990/91 and
2013/14, indicates that despite significant changes irstalemand the
sectoral share did not change. The transport sector rentai@athin user
of petroleum products in 2013/14. [see Figure 1 and 2].
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Figure-1

Consumption of Petroleum Products (share1990:91

H hshold

® industry

H agriculture
B transport
= power

# other govt

Figure-2
Consumption of Petrdeum Products (share) 2013:14

Natural gas is another source of energy supply in Pakidtan
demand has slowed down in recent yefgse table 3]. This may be in
response to supply shortages. However, the decline in industrial deman
i.e., cement and fertilizer industrghe major users of natural gas, was
significant. Similarly the demand from the transport sector has also declined
in recent years. The comparison of sectoral growth rates, reported in Table
2 and Table 3, indicasea fuel switching across sectors. For example, the
household demand for petroleum products declined but it increased for
natural gas. Similarly, in recent years the power sector dependence on
natural gas increased and on furnace oil declined.
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Table-3

Growth Rates of Consumption of Natural Gas

Years | House | Commercial| Cement| Fertilizer | Power | Industry | Transport| Total
holds

1990 7.46 5.15 -6.24 4.85 4.66 4.47 0.00 5.01
2002

2002 5.00 5.70 -16.22 2.64 1.82 7.42 3241 4.80
2011

201% | 11.43 5.48 -42.75 -9.74 3.55 -1.28 -6.02 1.09
2013

1990 6.41 5.20 -13.48 2.41 3.13 5.06 24.01 4.36
2013

Note: Tot al includes 60Other Governmentd

al
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The comparison of growth rates of consumption and the sectoral
share [see Table 3 and Figures 3 and 4] reveals negative dimwitine
cement industryvhich resulted in decline in its share during 1990/91 and
2013/14.

Figure-3
Consumption of Natural Gas (share): 1990:91
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® Commer.
® Cement
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Figure-4
Consumption of Natural Gas (share): 2013:14
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The third important source of energy is elédty/power. The electricity
shortages are imposing a huge cost on the economy and on the quality of
life. The cost, in terms of lost industrial output, has been significant, up to
60 percent in Punjab.$iddiqui, et.al., (2011)]. The comparison of syppl

and consumption growth rates, reported in Table 1 and Table 4s fetw

the higher expansion in consumption of electricity led to load shedding in
the country. In addition, the growth was relatively higher for the household
sector.

Table-4

Growth Rates of Consumption of Electricity

Years House Commercial | Industrial | Agriculture Street Total
holds Lights

1990 7.83 2.92 2.45 -1.32 0.00 4.32
2002

2002 4,55 7.35 3.91 6.00 7.61 4.62
2011

2011 0.32 1.91 2.54 -7.66 0.11 | -0.20
2013

1990 5.41 4.63 2.99 1.37 5.87 3.87
2013

Not e: Tot al includes 60Ot her Governmento al s

The comparison of the growth rate and sectoral share [see Taitk 4
Figure5 and 6] reveals that slow growth in consumption has resulted in
declining share of agriculturend industrial use of electricity in 2013/14 as
compared taheir shares in 1990/91.

Figure-5
Consumption of Electricity (Gwh) (share) 1990:91 and 2013:14
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Figure-6
Consumption of Electricity (Gwh) (share)-2013:14
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Coal is becoming an imp@nt fuel. Pakistamas the second largest
coal reserves. The use of coal is rising in Pakistathdd990s, more than
90 percent coal was utilized in brick kilns, but in 2013/14 the share
declined to 60 pecent and the share of ceméncreased fronzeroin
1990/91 to 36 pecent in 2013/14. [see Figure 7]. However, the quality of
coal needs to be improved which requires either investment in research and
development or resources for technology transfer.

Figure-7
Consumption of Coal(000 mtonne} 2013:14

W power
¥ brick kilns

H cement
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Future Energy Needs

Assessment of future energy needs is critical in order to reduce the adverse
sociceconomic impact of energy shortageakista® s e n eungption c on s
in general has grown 8@er centover thelast 15 years, a big part of the
energy crisis is dealing with massive inefficiencies in the system, such as
huge numbers of customers who donot pa:
and losses due to inefficiencies across the energy. g central
challenge facing the country at the moment is to find cheaper and
sustainable means of generating electricity and to reconfigure the energy
mix for enabling power supply at an affordable pricea task, which is

easier said than done. Energy crises seem tobefeatable in Pakistan in

the near future. Proper understanding and implementation of correct
policies is necessary on priority basis. In this paper, keeping in view the
time frame of Vision 2025, we develop following three scenarios to project
energy for2025:

Annual Plan 201415

Annual Plan 20145 focuses on development of infrastructure for
electricity generation. The plan sets the target to generate 25000 MW
additional units.

Trends in Energy Use

Based on the trendf growth rates of output (Grossohestic Produet
GDP) and energy consumption, reported in Table 5, the future energy needs
are estimated.

Table-5
Growth Rates of Output (GDP) and Energy

Years GDP Petroleum | Natural Gas | Electricity
Products

199091 7.71 9.76 4.47 7.17

199596 6.60 11.10 16.39 5.64

19992000 3.90 6.51 11.32 5.15

20022008 6.00 0.30 12.20 4.90

20102013 3.65 0.45 -0.26 1.08
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The supply of petroleum products should increase by 20.46 million
tonnes from 19.4 million tonnes in 2013n& the growth rate afiatural
gas was negative in recent years, we are not estimating its future demand.
The supply of electricity should go up from 76789 Gwh in 2013 to
193367.8 Gwh in 2025.

Growth-Energy Nexus

Based on regression for Ener@yowth Rehtionship, we estimate the
growth elasticity for each energy resourtable6 reports the future energy
needs based on this relationship. For achieving the growth rate of 7 per
cent,therequired growth rate of electricityill be 9.65 percent per annum,
againstthe actualat 5.25 percent. The requiredatefor Petroleum Products

will be 8.65 percentagainst theactualat 3.5 percent per annum during
19962005. Based on these growth rates, the demand for petroleum
products is expected &xceed20 million tonnes by 2025. The demand for
natural gas will be around 40 mmcft whereas the demand for electricity to
be greater than 193367.8 Gwh in 2025. In order to achieve these targets, a
proactive action plan is needed. Otherwise, in the long run energy
bottlenecks may hampdne growth potential.

Table-6
Energy Needs
Petroleum Products Electricity
(Required Growth (Required Growth
Rate) Rate)
Growth Elasticity 0.168 0.153
Target GDRGrowth Rate
5 percent 5.20 4.75
7 percent 8.65 9.65
10 percent 20.73 20.04

Strategies and Policy Options

Two-fold strategies are required to tackle the current energy crisis. There is
a need to draw plans and implement solutions for increasing supply and by
introducing demand management through integrating enaermdelling

(i.e., IEM). In order to ensure energy availability at affordable prittes,
following strategies and policy actisare recommended:



90

Roadmap for Economic Growth of Pakistan

1)

2)

Energy Mix: There are two dimensions for the energy nihe

first is the optimal combination among the energy sajrce.,
petroleum products, natural gas and electridityg second is the
combination within various sources of power generation, i.e., hydel,
thermal, nuclear, solar, wind and others. We need to oparo
energy mix that is cost effective and ensures energy security.

The interfuel substitution can also play a critical role. The research
shows oil substitution for electricity is low around 0.2@Qereas
electricity substitution for oil is higheat around 0.6. This implies,

the impact is not symmetric. Thus, changes in the structure of the
economy should be kept in mind while formulating policies
regarding energynix.

Pricing: Currently the pricing strategies add uncertainty in the
energy market whiclksitransmitted to other sectors of the economy.
The price of the petroleum products is linked with the international
markets. This increases the vulnerability of the economy to
international shocks. According tthe Government of Pakistan
(2014):

AThe price of oil was $ 10 per
110 per barrel in May 2014 showing an increase of almost 10 times
as compared to prices in 1995. This also led to an increase in price
of oil domestically, escalating to Rs.107 p&elin May 2014 from
Rs.9perlitei n 1995. 0

Reducing the dependence on the petroleum products in the critical
sectors of the economy either through efficiency improvement or
through technology transfer and increasing investment in further
exploration an be helpful in reducing vulnerability and improving
competitiveness of the economy. Same strategies can be important
for natural gas.

Frequent changes in electricity prices increasevtheerability of

the economy. According tihe Government of Pakiste(2014):

ifiThe cost of generating one uni
marifold, i.e., Rs. 18/per Kwh when produced on furnace oil and
Rs. 24{ per Kwh when produced through diesel, while the average
sale price of electricity iskmut Rs. 9/ per Kwh. In other words,
every unit generated by an IPP involves a subsidy of Rs09/
Rs.15/ per Kwh. This is the root cause of the growing problem of
circular debt . o

Thus rationalization of the prices across different sources of energy
ard within different sources of electricity is required. In addition,
the electricity tariff rated across users reé¢o be analysd to
reduce the harmful effects of cressbsidization.

t

barr

at
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3)

4)

5)

6)

7

8)

9)

The technological constraints are very real. The old infrastructure
for electricity production anthe use of outdated technologies are
leadingto inefficientand high cost of power generation.

Reduction in power lossakroughbetter and effective governance

is required. Currently the transmission and distribution losagg v
across DISCOs. The IESCO (Islamabad) reports lowest losses
around 10 percent wheras SEPCO reportdhe highest losses
around 40 pecent. There is a need to give incentives, linking to
reduction in losses, to different DISCOs. This could be in tha fo

of allowing lower tariff for the areas with lower losses. However,
this needs in depth analysis before implementation.

Finally ensuring Energy Securitthrough enhancing domestic
production capacity, reduction of imports, expanding the storage
capacity diversification of sources of supply, particularly imports is
critical for meeting future energy needs.

Develop norraditional sources of energy like electricity
generation from solid waste, particularly the industrial waste from
the sugar industry. Cuwntly, in some areas the sugar producing
firms are producing power from the waste for their own and for
local communities.

The improvement in governance structure is important to reduce the
gap between the supply and demand. It requires provision of
incertives and penalties to reduce illegal exploitation of resources.
This will help to reduce losses and make the relevant institutions
more responsible.

There is an urgd need to develop policies with clear action plan.
Recently the government has announdséattional Power Policy
201213. Box 1 below. However, the policybased action plan
needs tobe formulated with clear priorities. One important issue
highlighted in the policy is alignment of various ministries dealing
with energy sector. Howevethe action plan will be critical to
achieve this objective.

One important aspect missing from energy policies is improvement
in environment. This aspect is important, particularly in view of
expected increased dependence on coal for electricity generation.
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Box 1: The Ministry of Water and Power hdsvelopedPowe Policy
to support the current and future energy needs of the country and
Pakistan on a trajectory of rapid economic growth and sc
development. It will also address the key challenges of the power s
in order to provide much needed reliefthe citizens of Pakistan. Ti
achieve the longerm vision of the power sector and overcome
challenges, following nine goals have been set:

i. Build a power generation ¢
energy needs in a suitable manner.

ii. Create a culturef energy conservation and responsibility.

iii. Ensure the generation of inexpensive and affordable electr
for domestic, commercial and industrial use by us
indigenous resources such as coal (thar coal) and hydel.

iv. Minimize pilferage and adulteration foel supply.

v. Promote world class efficiency in power generation.

vi. Create a cutting edge transmission network.

vii. Minimize inefficiencies in the distribution system.

viii. Minimize financial losses across the system.

ix. Align the ministries involved in the energy secémd improve
the governance of all related federal and provinc
departments as well as regulators.

Source: Government of Pakistan (2014).

Conclusions

The energy requirements of countries depenthesize of the population

and structure of the economy. Rising population, higher ergaguction
intensity and mismanagement in demand and supphe leal to energy
crisis in mat developing countries, particularly in South Asian countries.
The major crisis faced by Pakistasm power shortage that is adversely
affecting the production systems (the output losses varying betweed 30
percent) and the quality offé of the population. The study focuses on all
energy sources and diszges the trends in energy uddie analysis of
demand and supply indicates that efforts are required to resolve the current
crisis, on demand and supply side, both. The focus of theamkd side
efforts should be to improve energy efficiency and energy conservation.
The supply also needs to be increased, while keeping in view energy
environment linkage. Thus, we need to find an appropriate energy mix
which is cost effective and it can atehe shorterm and longerm energy
needs of the countr.
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CHAPTER 5
What Ails Pakistand s P Hifmhcesc

Dr. Ashfague Hasan Khan

hank you very much for your very generous introductiime theme

of this conference iRoadnap toEconomicGrowth and | believe that

withoutfiscal and financial discipline it is hard to revive the economy
as well asto achieve higher economic growthinancial dscipline is the
key to revivethe economy and promoting higheconomic growth. This is
basically the agenda. But before that let me thank IPRI and also the Hanns
Sddel Foundation (HSF) for giving me this opportunity to speak on a
subject which is very provocative and | think it will generate a lot of
guestions beause what | will be speaking is based on not only my
academic background but my practical experience of handling the budget of
Pakistanfor more than a decad#/ithout wasting time let me move da
the topic. The mportance of fiscal dapline, as | stated in my opening
remarksJies in preventing any macreconomic crises in the country and it
is also essential for promoting economic grawRlakistan unfortunately
has witnessed maceronomic crises in the decade of the nineties dis we
as for the last seven years in a row and primarily this is becaussalf
indiscipline that we have promoted in this country. Now if we look at the
experiences of other developing countriéls has been observed that
prolonged periods of fiscal discpline promote economic growth and bring
prosperity in the countryBut we have been facing this difficulty fquite a
longtime, as | statedin the decade of 90s and from 2008 onwards.

Now to promote fiscal discipline we must have the capacity to
forecas our budgetary targets. There is no point fixing irrelevant
budgetary targets which from day one we kncamot be achieved. In
other words the country i® berun for the entire fiscal yeasn adhoc
basis This has been our crital problemForecasting budgetary targetith
fair degree of accuracy is an essential element of financial discipline in a
country. If a country does not have the capacity to forecast even revenue for
the next year why worryabout theeconony as a wholeSo projecting
budgetary targets with fair degree of accuracy is an essential element of
sound fiscal managemeiut Pakistanhas been failing to forecast its
revenue for the last several yeafhis is how we makeour budget in
PakistanThere are inherent flaws in maintaining financial discipline of the
countryin the way we preparthe budget. Now most of you knowhat we
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mean whenwe saywe ar e preparing our budget o.
preparing the budget? It is nothing but fizalg the public sector

devel opment progr amme. Tthe dvin®tgy ofi t . Wh e n
Finance is preparing the budgemeans we are finalizinthe public sector

development programme only. In order to understhatileb s | thek a't
equation What isa budget deficit1t is therevenue minus expendituréhis

expenditure consists of current expenditwievelopment expenditurand

recurrent expenditurel' he development expenditure tkepu bl i ¢ sect or 0
development programme. So, revenue iseoggenditure plus budget deficit

whichis our negative number. This is how | can rewrite our equation. Why

am | wriing this equatio® Because when we say we are making the

budget we are only finalizing this parthe ED part the public sector
developmentrogramme It meanswe finalize our expenditure first and

when we say expenditure first, it is the public sector development
programme first. And in doing so we do take into account projects of
important people like Larkana Package, Gujrat Package, Gdjan

Package, Multan package and so on. | am giving you the practical way we
prepare our budget because unless we do
budget we will not come to what | am going to explain to you. So, we take

into account all those importaprojects first and then we give allocation

for the ongoing projects and finalizefter lot of attrition the public sector

development programm&he ED part ighusfinalized. What about current

expenditur@ It is known to everybody in the Mistry of Finance because

the largest component dfie current expenditure is interest payment. We

know it is the outstanding stock of debt multiplied by average interest rate.

We give you the interest payment which is the bulk of our current
expenditure. We knovhe other current expenditure is defence expenditure.

It would be around 2.4r 2.5 per centof GDP. We knowthatalready or it

will be about 12 pecent of the total expenditure. This fastdlso known.

We also know the thirélement of the urrent expenditure which is salary

of the governmergervants thatioo we know exactly. The only slippages in

current expenditureare the allocation to power sector subsidies. We
underreporthatall the time. So we know the current expendituve have

already finalized the PSDP pasio we know the total expenditutbe ED

part is completeNow what wouldbe the budget deficit. This is a target

already given by the IMF. So this number is also known. So what is
unknown is the revenue pa8o in our budgewe treat revenue as a residual

item. It has nothing to do witeconomicactivity and yet we always talk

about taxd GDP ratio. Why are we talking about taxGDP ratio. Because

our tax collection has not been dependent on economic activity. Our tax
revenuehas no relation ta he | evel of economic actiwv
revenue on the basis of projected level of GDP. It is all rekidua
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Historically, 75 per cent on average is the FBRget. The chairman would
say fino, no this is too much.That numberis fixed. This year the fix
number isthe residual. It was bargained in Dubai. The target given to us
was 3000 billion. The FBR chairman s&ido no this is impossible. It
cannot be over 2600. No mor¥ou cannot match all these budgetary
targets with thismmumber. So after that he says 2800. O&aydone, 2800.
This is the way we fix our budget numbeur revenue number. Now what
have beerthe implications then, when we fix our revenue without taking
into account the level of economic activity. So thetraixle isseen inthe
pitfalls of a sudden unrealistic revenue targetis fixed at28 billion and
10,000. When the provincial governmestprepare their budget they take
into the resources which will be given to them on the projected level of
FBR revene through the NFC Award. Soehwill make their own budget

on the basis ofhe numbergiven bythe Ministry of Finance. So this is the
fault of others, the provincial governmento, naturally wherthe FBR
review is over projected, unrealistithe provin c i a | government 6s
will also be unrealistic because under the™18mendment there is
provincial autonomy. We cannot ask provincial govesnisi to cut down
their expenditures. So once we have annoureéddgetof 2810 billion
rupees of FBR revenuwe have given this number to the provincial
governmen® Punjab will get this much, Balochistéims much and so and
so forth. But under AFC awardthe actual revenue collection will be
distributed with the exception of Balochistan. Balochistan will dpet t
projected number. So, if 2810tise gross the overstated Balochistan will
get the same number. Hovan the federal government cut down its own
share and give it to Balochistan. 8w federal goe r n mesharebdhas
already been reduced and now it fisrther being reduced because
Balochistan will gefrom the projected revenue of the fedegalvernment

So fromthe first month we see the slippages have started taking place. |
think about 50 billion rupeéshortfall in the first quarter. So the slipgag
arealreadythere andyet theprovinces are not getting the number you are
giving to them. Themo what we doWe count it inthe budget deficit. We
say that cash balance is positive so our budget deficit is reduced. We are
forced todoit becausehisis the way we prepare our budget. This is what |
am trying to explain. Now we have given incentives to provinces in fiscal
years. If it is lying in your account as a cash balance we will give you
restraintof 3 months so there is a perverse incentive. time that after 18
Amendmentthe social sector is totally being assigned to provinces in
achieving the millennium development godtss now the responsibility of

the provincial governmegtAnd we are giving them incentive not to spend
money. If you lkeep money in your account you will be gettjprgfit to the
extent of three montds i n. Newr the ther limitis the budget deficit
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target The federal government is bound to cut down its public sector
development programme. Developmespiending is thevictim of such
activities We are grateful to the IMF that despite ensuring the target they
do not come and ask us to taidditional budgetaryneasuresi.e.,a series

of mini budgets. This the way we decide things and IMF has not said
anythingonminibdget s til |l this ti ngbeems wel |
askeddespite our failure and soon we will see how much deviation is taking
place between actual and targeted revenue. So this is the time to show you
the gap. Look at the gap. This is the budgeteehber and this is the actual
collection and you see the gap. The gap in 2013 was 435 billion.d&hy
we expect thathe provincial budget will be idine? How in the middle of

the fiscal year youcan ask the provinces to cut dovtheir expenditure.
Under 18" Amendment there is provincial autonomy. They will set our
expenditure planSlippages are bound to take place and this is exadtht

has beerhappening. Now the questida why this is happening. Is it so
difficult to forecast the revenue? The ansvgeno.You need capagitin the

FBR as well as in the Mistry of Finane. Period.This is our budgeted
number, this is the actual collection inob6 years in a row that we have
collected more than wehavetargeted. What was the reason? You know
how to forecast revenue and that we have learned through our academic
part. How to forecast reven®Rdhis is not rocket science. Unfortunately
with change ofgovernment wherthose peopldiave left, neitherthe FBR

has the capacity ndhe Ministry of Finance to forecast revenuelrhey go

for the numbers assigned to thewhether the numbers are realistic or
unreal i sti c. thddamayity td oredast thdmaeles. Be
current strategy lacks capacity and takegenueas residualThere isno
accountality for failing to achieve targets. Hentlee FBR does not take
targets seriously. This is how our public sector programme deviates. This is
the deviation. So we cut down our development expenditure. Why we have
been failingin this is because our capagibf forecasting revenue has been
eroded. Leadership quality appearshtvedeteriorated in FBR. Frequent
changes in the FBR leadership demoralize the rank and file in the
institutions. No serious efforts have been made to enhance the capacity of
the staf of FBR. Since they lackhe capacityto forecast revenue they
accept irrelevant targetssigmed to them by the political leadershifphe
Bbottom line is our budget making is faulyo what needs to be done. We
have to enhance the capacity of FBR staffinducting professionals as
well as through training and re training the staff. Training and retraining of
the staffin economics and avaity the inductionof medical doctors in
FBR. Canyou imagine when | was in theiMstry of Finance | observed
peopk werebeingsern abroad. When they returned | asked for the list from
the authorities | saw the listhad many medical doctors. Can a medic
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doctor understand what is i&hd what we have dorne enhance his or her
capacity?Nothing. Appointa chairman peferably from within the FBR for

a minimum period of three years and give confidence and stability to the
leadership.The arrent practice of treating revenue as a residual must be
reversed. If | know how to forecast revenue and if | know what is the
budget deficit | know the sizeof my purseends | will cut my coat
according to the size of my purse and fix my expenditure according to what
| have. Domesticallyesource mobilizatiorand the budget deficare the
targes givento me, sahe budget deficit target is a borrowed targets a
borrowed resource. Domestic mobilization will give me the total size of my
purse and then expenditure will become residual. So in ordérave
discipline in our finances, make expendituresidual not revenuesg, in

other words treat expenditure as a residual and minimize the chances of
slippagesOnly then we can maintain financial discipline which is vital to
promote economic growtind for economic stabiliti
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CHAPTER 6

Strategies for Enhancing Agriculture Growth
and Food Security

Prof. Dr. Muhammad Arshad

Abstract
Food production and security for the ever increasing
population is becoming a great challenge for scientists and
policy makers. Growth in agultural productivity faces
sevee constraints due to land degradation, climate change,
scarce water supplies, lack of quality seeds, unbalanced use of
nutrients, use of obsolete traditional practices, conventional
cropping system,irited credit availability for the farmers,
marketing system and competition for energy resources among
agriculture industry and urbanization. All these aspects
demand serious attention of scientiatslthe policy makers.
Meeting demads for increased crop production in Pakisgan
a great challengerood security requires not only enhanced
agricultural productivity but also improvement in produce
quality while reducing adverse impact of agricultural practices
on natual resources and the environment. Anticipating
climate change and adjusting agricultural practices and
technologies is a major factor that can assure food security for
future generations. Furthermore, the key to food seclieity
in advancing research angtansforming it into adoptable
technology. For instance, achievement of higher vyield
coupled with efficient resource utilizatiors possible by
combining genetic and genomic resources with existing
physiological and biochemical knowledge. Multidiscipliyna
approaches involving effective use of water, integrated and
balanced use of biorganemineral fertilizers, integrated pest
management, reduced pdsrvest loss techniques, risk
management strategies, best agronomic practices, precision
agriculture anduse of GIS system and effective national
policies for credit and marketing systemsnde helpful in
achieving the needs of food, fodder, fuel ditte for the
growing population.
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Today&s Challenge

orld population is continuously increasing and by ylear 2050 it

is estimated to cross 9 billion (Schmidhuber et al., 2007;

Intergovernmental Channel on Climate Change, 2007). This
increasing population will require more foahd fibre which will put
greater pressure on agricultufer future food security. In developing
countries this situation will worsen as the net cereal deficit of these
countries is 103 million ton (9% of consumption) as of 22999 which is
expected to rise to 265 million ton or pér centof consumption in 2030
(FAG, 2004). To meet the demands of food #ibce, the introduction of
high yielding varieties and efficient fertilizers in agriculture has become a
necessity of present timincreasing agricultural production by at least 25
per centwhile keeping price low and sustainable ighe challenge of the
hour. But at the same time increasing agricultural productndy lead to
greater environmental challenges. Agricultural sustainability greatly relies
on the maintenance and availabiliby resources such as forests, water,
nutrients and pastures (DFID, 2002).

At present, the use of high yielding varieties and fertilizers is causing
depletion of nutrientsand water, pollution and land degration on a
massive scale. Although there are mwaus challenges but our main
emphasis is global food demand which is expected to doulhe irext 50
years (Tilman et al., 2002) and even now there are more than 800 million
people facing hunger and halimited access to food. So, when we are
looking & the future, the big question in front ofigdils it possible to meet
such a large food demand withcadversely affectind he envi r onment ?
Agriculture isamajor source of income fahe majority ofthe rural people
in developing countriedn light of the past contribution of agriculture®
food security and economic developmeithprovement in agriculture
sector is necessaiy crucial.

Agriculture Productivity

Agriculture productivityhas a great impactnothe economy of a country

and it is an important pillar of industrial development (Adelman and Morris,
1988). Development in agricultupgovides resources to other sectors of the
economy. Krueger and Stern (1989) stated that countvids higher
agricultural productivity and growth were successful industrializers and
economically stronger in contrast to countries having lower levels of
agricultural productivity growth(Coelli and Rao, 2005; Weibe et al., 2000;
Bravo Ortega and Ledaran, 2004; and Ludena et al., 2007). According to
Stads and Beintema (2009) higher share of research and development
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invested by high income countries as compared to low income countries has
widened the gap. This has important implications for food segcurit
agricultural productivity and poverty reduction in low income countries,
because the countries with lower R&D investment are those that have
agricultural land constraints and low net food imports. Due to minuscule
investment in R&D in these countriebely hinder their ability to generate
modem technologies and enhance efficiency in the agricultural sector. For
poverty alleviation and future food security governments should implement
economic policies that promote agricultural productivity. These pslici
should be included within an agricultural development framework that
helps to transfer technology, increase efficiency, implement best
agricultural practices and provides access to credit, inputs such as fertilizer
and chemicals and market opportunitéeswell. Thus, through agriculture
productivity improvement in economic status is possible.

Agriculture Sustainability

In 1798 Thomas Malthus perceived that exponential growth in population
would ultimately overshadow our ability to produce food andntadly
lead to starvation and war (Malthus, 1798). But during-2dith century,
rising food demand due to increasing population led to advancement in
agricultural technologies. These advancements in agriculsgetor
prevented a majdiood shortage andavedthe human population from so
called Malthusian trap. But debates on agriculture and resource
management started in the 1950s (Carson, 1963) and ultimately in the
1980s, the Commission on Environment and Development which is chaired
by Oro Harlem Brundtl and, published an
The article highlights the control of poverty, natural resource management
and sustaining of environment (World Commission on Environment and
Development, 1987). As a result of this puobdt i on, Asustain
devel opment 6 was defined as "meeting t
compromising the ability of future generations to meet their own needs".
This concept of sustainable development defines both the path and limits of
growth. Followirg this aUN conferenceon environment and development
was held in Rio de Janeiro in 1992 to internationally raise awareness
regardinghreats to agricultural sustainability.

Sustainable agricultureemphasizes developing technologies and
strategies that minimize dependence on environmentally harmful and non
renewable inputs. Some examples of these sustainable solutions are organic
permaculture, ecagriculture, ecological and communibased,
biodynamic, lowinput, environmentally sensie, farm fresh approaches
(Pretty, 2003, 2002; Cernea, 1991; DFID, 2002). In order to popularize
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sustainable agriculture, strategies must be simple and productive with
emphasis on management of natural resources (DFID, 2002). Policies for
increasingfood productionthrough efficient use ofimited resources will
encourage smaller farmeasd will be apositive step toward future food
security. Continuous and wide scale adoption of this system will help to
manage the limited and ne@anewable natural reso@s (Pretty, 2005)
(Figurel).

Figure-1

Sustainable Agriculture

C
e

Food Security

Food secirty i s def i ne @l paople, at alstimast ave wh e n
physical and economic access to sufficient, safe, and nutritious food to meet
their dietary needs and food preferences for an active and healthy life
(FAO, 1995).Sincere efforts are required to increase agriculpucgluction

in order to attain food security for increasing world population over the next
half century (IFPRI, 1995; Crosson and Anderson, 1995; FAO, 1995).
Investment in agriculture, nutrition and rural employment will boost income
and ensure global food security. Experts suggest that the economic benefits
obtained through agriculture are twice effective in reducing poverty as
compared to all other approaches (Crosson and Anderson, 1995). However,
when we are talking about food security at local level, global projections
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do not help necessarily because food production istheaatame a food
availability. Food availability is "production minus the sum of export and
import". Even though, food production strongly influences food availability
and security, however, the relationship is complex and many different
factors are involved (Serl994; Dreze et al., 1995; Bowbrick, 1986).
Presently, diminishing land productivjtywater scarcity, low yielding
verieties, higher prices of fertilizers, povergndhigher food prices aréhe
most common factors hindering food sety (World Bank, 2012).
Malnutrition and poverty aré¢he most important factors which threaten
millions of peoples in developing countries. Unsustainability in agriculture
degrades natural resources and makes it difficult to meet future food
demand.

Maj or Pillars of Agricultural Productivity & Food Security

Agriculture is the backbone of Pakistaes economy angeraccount s
centof the domestic product (Ali, 2004). Agriculture sector meets the food
demands of a growing populatioprovides materials for the industrial
sector and employs a large proportion of the labforce (Pakistan
Economic Survey, 200687). There is a need to enhance agricultural
productivity through the introduction of highielding crop vaieties, and

use of balanced fertilizer, efficient pesticides and sufficient water for
irrigation (GuhakKhasnobis, 2003). Yields of agricultural crops in Pakistan
are still quite low compared tie developed countries. Technology raises
agricultural prodativity; it should be the major factor in creating these
positive effects (Thirtle et al, 2003). Besides agriculture@ other sector
offers equalpotential to create employment and lift people out of poverty.
Undeniably, the increase iagricultural productivity in various countries
and consequential poverty reduction over the last few decades is a product
of the adoption of new technologies.

Variety Development

The world in general faces serious challenges related to food, energy
emironment and health. Advances in plant genetics have provided new
knowledge and technologies needed to address these challenges. Plant
genetics remains a key component of global food security, peace, and
prosperity for the predictable future (Evenson amdyP1991). Agreat
manylives depend upon the degree to which crop genetic improvement can
keep pace with the growing global population, changing climate, and
decreasing environmental resources. The basic technologies of plant genetic
enhancement, includgy crop genetic engineering, are in place, and are
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expected to play crucial roles in meeting the chronic demand of global
food security (Rosegrant and Evenson, 1992). But genetically improved
seed is only one part of the solution. Such seeds bmisttegrated into
ecologically based farming systems and evaluated in light of their
environmental, economic, and social impacts, in order for them to become a
part of sustainable agriculeir However, ther@are someonstrains relded

to the development of new vaiied suchasthe time andfunds neededor

such engthyprojects andpatient governmenpolicies (Lipton, 2001). On

top of thatthe variety approval system is very complicated. Increased
production and food securiganbe achieved with the development of high
yielding and input responsive crop varieties. There is a need to develop
short duration vedties for multiple cropping. Po$ireen Revolution
expectation of yield improvement from the development and release of
newer higher yielding varieties have been overshadowed by problems
resulting from increased cropping intensity, use of poor quality
groundwater, low fertilizer efficiency, and increased weed and disease
attack. Nonethelessdevelopment of new varieties isregrequisite for
enhancing agricultural growtdmdfood security.

Soil Health

Soil health has recently gained attention as soil degradation from high
cropping intensity, lack of organic matter additions and mechanization have
reduced the yield potential figure 2). Intensive agriculturdeads to
increased erosion, soil compaction, greater pest problems, and reduced crop
output (Kendrick, 1961). Soil degradation is a common problem in many
areas of the world. Higher disease and pestspres soil compaction,
decreased infiltration rate, reduced wdtelding capacity, low organic
matter content and excessive 4effiand erosion are common symptoms of
poor soil health (Oguchi, 2004). By green manuring, addition of organic
matter and dlance nutrition, the soil health related problems can be
solved.
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Figure-2
Soil Health Threats

Inputs

Keeping all other factors constant, seed rate determines the plant population
in a field and thus is an importanield determining facto(Khan, 1994).

Seed should be certified and seed rate should be used according to the
recommendations otherwiske yield will be affected. Good quality water

and appropriate number of irrigations enhatieyield of crops. Similarly,

plant protection masures including weeding, hoeing and application of
pesticide to control pest and disease attack need to be adopted (Lipton,
2001). The occurrence of weeds, pests and disease on cespedeeasing
problem in all areas of Pakistaand adoption of chemical methods is
becomingmore popular. Furthermore, balanced fertilizer application is a
prerequisite for higher and sustainable yields. Farmers todesl educated
aboutthe fact that all nutrients contribute equally. Introduction of slow
release fertilizers, nanofertilizers and polymer coated fertilizers shows
much promise for sustainable agricult{p®rward, 1989).



